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Textile Engineering Industry

A STRATEGY PAPER FOR HOLISTIC DEVELOPMENT

“The signals for expansion and consolidation are already visible in the textile sector in the recent past and the Textile Engineering Industry which was undergoing a long slump at the turn of the century has since exhibited smart signs of recovery.  The industry is now poised for substantial growth with the demand escalating as a result of the huge current and proposed investment in the textile sector”

Textile Engineering Industry – Strategy Paper

Deloitte Touche Tohmatsu

Preamble
The development of capital goods sector is recognized as crucial for sustained economic growth.  Over the years, the capital goods industry did not fare well due to domestic disabilities and consequent competitive disadvantages.  Though economic reforms were unleashed in the early 90’s, the trade policy focused on removal of quantitative restrictions and progressive reduction in customs tariff.  The prevailing handicaps of the indigenous capital goods sector were either ignored or lost sight of.  The policy was biased towards import promotion with little emphasis on technology transfer or swift backup of R&D.  

At a round-table organized by the Confederation of Indian Industry (CII) as recently as in June 2005, the Union Minister of Heavy Industry and Public Enterprises, Shri Santosh Mohan Dev had been appraised of the impediments to foster the growth of the capital goods industry.    He  had  assured  Government initiatives to remove

“Impediments such as inverted duty structure, lack of level playing field, inadequate spending of infrastructure, high working capital requirement, lack of thrust on exports, domestic policy constraints like removal of CST, price preference to PSEs, labour policy reforms, technology and R&D related issues”.

The capital goods industry contributes 9 to 12 % of the total value added in manufacturing and hence the growth of this sector has a close co-relation with industrial development.   Of the Gross Domestic Investment, the capital goods industry accounts for a share of 17 to 21%.  This sector has lately demonstrated high versatility and with the improvement in the overall economic scenario, this sector has shown a growth rate of over 12% in 2004-2005 and the momentum is continuing.

The profitability of the capital goods sector has been lower as compared to other sectors.  Added to this, the rise in prices of raw materials and inputs have affected its operations.  Some of the units have attempted to get around this by resorting to value-engineering techniques for efficient raw material usage and cost reduction.

Textile Engineering Sector (Current Profile)

The textile machinery manufacturing is one of the largest capital goods segments in India.  While there are a few firms close to the international frontier in terms of product, design, capability and process technology, the technical capabilities of several other players are limited.

The TEI is more than 50 years old.  It consists of over 700 machinery and equipment manufacturing units – over 250 units producing complete machinery and remaining, parts and accessories.  It has invested about Rs.1,750 crores to build up an annual estimated capacity of Rs.3,800 crores.  However, the capacity had shrunk to Rs.3,050 crores as a result of the deep recession faced by the industry during the last 10 to 12 years which forced many units – some of them major – to close down/discontinue their production activities.

The following graphs give data on production, capacity utilization, demand, exports and imports of textile machinery, parts and accessories:

a) Production
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b)  Capacity Utilisation :
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c) Demand :
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d)  Export & Import
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STRENGTH & WEAKNESS OF THE INDUSTRY

STRENGTH
There is a large production base. Entire range of machinery is produced in the country. Adequate capacity is created.  Spinning machinery is fairly of upto-date technology. There is large number of spares & accessories   manufacturers. There are well trained and 

highly skilled technical personnel available.  TEI can set up turnkey and semi-turnkey projects.  It exports over 25% of its annual production.

WEAKNESS 

The TEI lived on borrowed technology. There has been no or insufficient in-house R&D. The manufacturing units are located at different parts of the country. There has been lack of sustained demand for machinery from the domestic textile industry. The R&D Centre set up by the Industry at IIT, Powai is yet to come of age and to contribute substantially for the development of the technology for the industry. The weaving & knitting machinery produced in the country are of old and outdated technology. In Processing sector, there is absence of latest technology. Complete range of latest processing machinery is also not available. There is lack of adequate fiscal support from the Government for the development of the TEI. There is no level playing field for TEI to compete with the imported new as well as second hand machinery due to lopsided duty structure. The technological obsolescence in the large decentralised sector of Textile Industry also has adversely affected the industry.

Demand and Supply Perceptions

The annual world production of textile machinery is estimated at US $ 20 billion.  Of this, Germany, Switzerland and Italy account for more than 50% of the supplies.  The other major producers are Japan, USA, UK, Taiwan, Korea, China and India.  

In order to assess the demand for textile engineering equipments, it is useful to know the prevailing capacities.  According to the latest figures, the world spinning and weaving capacities are as under:

(Nos. Million)

	
	
	As on 31.12.2003
	Shipments for 2004
	As on

31-12-2004

	I
	SPINDLES
	
	
	

	
	a) World
	189.3
	8.3
	197.6

	
	b) Asia & Oceania
	140.6
	7.7
	148.3 

(75%)

	II
	O.E. ROTORS
	
	
	

	
	a) World
	8.06
	0.28
	8.3

	
	b) Asia & Oceania
	2.66
	0.18
	2.8

 (34.22%)

	III
	SHUTTLELESS LOOMS
	
	
	

	
	a) World
	0.79
	0.51
	1.30

	
	b) Asia & Oceania
	0.44
	0.39
	0.83 (63.85%)

	IV
	SHUTTLE LOOMS
	
	
	

	
	a) World
	3.23
	0.07
	3.30

	
	b) Asia & Oceania
	3.01
	0.07
	3.08(93.3%)


The TEI derives its demand primarily through expansion, modernization and re-equipment requirements of the textile units.  The demand has been volatile for textile machines due to the cyclical nature of the demand pattern of textiles.  The ushering in of frontier free trade in textiles has lead to a perceptible elongation of the order books of the textile-engineering units.   This  is more clearly visible in 

textile producing exporting countries like China, India, Pakistan, Indonesia, Bangladesh, Turkey etc.

