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PRE AND POST MFA PHASE-OUT PERIOD 
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ABSTRACT 
Manufacturing of textiles has always remained an indispensable part of the history of Indian Civilization. Now, India has proved itself as the world’s third largest 

producer of cotton and second largest producer of cotton yarn and textiles. The complete removal of quotas under Multi-fibre Agreement on 31
st
 December 2004, 

has had a very energetic impact on production and export of textiles in India. In order to trace the increase in production of cloth in Indian Textiles Industry (ITI), 

the researcher tried to measure the significant changes in cloth production in ITI between the Pre and the Post MFA phase-out period. For this, Paired Samples T-

Test is used in order to test the formulated hypotheses and to reach to the conclusion. The results suggest that production of cloth in ITI has significantly 

increased after the removal of quotas under MFA. 

 

KEYWORDS 
MFA, Cloth Production, Indian Textiles Industry. 

 

INTRODUCTION 
he history of textiles in India dates back to the use of mordant dyes and printing block around 3000 BC (Chandra P, 2005). Indian textile is a vital part of 

her cultural heritage and it dates back to the Indus valley Civilization where people used to manufacture cloth at their homes.. Rig-Veda gives the literary 

information about textiles in India and it refers to weaving (History of Textiles, n.d.). Ramayana and Mahabharata the two great ancient epics of 

Hinduism depict the use of fine and stylized garment by the aristocrats and simple clothes by the commoners. In pre-industrial period, spices and textiles were 

the main commodities and their trade was made on barter. India was known for her quality textiles and always remained in trade with Far and South East Asia. 

The Dutch East India Company chartered in 1597 and British East India Company in 1600 exchanged Indian textiles for spices grown in Malay Islands. (Sardar, 

2003) Because of exclusive design, color and texture Indian textiles became highly popular and exported directly to European countries. In a short span of time 

Indian textiles became a symbol of fashion in International market.The universality of Indian textiles is evidenced in the number of words that have made their 

way into English: Calico, pajama, gingham, dungaree, chintz, and khaki (Sardar, 2003).  

Developing countries have faced restrictive blocks called quotas for the export of textiles and clothing products. For more than forty years, this sector has been 

controlled by the number of agreements namely: Short term cotton agreement in 1961 and the Long term cotton agreement from 1962 to 1973. This Long Term 

Cotton Agreement took the place of one-year Short Term Cotton Agreement. LTA renewed several times and was finally replaced by the Multifibre Agreement 

(MFA) in 1974, which was lengthened to cover the exports of synthetic fibres and woolen products, besides cotton 
(Liu & Sun,2003).

  

Under MFA there was a set of bilateral agreements between developed country importers such as U.S. and exporters from developing countries such as India, 

China, and Bangladesh. The MFA did not apply the trade between rich industrialized countries themselves. Under this agreement the developed countries like 

EU and US imposed quotas on export of textile and apparel products by developing countries. 

 

TABLE 1: SCHEDULE OF PHASING OUT OF QUOTAS UNDER THE ATC 

Stage  Date of Implementation %age of products to be integrated with 

GATT rules (based on 1990 trade) 

1 1 Jan 1995-31 Dec 1997 16% minimum 

2 1 Jan 1998-31 Dec 2001 17% minimum 

3 1 Jan 2002- 31 Dec 2004 18% minimum 

4 1 Jan 2005 (Full integration into GATT, final elimination of quotas, termination of ATC) 49% Full elimination 

Source: WTO 

Stages I and II called for the removal of no less than 16% & 17% respectively of the importing country’s textiles and clothing quotas (based on 1990 level).  These 

initial changes did not have much impact, because they generally applied to those products whose imports were already below quotas levels. The last two 

phases had a strong impact, since they applied to the products that were more strongly bounded by the use of quotas. Phase III which began on January 1, 2002, 

and was completed on December 31, 2004, called for the elimination of no less than an additional 18 percent of quotas. The remaining 49 percent of quotas 

were eliminated in 2005.(Appelbaum,2004)  

 

OBJECTIVES OF THE STUDY 
The present study has the following specific objectives: 

� To understand the importance of textile industry in India. 

� To study the strength and weakness of Indian Textiles Industry. 

� To study the structure of Indian Textiles Industry. 

� To measure the changes in production of cloth in Indian Textiles Industry before and after the phase-out of MFA. 

