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Textile Sector 

Capex In Textile Spinning Likely To Accelerate From 4QFY16 
We attended analyst conference calls and management meets of a few textile 
companies (having spinning-yarn manufacturing as one of the revenue sources) to 
understand their views on domestic demand for cotton yarn, its export potential and 
capex plan in spinning business for the next few quarters. We also interacted with 
the management of Lakshmi Machine Works (LMW) recently to get its views on the 
same. This exercise was done mainly to gauge domestic and export demand for 
textile spinning machinery manufactured by LMW. We infer that most textile 
companies are optimistic on all three fronts (domestic demand for cotton yarn, its 
export potential and capex plan for spinning business) in the long run (three-five 
years). However, large capex announcements are likely towards the end of the 
current financial year only because the companies prefer to wait for more clarity to 
emerge on trends in cotton and cotton yarn demand and prices, globally as well as in 
India. Apart from all this, an important inference is that there is rising thrust on 
technology upgradation of existing machinery and also on automation. This view has 
been corroborated by LMW’s management as well. We believe the Asia-Oceania 
region will continue to attract more investments in textile spinning sector, given the 
fact that most developed countries find ‘low value-addition’ spinning activity 
economically unviable. India has structural advantages over its nearest competitors 
in  this sphere on account of raw material linkage, low labour as well as power costs, 
rising domestic demand and subsidised cost of borrowed funds. We believe that 
LMW being the largest domestic player (61% revenue market share in India) will be 
top beneficiary of the same. However, we project a flattish top-line growth for FY16, 
taking into account the interactions we had with spinning industry players and 
LMW’s management. We are factoring in order inflow for LMW to improve from 
4QFY16, which will lead to double-digit revenue growth in FY17. Margins in FY16 are 
likely to be lower than in FY15 on account of lower operating leverage and absence 
of some of the transient benefits which were there in FY15. However, continuation of 
softness in the prices of key raw material - pig iron (witnessed in 4QFY15) - may 
positively surprise us in FY16 on the margin front.  FY17 revenue growth will be led 
by some price uptick and a double-digit volume growth. This will be mainly on 
account of likely revival in domestic capex and strong export growth. Higher revenue 
growth will improve operating leverage and boost margins. We have retained Buy 
rating on LMW with a target price of Rs4,725 (21xFY17E EPS of Rs225). The key 
takeaways and the factors that determine spinning companies’ capex decision  are 
given below: 

 Macro outlook on textile spinning sector is positive over the medium to long–term. 

 Cotton and cotton yarn prices are unlikely to witness any sudden and huge decline in 
FY16. The prices are expected to remain range-bound. 

 Spinning companies are expecting stability in margins as well as improvement in working 
capital cycle and leverage. 

 Industry-wide capex is likely to be muted in FY16, but a few players have talked about 
their capex plans explicitly.  

 Automation and capacity restructuring projects are key variables to watch out for.  

 China is losing its cost advantage over others, thereby boosting the outlook for Indian 
spinning industry. 

 Technology Upgradation Fund Scheme (TUFS) and various state government schemes 
continue to act as enablers.  

 For LMW, domestic order book growth/inflow likely to be back-ended, but export outlook 
appears optimistic. 
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Macro outlook on textile spinning sector is positive over the medium to long-term 

Textile exports from India are growing. In FY15, it posted a year-on-year growth of 5.3%. According to The 
Cotton Textile Export Production Council (Texprocil), textile and clothing exports stood at US$41.4bn in FY15 
against US$39.3bn in FY14. However, export of cotton textiles and raw cotton declined 14.7% to US$11.3bn 
in FY15 from US$13.3bn in FY14. This was on account of a steep decline in exports to China. Labour crisis in 
Cambodia, currency appreciation in China and safety problems in Bangladesh are giving Indian players a lot 
of advantage. US, LatAm and EU markets are closing textile manufacturing plants because of low value 
addition and rising costs. Vietnam, Cambodia and Bangladesh are strong in apparel, but are lagging on the 
raw material price front and linkage advantages which India has. The current size of global textile trade is 
around US$800bn, which is likely to grow to US$1,300bn by 2023. Indian textile market size is currently 
pegged at US$108bn, which includes exports. According to various industry players, this market is expected 
to expand to US$233bn by 2023 from US$108bn currently. India’s current share in this is around 5% at 
US$41bn and it is the second-largest player. China is the largest player with a share of 40% at US$300bn. 
India’s exports are likely to more than double to US$95bn by 2023 from US$41bn currently. The Indian 
government is planning to take the textile market size to US$600bn and exports to US$300bn by 2023.  