Obsolescence

While it is difficult to quantify the obsolete and run down capacity of the globe, in the spinning sector, it is estimated that about 50 million spindles are due for revocation or replacement.  In the weaving section, the obsolete  capacity will be about 1.5 million shuttle looms.  The finishing capacity will account for about 30% obsolescence.  Thus the potential market for the TEI across the globe is vast and promising.

Comparison of Spindleage and Loomage of China & India

The following table gives the installed capacity  of spindlege and  loomage in China and India:

	 
	China
	India

	Installed Capacity
	
	

	Spindles (Million)
	67.00
	37.5

	Open end Rotors (Million)
	1.01
	0.5

	Shuttleless Looms (‘000)
	250
	30

	Shuttle Looms (Million)
	0.67
	1.99


While the Chinese textile industry has reached saturation point in expansion of spinning capacity, currently there is a unbridled and free expansion taking place in the spinning sector in India.  About 20% of the world spindleage and 42% of the loomage are in India.

Indian scene 

With the spurt in export demand in textiles and improvement in the domestic economic scene the turnaround in demand has been significant.  Consequent to this situation the textile industry is feeling the discomfort of long delivery schedules quoted by domestic manufacturer/s.  It is common knowledge  that capital goods have a long gestation period and tailor-made machines cannot be offered off the shelf.  Moreover the cyclical demand of the past will call for caution and measured response to the spurt in demand.  In any case, it has to be recognized that expansion of existing capacity or establishment of greenfield units will involve heavy investment and gestation.

The anticipation of robust and sustained demand for textiles has prodded the textile entrepreneurs to go for investment   in a big way.  The long delivery period quoted by the domestic spinning machinery manufacturers has prompted some of the textile industrialists to look for imports from countries like China.  While the TEI would not like to come in the way of accelerated modernization or expansion of the textile sector, a word of caution on the sustainability of such high expansion would not be out of place.  

In India it is estimated that about 12 million spindles are to be modernised and about 8 million spindles can be scrapped.  The technology  available  in  the   country  for   ring   spinning  and   back  

process is of world standard.  The spinning machinery sector is therefore expected to sustain well in the coming years.

In regard to loomage the situation is somewhat different.  The 10th Plan has projected a target of 45,500 million sq. mtrs. of cloth production by the end of the Plan.  The weaving equipments in the country are far in excess and the decentralized powerlooms occupy a predominant place.  The National Textile Policy – 2000 has envisaged modernisation of 2.50 lakhs ordinary looms into semi automatic/automatic looms and induction of 50,000 shuttleless looms.

The Textile Processing Sector is divided into 3 major categories viz., composite, semi-composite and independent process houses.  They are further bifurcated into Small Scale Sector and Non-Small Scale Industries.  It is estimated that there are 2324 units in the country,  60% of which belong to SSI sector.  Upgradation of technology and modernization of a large segment of the processing  sector is urgently called for.   

Vision 2010

The Indian Cotton Mills’ Federation (now Confederation of Indian Textile Industry)   has   in   its   Vision   Statement  for  2010  given the 

investment projections for textile machinery are as under:

	Sector
	Investments 

(Rs. Cr.) 

	Spinning
	37,000

	Weaving
	                     25,000

	Knitting 
	                       3,000

	Processing 
	                     50,000

	Garmenting
	                     25,000

	TOTAL
	                  1,40,000


The Textile Engineering Industry is highly motivated by these projections and will leave no stone unturned to meet the Vision of the user textile industry for textile machinery, components and parts in the coming years.

The current annual demand for textile machinery in India is about Rs.4,200 crores.  It will move up substantially in the near future.   It is ironical, but true, that while the aggregate demand for textile machinery and spares had been growing at a fast average annual rate of 15%, the domestic textile machinery units were languishing due to a sharp fall in the share of demand.   

Extend Support Measures

The Technology Upgradation Fund Scheme (TUFS) launched by the Government of India in April 1999 has picked up recently.  The main feature  of the scheme is a 5% reimbursement of the interest actually charged by the financial institutions and banks on  sanctioned projects.     Since   the   scheme   has  caught   up  the momentum only 

recently, it is necessary to extend the same beyond the projected termination period of March 2007.

The 20% capital subsidy scheme for the powerloom sector was announced some time ago.  It is expected to gather vigour and add considerably to the modernization of the weaving sector.  In the larger interest of the industry and the export efforts the scheme should be extended  beyond March 2007.   The announcement of the capital subsidy scheme of 10% in addition to the TUF Scheme for the Finishing Sector,  is a welcome measure.  Since the scheme has been initiated  only in the last Budget, there is not enough lead time for the process houses and  the machinery makers  to avail of the benefits fully prior to March 2007.  This scheme also should be extended.

