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Abstract
Retail trade plays a major role in all economies all over the world. The performance of the sector has important implications towards the
economic development of a country. Towards the end of 2008-09, while the world economy got shrank, the Indian economy was not much
hampered due to its strong consumer demand. Retail demand,, bar some exceptions, has proven to be more resilient than that was expected
for many emerging countries during the economic downturn of 2008-09. In India, the concept and idea of shopping have been experiencing a
considerable change in terms of format and consumer behavior, ushering a shopping revolution in India. Modern retailing has entered into the
retail market in India and is observed in the form of busting shopping centers, multi-storied malls and huge complexes offering shopping,
entertainment, and food under one roof. Apart from changing business environment and use of information technology, people are becoming
more enthusiasts for brands, online shopping, etc., leading to a considerable growth of retail sector in India.
JEL Classification: L81
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1. INTRODUCTION

Retail trade plays a major role in all economies of the world. The performance of the sector has its important implications towards the
economic development of a nation. Towards the end of 2008, while the world economy got shrank, India did not get much affected due to a
strong consumer demand. Retail demand proved more resilient than expected during the economic downturn of 2008-09 for many emerging
economies. For example, many global retailers (food) continued to perform relatively stronger sales throughout the crisis.

The concept and idea of shopping has undergone a considerable change in terms of format and consumer buying behavior, ushering a
revolution in the concept of shopping in India. Modern retailing has entered into the retail market in India and is observed in the form of
bustling shopping centers, multi-storied malls, and the huge complexes that offer shopping, entertainment, and food all under one roof.
Consumers’ expectation, behavior etc., are sprouting motivated by the changing business environment and the use of information and
technology. People are becoming more enthusiasts for brands, merchandise, etc., even if in many developing countries, consumers are
adopting online purchase. This is leading to a considerable growth in e-commerce.

India presents a grand opportunity to the world at large, to use it as a business hub. As a ‘Vibrant Economy', India is an emerging market for
global retailers. It is the 2nd fastest growing economy in the world, the 3rd largest economy in terms of GDP in the next 5 years and the 4th
largest economy in Purchasing Power Parity (PPP) terms after USA, China & Japan. India is also rated among the top 10 FDI destinations. India is
a very big market which has potential of growth for all fields (Vivek et al., 2011). In India, the vast middle class consumer group and its almost
untapped retail industry are the key attractive factors for global retail giants towards integration of global retail markets, which in turn will help
the Indian retail industry to grow faster. Indian retail industry is expected to grow by 25 percent annually. Modern retail in India could be worth
of US$ 175-200 billion by 2016 (IMF, 2012). The Food retail industry in India dominates the shopping basket. The Mobile phone retail industry in
India is already a 16.7 billion USD business, growing at over 20 per cent per year (Roy, 2011). With more favorable government policies
regarding FDI and other instruments, the future of the Indian retail industry looks promising.

Growing urbanization, large young working population group, nuclear families along with increasing working-women population, emerging
opportunities in the services sector, etc., are the critical factors in the growth of the retail industry specially the organized sector in India
(Rohilla & Bansal, 2012). During the last couple of years, the growth pattern in organized retailing and in the consumption made by the Indian
population shows an upward trend indicating more potentiality and opportunities in Indian retail industry.

2. OBIJECTIVES
Recently, the government of India has approved FDI reforms in retail sector after a long controversy regarding the adaptation of such policy
that may have adverse impact on the unorganized domestic retail sector. However, it is argued that these kinds of impacts will be wreaked
through the passage of time and the overall economy will be benefitted in the long run. Present paper aims at giving an insight to the structure
and the current situation in the retail industry in India. The paper also focuses on the following objectives:

1.  Toassess the nature and trend of market size of the Indian retail sector

2. To assess the employment status in the Indian retail sector

3. To assess the performance of a few leading retail firms

4.  To assess the impact of the recent policy reforms on the Indian retail sector

3. METHODOLOGY AND DATA SOURCE

The paper is descriptive in nature. Tables and graphs are used to explain the different aspects of the Indian retail sector. The work is based on
secondary data and collected from various agencies like Department of Commerce and Industries, NSSO Govt. of India, Planning Commission,
Press Bureau of Information, IMF, Internet, etc.

