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Abstract
Foreign direct investment (FDI) is an integral part of an open and effective international
economic system, which acts as a major catalyst in the development of a country through
up-gradation of technology, managerial skills and capabilities in various sectors. Indian
retail industry is one of the sunrise sectors with huge growth potential. However, in spite
of the recent developments in retail sector and its immense contribution to the economy,
it continues to be the least evolved industries in India when compared to rest of the
world. Undoubtedly, this dismal situation of the retail sector, despite the ongoing wave of
incessant liberalization and globalization, stems from the absence of FDI encouraging
policy in the Indian retail sector.
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1.0 Introduction:
India’s retail sector with a CAGR of 10.6 per cent during the years 2010-2012 is estimate
to touch 18.8 per cent by 2015, with a market worth $750-850 billion. India’s retail sector
consists of an organized and unorganized sector. The unorganized sector includes
traditionally family run, low cost retailers known as kirana shops, corner shops or
convenience stores, the organized sector with a modern format includes supermarkets,
hypermarkets, departmental stores and specialty chains. Organized retail accounts for 8
per cent of the total retail market and is expected to grow to 20 per cent by 2020
(Delloite, 2013).
Organized /Modern retailing refers to trading activities undertaken by licensed retailers
and includes formats such as hypermarkets and supermarkets, and retail chains.
Organized Retail, valued at INR 96500 Corers in 2008, accounts for around 5% of the
total retail market. Organized Retail has been growing at an impressive rate of 35% to
40% Y-O-Y in the last few years compared to 9-10% growth in the overall retail industry.
Retail in India is essentially “unorganized”. 98% of the retail industry is made up of
counter stores, street markets, hole-in-the-wall shops and roadside peddlers. The term
“unorganized retail” is better understood when comparing this form of retail to the
organized retail that one is familiar with in developed countries. Unorganized retail is
characterized by Family run stores, lack of best practices when it comes to inventory
control and supply-chain management, lack of standardization and essentially a sector
populated by anyone who has something to sell.
Unorganized Retail is essentially the next-step above agriculture for those seeking to
climb the ladder of affluence in search of a higher income. Recognizing the short-term
and long term growth of retail in India, a number of domestic business giants have
entered the retail industry or are planning to do so in the near future. Some like Pantaloon
Retail, Shopper’s Stop and Pyramid Retail have been in the industry for a decade. Others
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like Reliance Retail Ltd. (RRL) (RRL is part of the Mukesh Ambani run Reliance
Industries Ltd., one of India’s largest industrial houses) have entered and Birla (Also
known as the Aditya Birla Group, another large industrial house with various business
interests) and Bharti (India’s largest cellular service provider) opened up a number of
stores across the country. French supermarket giant Carrefour has opened its first cash
and carry store in India, hoping the government will soon relax restrictions on foreign
investment in its massive retail sector. The 5,200 sq. m. wholesale store in the east of the
capital New Delhi and is open to food companies, institutions, restaurants and retailers.
The arrival in India of Carrefour – the world's second-largest retailer - comes some years
after its main rival in the sector. US giant Wal-Mart has already opened two wholesale
stores and plans to open 10 more within four years. India agreed in 2006 to allow foreign
investment of up to 51 per cent in the retail sector but only for shops selling singlebranded products like Reebok, forcing overseas companies to sign franchise agreements
with Indian firms. Wal-Mart signed a partnership agreement in 2006 with India's Bharti
Enterprises while Britain's Tesco formed a tie-up with the giant Tata Group
conglomerate. The arrival of foreign companies into the Indian retail sector is a sensitive
issue, as small shopkeepers fear being driven out of business by multinationals. Industry
bodies want the retail sales sector to be liberalized gradually but calls for the market to be
opened up to foreign competition have increased in recent months, notably during visits
by Western leaders. Both US President Barack Obama and his French counterpart
Nicolas Sarkozy urged India to remove restrictions on foreign trade and investment. Each
of these domestic and international retail giants have or will introduce a number of
modern retail formats like malls, hypermarkets and supermarkets. Initial consumer
response to these novelties in the retail sector has been very promising and as the
middleclass continues to grow, organized retail in India is sure to see large returns. In
fact, organized retail is growing at a staggering 35% per year. As organized retailers enter
the Indian market, however, they must be mindful of the unique status of retail in the
country.