 

RESEARCH METHODOLOGY 
The present study is exploratory and descriptive in nature. The entire data has been collected from reliable secondary sources. In order to perform this study the 

Secondary Data has been extracted from Annual reports, Newsletters, Survey reports, Websites, Publications and other available resources. Data has also been 

collected from Ministry of Textiles, Govt. of India in order to ensure complete reliability. With a view to compare the performance of production of cloth in ITI 

between Pre and Post MFA Phase-out Paired Samples T-Test has been applied. The whole data set has been divided into two periods. Period from 1996-97 to 

2004-05 has been taken as Pre MFA Phase-out period and from 2005-06 to 2013-14 as Post MFA Phase-out period. 

 

LIMITATIONS OF RESEARCH 
� The study is limited to the production of cloth in ITI. 

� The study carried out comprises secondary data from 1996-97 to 2013-14. 

 

T 
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LITERATURE REVIEW 
A brief review of the existing relevant to the present has been given below. 

Diao Xinshen and Somwaru Agapi, (2001), in their joint publication captioned, “Impact of the MFA Phase-out on the World Economy-An intertemporal, Global 

General Equilibrium Analysis” tried to measure the possible impact of the MFA phase-out on the world economy. Chaudhary, Dr. Asiya (2004), in her paper 

“Indian Textile industry beyond 2005”, focused upon what will be the face of Indian textile industry after MFA phase-out. Rangarajan, (2005) in his article 

“International Trade in Textile and Clothing: Post- MFA challenges and strategies considerations for India” examined the post- MFA challenges for the textiles 

and clothing industry in general and India in particular. Dr. KarthiReyan, G.B. & Dr. Ramachandran, A. (2009) in their study “Marketing Strategies to be adopted 

by the Garment Exporters after the Quota Removal in the Tirupur” analyzed the marketing strategies, brand name establishment and driving factors   to be 

adopted by the Tirupur exporters after the quota removal. 

 

HYPOTHESIS OF THE STUDY 
H0: There is no significant difference in production of cloth in ITI between Pre and Post MFA phase-out period. 

H1: There is a significant difference in production of cloth in ITI between Pre and Post MFA phase-out period. 

 

INDIAN TEXTILE INDUSTRY TREND AND COMPOSITION 
Indian textiles industry contributes nearly 4% to GDP, 14% to Industrial production and 10.5% to total exports of goods. It is the second largest employer in the 

country just after agriculture. Nearly 35 million of Indian population gets employment through this sector. Directly or indirectly Indian textile industry has strong 

linkage with both Rural and Urban India.  

The Indian textiles industry is divided into two types of sectors i.e. Organized Sector and Unorganized Sector. Organized sector comprises of spinning mills and 

composite mills whereas unorganized sector embraces handlooms, powerlooms, hosiery and knitting, readymade garments, khadi and carpet manufacturing 

units. Spinning mills (Non SSI) organized sector involve only in spinning activities whereas composite mills consists of spinning, weaving and processing activities. 

As per the data released by Ministry of Textiles, Government of India in 2014, production of Man-made fibre increased by 2% and filament yarn production 

decreased by about 4% during the year April- Dec. 2014. Cotton yarn, Blended and100% non-cotton yarn production increased by 3% and 2% respectively during 

the year April- Dec.2014. Cloth production by mill sector decreased by 1% during April- Dec. 2014 whereas Cloth production by powerloom and hosiery sectors 

increased by 2% and 5% and handloom production decreased by 1%. The total cloth production during April- Dec. 2014 increased by 2%. 

 

FIG. 1 

 
 

SWOT ANALYSIS OF INDIAN TEXTILES INDUSTRY 
Strength Weakness 

• Independent and Self-Reliant industry. 

• Strong Raw Material base. 

• Vast pool of skilled and semi-skilled labour force. 

• Presence across the value chain. 

• Growing domestic and international market. 

• Strong entrepreneurship base. 

• Third largest cotton producer in the world. 

• One of the best garment industry in the world. 

• One of the largest exporters of yarn. 

• Manufacturing flexibility.  

• Technology Obsolescence.  

• Highly fragmented industry. 

• Highly dependent on cotton. 

• Down trend in Mill Segment. 

• Lack of infrastructural facilities. 

• High rate of interest and taxes. 

• High rate of power. 

• Unfavorable working conditions. 

• Unfavorable labour laws. 

• Unable to generate Economies of Scale because of small level of operation. 

Opportunities Threats 

• Large potential and untapped domestic and international 

market. 

• Huge demand for Indian textiles in international market. 

• Increased purchasing power of Indian customers. 

