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I. INTROTUCTION 

                India is the fifth largest economy in the 

world and has the third largest GDP in the entire 

continent of Asia. It is also the second largest 

among emerging nations. (These indicators are 

based on purchasing power parity). India is also 

one of the few markets in the world which offers 

high prospects for growth and earning potential in 

practically all areas of business. Lot of countries is 

looking at India for investments. The reason being 

the political and economic stability in this country.  

Retail in India has changed radically to 

become one of the sunrise sectors in the economy. 

It gained importance in terms of employment 

generation and business opportunity. Retailing in 

India is gradually inching towards becoming the 

next boom industry. The whole concept of 

shopping has altered in terms of format and 

consumer buying behavior, ushering in a revolution 

in shopping in India. Modern retail has entered in 

India in the form of sprawling shopping centers, 

multi‐storeyed malls and huge complexes offering 

shopping, entertainment and food all under one 

roof. In the era of globalization the whole economy 

is opening up gradually. The Indian retail sector has 

also not remained untouched. India has already 

allowed 51 per cent FDI in single‐brand retail and 

100 per cent FDI in cash‐and‐carry or wholesale 

trading.  

The retail industry contribute 11% to the 

national GDP (Gross Domestic Product) and 

employing 8% of the country‟s total workforce, and 

with approximately 21 million retailers having the 

highest density of retail shops across the world. 
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Thus the retail industry in India is currently 

growing at a fast pace and valued US$1100 billion 

in 2015‐2016. 

Almost 95 per cent of India‟s retail trade 

is dominated by the traditional retailers and 

organized retail just accounts for remaining 5 per 

cent. Most of the retail stores in India are small 

family run businesses (Mom & Pop Shops) 

utilizing predominantly household labour. 

Therefore retail industry is definitely one of the 

pillars of the Indian economy. Most of the retailers 

of the unorganized retail market have their shops in 

the front or the back of their houses. The Indian 

retail sector is one of the fastest growing sectors, 

with several domestic and international players 

entering into retail market. 

Division of Retail Industry – Organized and 

Unorganized Retailing 

The retail industry is mainly divided into:- 

1) Organized and 2) Unorganized Retailing 

Organized retailing refers to trading activities 

undertaken by licensed retailers, that is, those who 

are registered for sales tax, income tax, etc. These 

include the corporate-backed hypermarkets and 

retail chains, and also the privately owned large 

retail businesses. 

Unorganized retailing, on the other hand, 

refers to the traditional formats of low-cost 

retailing, for example, the local kirana shops, 

owner manned general stores, paan/beedi shops, 

convenience stores, hand cart and pavement 

vendors, etc. 

The Indian retail sector is highly 

fragmented with 97 per cent of its business being 

run by the unorganized retailers. The organized 

retail however is at a very nascent stage. The sector 

is the largest source of employment after 

agriculture, and has deep penetration into rural 

India generating more than 10 per cent of India‟s 

GDP.   

Retail FDI Regulations in India 

An important aspect of the current 

economic scenario in India is the emergence of 

organized retail backed by foreign direct 

investment. As there has been considerable growth 

in organized retail business in India, major Indian 

industrial houses have entered in retail sector and 

have announced very ambitious future expansion 

plans. Transnational Corporations are keen to enter 

in India and set up retail chains in collaboration 

with big Indian companies. However, opinions are 

divided on the issue of the impact of the „Foreign 

Direct Investment‟ on the traditional Indian retail 

sector which is highly fragmented and the major 

source of employment after agriculture. Concerns 

have been raised that the foreign direct investment 

in retail sector may have an adverse impact on 

retailers in the traditional retail sector. It has also 

been argued that FDI in retailing will yield 
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efficiencies in the supply chain, enabling better 

access to markets to the producers (including 

farmers and small producers), higher prices to 

farmers and lower prices to consumers. In the 

context of divergent views on the impact of foreign 

direct investment on Indian retail sector, it is 

essential to examine the possible effects of FDI on 

Indian retail sector. 