4. RETAILSECTORIN INDIA

In 2014, India ranked 20" in Global Retail Development Index (GRDI) (14th in 2013) showing the high potential retail market growth which is
expected to be 15-20 percent in the next 5 years. The sector is highly fragmented and unorganized having around 13 million retail outlets
where unorganized retailing accounts for 95-96 percent of the total retail industry. It is one of the major pillars of Indian economy which
contributes nearly 14-15 percent to GDP and is estimated to be USD 660 billion in market size by 2016 (Department of Commerce and
Industries, 2013). This growth is highly realized by the macro-economic environment, including a 6-7 percent in GDP growth, rapid urbanization,



a large youth population group, etc. Moreover, increase in consumer spending over the years by the young population (more than 31 percent
of the country is below 14 years) and sharp rise in disposable income are driving the Indian organized retail sector’s growth (Rohilla & Bansal,
2012). Even small towns and cities are witnessing a major shift in consumer lifestyle and preferences, and have thus emerged as attractive
markets for retailers to expand their presence.

India’s economy, demographics, and retail market are different as compared to other emerging economies. The approach towards foreign
investment is far more welcome than in the past, but it remains a protectionist country and restrictions are high in some sectors, including the
retail sector. Indian consumers have lower purchasing power. Moreover, the geographical locations and the poor infrastructures especially the
transport facilities, makes the trade even more difficult since India is not having a single market. Again existence of different state’s legislation,
with some preventing large scale retail development, hinders the growth of this sector. Still, India is an attractive market for retailers. As we can
see from the Figure 1, in 2014, India is placed 12" in the aspect of market potential for retail sector (AT Kearney Report, 2014). It has a large,
young and growing population. Incomes are rising, with more households entering the middle class. Less proportion of the population live in
urban areas, but urbanization is increasing and there are several big cities with a large proportion of middle class population. All of these
forecast well for consumer and retail demand in the years ahead, and should augur well for the development of a modern retail market.
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Figure 1: Country attractiveness in retail sector trade for the foreigners

4.1. COMPOSITION OF INDIAN RETAIL INDUSTRY

Indian retail industry is composed of organized and unorganized sector. Unorganized sector dominates with nearly 95 percent share in the total
retail trade. However, the organized retail penetration remains low, at 5 to 6 percent, indicating a room for growth and is expected to rise in
the future (Figure 2). Growing urbanization, large group of young consumers, increasing purchasing power, changing lifestyles, western culture
influence, etc., are the key factors driving India’s organized retail market in the coming years and it is estimated to be a worth of 160-200 billion
USD by 2016. The Indian retail sector is one of the least concentrated in the world, with the top five retailers accounting for just 2 percent of
the market (Chandrasekhar, 2012).

Figure 1: Organized and unorganized retailing: A global comparison
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Unorganized retailing refers to the traditional formats of low-cost retailing, for example, the local corner shops, general stores managed by
owners, paan/beedi shops, convenience stores, hand cart and pavement vendors, etc. The retail sector, in India, is yet to be allotted the status
of an “industry”. The sector has more than 12 million retail outlets. It has the highest retail density in the world. In terms of ownership, it
primarily consists of independent, owner managed shops.

On the other hand, 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.
Figure 3 presents the composition of Indian Retail sector.

Indian Retail Market
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Figure 3: Flow chart of the composition of Indian retail sector

A significant trend in the market is the development of a combination of retail and entertainment centers. Indian malls have a combination of
high-value outlets, as well as mass brands. While the number of shopping malls has seen a spurt in the recent past, the future development is
now increasingly being focused on providing for leisure activities as well. A considerable number of multiplexes are being developed as an
integral part of retail malls along with facilities such as food courts, video game parlours, books stores, cinema and theatre.

Earlier retailing in India was mostly done through family-owned small stores with limited merchandise. In those times, food and grocery were
shopped from clusters of open stalls. There were also occasional fairs and festivals where people went to shop. In the twentieth century,
infusion of western concepts brought about changes in the structure of retailing. Some traditional retail chains were set up on the lines of
western retail concepts of supermarkets. The government set up the Public Distribution System (PDS) outlets to sell subsidized food and started
the Khadi Gram Udyog to sell clothes made of cotton fabric. The biggest advantage in this sector is the consumer familiarity that passes on from
one generation to the next.

The transformation of Indian retail sector started with the implementation of new economic policy in 1991. Since then, many firms like
Shoppers Stop, Pantaloon Retail India Ltd. (PRIL), Spencer Retail, etc., ventured into the organized retail sector and have grown by many folds.
These were the pioneers of the organized Indian retail formats. With the opening up of Foreign Direct Investment (FDI) in single-brand retail
and cash & carry formats, a new chapter unfolded in the retail space. There was an explosion of shopping malls and plazas where customers
interacted with professionals and not with just one single person-the owner. An important point here is that customers' requirements are
catered to by trained staff. Today, organized retailing has become an experience characterized by comfort, style and speed. It is something that
offers a customer more control, convenience and choice along with an experience.

