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Global Apparel Trade: The global apparel trade remains volatile and sensitive to demand from the US, Europe and Japan besides the trend in fibre 

prices, which impact the apparel realisations and hence the trade value. In CY2015, the global apparel trade witnessed a 5% decline. While a part of 

the aforementioned decline can be attributed to the decline in realisations of textile products due to lower fibre prices, a major driver of this decline 

has, however, been subdued demand from key consumers like Europe and Japan.  
 

The value of apparels imported by the countries in EU (including the trade within EU) declined by ~8% in CY2015, which is largely explained by 5% 

decline in import quantity. Given the volatile macroeconomic environment in Europe, the export quantity has declined thrice in the last seven years. 

The value of apparels imported by Japan also declined for the third consecutive year in CY2015. Nonetheless, the US market for apparel imports 

witnessed improvement in CY2015 as reflected by 6% growth in import quantity and 4% growth in import value; however, the latest trends are not 

encouraging as apparel import quantity of the US is flat in the first five months of the calendar year compared to 5% growth in the same period 

previous year. Also, the growth in Europe’s apparel imports (quantity) during the first four months of the calendar year stood at 2% compared to 1% 

previous year. Thus, the recovery in CY2016 is expected to remain modest as reflected by weak trends in initial months of the ongoing calendar year. 
 

Despite the decline in global apparel trade in CY2015, the apparel exports from Asian countries like Bangladesh, Cambodia, India and Vietnam 

continued to grow. The second largest apparel exporter after China is Bangladesh, whose apparel exports increased by 8% in CY2015 with ~7% share 

in global exports in CY2015. Bangladesh’s growth continues to be supported by the availability of low cost labour and benefits under FTA with EU in 

the form of lower import duties. Similarly, Vietnam continues to grow at a healthy pace supported by strong and improving traction in the US market. 

In CY2015, Vietnam’s apparel exports grew by 10%, which is, however, lower than 16% CAGR achieved in the past five years. While the growth was 

constrained by a fall in apparel import markets of Europe and Japan, Vietnam was less impacted compared to Bangladesh as its presence in Europe is 

limited compared to Bangladesh. 
 

India’s apparel exports: Though the global apparel trade has been going through a weak phase, India was nonetheless able to achieve a ~1% growth 

(in US$ terms) in FY2016 as against a 5% decline in global apparel trade.  This muted growth needs to be looked at in conjunction with lower fibre 

prices in FY2016, adjusted for which the growth in India’s apparel export quantity is estimated at ~3%-4%. While this growth is modest compared to 

healthy growth clocked in the recent years, the growth quantum looks satisfactory in the backdrop of 5% decline in import quantity of Europe and 6% 

increase in import quantity of the US, though weak when compared with Bangladesh and Vietnam. Also, India overtook Germany in CY2015 to 

become the fifth largest apparel exporter after China, Bangladesh, Italy, and Vietnam. However, India remains a marginal player with share of ~4% in 

global apparel trade. While China is a distant leader in apparel trade, Bangladesh and Vietnam continue to outpace India.  
 

Japan, which is the world’s third largest apparel importer accounting for 7% of global apparel imports after EU and USA, continues to account for  only 

~1% of India’s apparel exports. While this provides a possible growth opportunity to improve the share of exports to Japan, the trend is discouraging 

as Japan’s share in India’s apparel exports has declined for three consecutive years from 1.7% in CY2012 to 1.1% in CY2015. 
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Financial performance of apparel manufacturers: The aggregate revenues of 23 Indian apparel exporters in ICRA’s sample set expanded by a mere 3% 
(In INR terms) in FY2016, which is in line with ~1% dollar revenue growth and balance on account of currency deprecation for the industry. In contrast 
to the apparel exporters, the domestic players, however, continued to post steady revenue growth in FY2016, which though continues to remain 
moderate compared to healthy growth seen in FY2012 and FY2013. The aggregate revenues of 13 apparel manufacturers in ICRA’s sample set, which 
are engaged in apparel sales in the domestic market, increased by a modest 7% in FY2016 as against 8% in FY2015, 9% in FY2014 and 12% in FY2013 
reflecting slowing domestic consumption.  
 

The operating profit margins of the domestic apparel manufacturers remain higher than the apparel exporters, however, in contrast to stable 
profitability of exporters; the domestic companies continue to witness profitability pressure amid slowing domestic demand growth and increasing 
operating costs. In FY2016, while the aggregate operating margins of apparel exporters in ICRA’s sample set remained stable at ~7.4%, the aggregate 
operating margins of players focusing on domestic market contracted for the second consecutive year to 13.1% from 13.8% in FY2015 and 14.1% in 
FY2014.  While the profitability margins of garment exporters is considerably lower than domestic players, this also needs to be looked in conjunction 
with the presence of more branded segment players in ICRA’s sample set of domestic players. The apparel manufacturers present in the branded 
segment benefit from their brand identity which provides them some pricing power and hence higher margins. 
 

Accordingly, on account of better operating profitability, the RoCE for the domestic players remained higher at 19.7% in FY2016 (20.7% in FY2015) in 
comparison to those of exporters, which stood at 14.8% in FY2016 (16.1% in FY2015). However, this RoCE should be seen in comparison to the cost of 
capital, which tends to be lower by ~3% for exporters vis-a-vis domestic players; on account of the interest equalisation scheme.    
 