Technology – Key Enabler (Deloitte’s Perception)

The strategy paper (July 2005) of Deloitte Touche Tohmatsu has highlighted that in order to exploit the demand potential the textile engineering industry needs to speedily address the various issues and initiatives for rapid growth.  It is recognized by all the players in the sector that technology is the key enabler and efforts should concentrate on technical upgradation of TEI, technology transfer, re-engineering, promotion of joint ventures, BPO and R&D efforts.

The Deloitte Report has assessed customer expectations and rated the following parameters in the order of importance for the purchase decisions of the end-user textile industry:

1. Technology & Brand

2. Productivity

3. Price of m/c

4. Customer recommended

5. Components availability

6. Service aspects

7. Export advantage

8. Power savings

9. Labour reduction

Technology and brand play the most vital role in the decision of a customer to buy a machine.  The second parameter, viz., productivity together with consistency of quality would be concomitant with technology.  Factors like energy conservation, eco-friendliness, reduction in labour cost, facility of operation and services would influence demand.  

Deloitte has observed that willingness of foreign manufacturers to technology transfer, continuity of transfer, cost of transfer are aspects to be considered while procuring new technology.  In this context, it may be recalled that during the regimented regime prior to 1992, the 

Indian Textile Engineering Industry was abjectly dependent on borrowed technology.  

Technology Transfer

It is strange, yet true, that the opening up of the economy impacted adversely the transfer of technology to the TEI.

In the first place, the foreign collaborators sought management control before technology transfer could be considered.  Secondly, many Indian partners found it difficult to infuse considerable fresh capital to absorb latest innovations and designs.  Thirdly, because of the strident and sudden scaling down of customs tariff the foreign suppliers found it more lucrative to export machinery from their parent plant than to allow local producers to meet the domestic demand.  Lastly, the prolonged slump came in the way of procuring new technology.  

The initiatives called for to induce technology transfer have, therefore, to be examined afresh.  The primary bait for technology sellers would be royalty payments and large dissemination of technology on a continuous basis.  Government has to be a prime mover of this initiative by offering tax breaks to the technology buyer to help royalty remittances.   Tax reliefs may also be offered on raw materials and other inputs which go into the manufacture of new technology machines by the domestic manufacturers.

Routes to obtain technology 

A combination of routes have to be vigorously pursued to obtain the latest technology for the rapid progress of the Indian Textile Engineering Industry.  These include:

a) Deloitte has proposed that joint ventures be floated with machinery manufacturers in USA who may be interested in transfer of technology.  In the quota free regime, the manufacturers proximity to user market would be advantageous and hence the machinery producers of USA may be eager to expand their presence in India.  Technology joint ventures with Taiwanese electronic companies have been recommended by Deloitte.  

     Since a large number of knitting machines of latest technology are being imported from Taiwan it would be advantageous to examine the feasibility of procuring such technology for the growing knitting industry.

Access to new technology could be explored with countries like Italy, Japan, Korea and Taiwan.  

The  proposals for the  establishment of latest looms have to be explored. With the altered perspective of Japan towards Indian economy,  it   would   be  worthwhile  to  seek  collaborations  with 

textile machinery makers of that country to hollow out their operations to India, particularly in the weaving and processing sectors.  Countries like Korea, Taiwan and Japan have developed electronics in a big way and efforts to procure the technology should be promoted.

b) Technology transfer may be encouraged through re-engineering.  Countries like Japan, China, Korea and Taiwan have benefitted greatly by resorting to retrofit.    India is currently importing a large quantity of used machinery, some of them with improved technology.  An institutional arrangement could be set up to re-engineer and disseminate imported technology through a nodal agency.  

c)  We may explore the feasibility of attracting textile machinery units in Europe and other developed countries to relocate their manufacturing plants in India.  Since the textile industry has gravitated to the East, the machinery makers in Germany, Switzerland, Italy, Spain etc. may be interested to shift their operations nearer to the market.  

d) Several manufacturing units from abroad are either already procuring or planning to outsource manufacturing to India in the coming years.  The process can be accelerated if infrastructure facilities, power availability and plant efficiency are enhanced to global standards.

R&D for Technology 

In the textile engineering sector, technology changes fast, every 5 years.  The long term solution to technology change is the strengthening and expansion of research and development in this field.  The Indian textile engineering industry has established a Research & Development Centre at IIT, Powai, Mumbai which is functioning for the last 10 years.  This centre has to be strengthened through support measures to make it vibrant to trigger textile engineering technology in the quickest phase of time.  There are several other research organizations, R&D units and textile technology institutes functioning in different parts of the country.  These should be given encouragement to promote innovation, design, technology and research in textile machinery.

There are a number of in-house R&D set up in many textile machinery units.  It is important that these efforts are stimulated by offering tax breaks in the form of accelerated allowable expenses.  Similarly TIFAC Schemes should be made more attractive by offering larger concessions in interest rates and repayment terms.

Competition through cost management
Next in importance to technology is the management of cost factors to   sharpen  the  competitive  edge of  Indian  textile   machinery  and 

components.  With the world trade becoming more and more liberal, comparative cost of production  will swing business amongst the nations and continents.  If some countries enjoy low input cost for raw materials, labour or power, the others would score on finance cost, productivity, efficiency or transaction cost.  These advantages will vary with the efflux of time.  If India is to emerge as an economic powerhouse, production of capital goods has to attain global equation in regard to quality standards, technology, brand image and price. 