The FDI bill in 2011 has paved the way to several international giant retailers' entry and expansion plans. Allowing FDI up to 100 percent in
single-brand retail and 51 percent in multi-brand, with an added constraint that sourcing must be 30 percent local, there will more dynamic
changes in the sector. Companies such as Gap, IKEA, and Abercrombie & Fitch are stepping up inquiries to enter the market, while others are
seeking local partners. For example, LVMH has linked with local player Genesis Luxury Fashion in multi-brand retail. Others, such as Amazon
and eBay, are considering alternate business opportunities and platforms to overcome FDI restrictions. At the same time, the government is
still working through the implementation plan for these regulatory changes.

In food and beverage segment, Starbucks partnered with Tata Group to own and operate cafes, and Dunkin' Donuts recently opened its first
store in Delhi, in partnership with local franchisee Jubilant Food-works. Grocery remains India's largest source of retail sales. Hypermarkets and
supermarkets continue to dominate, but cash-and-carry is growing fast, with significant expansion planned from Bharti Wal-Mart, Metro Group,
and Carrefour. Companies like Zara, Marks & Spencer, and Mango are actively scouting locations to open more stores across the country in
apparel industry.

4.2. SIZE OF THE INDIAN RETAIL INDUSTRY

The size of Indian retail industry is growing fast during the last decade especially in the organized sector. It has increased from USD 235.7 billion
in 2004 to USD 461 billion in 2009 with an impressive growth rate of around 15-18 percent. It marked around USD 550 billion in 2010 and
projected the size to be touching an USD 800 billion by 2014 (Goyel and Mukharjee, 2012). In the last decade, the retail trade in the country
shows an upward trend indicating continuous expansion of the sector from USD 235.35 billion in 2004 to USD 545.40 billion in 2011 (Ministry of
Industries and Commerce, 20114). This expansion has paved the way towards increase in significant infrastructure development. With diverse
consumer demand and behavior, even the giant retailers have been diversifying their marketing strategy and retailing format to attract the
more discerning and impulsive consumers who take time to explore, understand, and discuss before final consumption.



http://en.wikipedia.org/wiki/Small_business
http://en.wikipedia.org/wiki/Paan

As discussed earlier, different macro-economic variables are playing a major role in the expansion of retail industry. Some indicators related to
the retail trade in India are shown in Table 1. Population size, per-capita GDP, and consumer spending have positive relation with retail trade.

Table 1: Some indicators related to Indian retail sector

Year Population GDP growth rate Per capita GDP ( USD at current Consumer Retail sales (USD
(millions) prices) spending billions)
2008 1182 6.4 2868.00 664.90 457.60
2009 1199 5.7 3015.00 679.30 461.80
2010 1216 9.7 3291.00 812.70 545.40
2011 1233 8.4 3563.00 895.10 610.00
2012 1249 8.0 3847.00 986.90 670.00
2013 1266 8.2 4168.00 1094.90 740.00
2014 1282 8.1 4524.00 1217.70 798.00

Source: IMF (2011)

4.3. EMPLOYMENT SCENARIO IN RETAIL SECTOR
The retail sector employs nearly 40 million (4.4% of the total population) people. Within the retail sector, selling of food, beverage, tobacco,
and clothing and apparels captures the major share in generating employment. The share and growth of the employment in the retail sector in
India is shown in Table 2.

Table 2: Employment status (percentage distribution) in the retail sector in India during 2005-06

Industry Self-employed Salaried Casual labor CAGR
Non-specialized 85.6 12.2 2.3 2.18
Specialized 86.3 7.5 4.2 4.45
Food, beverage, and tobacco 87.9 9.6 2.5 -1.17
Retail not in stores 94.5 5.2 0.3 0.47
Repairing 78.6 16.7 4.7 -0.67
Total 80.5 16.4 3.1 0.94

Source: Indiastat.com

The table reveals that within the retail industry sub-sectors, self-employed people dominated in all categories having a share nearly 80-90
percent while salaried or wage employment occupies nearly 10-15 percent and the share of the casual workforce is only about 2-4 percent. The
compound annual growth rate (CGAR) during the period of 1999-2006 of workforce in the category of sale of new good in specialized stores is
the maximum indicating sensitiveness of Indian firm toward technology adoption creating marketing strategy towards new product
development to attract the market share. The growth of the organized retailing paves changes in the nature of retail employment showing
demand for skilled and prospective labor force. However, in food and beverage industry has witnessed a negative CAGR over the period.