The aggregate financials of apparel manufacturers in ICRA’s sample set reflect steady debt coverage indicators. While the interest coverage for apparel 
exporters improved to 3.0x in FY2016 from 2.7x in FY2015 due to reduced interest expenses after commencement of interest equalization scheme in 
FY2016; however, given the limited improvement in operating profits, the leverage remained unchanged with Total Debt/OPBDITA at ~3.3~3.4x. 
Similarly, due to slower revenue growth and decline in profitability margins, the interest coverage and Total Debt/OPBDITA for domestic players in 
ICRA’s sample set remained unchanged at ~6x and ~1.4x respectively in FY2016.  The debt coverage indicators for the domestic apparel manufacturers 
remain better than that of apparel exporters on account of higher profitability and better capitalisation.   
 

Fabric Sector 
 

Trend in fabric production: Subdued off-take by domestic apparel manufacturers and meager fabric exports continued to weigh on fabric demand and 
production during FY2016. Accordingly, India’s fabric production remained flat in FY2016 with total production of 65.6 billion square meters, a level that 
was 2% lower than ICRA’s expectations. While the nation’s total fabric production remained flat, hosiery sector grew by 4%, whereby its share in total 
fabric production also increased for fourth consecutive year to 27% from 22% share in FY2012. As the woven fabric production has remained flat during 
this period (FY2012-16), the share of the weaving sector in total fabric production has declined to 73% in FY2016 from 78% in FY2012.  
 

Despite the volatility in cotton prices as also the spread between cotton yarn and texturised filament yarn, the share of cotton fabric in India’s total 
fabric production has demonstrated a secular growth over the years, including during FY2016. This is mainly on account of growth in knitted fabric, 
which is largely cotton based. Thus, despite the fact that India’s overall fabric production remained stagnant in FY2016, there was a modest growth of 
4% in cotton fabric production. As a result, the share of cotton fabric in India’s total fabric production increased to 60% in FY2016 from 57% in FY2015, 
having been much lower at 51% in FY2012. 
 

As India’s fabric production is largely absorbed in domestic consumption, production of fabric in India would remain driven largely by the demand for 
apparels and home textiles, both from domestic and export markets. Growth in India’s apparel/made-ups exports would be a positive for the fabric and 
the yarn sector as well.  
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Fabric exports and imports: The Indian fabric industry mainly caters to the domestic requirements with fabric exports accounting for only ~6% of the 
total fabric production as against much higher proportion of exports in other segments of the textile value chain like cotton, yarn and apparels. Large 
domestic requirements, limited growth in production levels and low share of high quality fabric in fabric production, given the fragmented nature of 
the industry and old vintage of the machinery explain the low share of fabric export from India. 
 

Despite the low share of fabric exports with respect to production, fabric segment continues to be a significant contributor to the India’s total textile 
exports due to the value-added nature of the product. While value of fabrics exported by India in FY2016 was lower by 8% at US$4.6 billion due to 
lower fibre prices, this, however, accounted for ~12% share in total textile exports of US$38 Billion in FY2016. Man-made fabrics continue to account 
for the largest share of fabric exports at ~43% of total export quantity in FY2016. 

 

Financial performance of fabric manufacturers: The aggregate revenues of 10 large fabric manufacturers in ICRA’s sample grew by ~6% in FY2016 as 
against revenue growth of 9% in FY2015, 22% in FY2014 and 21% in FY2013. The slowdown in pace of growth of revenues can be attributed to tepid 
industry-wide volume growth and lower prices of key inputs, i.e. yarn on account of lower fiber prices.  
 

Notwithstanding the slowdown in the pace of revenue growth and continued volatility in raw material prices, the operating profitability of fabric 
manufacturers continues to remain stable in the range of 12%-13% as the industry typically passes on the increase/decrease in input cost. Also, as the 
weavers typically maintain an order book for ~30-45 days and inventory stocking is limited to the extent of order-book, hence the risk to profitability 
on account of volatility in input prices is not significant.  

 

Given the stable profitability and satisfactory accruals, the debt coverages continue to remain stable, though moderate. The aggregate interest 
coverage for the ICRA’ sample set of 10 large fabric manufacturers stood at 2.9x for FY2016 vis-à-vis 2.7x in FY2015. Debt coverage continues to be 
moderate due to high leverage and moderate profitability levels, given the fragmented industry.  
 

Performance of denim fabric manufacturers: The aggregate revenues of five large denim manufacturers in ICRA’s sample (which together account for 
~25% of India’s total installed capacity) have witnessed a steady growth over the past few years on account of capacity additions and steady demand. 
However, with decline in yarn prices, the pace of revenue growth slowed in FY2016 to 5% in FY2016 from revenue growth of 10% and 9% witnessed in 
FY2014 and FY2015 respectively. 
 

While the oversupply situation continues to limit pricing ability and has kept the profitability under pressure, the ~10% decline in cotton yarn prices in 
FY2016, following the ~12% decline in FY2015 coupled with steady export and domestic demand, has eased the profitability pressures. In FY2016, the 
aggregate operating margins of these five large denim manufacturers improved to ~12% from ~10% reported in each of previous two years. 
Nonetheless, despite the oversupply in the domestic market, as sizeable capacity additions are scheduled to come up in the denim industry over the 
medium term to cater to the growing domestic market and rising export demand, the profitability is expected to remain under pressure.  
 

With the improvement in operating profitability and growth in revenues, the debt coverage has improved as reflected by interest coverage of 3.0x for 
FY2016 vis-à-vis 2.6x for FY2015. The debt coverage, however, remains moderate due to leveraged capital structure resulting from regular debt-funded 
capacity additions. 
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