India has allowed 51 per cent FDI in 

single‐brand retail trade, and 100 per cent in 

cash‐and carry wholesale trading. The Govt. of 

India on 24 January 2006, opened‐up FDI in 

„single‐brand retailing’. This was done with a 

primary motive of giving a boost to organized 

retailing in India. FDI up to 51 per cent is permitted 

in Indian companies engaged in retail trade of 

single‐brand products with prior government 

approval (FIPB) subject to following riders 

mentioned in the Press Note 3 (Press Note DIPP, 

2006): 

 Only single‐brand products would be sold (i.e. 

retail of goods of multi‐brand even if produced 

by the same manufacturer would not be 

allowed). 

 Products should be sold under the same brand 

internationally. 

 Single‐brand products retail would only cover 

products which are branded during 

manufacturing. 

 Any addition to product categories to be sold 

under “single‐brand” would require fresh 

approval from the government. 

It is interesting to note that the 

Government of India has reviewed the extant policy 

on FDI and decided that FDI, up to 100%, under 

the government approval route, would be permitted 

in Single‐Brand Retail effective from April 2012 

(Press Note DIPP). Again government revised its 

FDI policy and in September 2012, 51 per cent FDI 

in multi brand retail trade (MBRT) is allowed 

subject to following conditions:  

 a minimum investment of US$ 100 million by 

each player,  

 50 per cent of it in back‐end infrastructure  

 30 per cent procurement from micro, small and 

medium enterprises (MSMES) and  

 the governments right to procure the farm 

produce first. Further, the permission for 

MBRT has been granted for cities with a 

population of one million or more,  

Determinants of FDI Inflows  

The volume and the quality of FDI in a 

country depend on the following factors:  

 Natural Resources  

 National Markets  

 Availability of Cheap Labor  

 Socio-Economic Conditions  

 Political Situation  
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 Rate of interest  

 Government Policies 

Indian Retailing Trends 

The retail industry in India is of late often 

being hailed as one of the sunrise sectors in the 

economy. AT Kearney, the well-known 

international management consultancy, recently 

identified India as the second most attractive retail 

destination globally from among thirty emergent 

markets. It has made India the cause of a good deal 

of excitement and the cynosure of many foreign 

eyes. With a contribution of 14% to the national 

GDP and employing 7% of the total workforce 

(only agriculture employs more) in the country, the 

retail industry is definitely one of the pillars of the 

Indian economy. 

 Modern retail formats - The growth of 

western-style malls is changing the way urban 

consumers   shop. We're seeing many bigger 

box, value based formats setting up shop. The 

size of these stores is about 50,000 square feet, 

a departure from the smaller mom & pop-type 

store that dominates the local retail landscape. 

 Shoppers' Stop - department store format. 

 Westside - emulated the Marks & Spencer 

model of 100 per cent private label, very good 

value for money merchandise for the entire 

family. 

 Giant and Big Bazaar - hypermarket/cash & 

carry store. 

 Food World and Nilgiris – supermarket format. 

 Pantaloons and The Home Store - specialty 

retailing. 

 Tanishq has very successfully pioneered a very 

high quality organized retail business in fine 

jewellery. A new entrant in the retail 

environment is the 'discounter' format. It is 

also is known as cash and- carry or 

hypermarket. These formats usually work on 

bulk buying and bulk selling. Shopping 

experience in terms of ambience or the service 

is not the mainstay here. 

FDI in Retail Industry 

FDI in retail industry means that foreign 

companies in certain categories can sell products 

through their own retail shop in the country. At 

present, foreign direct investment (FDI) in pure 

retailing is not permitted under Indian law. 

Government of India has allowed FDI in retail of 

specific brand of products. Following this, foreign 

companies in certain categories can sell products 

through their own retail shops in the country. 

India‟s retail industry is estimated to be 

worth approximately US$411.28 billion and is still 

growing, expected to reach US$804.06 billion in 

2015. As part of the economic liberalization 

process set in place by the Industrial Policy of 

1991, the Indian government has opened the retail 

sector to FDI slowly through a series of steps: 
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1995: World Trade Organization‟s 

General Agreement on Trade in Services, Which 

includes both wholesale and retailing services, 

came into effect. 

2011: 100% FDI in single brand retail 

permitted. The Indian government removed the 51 

percent cap on FDI into single-brand retail outlets 

in December 2011, and opened the market fully to 

foreign investors by permitting 100 percent foreign 

investment in this area. 