Retail in the country has been dominated by millions of unorganized retailers who have
used consumer proximity and home-delivery as their operating ideals to cater to the
Indian consumer that has become accustomed to this convenience. Unorganized retail has
both shaped the mentality of the Indian consumer and been shaped by it. Another factor
that major retailers must be wary of is the lack of infrastructure to support supply chains
and efficient retail operations in India. Companies like Wal-Mart that grew from the
ground-up leveraged the infrastructure of U.S.A to build a large supply-chain which has
been the backbone of its success. The story in India is very different. Inadequate
highways, the absence of cold storage facilities, an underdeveloped supply chain,
limitless bureaucracy and the lack of regulations created a situation where the local
corner-stores and hawkers thrived. What was the street-vendors gain will be a major
hurdle for large scale organized retailers. They will have to demonstrate unprecedented
innovation, adaptation and experimentation to succeed in the Indian retail industry.
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1.1 Define FDI:
1. Foreign Direct Investment (FDI) is defined as “cross border investment by a resident
entity in one economy with the objective of obtaining a lasting interest in an enterprise
resident in another economy” (OECD, 2013).
2. In other words, FDI to India is “investment by non-resident entity/person resident
outside India in the capital of an Indian economy” (GOI, 2014:7)
2.0 Objectives of the Study:
1. To analyze the positive and negative impacts of the reforms to be undertaken.
2. To review the challenges to be faced by FDI‘s while investing in India.
3. To evaluate the change in the customer‘s requirements after introduction of FDI
in retail.
2.1 Methodology:
This study intended to examine the challenges of FDI in Indian economy based on
partially secondary and some extent of primary observation of the researcher. The data
has been collected and furnished from the official website of the HRD Ministry of India,
published reports of RBI, Economic survey of India 2008-09, 2009-10 and other related
research papers, books and published work.
3.0 Current Scenario of Indian Retailing Industry:
The share of organized retailing in India, at around 2%, is too low, compared to 80% in
the USA, 40% in Thailand, or 20% in China, thus leaving the huge market potential
largely unexploited. Mounting earning levels, education and an international revelation
have contributed to the progression of the Indian middle class purchasing and shopping
practices are burgeoning as an outcome. Retailing all the way through non-traditional
channels such as Fuel Stations, Direct Selling and Home Shopping Television is on the
rise. Contemporary organized retail is short and uneven with cast list not being able to
harvest economies of scale. However, retailing through formats such as supermarkets,
hypermarkets, department stores and other forte chains are escalating. Top business
houses in the country are investing in the sector. This includes Food World, Shopper‘s
Stop, Crossroads, Globas, Pyramid and other such outlets. FDI in retail trading is not
encouraged in any form. However, a few overseas retail names appear in the marketplace
in the nature of franchisee. Quite a lot of companies including Metro, Carrefour and
Ahold are exploring way in options. Benetton, Lifestyle and Zegna are already in the
Industry in India. Organized retail is a lucrative proposition for a thespian that can bring
supreme practices from around the globe, leverage economies of scale and garner these
benefits through retail operations in India. India has a hefty middle class of 350 million
and sophisticated personnel to lever diverse significant functions like merchandising,
sales promotion, inventory management, purchasing and marketing. Despite the global
economic recession and a consequent slowdown in the Indian economy, organized retail
continued to make headway although at a slower pace in 2009. Nonetheless, if the current
retail landscape is compared with that of 2004, it has undeniably become a much larger
environment.