India has the potential to emerge as the manufacturing hub of the world if the basic advantages are fully exploited.  The country is endowed with enough potential to supply the basic raw materials like steel, stainless steel, aluminum, copper, wood and rubber products at advantageous prices.    Though labour productivity is low, labour cost is competitive.  In the case of capital goods, wage cost constitutes hardly 7.5% to 10% of the product cost.  It should be recognized that inspite of natural advantages, in the overseas market, the Indian brand is still rated at a discount of 20 to 30% due to historic reasons. 

However, the handicaps outweigh the advantages.  The power situation  is  dicy.  Apart from  shortage  of  supply  in  several  states, 

frequent power disruption and uneven supply add to cost.  With  oil prices rising stridently, generation cost of power is high.  The textile machinery industry needs  high working capital of about 35 to 45% due to the high transaction cost and the delay on the part of the user textile industry to lift the tailor-made goods  in time.

The Deloitte Report has stated that in order to save costs the TEI should consider transforming factories into fully flexible & operationable to produce different types of machinery on similar platforms.  They have added that the manufacturing process be redesigned so that common components are high amongst various machinery to lower costs.  It should also be considered whether the number of parts and components could be redesigned to reduce the  numbers.

Similarly, optimizing the internal supply chain to shorten order-to-delivery time should be given top priority and connectivity with supply chain networks and external collaborations among trading partners should be increased.

Diversification 

The Textile Engineering Industry has concentrated mainly on the textile  units  engaged  in  manufacture of yarn, fabrics, made-ups etc.  

There is considerable scope for entering the field of production of garment related machines, components and accessories.  Similarly there is high potential to set up units for production of latest knitting machines and components.  The TEI has also to expand  its wings to manufacture jute machinery, woollen machinery, machinery for silk units and non-woven plants.

Exports

The Textile Engineering Industry is exporting over 25% of its annual production to more than 50 countries including advanced economies.  As mentioned earlier, about 55% thereof is from the spares and accessories sector.   The TEI in India has earned a reputation for supply of products of world standard.  It has also  set up turnkey and semi-turnkey projects abroad.  

The annual exports of textile machinery and components is hovering around Rs.450 to Rs.500 crores.  It is essential to initiate measures to double the exports in a period of 3 to 5 years.  The advantages of export are obvious.  Briefly, they are:

a) Cushion against downturn or volatile demand in the domestic market.

b) Extra market edge to make capacity utilization and expansion more viable.

c) By pitching against the world, we can bench mark our competitiveness which is not possible if we restrict to home market.

d) By operating in the global market we stay abreast of contemporary technological trends.   The export is the best brand match builder.

The important measures required for export development will include:

a) matching credit terms to be offered  to the buyers to the extent of our competitors. 

b) transaction cost to be brought down.

c) Government to Government  long term  loan assistance to be offered to countries like Vietnam, Iran etc. with TEI specific linkage.

d) MDA assistance for participation in exhibitions, sponsoring delegations, road shows etc. to be liberalized;  and

e) Special aid to be granted to build up the brand image.

Policy Intervention

In order to tackle these factors, bold policy intervention is necessary.  The duty structure on raw materials, intermediates and inputs should 

be modulated at a level which would assist the sustenance and expansion of the textile engineering industry.  Infrastructure should be strengthened and developed to bring down the transaction cost.  The power sector should receive special attention to ensure continuous supply at low cost.

Labour productivity be improved through rationalization and man power training.  In order to infuse requisite skill and expertise in running sophisticated machines, a regular programme of  training and upgrading manpower resources should be planned at the unit and industry level.  In spite of considerable reduction in the interest rate structure, the financial cost continue to be higher than abroad.  With inflation prevailing at a moderate level, there is a strong case for further reduction of interest rates by the financial institutions and banks for working capital and term finance.  A special package should be offered to TEI to meet the needs of high working capital and investment.  

Business Process Outsourcing & Supply Chain Management 

Business Process Outsourcing and Supply Chain Management are two important  strands  for the rapid progress of TEI, more especially 

the components and accessories sector.  The components sector is predominantly composed of small scale and medium enterprises.  These units have succeeded in supplying products of latest technology and of world standards.   This is borne out by the fact that components, parts and accessories constitute a major share in  exports.

Outsourcing has a growing role to play in global integration and the Indian producers can look forward to an increased market share both at home and abroad.  In the domestic sector, large machinery units have even now farmed out their requirements of parts, components and ancillaries to large number of units with monitored quality norms.  With enlarged business prospects, the original equipment manufacturers would be eager to procure more and more of their suppliers from the SMEs provided these  units respond to technological exchanges, adhere to time schedules and ensure stable supply.

In the overseas market the situation is equally promising.  The manufacturers abroad would be unable to compete unless they outsource  their   business  from  more  advantageous  locations.   The 

Indian environment is ideally placed to reap BPO benefits in a big way.  This calls for market exploration,  building up brand image and quality management.  Since the Indian software industry is world renowned, the  TEI could leverage  on  software programming and embedded systems to attract business.

