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IMPLICATIONS OF FDI ON RETAIL SECTOR IN INDIA: A COMPARATIVE STUDY IN EXPERIENCE OF INDIA AS
A HOST ECONOMY
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DEHRADUN

PRAVIN JADHAV
ASST. PROFESSOR
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ABSTRACT

The paper makes an earnest attempt to analyse the implications of FDI in retail sector by taking empirical evidence from China and thus negating or supporting
the arguments in favour or opposition of FDI and promulgating guidelines for making such FDI policy which can strike out a balance between apprehensions of
Foreign retail investors outsmarting Indian domestic retail industries undermining the control possessed by domestic industries over Indian economy and FDI in
retail sector bringing Indian economy at par with global economy. Firstly, this paper highlights the journey of enforcement of FDI policy in India with different
caps for investment into retail sector and respective gradual changes since New Economic Policy 1991. Secondly this paper addresses the recent debates
regarding 100% allowance of FDI in retail sector. The paper also deals with possible implications of FDI in retail sector in India vis-a- vis some emerging economies
like China which can serve as an evidence and corroborate the arguments in favour or opposition of FDI. Finally, this paper give policy recommendations and
implications for the inclusive growth of retail sector in India and give credible strategies for better allocation of foreign investment in India’s retail sector. Overall
results shows that in order to yield favourable outputs of allowing 100% FDI in retail sector India should strengthen its domestic industry framework so they
should be became adaptive in nature which can be done on the part of Government by providing time lag in complete enforcement of FDI policy which in turn can
provide the domestic industries a base platform for strengthen their “adaptive” prospect.

JEL CLASSIFICATION
F21,F23

KEYWORDS
FDI, Retail.

INTRODUCTION

he topic of FDI of retail sector has recently become a topic of discussion, the rationale being the impact it would have on various constituents of

economic chain. Regarding the FDI in retail sector, the tiff is between local domestic retailers including both organised and unorganised retailers and

foreign investors with government as a mediator to discharge function of intervening in such a way that FDI proves to be beneficial for domestic retailers,
farmers, consumers and other persons affected by it. The debate yields a lot of arguments against and favour of FDI in retail sector. FDI in retail sector will
increase employments, transparent prices, availability of greater choice of products, improve infrastructure, dissemination of technology, good management
practices, removal of intermediaries and consequential upliftment of farmers. Contrary to being beneficial it can pose threat to Indian industry not able to
survive competition, marginalised retailers leading to unemployment, predatory pricing. There is need to analyse the arguments in a manner so that the
investment by foreign retailers can be promoted without proving detrimental to the nation.

TRACING THE TRANSITION IN FDI POLICY IN INDIA

In 2004 the High Court of Delhi defined the term retail as a “sale for final consumption in contrast to a further sale or processing by wholesale, a sale to the
ultimate consumer”". Retailing is the last link that connects the individual consumer with the manufacturing and distribution chain.

As a consequence of India being a signatory to World Trade organization’s General Agreement on Trade in Services, which included wholesale and retailing
services, India opened up the trade sector to foreign investment. The government however, due to predictable adverse effects of FDI in retail sector such as, job
losses, procurement from international market, competition, loss of entrepreneur opportunities procrastinated the opening up of the retail sector to FDI.

In 1997, under the government approval route, FDI on cash and carry (wholesale) with 100% ownership was allowed. However, in 2006, it was brought under
the automatic route in 2006. FDI in Multi-brand retailing is prohibited in India although in 2006, the government promoted 51% investment in a single brand
retail outlet. On January 2012 Government of India notified 100% FDI in Single brand retail Trading raising the cap from 51 % permitted in 2006 while putting on
hold FDI in MBRT compelled by several political parties who fear the possibility of monopoly of foreign entrants over both farmers and consumers, their
predatory pricing strategies, manipulation of prices for the entrants own benefit and a fall in income, employment and eventual destruction of the unorganised
indigenous retail sector.

Press Note 4 2006 issued by DIPP and Consolidated FDI policy issued in October 2010 mentions the sector specific guidelines for FDI with regard to the conduct
of trading activities which are as follows-

. FDI up to 100% for cash and carry wholesale trading and export trading allowed and the automatic route

. FDI up to 51% with prior government approval(i.e., FIPB ) for retail trade of single brand products subject to press note 3 (2006 Series)

. FDI is not permitted in Multi-brand retailing in India.

PROPOSED FDI POLICY FOR MBRT IN INDIA

The condition for 51% FDI include a minimum investment of US$100 million by each player, 50% of it in back-end infrastructure, 30% procurement from Micro,
small and medium enterprises and the government’s right to procure the farm produce first. But MBRT players are allowed to sell perishables such as fruits and
vegetables as “unbranded”. Further, the permission has been granted for cities with a population of 1 million or more, which brings in 53 cities, Gupta (2012).

In order to address concerns of some states that multi-brand FDI will muscle out local shops, the draft proposes powers to state governments to impose
additional conditions on MNC retailers, such as measures to integrate kiranas or local retailers into the value chain. The Economic Survey Report, 2010-2011

! Association of Traders of Maharashtra V Union of India, 2005(79) DRJ 436
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suggests that the Indian government also aims to take up this case gradually by permitting FDI in retail in a phased manner beginning with metros and
incentivising the retail the existing retail shops to modernise, to help address the concerns of farmers and consumers, Rajput and Kesharwani (2012).