Government has also made some, albeit 

limited, progress in allowing multi-brand retailing, 

which has so far been prohibited in India. At 

present, this is restricted to 49 percent foreign 

equity participation. The specter of large 

supermarket brands displacing traditional Indian 

mom-and-pop stores is a hot political issue in India, 

and the progress and development of the newly 

liberalized single-brand retail industry will be 

watched with some keen eyes as concerns further 

possible liberalization in the multi-brand sector. In 

this Paper, Author discusses the policy 

developments for FDI in these two retail categories, 

with a focus on the details of the multi-brand retail 

FDI discussion. 

FDI in “Single-Brand” Retail 

While the precise meaning of single-brand 

retail has not been clearly defined in any Indian 

government circular or notification, single-brand 

retail generally refers to the selling of goods under 

a single brand name. Up to 100 percent FDI is 

permissible in single-brand retail, subject to the 

Foreign Investment Promotion Board (FIPB) 

sanctions and conditions mentioned in Press Note 

3[8]. These conditions stipulate that: Only single-

brand products are sold (i.e. sale of multi-brand 

goods is not allowed, even if produced by the same 

manufacturer).Products are sold under the same 

brand internationally 

 Single-brand products include only those 

identified during manufacturing 

 Any additional product categories to be sold 

under single-brand retail must first receive 

additional government approval FDI in single-

brand retail implies that a retail store with 

foreign investment can only sell one brand. For 

example, if Adidas were to obtain permission 

to retail its flagship brand in India, those retail 

outlets could only sell products under the 

Adidas brand. For Adidas to sell products 

under the Reebok brand, which it owns, 

separate government permission is required 

and (if permission is granted) Reebok products 

must then be sold in separate retail outlets. 

FDI in “Multi-Brand” Retail 

While the government of India has also 

not clearly defined the term “multi-brand retail,” 

FDI in multi-brand retail generally refers to selling 

multiple brands under one roof. Currently, this 
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sector is limited to a maximum of 49 percent 

foreign equity participation. 

These are positive step and it will 

encourage international brands to set up shop in 

India. On the other hand, this will also lead to 

competition among Indian players. It will be the 

consumers who stand to gain,'' This would not 

change the market dynamics immediately as it will 

take some time for these plans to fructify. The 

growing dominance of multinational companies in 

the country's $200 billion retail business, had 

warned that any move to increase FDI in the retail 

sector would ruin the business of small and 

medium traders scattered over the country. 

Organized retailers in India are opposing the entry 

of MNCs in retail trading because of their 

predatory pricing strategy that wipes out 

competition, when the Government decides to 

allow foreign players to enter the retail space, it 

should first restrict them to lifestyle products 

segment before permitting them to spread their 

wings into other areas like grocery marketing that 

has a direct impact on `kirana stores'. FDI in retail 

trade has forced the wholesalers and food 

processors to improve, raised exports, and triggered 

growth by outsourcing supplies domestically. The 

availability of standardized products has also 

boosted tourism in these countries. FDI in retail 

sector has been a key driver of productivity growth 

in Brazil, Poland and Thailand. This has resulted in 

lower prices to the consumer, more consumption 

and higher profit for the producer. 

Advantages of FDI in Retail 

• Opportunities Galore 

• Benefits for the Farmers 

• Improved Technology And Logistics. 

• Impact on Real-Estate Development 

Disadvantages of FDI in Retail 

Opponents of the FDI feel that 

liberalization would jeopardize the unorganized 

retail sector and would adversely affect the small 

retailers, farmers and consumers and give rise to 

monopolies of large corporate houses which can 

adversely affect the pricing and availability of 

goods. They also contend that the retail sector in 

India is one of the major employment providers and 

permitting FDI in this sector can displace the 

unorganized retailers leading to loss of livelihood. 

 The entry of large global retailers such as Wal-

Mart would kill local shops and millions of 

jobs. 

 The global retailers would collude and exercise 

monopolistic power to raise prices and 

monopolistic (big buying) power to reduce the 

prices received by the suppliers. Hence, both 

the consumers and the suppliers would lose, 

while the profit margins of such retail chains 

would go up. 