Junk Yard of used Textile Machinery

A number of machines having indigenous angle are imported, mostly in second hand condition, at concessional rates of customs duty.  Today, import of second hand machines is more or less unrestricted.  In the name of imported technology, vintage machines are imported and a junkyard has been in the making.  This is suicidal both for the domestic TEI and for the user textile industry in the long run.

Over the last decade, used textile machinery has inflicted incalculable harm to this sector.  By applying a faulty logic that the entrepreneur will be the best judge of investments, the merits of good corporate governance in the technical field is lost sight of.  Government has topped icing to the cake by allowing import of used machines at concessional rates of customs duty!     These machines are available at throwaway prices and the technology and vintage of manufacture are camouflaged.  

In fact, a study of the Ministry of Textiles has brought out the point that imports of new high-tech machines have a shorter pay-back period, contribute to high value addition and enhance quality of products as compared to imported used machinery.  In order to rein in the import of used textile machinery in this sector it is recommended that (a) customs duty for second hand machines be levied at the peak rate as for new machines and  (b) a monitoring body be set up to ensure that only sophisticated  technology is allowed through the used machinery route.

Modernisation of  Textile Engineering Units
It will be agreed that the machinery makers will be induced to plan for expansion and modernisation of their plant and machinery and pump in  substantial investments if there is a sustained and long term demand.  The time is reckoning  to remove the various hindrances that come in the way of fresh investments for expansion, modernization and establishment of green field units in the textile engineering sector.  

The TEI has in the last over 5 decades played a pivotal role in the modernization  and  expansion  of the textile industry.  Strengthening 

the capacity of TEI is vital for giving required momentum to the textile   industry to fulfil its role as the clothier of the nation and a major foreign exchange earner. Indigenous TEI has to be in the forefront in the current modernization and expansion efforts of the user textile industry.  

In order to meet this objective, the TEI has to be endowed with required policy support to manufacture quality machines in a cost effective manner.  The demand of the textile industry for latest generation machines and accessories can be met only if the plant, machinery and machine tools of the textile engineering units are modernised and upgraded.    The cost of such modernization would be high.  It is therefore necessary to provide for  a Textile Engineering Upgradation Fund on similar lines to the ongoing TUF Scheme for the textile industry.  Since the annual demand for modernisation assistance for the TEI is not expected to be more than about Rs.300 crores, the modernisation scheme can be dovetailed to the TUF Scheme.

Development of  Components Sector 
There are about 500 units engaged in the manufacture of accessories and   components      which       cater     to     the    original   equipment 

manufacturers, textile mills and for export.   These units are predominantly in the SME sector and largely unorganized.  They are scattered in centres like Mumbai, Ahmedabad, Coimbatore and Ludhiana/Amritsar.  They form the backbone for both domestic and imported machinery.  Over 33% of the parts and accessories is absorbed by the OEMs and over 55% of the total exports of the TEI is contributed by spares and accessories.   These units have primarily thrived by indigenizing technology and to a small extent through joint ventures.

Measures have to be initiated to bring about cost reduction, efficiency, quality improvement, skill upgradation and improved infrastructural facilities in this important sector.  The best way to tackle the problem is to bring them into the fold of cluster centres on lines similar to the textile parks.  These parks should aim at upgradation of infrastructure and grouping of common facilities.  

The development work will include:

a) Construction, widening and upgradation  of roads.

b) Construction of  common centres for testing  facilities, skill upgradation, marketing etc.

c) Improvement of drainage facilities.

d) Improvement of power supply, street lighting arrangement; and

e) Improvement in water supply arrangement.

Such a common facility would give a big thrust to those units in meeting the progressive needs of the OEMs, textile mills and exports.

Fiscal Reform

Rationalisation of the Duty Structure

i)  Excise :

The present rate of excise duty of 16% plus 2% education cess is exorbitant.  The cost of machines becomes uncompetitive as compared to imported machines in the domestic market.  This discourages units in the user industry to upgrade their plant and machinery and resort to import of outdated used machinery.  Hence it is recommended strongly that the rate of excise duty on textile machines be brought down to merit rate of 8% to enable the user industry to modernise at a faster pace.

The inputs for manufacture of textile machines are also subject to 16% excise duty.  In many cases where exemption is available on specified machines and where the exemption option is exercised by the units in 

the user industry modvat cannot be availed of by the machinery manufacturers as their inputs are subject to excise duty.    As a result, such indigenous machines become uncompetitive in the domestic market.

It is suggested that just as intermediates like cotton yarn which is subject to 4% excise duty, intermediates for manufacture of textile machines like raw materials, components and parts as well as spares supplied by manufacturers should also be subject to 4% excise duty.  This will give a boost in production of indigenous textile machines.

ii)  Customs :

The present complex system of levying customs duty rate not only affects the machinery and accessories manufacturers but also units in the user industry.  In order to overcome such complexities in duty rates and to avoid the cumbersome procedures, it is strongly recommended that all textile machines should be brought under 10% duty slab.  This will not have any adverse impact on the user industry, since a number of machines are already covered under this slab.  It is also recommended that all machines presently having 15% duty rate and concessional rate of 5% duty should be brought under a uniform 10% duty regime.  This will ease import and clearance of textile machines without any delay at the customs.