4.4. PERFORMANCE OF A FEW INDIAN RETAIL COMPANIES IN ORGANIZED RETAIL SECTOR

In India, there are a number of retailers in the organized sector. In this section, a glimpse on the performance of only four companies name
Pantaloons, Shoppers stop, Trent, and Vishal is shown. Pantaloon is the leading retailer in India operating in 73 cities across the country with
more than 30000 employees. The company follows a multi-format retailing covering almost all consumption baskets. Shoppers Stop offers
format in lifestyle and luxury segment with growing affluent middle class population as their targeted customer base. They launched e-
commerce with delivery across the major cities in India in 2008. With an immense amount of expertise and creditability, they become the
benchmark for Indian retail industry. Established in 1998, Trents runs lifestyle chain westside, one of the India’s largest and fastest growing
lifestyle retail chain, Star Bazar, a hypermarket chain, landmark, a book and music chain and Fashion Yatra, a complete family fashion store.
Vishal the introducer of hyper-market in India started operating in 1986 today expanding its business all over the country with more than 180
showrooms in 100 cities. During 2007-08, Vishal established 5 more companies namely VRL Food Ltd., VRL Movers Ltd., VRL Consumers Goods
Ltd., VRL Fashion Ltd., and VRL Infrastructure Ltd. It also set up 2 new manufacturing units with a capacity of 1.5 million pieces per annum. The
annual sales turnover of these four Indian giant retailers is shown in the Figure 4.

Figure 4: Annual sales turnover of Pantaloons, Shoppers stop, Trent, and Vishal during 2006-11
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5. Prospect of organized retail trade in North East India

The retail trade in North Eastern States is dominated by the unorganized sector. Especially due to the geographical location, it poses challenges
for the organized sector in expanding the business. Poor growth in transport and infrastructure are the major concern in the region for the
development of organized retailing in the region. The region is lagging behind in poor railway transport system causing a high transportation
cost. There are ample opportunities for the organized sector to grow in the region. Steps towards a better and efficient supply chain
management would bring down the down inventory cost, which can then be passed on to the consumer in the form of low pricing. Growth in
the following socio-economic and other indicators may pave the way towards development of organized retailing in the region (Table 3).
Investment from foreign sector has increased in the last couple of years but with a very slow-rate (Table 4). State government needs to look
forward towards attracting foreign investment in overall development programs as well as in retail trade.

Table 3: Socio-economic and other indicators of the North Eastern States in 2001-11

Population growth GDP Per capita Density/ Urban Percentage of Literacy
State growth X women
rate GDP Sg.km population* rate
rate employment*
Assam 16.93 8.42 30569 397 14.08 333 73.18
Tripura 14.75 8.87 44965 350 26.18 221 87.75
Meghalaya 27.82 9.54 50427 132 20.08 30.7 75.48
Manipur 18.65 6,25 29684 122 30.21 24.1 79.85
Nagaland -0.47 3.93 52643 119 28.97 23.4 80.11
Arunachal Pradesh 25.92 3.65 55789 17 22.67 NA 66.95
Mizoram 22.78 9.57 48591 52 51.51 26.4 91.58
Sikkim 12.36 8.16 81159 86 24.97 NA 82.2
Source: Census of India and Economic Survey of India, 2012;
* denotes the figures for the year 2009
Table 4: FDI inflow the North Eastern States (in crores)
Year 2000-05 2006 2007 2008 2009 2010 2010-11%* 2011-12 *
North East 417.43 0 110 1764.66 334.13 176.16 NA NA
India 856736.5 503572.7 654949.9 1397255 1309799 960149.60 88520.00 122307

Source: Indiastat.com NA: Data Not Available

With the market set to grow strongly in the years ahead, domestic retailers are looking to expand fast. Initial expansion plans of major retailers
proved too ambitious and regulation prevented them in some cases from rolling out large-scale developments. Nevertheless, these investments
have started to change in the retail environment. Reliance, Pantaloon and Bharti in particular, who have emerged as major players in many
market segments, plough on with expansion plans across a wide range of formats. While there has been considerable expansion, retailers argue
that there is still a lack of quality sites in urban locations. Boosted by growing demand, the retail sector should continue to grow rapidly, with
the share of organized retail expected to double in the four years ahead, as a growing middle class demands higher-quality shopping
environment. The major retail companies operating in the North East India with different format are shown in Table 5.