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Retail stalwarts such as Wal-Mart, Tesco and Marks & Spencer have already made
inroads into the Indian retail industry and with multi-billion dollar investments by major
domestic players such as Reliance Retail; the market is expected to go from strength to
strength. India also possesses IT skills in the area of supply chain management, database
management and inventory management. A number of drivers are aiding the development
of the Industry such as improved levels of income and increasing purchasing power, entry
of foreign retailers and reforms in real estate markets.
3.1 Wal-Mart:
Wal-Mart has emerged as one of the largest corporations in the world, and definitely the
largest in retail. It started only fifteen years ago. In May 2009, Wal-Mart was ready to
open its first store in India. The reason for Wal-Mart’s entry in India was clear – The
Indian middle class. The world’s biggest retailer had been silently working on its strategy
for India for around two years. Mom-and-pop stores and traditional distribution networks
dominated the $375 billion Indian retail market. Wal-Mart’s first outlet was set to launch
in the city of Amritsar, Punjab in North India. The first store air-conditioned and built
over 50,000 sq. ft. was on the outskirts of the city, Amritsar. The store employed 200
locals and was likely create 500 indirect jobs. In the first few weeks itself, the company
had managed to sign on close to 35,000 members. A typical Wal-Mart store sells 60,000
different items; a super centre sells 120,000 items. Wal-Mart is one of the best
beneficiaries of corporate led globalization, and has made communities dependent on
supplies from thousands of miles away for everyday items including the food we eat and
the clothes we wear. If Wal-Mart and other retail chains get a foothold in India, it will
mean displacement of small retailers and farmers. Yet Wal-Mart is spreading myths
about its corporate reach and its predatory growth.
3.2 Carrefour:
French retail major Carrefour, the second-largest in the world in terms of revenue (euro
90 billion) after Wal-Mart, is going slow in India, even as its rivals are chalking out bold
expansion plans in the country. Ever since Carrefour launched its first store in India, a
cash-and-carry wholesale format store at Seelampur, East Delhi on 30th December 2010,
the retailer has maintained an awkward silence on its expansion plan for the country.
Interestingly, Carrefour’s only cash-and-carry store in Asia at present is in India. The
group has a total of 151 cash and carry stores - 137 in France, 13 in Europe (excluding
France) and 1 in Asia. Experts point out three specific reasons why Carrefour is quiet on
its India expansion. First, it wants to be clear about the country’s FDI policy on multibrand retail before it formulates a concrete cash-and-carry strategy here. (Currently, FDI
is not permitted in multi-brand retail, but the government is said to be in a review mode.
And, Carrefour has kept its potential Indian partner for multi-brand retail guessing).
Second, the French retailer set up shop in India only towards the end of December last
year and it may still be watching the market before embarking on an expansion plan.
Third, economic slowdown, cost cuts and related business decisions in many of its
European markets have forced it to turn more than cautious.
4.0 Positive Impact of FDI:
Some of the positive results of FDI are as under;
1) The India’s more population is young, so more than 1 crore job will be created.
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2) Because of FDI India will increase the export capacity.
3) There has been an impressive growth in retail and wholesale trade.
4) The big companies with huge investment capacity will buy goods at lesser rates and
pass on big discount to consumers.
5) The farmers will be able to get better price for their produce and storage facility will
improve.
6) The regulation of the FDI Bill that 30% of the total procurement has to come from
small and medium enterprises will benefit the domestic businesses.
7) The 51% FDI will benefit the consumers as they will have wider choice at competitive
prices.
8) A strong legal framework in the form of the competition commission is available to
deal with the anti-competitive practices.
9) FDI in retail sector will bring much needed foreign investment in the country along
with technology and best global practices.
10) By allowing FDI in Indian market, it will teach the local retailers about real
competition and help in insuring that they give better service to Indian consumers.
4.1 Negative Impact of FDI:
Some negative impact of FDI in retail sector of India are said to be;
1) If 51% FDI is allowed in retail market, it will be a big trouble for the small
shopkeepers and small retailers in the market.