In order to compete in the domestic market against imported machines, it is recommended that duty rate on all intermediates required in the manufacture of textile machines falling under any chapter of customs tariff should be 5% lower than the duty applicable to complete textile machines viz. 5% ad valorem but subject  to  actual  user  condition.   While countervailing duty (CVD) at 8% and 2% Education Cess should be applicable to imports of complete machines, 4% CVD + 2% Education Cess should be applicable for imports of intermediates (raw-materials, parts, components & accessories) and spares subject to Actual User Condition.  

The present status and complexities in the customs duty rates are as under: 

i) 15% on items covered in List 49 of Customs Notification No.21/2002 dated 1.3.2002.  CVD and education cess is applicable.  The same rates are applicable to import of parts and accessories and other inputs.

ii) 10% basic rate of customs duty applicable in general on textile machines falling outside the above List and Lists 30, 31, 32, 45, 46 and 46B of the above Notification.    The same rate of duty plus CVD and Education Cess are applicable to raw materials, parts and accessories under Chapter 84 or any 

         other Chapter of Customs Tariff subject to actual user condition.

iii) 5% customs duty is applicable to those items falling under Lists 30, 31, 32, 45, 46 and 46B of Customs Notification No.21/2002 dated 1.3.2002.  While CVD is not applicable in the case of machines covered in Lists 31 & 32 CVD and education cess are applicable to items covered in other Lists of the above Customs Notification.  However, components and parts (not raw materials) falling under Chapter 84 or any other Chapter are also given similar concession in duty plus CVD and Education Cess subject to actual user condition for producing machines covered under all the above-mentioned Lists.  
iv) The items covered in the above Lists include parts of certain machines which can be imported without actual user condition. 

v) Many machines in the above Lists are combined with certain specifications/equipments. Hence the concession given in duty cannot be availed of in these cases.

vi) The actual user condition applied for import of inputs by indigenous machinery manufacturers involves cumbersome and lengthy procedures.

vii) Use of common raw materials, parts, components and accessories that go into the manufacture of machines covered both at normal rate of duty, concessional rate of duty and exempted categories of machinery puts the machinery manufacturers in financial losses while reversing the modvat facility availed by them against additional duty paid on such items.

Umbrella Development Fund
For the holistic development of the textile-engineering sector there is an  urgent need  to set up an Umbrella Development Fund.  The fund 

should provide the back up by way of grants, upfront capital subsidy, interest remission and other forms of financial help to the units manufacturing textile machinery, components and accessories.  

This fund will essentially be applied for:

a) Research and development of new technology.

b) Modernization of the textile engineering units on lines similar to the TUF Scheme with interest remission.

c) Infrastructural assistances including for cluster centers.

d) Export promotion; and

e) Assistance for setting up effluent treatment plants and environment protection measures.

a) Research and Development 

As mentioned elsewhere a R&D Centre has already been set up at IIT, Powai and has been functioning for about 10 years.  The scope and potential of this centre for development of new technology, innovation, design and re-engineering have not been fully exploited.  The Textile Engineering Industry  has been pleading with Government for a regular and substantial financial grant to the R&D Centre to augment its operations and equip it with world class facilities.

It is well-known that with the shift of the textile industry to the East the machinery makers are functioning far away from the textile manufacturing centres.  It would be advantageous in the long run to have the development of new technology and building up of new machinery units close to the textile centres.  The lead has to be taken for this purpose by countries like India which has not only a broad and vast growing textile industry but is also capable of catering to the technology and machinery 

needs of nearby countries likely Bangladesh, Pakistan, Thailand and even China.

The   R&D Centre may also be conceived as a high level training institute for turning out technologists to meet the requirements of the textile and the textile engineering industries.

The textile engineering industry is already lending full support to the R&D centre at IIT, Powai.  It is felt that Government should allocate a capital grant of Rs.100 crores to the R&D Centre and make a provision for an annual grant of Rs.10 crores for its effective operation.  In addition, provision should be made for financial grants to the number of textile technology institutions in different parts of the country which are catering to the technical needs of the textile and textile machinery industries.

b) Modernisation 

It is estimated that in a period of 5 years the textile engineering industry would require a fund of the magnitude of Rs.1,500 crores.  The textile engineering units have to re-equip the machine tools and obsolete plant and machinery to enable them 

to manufacture  high speed, precision-oriented and latest technology machines.  Modernisation fund for the textile engineering industry can be on similar lines as that of the TUF scheme for textiles with an 8% interest remission.  This fund should also be made available for transfer of technology, royalty remittances, training of personnel and other related areas to strengthen the textile engineering industry.

c) Infrastructural assistance 

It has been suggested earlier that cluster centres be established for the development of SMEs engaged in the manufacture of components, parts and accessories.  Infrastructural assistances will also be required in the form for skill upgradation, improvement of power supply, water supply management, common testing facilities etc.  The development fund should be utilized for these purposes.

d) Export promotion  

Export promotion would call for matching credit terms with those of our competitiors, reduction of transaction cost, MDA assistance for participation in exhibitions, sponsoring of delegations and organizing seminars and road shows etc. abroad.    Special   measures   will  also have to be considered to 

build  up  the  brand  image  “Made in India” for  our  products.  

The development fund should be used for export promotion to meet the above requirements.

e) Effluent treatment and environment protection measures.

