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ABSTRACT

India’s economic growth has accelerated significantly over the past two decades and so, too, has the
spending power of its citizens. Real average household disposable income has roughly doubled since
1985. With rising incomes, household consumption has soared and a new Indian middle class has
emerged. The Indian consumer is changing rapidly. The average consumer today is richer, younger and
more aspirational in his/her needs than ever before. Consumers now value convenience and choice at par
with getting value for their hard-earned money. A range of modern retailers are attempting to serve the
needs of the new Indian consumer. The last few years have witnessed an explosion of organised retail
formats like supermarkets and hypermarkets in an otherwise fragmented Indian retail market. The

present paper is an attempt to analyse the reason and future of explosive growth in Retail sector in India
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1.1: Retail: The Emerging Revolution

India’s GDP growth of 8 per cent in 2008-09 is the highest posted for over 18 years, reflecting the
booming economy of the country. Growing in tandem with the economy is the Indian retail sector. The
sector is on a high growth trajectory and is expected to grow by more than 27 per cent over the next 5 to 6
years. Retail is one of India’s largest industries, contributing to about 10 per cent of the GDP and
providing employment to 8 per cent of the nation’s workforce. Indian retail business promises to be one
of the core sectors of the Indian economy, with organised retail sector estimated to grow by 400 per cent
of its current size by 2010-11.

The growth and potential of the sector is being widely acknowledged both in the domestic as well as
international forums. India topped AT Kearney’s Global Retail Development Index 2009 for the third
consecutive year, retaining its position in the global market as the most preferred retail destination
amongst emerging markets. For the fifth time, India also topped the Global Consumer Confidence Index
June — 2009 conducted twice a year by The Nielsen Company. Indians were judged the world’s most
optimistic consumers, with large sections of the population considering “now” a good time to spend. The
economics of Indian consumerism is buoyant, with India ranking as the fourth largest economy in terms
of Purchasing Power Parity (PPP), next only to United States,Japan and China. India is expected to
outpace Japan by the year 2010 to become world’s third largest economy. With 54 per cent of the Indians

aged below 25, the young Indian consumer is buying big to look good and feel good

1.2: Stages of Growth Retail market
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Retail markets worldwide have been observed to progress through four stages as they evolve from an
emerging to a mature market, usually over the course of 5 to 10 years (Fig. 1.1). These stages are defined
as:
Opening: A market that is just beginning its modern retail story, in all major cities.
Peaking: A market that is developing quickly and is ready for modern retail.
Declining: A market that is still big and growing, but space for new entrants is getting tighter.
Closing: A market having small window of opportunity for new entrants; such markets generally have a
very high penetration of modern retail.
The figure below shows that key Asian economies, viz. India and Vietnam are in the peaking phase, while
China has just tipped into declining. This means that the next one to three years are the best time for
foreign retailers to enter India. They cannot wait for the government to set things in order. While the
government has announced some benefits for foreign retailers by allowing them to own up to 51 per cent
of a single brand retail company, the relaxed regulations do not extend to retailers that sell a variety of
brands. India’s government seems to be on a gradual but definite path towards allowing foreign retailers
into the country. And when it takes the final steps, the peak time to enter will quickly pass, giving
retailers a hope that entering now they have a distinct edge. Different global retailers are in talks to

identify the best mode of entry in India.
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Fig: 1.1: Stages of Retail market
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1.3: The Indian retail: Growth

Retailing in India is evolving rapidly, with consumer spending growing by unprecedented rates and with
increasing number of global players investing in this sector. Organised retail in India is undergoing a
metamorphosis and is expected to scale up to meet global standards over the next five years.

India’s retail market has experienced enormous growth over the past decade, more than doubling in size
to US$ 311.7 billion in 2008-09. The market was estimated at US$ 1.1 trillion (in PPP terms) in 2007-08.
The most significant period of growth for the sector was between years 2000 and 2008, when the sector
revenues increased by about 93.5 per cent translating to an average annual growth of 13.3 per cent. The
sector’s growth was partly a reflection of the impressive Indian economic growth and overall rise in

income levels of consumers.The growth trajectory of Indian Retail is shown in Fig:1.2, below:
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1.4: Key Trends and Drivers of Retail growth

a) Rapid economic growth:

The fast and furious pace of growth of the Indian economy is the driving force for Indian consumerism;

with the Indian consumers confident about their earnings and are spending a large portion of their high

disposable incomes. Projections by analysts suggest that India has the potential to be labeled the fastest-

growing economy and outpace the developed economies by 2050. Analysts predict India to sustain an

average GDP growth rate of 5 per cent till the mid of this century, with India projected to outpace the

other developed economy markets by 2050.

The average annual growth rate for 1994-2009 was pegged at 6.1 per cent, second only to China. The

more recent growth rates of over 9 per cent posted for India, promise a continued robust growth story.

Private consumption accounted for 62 per cent of India’s GDP in 2008-09, comparable to most of the

leading economies around the world.
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b) The Young India

Against the backdrop of an ageing world, India possesses the advantage of having a largely young
population. 35 per cent of India’s population is under 14 years of age and more than 60 per cent of the
population is estimated to constitute the working age group (15-60) till 2050. Two-thirds of Indian
population is under 35, with the median age of 23 years, as opposed to the world median age of 33. India
is home to 20 per cent of the global population under 25 years of age. This trend is projected to continue
for the next decade, with the share set to reach its maximum in 2010. The large proportion of the
working-age population translates to

a lucrative consumer base vis-a-vis other economies of the world, placing India on the radar as one of the
most promising retail destinations of the world. The changing profile of Indian population is depicted in

Fig 1.3 below;
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c) Potential untapped market
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India ranks first, ahead of Russia, in terms of emerging market potential and is deemed a “Priority 1”
market for international retail. Organised retail penetration is on the rise and offers an attractive

proposition for entry of new players as well as scope for expansion for existing players.

