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India’s cotton yarn exports to surge by 85% to 90% in FY2024: ICRA

e Operating margins in FY2024 however projected to dip by 200-240 bps amid lower gross contribution
levels

In ICRA’s recently published research note on the domestic cotton spinning industry?!, the rating
agency expects demand for the industry to improve by close to 12-14% in volume terms in FY2024 on
a yearly basis, with yarn exports likely to increase by a sharp 85% to 90%, on the back of a shift in
sourcing preference away from China, and the expectations of demand improving for the
spring/summer season in the US and the EU regions that will drive domestic demand from apparel
and home textile manufacturers. However, a sharp moderation in cotton prices, leading to lower yarn
realisations, is likely to translate to a 9-10% year-on-year (YoY) decline in revenues to ~Rs. 33,465 crore
in FY2024.

Commenting on this, Mr. Jayanta Roy, Senior Vice President & Group Head, Corporate Sector
Ratings, ICRA, said: “Despite the increase in cotton yarn volumes, ICRA expects the operating income
of Indian cotton spinning companies to decline by 9-10% and operating margins to shrink by 200-240
bps in FY2024 amid a significant drop in realisation and lower gross contribution levels. Nevertheless,
in-house power generation capacities recently added by select players are likely to alleviate margin
pressures in the medium term”.

Cotton yarn exports typically account for ~25-35% of India’s cotton yarn production, while the
remaining is accounted for by the domestic market. While a steep decline (53%) was witnessed in
cotton yarn exports in FY2023, there has been a trend reversal in the current fiscal. In 7M FY2024,
overall yarn export volumes grew by ~142% (on a YoY basis) on a low base, and with increased exports
to China, resulting in the share of exports in the overall production increasing from 19% in FY2023 to
~33% in 7M FY2024. For the full year FY2024, ICRA estimates India’s yarn exports to increase by ~85-
90% on a YoY basis. Bangladesh, China, and Vietnam account for ~60% of these exports. With the
share of Asia in Indian yarn exports being ~70%, no immediate impact on Indian yarn exports is
expected due to the ongoing Red Sea conflict; any sustained continuance of this face-off would have
a direct impact on apparel export volumes and a consequent impact on both domestic and export
demand for cotton yarn and its realisations.

Domestic cotton prices witnessed a lifetime high in H1 FY2023 but declined steadily in H2 FY2023. For
the 9M FY2024, the prices declined further by ~25% compared to average cotton prices in FY2023, on
account of a weak operating environment. As per the estimates of the office of the Textile
Commissioner, domestic cotton production for CYi20242 is projected to decrease by 6% due to a
reduction in cotton sown area amid uneven rainfall. Cotton prices are expected to marginally increase
from the current levels because of lower expected production.

1 ICRA has analyzed the business performance of 21 entities (13 listed and 8 unlisted) in the domestic cotton spinning industry, with a
combined revenue of Rs. 36,642 crore in FY2023;
2 CYi denotes Indian cotton year from October to September
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Cotton yarn prices too had remained on a declining trend since June 2022 following the softening in
cotton fibre prices and slowing demand from the downstream apparel companies. ICRA expects the
cotton yarn prices to remain soft for the remainder of FY2024 and increase marginally in FY2025 with
demand from downstream companies picking up. The average gross contribution margins for the
spinners declined sharply by 19% in 9M FY2024 in comparison with the same in FY2023 on account of
a weak domestic demand. Gross contribution margins for the spinners reached a multi-year low in
August 2023 and improved 9% in November 2023. Despite a modest increase in gross contribution
margins in Q4 FY2024 with new crop arrivals, ICRA estimates cotton yarn gross contribution to
contract in FY2024 over FY2023 levels.

While cash accruals of spinners are expected to decline in FY2024, ICRA expects the spinners’
borrowings too to come down in FY2024. Lack of any major capital expenditure plans along with lower
working capital requirements, given the softening in cotton prices, is likely to result in lower debt
levels and, therefore, an improvement in capital structure for companies. Capital structure, as
reflected by the total outside liabilities/ tangible net worth ratio, is expected to improve marginally to
~0.5 times in FY2024 (0.6 times in FY2023). However, following a decline in OPBITDA in absolute terms,
ICRA expects the debt coverage ratios for the sector to weaken in FY2024 with the ratio of total debt
to operating profit falling to ~3.4 times from 2.6 times in FY2023.

“The industry had undertaken high debt-funded capex in FY2022 and FY2023, partly due to the deferment of
major capital expenses in the Covid period (FY2020-21). Consequently, with a drop in yarn demand in H2 FY2023,
the coverage metrics of the industry deteriorated in FY2023. Due to weak domestic demand and lower
realisations in FY2024, the spinners have halted major capex plans in the near term. ICRA, however, expects a
marginal pick-up in capex announcements for FY2025, driven by modernisation requirements of machineries,
flow of demand from the China Plus One scheme, and improvement in domestic demand from downstream
apparel companies,” Mr. Roy concluded.
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reports may have presented data, analyses and/or opinions that may be inconsistent with the data, analyses
and/or opinions presented in this publication. All information contained herein must be construed solely as
statements of opinion, and ICRA shall not be liable for any losses incurred by users from any use of this
publication or its contents.

Disclaimer:

This Press Release is being transmitted to you for the sole purpose of dissemination through your
newspaper/magazine/agency. The Press Release may be used by you in full or in part without changing the
meaning or context thereof, but with due credit to ICRA Limited. However, ICRA Limited alone has the sole
right of distribution of its Press Releases for consideration or otherwise through any media including, but not
limited to, websites and portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial
services companies as an independent and professional investment Information and Credit Rating Agency.
Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public
Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The
international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

Click on the icon to visit our social media profiles.
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