Price outlook, demand, production, consumption and stocks of cotton and cotton yarn 

All these variables are interlinked and very important. Spinning companies and various cotton industry 
associations have a view that cotton and cotton yarn prices are unlikely to witness any sudden and huge 
decline in FY16. Their prices are expected to remain range-bound. There is not much of a lag between cotton 
price movement and cotton yarn price movement. Various estimates indicate that the area under cotton 
cultivation  in India is likely to decline by 5%-15% in FY16. Production of cotton in India and globally is likely to 
go down by 5%-7% in FY16, while consumption is expected to either remain flat or marginally rise by1%-3% 
year-on-year. Even then, on a global level, cotton stock is likely to remain in surplus, in line with historical 
trend. Therefore, we are of the view that cotton prices will remain range-bound with a soft bias. This augurs 
well for expanding the margins of spinning companies (no requirement of inventory write-off) and may result in 
marginal inventory gains. This will have a positive impact on their capex plans. The spread between cotton 
price and cotton yarn price is another important variable to determine the ability of spinning companies to 
maintain gross margin. Based on monthly data analysis for the period April 2014 to May 2015, the spread was 
in the range of Rs88-Rs97/kg. It averaged at Rs92/kg. Stability in cotton and cotton yarn prices will provide 
respite to spinners and is a positive indicator for capex. 

Spinning companies expect stability in margins, improvement in working capital cycle and leverage 

Cotton spinning units suffered heavy inventory losses in FY15 following a sharp decline in cotton prices in a 
short span, leading to erosion in margins. Spinning players are expecting margins to stabilise as the 
probability of a sharp decline in cotton (raw material) and yarn (finished product) prices in the near term 
appears unlikely. On the contrary,  the prices of both these are likely to remain range-bound even after a likely 
decline in cotton production in FY16. Estimated decline in production is mainly on account of lower MSP 
(minimum support price) and/or forecast of a lower and delayed monsoon. We have been given to understand 
that spinning is a capital-intensive business with a fixed asset turnover of ~1x. Only capacity expansion or 
upgradation becomes imperative for these companies to keep growing. It also helps in achieving economies of 
scale, which augurs well in boosting operating margin. The margin gains because of economies of scale for a 
400,000 spindle capacity plant as against a 25,000 spindle capacity plant could be in the range of 200bps-400 
bps. Further, with lower cotton prices, a spinning company’s working capital requirement (lower investment in 
inventory) is expected to decline, leading to lower working capital debt requirement and consequent savings in 
interest costs. However, in the medium term, Chinese demand and volatile foreign currency movement may 
play a crucial role and it remains a key thing to be monitored. A few players expect margins to improve by 
about 50bps-100bps in FY16 because players will benefit from lower raw material prices as effective cotton 
prices will fall at a sharper pace compared to cotton yarn prices. Hence, in FY16, likely improvement in 
margins of spinning companies, lowering of debt level and improvement in working capital cycle will be the 
bedrock for expediting the decision on capacity augmentation towards the end of the financial year. 
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Automation and capacity restructuring projects are key variables to watch out for  

Rising labour and power costs are taking a toll on margins of spinning companies. The quality of yarn is also 
an important factor, when it comes to exports. Hence, many spinning companies may not go for brownfield 
expansion or greenfield expansion, but surely consider upgradation of machinery. We also have been given to 
understand that productivity of same capacity machinery for producing gray cotton yarn and polyester yarn 
differs. If one runs the same machinery for 24 hours, the quantity of grey cotton yarn produced in kg terms will 
be lower than the quantity of polyester yarn produced (in kg terms). If yarn counts decrease, the output 
volume increases, but realisation decreases. For example, if a company starts producing 20s count yarn 
(hosiery grade) instead of 30s count yarn, the output or volume of production will increase, but as 20s count 
yarn fetches a lower price, the realisation will decline. Spinning companies are focusing more on modular 
machinery which can be used for producing yarn of various counts and from different feedstock. Hence, 
automation and technological restructuring of existing capacities will be an ongoing business opportunity for 
LMW for technology upgradation projects and sale of spare parts and components.  

Industry-wide capex likely to be muted in FY16, but a few players talked about capex plans explicitly  

Many large players have hinted at moderating their capex plan for the time being until cotton and cotton yarn 
prices stabilise and yarn demand revives. The industry went for capacity expansion in FY14 to meet rising 
domestic demand for yarn in India as well as from China. The change in import policy of China in April 2014  
adversely affected cotton yarn exports from India in FY15. Consequently, many spinning companies reported 
a double-digit year-on-year decline in capacity utilisation in FY15. This forced the players to recalibrate their 
capex plan. Many of them are now talking about having a relook at their capex plan in the last quarter of FY16. 
Sintex Industries is going ahead with its capex plan at Pipavav in FY16 to increase its capacity by 0.32mn 
spindles. A decision on further capacity expansion will be taken by the company once this expanded capacity 
stabilises and also taking into account the status of cotton and cotton yarn market. Vardhman Textiles is not 
planning any capacity expansion for spinning division in FY16. However, it may opt for modernisation. The 
company may take decision on expanding its current capacity of around 1mn spindles by 50,000-60,000 
spindles towards the end of FY16. Sutlej Textiles has gone for an acquisition recently and the company 
stated that its current capacity is sufficient.  