Fig:1.4: Share of Organised Sector
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India is home to a large base of consumers with annual incomes ranging from US$ 1,000 — US$ 4,700,
comprising of over 75 million households. A steadily rising percentage of rich and super rich population
and impressive disposable incomes offers a spectrum of opportunities, spanning from rural retailing to
luxury retailing. The impressive retail space availability and growing trend of consumerism in the
emerging cities and small towns add to the market attractiveness. Pantaloon Retail India Limited, one of
India’s retail giants captures a mere 0.3 per cent of total market; compared to Tesco Plc, which captures
14.3per cent of England’s market and Walmart which captures 20 per cent of USA’s market; giving an

insight into the large untapped market potential.

d) Cost Effectiveness
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The most attractive component of India’s value proposition is its cost attractiveness. Existing players are
increasingly turning to Tier II and Tier III cities for retail establishments and for manpower sourcing.
These cities offer significant cost advantage in the form of availability of low-cost skilled human
resources. With well-educated small town graduates turning to the urban cities for employment, these

graduates are ideal candidates for sales and marketing executive roles in modern organized retail formats.

Labour cost per worker across Asian countries
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e) Changing face of Indian Consumerism

Favorable demographics, combined with increasing disposable incomes, are progressively changing the
face of Indian consumerism. With the economy opening new vistas of employment and with employers
offering attractive compensation packages and perks, the pool of Indian skilled professionals are boasting
of higher disposable incomes. From frugal spending to frenzied shopping, India’s swelling middle class is
redefining lifestyle patterns with adoption of western values and growing brand consciousness. The
average household disposable income has doubled since 1985, with analysts predicting a similar trend for

the next two decades.
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The thriving services sector growth has handed young India a bulging wallet and a penchant for luxury
products. The new found freedom to shop at plush malls and stores for expensive gadgets like mobile
phones and laptops has fuelled the growth of organised retail in India.

The Indian consumer is gradually moving from the local “kirana” shopping to “Mall Hopping”. With a
number of domestic and international brands available in stores in metros and smaller cities and with a
wide range of product offerings from food and grocery to furniture and fixtures, the Indian consumer is
fast embracing modern retail. With the country’s income pyramid changing dramatically, there has been a
definite shift from the “saving” tendency to the “spending” attitude. Increased consumer exposure to the
latest trends and brands driven by the mass media is contributing to the soaring retail revenues. There has
been a marked increase in the number of new entrants in the retail sector with player revenues increasing

across all the retail segments.

f) Increasing urbanization

India’s urban population is estimated at 286 million, constituting 27.8 per cent of the total population of
1,029 million as on 2001. The urban population is projected to increase to 468 million, constituting 33.4
per cent of the total projected population of 1,400 million by 2010. With over 34 cities having a
population of over 1 million, this number is projected to grow rapidly. Urban population has grown over
five times over the past five decades, with India’s urban population being second largest in the world, in
numerical terms, next only to China. Delhi is the most urbanised city in India, with about 93 per cent of
the population concentrated in urban areas. Class I cities (cities with population greater than 1,00,000)
have an average concentration of 73.7 per cent urban population, with the share increasing rapidly. An
increase in the number of young employed executives and the increasing population of working women is

stimulating growth of modern retailing in urban areas.

g) Easy availability of Credit
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Higher penetration and availability of credit facilities and increasing credit card and debit card
subscriptions have further fuelled the growth of retail sector. Most of the banks and financial institutions
have increased their range and amount of retail credit and loans service offerings. The average exposure

of banks to retail loans was at 25.5 per cent of total loans in 2005-06.

Growth of Credit and Debitcards in India
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Increased subscription of credit cards in the last 3-4 years indicates a definitive change in the consumer
habits of the Indian population. The number of credit cards issued was at 16.6 million in 2005-06,
growing at a compound annual growth rate of 28 per cent in the last 6 years. The number of debit cards
have increased manifold and touched 53.7 million by 2005-06. The growing acceptance of plastic money
across small and medium sized stores and retail outlets has stimulated the rapid growth in issuance of

credit cards.

h) Increasing Technology adoption
With modern retail store formats growing players are increasingly deploying advanced Information
Technology tools for managing their supply chain, warehousing and logistics requirements. Retail sector

constituted 8 per cent of the IT export revenues in 2005-06. Apart from the industry giants, the small scale
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retailers are also embracing IT solutions to optimise their operational efficiencies. Big league IT firms

like IBM India, Oracle and SAP are developing solutions for smaller retailers’ requirements.

1.5: CONCLUSION

The retail sector has played a phenomenal role throughout the world in increasing productivity of
consumer goods and services. It is also the second largest industry in US in terms of numbers of
employees and establishments. There is no denying the fact that most of the developed economies are
very much relying on their retail sector as a locomotive of growth. The India Retail Industry is the largest
among all the industries, accounting for over 10 per cent of the country’s GDP and around 8 per cent of
the employment. The Retail Industry in India has come forth as one of the most dynamic and fast paced
industries with several players entering the market. But all of them have not yet tasted success because of
the heavy initial investments that are required to break even with other companies and compete with

them. The India Retail Industry is gradually inching its way towards becoming the next boom industry
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