Table 5: Major forms of organized retailing in North East India

Type Assortments Services Prices Major players
Departmental Extensive width and depth of assortments; Good to Averageto  Sohum shoppe, shoppers’ stop,
stores average to good quality excellent high pantaloons, etc.
Discount stores Extensive width and depth of assortments; Below Low Spencer’s Subhiksha, Bombey dying,
average to good quality average Reliance fresh, etc.
Factory outlets Moderate width of assortments and poor depth Very low Low Nike, Adidas, Reebok, Wrangler,
of assortments; Levi’s, etc.
Low continuity
Showrooms Average width and depth of assortments; Average High Nike, Adidas, Reebok, Wrangler, etc.
Hyper market Average width and depth of assortments; Low Every day Big Bazar, Vishar Mega Mart, Metro
low Bazar, etc.
Super Market Moderate width and depth of assortments; Average Average Nanz, Soprite, etc.
E-commerce Average width and depth of assortments; Good Average Flipkart, goibibo, etc.

6. STATE POLICY ON FDI FOR RETAIL SECTOR IN INDIA

Following the suggestions of IMF and World Bank, government of India initiated new economic policy in 1991. As a part of
liberalization and globalization, India opened up door for Foreign Investment but with certain conditions. In 1997, 100 percent FDI was allowed
in cash and carry wholesale trading under the government approval route, subsequently brought under the automatic route in 2006. FDI in
single brand retail was permitted to the extent of 51 percent in 2006, while FDI in multi-brand retail remained prohibited till recently. The
proposal to allow up to 51 percent FDI in multi-brand retail has been approved by the Union Cabinet in November 2011. The Union Cabinet has
also approved increasing the FDI limit in single brand retail to 100 percent with government approval (Table 6).



Table 6: Key parameters related to FDI policy in retail:

Parameter

Single brand

Multi-brand

FDI Limit

Up to 51 percent

Up to 100 percent

Ownership/investment
details

The foreign investor should be an owner of the brand

Minimum investment of US$ 100 million by the foreign
investor

Location of stores

Stores to be restricted to cities with a population of one
million or more (53 cities as per 2011 Census); given
constraints around real estate, retailers are allowed to set up
stores within 10 km of such cities

Investment towards
back-end infrastructure

At least 50 percent of the investment by the foreign company
to be in back-end infrastructure

Sourcing In respect of proposals involving FDI beyond 51 percent, | At least 30 percent of manufactured items procured should
30 percent sourcing would mandatorily have to be done | be through domestic small and medium enterprises (SMEs)
from domestic SMEs and cottage industries artisans and
craftsmen

Approval of State While the proposals on FDI will be sanctioned by the Centre, approvals from each State Government would be required

Governments required

Source: Press Information Bureau, 2012

The mandated capital requirement of US$ 100 million may a matter of concerns for the foreign investors regarding entering into Indian retail
industry in special/departmental retailing such as music, mobile, electronics goods, etc., as these kinds of segments requires lower investment.
Again the requirement of approval of state government and fulfillment criteria for eligible cities may also pose a roadblock in making an entry
which results in inefficient supply chain management. Also, some structural reforms will be needed for the domestic retailers for partnering
with the foreign companies towards the inflow of FDI.

Opening up the retail sector to the FDI will have negative impact on the indigenous small retailers’ businesses; however, this adverse impact is
expected to be short-lived and will weaken over time. In the long run, the economy is expected to reap benefits through improving the balance
sheet and liquidity profile of cash-starved retailers with aggressive expansion plans, supply chain and back-end infrastructure development.
Improvement in productivity and realizations for farmers through direct connection with these large organized players, there will be reduction
in middlemen’s share who has been dominating the value chain.

7. CONCLUSION AND POLICY ISSUES
Indian retail sector is one of the most potential in the world and is expanding over the years with an impressive organized retail trade growth.
With a large youth consumer group with a median age of 24 years, India is one of the favorite destinations for foreign retailers and they are
trying to target the untapped Indian retail sector with diversifying their business strategies and practices. Retailing in India is still evolving and
the sector is witnessing a series of experiments across the country with new formats being tested out. Example: quasi-mall, sub-urban discount
stores, cash and carry, etc. Opening up the industry with recent FDI policy reforms can bring ample opportunities for the unorganized retailing
through supply chain improvement, investment in technology, manpower and skill development. Creating better linkages between demand and
supply also has the potential to improve the price levels that primary producers receive and by eliminating both wastage and middlemen, it also
increases the fraction of the final sales prices that is paid to primary producers.
India emerged as one of the most potential destination for the foreign investors over the last couple of years. With a vast and
untapped retail sector the North East India is also capable of attracting the foreign investment. A few policy issues need to be addressed are:
1.  Concerns should be made to development a work-force in the sector through education and training for marketing and retail
management.
2. There should be a developed supply chain and integrated IT management.
3.  Taxation, which favors small retail businesses, should also be eased out.
4.  FDI seems to be one of the critical factors towards economic growth. State government should take initiative towards attracting
foreign investors.
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