• Phase-out of MFA leads to greater market development. 

• Research & Product development. 

• Minimal import duties. 

• Opportunities for foreign investors. 

• Competition from fast emerging economies, particularly China. 

• Removal of quantitative restrictions under MFA leads to fluctuations in  Export 

Demand. 

• Dumping of foreign goods in domestic market. 

• Threat for handloom products. 

• Geographical disadvantages. 

• International labour and Environmental Laws. 

• Rupee appreciation. 
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DATA ANALYSIS AND INTERPRETATION 
 

TABLE 2: PRODUCTION OF CLOTH IN DIFFERENT SECTORS IN INDIAN TEXTILES INDUSTRY (in mn. Sq.mtrs) 

Years Sector TOTAL 

 Mill % Growth Handloom % Growth Decentralised Powerlom % Growth Decentralised Hosiery % Growth 

1996-97 1957 Nil 7457 Nil 19351 Nil 5533 Nil 34298 

1997-98 1948 -0.46 7604 1.971 20951 8.26 6393 15.5 36896 

1998-99 1785 -8.37 6792 -10.7 20689 -1.25 6276 -1.83 35542 

1999-00 1714 -3.98 7353 8.26 23187 12.07 6373 1.55 38627 

2000-01 1670 -2.57 7506 2.081 23803 2.65 6696 5.07 39675 

2001-02 1546 -7.43 7585 1.05 25192 5.83 7067 5.54 41390 

2002-03 1496 -3.23 5980 -21.2 25954 3.02 7881 11.5 41311 

2003-04 1434 -4.14 5493 -8.14 26947 3.82 7847 -0.43 41721 

2004-05 1503 4.81 5722 4.16 28325 5.11 9112 16.1 44662 

2005-06 1656 10.18 6263 9.45 30537 7.80 10393 14.1 48849 

2006-07 1746 5.43 6536 4.35 32879 7.66 11504 10.7 52665 

2007-08 1744 -0.11 7074 8.23 35304 7.37 12645 9.92 56767 

2008-09 1796 2.98 6677 -5.61 33648 -4.69 12077 -4.49 54198 

2009-10 1961 9.18 3942 -41 21867 -35 7779 -35.6 35549 

2010-11 2205 12.44 6949 76.28 37929 73.45 14646 88.3 61729 

2011-12 2313 4.89 6901 -0.69 37445 -1.28 12946 -11.6 59605 

2012-13 2418 4.54 6953 0.75 38054 1.62 14541 12.3 61966 

2013-14 2560 5.873 7116 2.34 37712 -0.9 15931 9.56 63319 

Source: Ministry of Textiles, GOI 

Note: % growth is calculated on the basis of immediate previous year. 

PAIRED-SAMPLES T TEST 

TABLE 3: PAIRED SAMPLES STATISTICS 

 Mean N Std. Deviation Std. Error Mean 

 

Pair 1 

Pre MFA Production of Cloth in ITI 39346.8889 9 3326.41054 1108.80351 

Post MFA Production of Cloth in ITI 54960.7778 9 8729.23577 2909.74526 

Interpretation 

In the above Paired Samples Statistics table, the mean for the production of cloth in ITI before the phase-out of MFA is 39346.8889. The mean for the production 

of cloth in ITI after the phase-out of MFA is 54960.7778. By comparing the two means, it can be concluded that the production of cloth in ITI increased after the 

phase-out of MFA as the mean value of production of cloth in ITI after the phase-out of MFA is greater than the mean value of production of cloth in ITI before 

the phase-out of MFA. 

TABLE 4: PAIRED SAMPLES TEST 

 Paired Differences t df Sig. (2-

tailed) Mean Std. 

Deviation 

Std. Error 

Mean 

95% Confidence Interval of the 

Difference 

Lower Upper 

 

Pair 1 

Pre MFA Production of Cloth in ITI- Post 

MFA Production of Cloth in ITI 

-

15613.88889 

7766.27967 2588.75989 -21583.57990 -9644.19788 -

6.031 

8 .000 

Interpretation 

In the above Paired Sample Test table t-value is -6.031 with 8 degrees of freedom. P-value Sig. (2 tailed) is 0.000 

As the calculated p-value is less than the significance level (0.05) it imply that the difference in production of cloth in ITI between Pre and Post MFA phase-out 

period is highely consiquential. Based on the above results it can be concluded that the alternative hypothesis that there is a significant difference in production 

of cloth in ITI between Pre and Post MFA phase-out period stands accepted and null hypothesis is rejected. 