China is losing  its cost advantage over others which boosts the outlook for Indian spinners 

The rise in China’s power and labour costs and its increased focus on domestic market offers a lot of scope 
for Indian spinners to export their products. This augurs well for LMW’s machinery business on two counts: a) 
Rise in sales of machinery, and b) Upgradation of machinery and spare part sales opportunity. Chinese cotton 
is expensive by 15%-20% compared to Indian and US cotton prices. Current cotton price in China is 86 cents 
a pound and in India it is 71 cents a pound. The difference is about 15 cents a pound. Labour costs per month 
in China are US$500 and they are US$200 in India. Further, China’s currency has appreciated against the US 
dollar by 4.5% over the past four years (May 2011-May 2015) as against depreciation in India’s currency by 
42% in the same period. It gives India an added advantage over China in export markets. China does not want 
to increase its textile production further. China is focusing less on exports because domestic consumption is 
strong. China has stopped importing cotton and cotton yarn since the past 12 months. It had inventory of 
90mn bales as against consumption of 50mn bales per annum. The quality of cotton or ability of cotton to 
produce quality yarn will be higher only for a period of 12 months. After 12 months, the quality of cotton 
deteriorates and the yarn produced from such cotton is of inferior quality. Further, China is cutting down some 
low value-added processes like manufacturing yarn from cotton, which in turn results in high demand for 
cotton yarn from China.  

Technology Upgradation Fund Scheme (TUFS) and various state government schemes continue to act as 
enablers  

There is no denial by spinning companies on the benefits of TUFS. In addition to TUFS, other subsidy 
schemes of the Government of India and various state governments will keep the cost of borrowed funds in 
low single-digit and power cost subsidised. The Integrated Textile Park Scheme (ITPS) aims to provide world 
class infrastructure to manufacture value-added products. The Union Budget for 2015-16 has also allocated a 
sum of Rs15bn towards TUFS. Over and above Central government assistance, certain states such as 
Gujarat, Rajasthan, Maharashtra, Madhya Pradesh, Andhra Pradesh and Karnataka are also offering various 
benefits like capital subsidy, interest rate subsidy, concessional power tariff and sales tax/VAT concession. 
However, under the World Trade Organisation (WTO), there were two schemes i.e. Focus Market Scheme 
and Focus Product Scheme. Both these schemes have been withdrawn under the new trade policy. 
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Therefore, a company which was earlier benefiting from a 2% duty drawback scheme on account of yarn 
exports, will not enjoy this benefit any more.  

For LMW, domestic order book growth/inflow may be back-ended, but export outlook appears optimistic  

LMW’s view on domestic capex revival corroborates with the views express by various spinning companies – 
capex revival from 4QFY16 onwards. Our interaction with LMW indicates that there are no big expansion 
projects coming up in the near future in the spinning sector in India. However, technology upgradation and 
automation projects of spinning companies are going on as per schedule. LMW had orders worth Rs29bn 
under its textile machinery division (TMD) as of end March 2015 (1.3xFY15 TMD revenue). Out of this, 70% 
orders are project orders and the remaining 30% are unitary machinery orders. The company is estimating 
order inflow of Rs12bn-Rs13bn in FY16. LMW is also optimistic on growth prospects in exports and had 
exports orders pipeline worth Rs4.6bn as of end-March 2015. 
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is published by Nirmal Bang’s Institutional Equities Research desk. Nirmal Bang has other business units with independent research teams separated by 
Chinese walls, and therefore may, at times, have different or contrary views on stocks and markets. This report is for the personal information of the authorised recipient 
and is not for public distribution. This should not be reproduced or redistributed to any other person or in any form. This report is for the general information for the 
clients of Nirmal Bang Equities Pvt. Ltd., a division of Nirmal Bang, and should not be construed as an offer or solicitation of an offer to buy/sell any securities.  
 

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates to current and historical 
information, but do not guarantee its accuracy or completeness. The opinions expressed are our current opinions as of the date appearing in the material and may be 
subject to change from time to time without notice. 
 

Nirmal Bang or any persons connected with it do not accept any liability arising from the use of this document or the information contained therein. The recipients of this 
material should rely on their own judgment and take their own professional advice before acting on this information. Nirmal Bang or any of its connected persons 
including its directors or subsidiaries or associates or employees or agents shall not be in any way responsible for any loss or damage that may arise to any person/s 
from any inadvertent error in the information contained, views and opinions expressed in this publication. 
 

Nirmal Bang Equities Private Limited   (hereinafter referred to as “NBEPL”) is a registered Member of National Stock Exchange of India Limited, Bombay Stock 
Exchange Limited. NBEPL is in the process of making an application with SEBI for registering as a Research Entity in terms of SEBI (Research Analyst) Regulations, 
2014. 

NBEPL or its associates including its relatives/analyst do not hold any financial interest/beneficial ownership of more than 1% in the company covered by Analyst. 

NBEPL or its associates/analyst has not received any compensation from the company covered by Analyst during the past twelve months. NBEPL /analyst has not 
served as an officer, director or employee of company covered by Analyst and has not been engaged in market-making activity of the company covered by Analyst. 

The views expressed are based solely on information available publicly and believed to be true. Investors are advised to independently evaluate the market 
conditions/risks involved before making any investment decision. 

Access all our reports on Bloomberg, Thomson Reuters and Factset. 
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