 It would lead to lopsided growth in cities, 

causing discontent and social tension 
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elsewhere. However, these arguments can be 

overruled in the light of the ICRIER study 

conducted in India in 2008, which showed that 

although unorganized retail suffered initially 

with the opening up of organized retail in their 

vicinity, this effect significantly weakened 

over time. The rate of closure of unorganized 

retail shops in gross terms was found to be 4.2 

% per annum, which was much lower than the 

international rate of closure of small 

businesses. Similarly, the rate of closure on 

account of competition from organized retail 

was found to still lower, at 1.7 per cent per 

annum. This was achieved through competitive 

response from traditional retailers and through 

improved business practices and technology up 

gradation. 

The foreign direct investment (FDI) in the 

Indian retail sector should be allowed in a phased 

manner so that it could serve the purpose of much-

needed capital and bring boom in the sector, 

according to Confederation of Indian Industry (CII) 

Chairman Kishore Biyani says. 

 FDI should be gradually allowed first in 

relatively less sensitive sectors like garments, 

lifestyle Products, house ware and 

entertainment." 

 Alternative funding mechanisms and 

investment opportunities should be considered 

like FIIs and venture capital in the primary 

market, besides FDI. Hence they should be 

legalized and encouraged in the primary 

market. 

 Industry needs time for capital formation, 

which would take at least two-three years. The 

gradual inflow of FDI should not be a 

hindrance for the growth of the retail sector. 

II. FUTURE SCOPE 

The sentiment towards 100 percent FDI in 

retail sector is gathering pace. Currently, the UPA 

has a majority in the house and it seems quite 

possible that they will be able to pass the bill, 

making FDI in multi-brand retailing, a reality. 

Moreover, with state governments like Punjab 

working with modern retailers in furthering 

improvement of trade, there is a possibility that 

support will flow in from other state governments 

as well. 

However, the opposition led by the BJP is 

not in favor of this move and has presented a report 

recently to the Parliament recommending a 

complete ban on FDI in retail. 

The proposed FDI norms will open up 

strategic investment opportunity for global 

retailers, who have been waiting to invest in India. 

This may have a significant impact on the current 

arrangement of foreign players. This policy will 

require investment from retailers in areas of supply 

chain, especially for perishable products, thus 

helping farmers to get better income leading to an 
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inclusive growth in the country. Given the large 

number of SKU‟s that retailers stock Small and 

Medium Enterprises (SME) sector is also set to 

gain from this move due to preference given by 

retailers to private label brands. The move will also 

encourage smaller suppliers to take their products 

to a national platform that they could not 

previously manage due to lack of an organized 

supply chain of their own. This policy will also 

open up avenues for attracting, developing and 

retaining talent. Contract manufacturers would also 

benefit from these policy changes. With the global 

economy still recovering, investment in India is 

lucrative to a retailer attributable to strong 

consumerism, rising disposable income, growing 

middle class population, favorable macro and micro 

economic indicators supplemented by a stable 

government. 

III. CONCLUSION 

In the final analysis, for India, FDI in 

multi-brand retail should be seriously considered 

by the government and, as with many other 

sensitive sectors (like defense); a gradual opening 

up could be made possible. Despite country wide 

speculation on the plight of various Stakeholders, 

trading associations, politicians, etc. have given 

various arguments for and against FDI in retailing. 

However, such arguments are largely based on 

perception and there has not been serious academic 

research in this area. India needs to take a lesson 

from China where organized and unorganized retail 

seem to co-exist and grow together. Further, India‟s 

local enterprises will potentially receive an up 

gradation with the import of advanced 

technological and logistics management expertise 

from the foreign entities. In our view, the 

government has an opportunity to utilize the 

liberalization for achieving certain of its own 

targets: 

• improve its infrastructure; 

• access sophisticated technologies; 

• generate employment for those keen to 

work in this sector  

  FDI would lead to a more comprehensive 

integration of India into the worldwide market and, 

as such, it is imperative for the government to 

promote this sector for the overall economic 

development and social welfare of the country. If 

done in the right manner, it can prove to be a boon 

and not a curse. 
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