 

FINDINGS 
To find out the significant variations in production of cloth in ITI between pre and post MFA phase-out, Paired Samples T-test has been used. A significant change 

is noticed in production of cloth in ITI after the phase-out MFA. This indicates that the removal of quotas stimulated this labour-intensive sector to increase its 

productivity in India. Moreover this lead to the allocation of productive resources more efficiently as compared to the pre-MFA period.  

 

CONCLUSION  
It may be concluded that no doubt India has benefited from the phase-out of MFA. Production of cloth has been increased after the removal of quotas in 

different segments of ITI. But at the same time some sector of ITI particularly handloom sector is showing a decline in production. As India possesses the largest 

number of looms to weave fabrics, comprising 64% of the world’s installed looms. But most of the looms are dominated by handloom sector, which largely use 

old equipments and outdated technologies thus resulting in low productivity. Moreover workers engaged in ITI are not professionally trained that is why they 

are not able to produce as per their capacity. Power supply which is one of the main ingredients of textiles industry is another important hurdle. The supply of 

power to most cotton textile mills is irregular and inadequate which negatively affects the production. Labour strikes and lockouts are common not only in the 

industrial sector but allover the country, cotton textile industry suffers a lot due to frequent strikes by  labour force.  

 

SUGGESTIONS AND RECOMMENDATIONS 
In order to improve the productivity of cloth in ITI, certain suggestions discussed below may prove to be instrumental: 

� Adoption of New Technology 

Indian textile industries are still running on outdated and obsolete methods and machines. Though modernization has taken place, we still lag behind. 

International market is full of strong players with latest technologies and if we want to stand in the market and face competition we have to update ourselves. 

Thus, it makes necessary to transfer and adopt latest and selective technology in order to increase the productivity in Indian Textiles Industry. 

� Technical Skills 

Indian textiles industry lags behind in technically skilled manpower as compared to other countries. There are very little numbers of technical programmes to 

bring technological changes in the textile sector. Moreover Indian textile firms invest very little to provide training and guidance to their employees and 

ultimately this gives birth to unskilled and semiskilled labours. So initiatives should be taken to provide technical courses at graduate level. Moreover Indian 
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textile firms should offer enough training and development programmes to sharpen the skills of the labour. India should focus on the development of human 

capital. This will lead to increased production. 

� Incentive Packages 

With a view to motivate Indian textiles manufacturers, incentives packages in the form of concessions in taxes, capital, interest subsidies, land at concessional 

rate should be offered. This will encourage them to invest in different projects under textiles sector. this will positively affect the production of textiles in Indian 

Textiles Industry. 

� Business Environment 

If we talk in terms of business environment, India is not healthy, which is discouraging for doing business. Labour market rigidity, lack of facilities at ports and 

airports, excessive bureaucracy, lengthy legal procedures, corruption, many such factors that discourage manufactures to invest in new projects under Indian 

Textiles Industry. Making these barriers easy will increase the production in ITI. 

 

INITIATIVES TAKEN BY GOVERNMENT OF INDIA 
In last few years, Ministry of Textiles of Government of India has taken various attractive policy initiatives with the objective of accelerating the growth and 

enhancing the competitiveness of Indian Textiles Industry. The schemes launched by GOI are discussed below: 

• Technology Up gradation Fund Scheme (TUFS) 

• Scheme for Integrated Textiles Park (SITP) 

• Integrated Processing Development Scheme (IPDS) 

• Textile Workers’ Rehabilitation Fund Scheme (TWRFS) 

• Technology Mission on Technical Textiles (TMTT) 

• Integrated Skill Development Scheme (ISDS) 

• Export Promotion Councils (EPC) 

 

CONCLUSION 
It can be concluded that manufacturing of textiles has always remained an indispensable part of the history of Indian Civilization. Now, India has proved itself as 

the world’s third largest producer of cotton and second largest producer of cotton yarn and textiles. The complete removal of quotas under Multi-fibre 

Agreement on 31
st
 December 2004, has had a very energetic impact on production and export of textiles in India. In order to trace the increase in production of 

cloth in Indian Textiles Industry (ITI), the researcher tried to measure the significant changes in cloth production in ITI between the Pre and the Post MFA phase-

out period. For this, Paired Samples T-Test is used in order to test the formulated hypotheses and to reach to the conclusion. The results suggest that production 

of cloth in ITI has significantly increased after the removal of quotas under MFA. 
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