2) Job in manufacturing industry will be lost soon because organized international retails
marketers purchase internationally and not from the domestic market.
3) Farmers will be given remunerative prices initially but eventually they will be at the
mercy of big retailers.
4) Once these giant foreign retailers have monopoly, they will start exploiting the market.
4.2 Challenges Facing FDI:
India is focusing on maximizing political and social stability along with a regulatory
environment. In spite of the obvious advantages of FDIs, there are quite a few challenges
facing larger FDIs in India, such as:
1. Resource Challenge: India is known to have enormous amounts of resources. There is
manpower and significant availability of fixed and working capital. At the same time,
there are some underexploited or unexploited resources. The resources are well available
in the rural as well as the urban areas. The focus is to increase infrastructure 10 years
down the line, for which the requirement will be an amount of about US$ 150 billion.
This is the first step to overcome challenges facing larger FDI.
2. Equity Challenge: India is definitely developing in a much faster pace now than
before but in spite of that it can be identified that development has taken place unevenly.
This means that while the more urban areas have been tapped, the poorer sections are
inadequately exploited. To get the complete picture of growth, it is essential to make sure
that the rural section has more or less the same amount of development as the urbanized
ones. Thus, fostering social equality and at the same time, a balanced economic growth.
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3. Political Challenge: The support of the political structure has to be there towards the
investing countries abroad. This can be worked out when foreign investors put forward
their persuasion for increasing FDI capital in various sectors like banking, and insurance.
So, there has to be a common opinion between the Parliament and the foreign countries
investing in India. This would increase the reforms in the FDI area of the country.
4. Execution Challenge: Very important among the major challenges facing larger FDI,
is the need to speed up the implementation of policies, rules, and regulations. The vital
part is to keep the accomplishment of policies in all the states of India at par. Thus,
asking for equal speed in policy implementation among the states in India is important.
5. India must also focus on areas of poverty reduction, trade liberalization, and banking
and insurance liberalization. Challenges facing larger FDI are not just restricted to the
ones mentioned above, because trade relations with foreign investors will always bring in
new challenges in investments.
5.0 Major Recommendations:
i. Modernization of wet markets through public-private partnerships.
ii. Facilitating cash-and-carry outlets, like Metro, for sale to unorganized retail and
procurement from farmers, as in China.
iii. Encouraging co-operatives and associations of unorganized retailers for direct
procurement from suppliers and farmers.
iv. Ensuring better credit availability to unorganized retailers from banks and microcredit institutions through innovative banking solutions.
v. Facilitating the formation of farmers' co-operatives to directly sell to organized
retailers.
vi. Encouraging formulation of "private codes of conduct" by organized retail for dealing
with small suppliers. These may then be incorporated into enforceable legislation.
vii. Simplification of the licensing and permit regime for organized retail and move
towards a nationwide uniform licensing regime in the states to facilitate modern retail.
viii. Strengthening the Competition Commission's role for enforcing rules against
collusion and predatory pricing.
6.0 Conclusion:
In light of the above, it can be safely concluded that allowing healthy FDI in the retail
sector would not only lead to a substantial surge in the country’s GDP and overall
economic development, but would inter alia also help in integrating the Indian retail
market with that of the global retail market in addition to providing not just employment
but a better paying employment, which the unorganized sector (kirana and other small
time retailing shops) have undoubtedly failed to provide to the masses employed in them.
Thus, as a matter of fact FDI in the buzzing Indian retail sector should not just be freely
allowed but per contra should be significantly encouraged. Allowing FDI in multi brand
retail can bring about Supply Chain Improvement, Investment in Technology, Manpower
and Skill Development, Tourism Development, Greater Sourcing from India, Upgradation in Agriculture, Efficient Small and Medium Scale Industries, Growth in market
size and Benefits to Government through greater GDP, tax income and employment
generation.
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