The processing and finishing sectors have to be improved considerably to enhance value addition of textile products.  This calls for the setting up of modern effluent treatment plants and measures to safeguard environment.  The textile engineering sector has to invest substantial capital to manufacture effluent treatment plants.  Since the outlay involved is considerable, capital assistance from the fund would go a long way in accelerating the investment.

Taking all these factors into consideration it is urged that an Umbrella   Development   Fund  of   about   Rs.2,500 crores  be  set up 

urgently.  The fund be managed by a high power board with the Secretary (Heavy Industry) as Chairman, Joint Secretary as Convener and representatives from the textile engineering and other related sectors.

Recommendations

The Textile Engineering Industry has a significant role to play not only in the development and progress of the textile industry but also in strengthening the manufacturing sector.  As an important segment of the capital goods industry, the textile engineering industry would be able to play a dominant role if appropriate measures are initiated to strengthen and improve its base.  It has been projected that the manufacturing share in the GDP should be increased from 17% to 25% in the coming years.  The TEI is one of the instruments which can achieve these objects in a short space of time. The measures required to revitalise this sector would briefly be the following:

1. Creation of an Umbrella Development Fund with a corpus of Rs.2,500 crore.  The Fund to be managed by a High Power Board composed of the following:

· Secretary (Heavy Industry) – Chairman

· Joint Secretary (Heavy Industry) - Convenor

· Secretary (Textiles) – Member

· Joint Secretary (Revenue) – Member

· Textile Commissioner – Member

· Representatives of Textile Engineering Industry –

     (4 Members)

· Chairman, CITI – Member   

  with powers to co-opt.

2. The Fund will be essentially applied for:

(a) Promotion of research & development of technology; R&D Centre at IIT, Mumbai needs to be strengthened.  Government should allocate a one time Capital Grant of Rs.100 crores to the R&D Centre at IIT and make a provision for Rs.10 crores per annum as recurring grant for effective operation of the R&D Centre.  Other R&D Institutions engaged in TEI  should also be assisted from the Fund.

(b) Modernisation of textile engineering units  on lines similar to the TUF Scheme.   Allocation of Rs.1,500 crores for TEI modernization to be utilized in 5 years @ Rs.300 crores per annum.  The interest remission under the scheme should be 8%.

(c) Special assistance for infrastructure development, skill upgradation, improvement of power supply, water supply management, setting up of common testing facilities, etc. under cluster development and other needs.

(d) Special scheme for export promotion to meet the requirements of matching credit terms, reduction in transaction costs, MDA assistance   for    participation   in   exhibitions,   sponsoring   of 


delegations, road shows and building up of “Made in India” brand image, etc.

(e) Assistance to be given from the fund to acquire latest and sophisticated technology, from abroad.

(f) Capital assistance for development of machinery for environmental protection, conservation of energy etc.

Any other assistance for the development of TEI as sanctioned by the High Power Board.

3.  Policy measures to be initiated by government urgently:

· To reduce financial cost both for working capital and term finance, special reduction in interest rates should be offered to textile engineering units.

· Manpower training and rationalization of labour should be encouraged through policy support.

· Power tariffs at lower rates and continuous, uninterrupted supply should be offered to textile engineering units.

4. Anomalies in customs tariffs and central excise structure to be rectified. Rationalisation of duty structure be carried out as under: 

· Excise duty Recommendations :

· 8%+2% Education Cess for complete machinery.

· 4%+2% for raw materials,  parts, components, accessories & spares  subject to actual user condition.

· Customs Tariff :-

· 10%+8%(CVD)+2% Education Cess for complete machinery.

· 5%+4%(CVD)+2% Education Cess for raw  materials, parts, components, accessories & spares subject to actual user condition.

·  Existing exemption/concession :

· Existing  exemption  in  excise  duty  on  textile machinery         

·         including   SSI exemption    limit        be        continued.   Similarly,   exemption  in  excise duty for   inputs  required  in  the manufacture of    specified  textile  machinery  should  be  given subject to actual user    condition.

· Peak  rate  of  customs  duty of 15% and   existing concessional  customs   duty of 5% on specified textile  machinery  should be removed.

· Exemption in CVD should be given to intermediates required to manufacture specified textile machinery presently exempted from CVD .

· TIFAC Scheme should be made more attractive by way of loan to the extent of  90% of the project cost at a reduced rate of interest of 3% with 10 years  repayment period including 2 years moratorium.

· Tax breaks be allowed on know-how fees and royalty payments for foreign collaborations and joint ventures.

· The National Manufacturing Competitiveness Council, New Delhi has made similar study and recommendations in its draft `National Strategy Manufacturing’ document for upliftment of the Manufacturing Industry.    Some of its specific recommendations are :

· The peak import duty shall not be more than 10% and be fixed dependent upon the levels of indirect taxation in India and the stagewise downward duty reduction should be pre-announced.
· While the basic customs duty may be zero, imported products should face duties (CVD) equivalent to domestic indirect taxes.

· Combined goods and service tax (GST), with service sector taxation integrated into the VAT framework and doing away with multiplicity of inspections by large number of inspectors.

· A global Technology Acquisition Fund to be set up which would enable Indian industry to acquire very high technology intensive Companies abroad.

FITEI requests for acceptance of its recommendations in the light of the above.
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		SPINNING		517.72		623.02		486.22		581.67		681.16		995.36

		SYNTHETIC		42.52		64.48		54.59		96.30		98.28		51.03
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				PRODUCTION (Minus Exports)		IMPORTS (less parts imported by machinery manufacturers)		TOTAL DOMESTIC  DEMAND		% Share of demand met by indigenous industry

		1999-00		867		1099		1966		44

		2000-01		862		1162		2024		43

		2001-02		645		1232		1877		34

		2002-03		769		1834		2603		30

		2003-04		807		2179		2986		27

		2004-05(E)		1231		2964		4195		29
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Source : Directorate General of Commercial Intelligence & Statistics, Government of India
E = Estimated

PRODUCTION (Minus Exports)

IMPORTS (less parts imported by machinery manufacturers)

TOTAL DOMESTIC  DEMAND

#REF!

% Share of demand met by indigenous industry

(YEARS)

(VALUE IN RS. CRORE)

DEMAND FOR TEXTILE MACHINERY



Exp&Imp

				Exports		Imports

		1999-00		244		1266

		2000-01		447		1358

		2001-02		427		1393

		2002-03		406		2010

		2003-04		534		2380

		2004-05(E)		437		3215
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Source : Directorate General of Commercial Intelligence & Statistics, Government of India
E = Estimated

Exports

Imports

(YEARS)

(VALUE IN RS. CRORE)

EXPORT & IMPORT OF TEXTILE MACHINERY,
 PARTS & ACCESSORIES



PROD

		1998-99		3800%

		1999-00		4400%

		2000-01		4300%

		2001-02		3400%

		2002-03(E)		3000%

				PRODUCTION

		1999-00		11110

		2000-01		13090

		2001-02		10720

		2002-03		11750

		2003-04		13410

		2004-05(E)		16680
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Source : Directorate General of Commercial Intelligence & Statistics, Government of India
E = Estimated

Exports

Imports

(YEARS)

(VALUE IN RS. CRORE)

EXPORT & IMPORT OF TEXTILE MACHINERY,
 PARTS & ACCESSORIES
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CATE-PROD

				1999-00		2000-01		2001-02		2002-03		2003-04		2004-05(E)

		SPINNING		517.72		623.02		486.22		581.67		681.16		995.36

		SYNTHETIC		42.52		64.48		54.59		96.30		98.28		51.03

		WEAVING		72.29		119.31		78.48		78.25		87.58		107.69

		PROCESSING		84.31		91.13		78.71		73.19		110.99		128.35

		MISCELLANEOUS		6.35		6.89		4.49		6.99		9.4		12.10

		TEXTILE TESTING		26.50		21.18		25.70		38.78		49.80		57.80

		HOSIERY MACHINES/NEEDLES		72.50		58.65		55.78		26.07		44.27		39.19

		SPARES & ACCESSORIES		288.79		323.92		288.49		273.79		259.12		276.44
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Source : Office of the Textile Commissioner & TMMA(I) Records
E = Estimated

SPINNING

SYNTHETIC

WEAVING

PROCESSING

MISCELLANEOUS

TEXTILE TESTING

HOSIERY MACHINES/NEEDLES

SPARES & ACCESSORIES

(YEARS)

(VALUE IN RS. CRORE)

CATEGORYWISE PRODUCTION OF TEXTILE MACHINERY



CU

				CAPACITY		PRODUCTION		UTILISATION

		1999-00		3600		1111		31%

		2000-01		3600		1309		36%

		2001-02		3800		1072		28%

		2002-03		3800		1175		31%

		2003-04		3050		1341		44%

		2004-05(E)		3050		1668		55%
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CAPACITY UTILISATION OF 
TEXTILE ENGINEERING INDUSTRY



demand

				PRODUCTION (Minus Exports)		IMPORTS (less parts imported by machinery manufacturers)		TOTAL DOMESTIC  DEMAND		% Share of demand met by indigenous industry

		1999-00		867		1099		1966		44

		2000-01		862		1162		2024		43

		2001-02		645		1232		1877		34

		2002-03		769		1834		2603		30

		2003-04		807		2179		2986		27

		2004-05(E)		1231		2964		4195		29
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Source : Directorate General of Commercial Intelligence & Statistics, Government of India
E = Estimated

PRODUCTION (Minus Exports)

IMPORTS (less parts imported by machinery manufacturers)
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#REF!

% Share of demand met by indigenous industry

(YEARS)

(VALUE IN RS. CRORE)

DEMAND FOR TEXTILE MACHINERY



Exp&Imp

				Exports		Imports

		1999-00		244		1266

		2000-01		447		1358

		2001-02		427		1393

		2002-03		406		2010

		2003-04		534		2380

		2004-05(E)		437		3215
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Source : Directorate General of Commercial Intelligence & Statistics, Government of India
E = Estimated

Exports

Imports

(YEARS)

(VALUE IN RS. CRORE)

EXPORT & IMPORT OF TEXTILE MACHINERY,
 PARTS & ACCESSORIES



PROD

		1998-99		3800%

		1999-00		4400%

		2000-01		4300%

		2001-02		3400%

		2002-03(E)		3000%

				PRODUCTION

		1999-00		11110

		2000-01		13090

		2001-02		10720

		2002-03		11750

		2003-04		13410

		2004-05(E)		16680
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