GROWTH AND EVOLUTION OF INDIAN RETAIL SECTOR

AT Kearney's, the well-known management consultancy firm, in its 2011 edition index has ranked Indian retail industry as the 4" largest retail destination, Rajput
and Kesharwani (2012) and also most attractive market. Till 1980, retail continued in the form of ‘kiranas’ that is unorganized retailing. Later in 1990’s branded
retail outlets like Food World, Nilgiris, and the local retail outlets like Apna Bazaar originated. The contemporary times, big players like Reliance, Tata’s, Bharti,
ITC, and other reputed companies have entered into organized retail business. 51% opening of FDI in single brand retail has promoted the direct entrance of
companies like Nike, Metro, and Reebok or through joint ventures like Wal-Mart with Bharti, Tata with Tessco, (Malik 2012) to serve the needs of the consumer
which has increased due to key factors like young demographic profile, increasing consumer aspirations, growing middle class incomes and improving demand
from rural markets that drive growth in retail industry, Malik (2012). Domestic players are too coming up with their mega projects which is evident by planning
of Aditya Birla Group, Spencer’ Reliance Retail to open up supermarkets and hypermarkets. Because of recognizing the short term and long term growth of retail
in India, a number of foreign business giants have entered the retail industry or are planning to do so in future. For example- 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. Wal-Mart
signed a partnership agreement in 2006 with India’s Bharti Enterprises while Britain’s Tesco formed a tie-up with Tata Group conglomerate. US giant Wal-Mart
has already opened 2 wholesale stores and plans to open 10 more within 4 years, Baskaran (2012). Organised retail sector is growing at a staggering 35% per
year, Baskaran (2012). The total retail sales in India will grow from USS$ 395.9 billion in 2011 to USS$ 785.1 billion by 2015, according to the BMI India Retail report
for the 3™ quarter of 2011, Rajput and Kesharwani (2012). The organised retail sector is expected to grow stronger than GDP growth in the next 5 years driven by
changing lifestyles, increase in income, purchasing power and favourable demographic outline, Rajput and Kesharwani (2012). Food and apparel retailing are key
drivers of growth. Indian retail chains will get integrated with global supply chains since FDI will bring in technology, quality standards, and marketing thereby,
leading to new economic opportunities and creating more employment generation.

A COMPARATIVE ANALYSIS OF INDIA WITH CHINA AS A HOST ECONOMY

India and China share similarities such as difference between urban and rural consumers are significant regarding choosing of relatively quality goods at cheaper
rates, existence of multiple cultures, population crossing 100 crores, people belonging to middle income group. India is at lead in comparison to China because
of its markets being less saturated, less number of counterfeits in comparison to China, Jain and Sukhlecha (2012).

In China FDI was allowed in the year 1992 and in contemporary times, China’s retail industry is worth upwards of $700 billion with more than 14 global mega
retailers setting up shop in the last 10 years. In the first phase, FDI was restricted to 6 six major cities namely (including Beijing, Shanghai and Guangzhou, Tianjin,
Dalian, Qungdao) and Special Economic Zones, initial restriction on foreign ownership to 49% of joint venture, and foreign retailers that operate large retailers
being limited to 50 units, Jain and Sukhlecha (2012). In December 2004, retail sector was opened up completely by China with propagating new regulations
under which overseas entities are now allowed to set up a Foreign Invested Commercial Enterprise (FICE), which may act as a commission agent, retailer and
wholesale or engage in franchising activities on a wholly owned basis in China. With the opening of the retail sector, since 1992, 40 foreign retailers have secured
approval. China has attracted $22 billion of FDI which forms 3.6% of total FDI. There has been growth in employment in retailing at 6% p.a. since 1992 to 53
million. Retail sales have growth @13.5% CAGR. In 2003, China’s FDI in wholesale and retail was US$ 1.1 Billion which amounts to around 30% of our total FDI in
2003. Over 600 hypermarkets being opened between 1996 and 2001 corroborates the fact that there has been considerable increase in traditional stores,
hypermarkets, super markets, Jain and Sukhlecha (2012). Increase in supermarkets, hypermarkets has served shoppers by providing improved quality of
experience, choice and prices for the Chinese shoppers with entry of well-known foreign retail corporations including Nike, Wal-Mart, Carrefour, 7- Eleven and
Giordano. Before the introduction of FDI in China it was anticipated that FDI in retail in Chinese would muscle out local retail chains including mom-and-pop
stores. Surprisingly contrary to anticipation, since, 1992 FDI has improved the quality of the number of small outlets (equivalent to kiranas) which have increased
from 1.9 million to over 2.5 million. And even employment in the retail and wholesale sectors has shown an increase from 28 million people to 54 million people
from 1992 to 2000, Malik (2012).

On the basis of above implications of FDI may be seen to have persuasive value in the favour of FDI. Most of the researchers have directly linked the success
story of China in FDI with India but the matter to be pondered upon is that there should be some rationale behind reaching conclusion India will also benefit the
same way as China which is lacking.

China is predominantly a manufacturing economy. According to recently published data from United Nations, the fear that China will displace the United States
as the world’s largest manufacturing nation has been realised. Manufacturing value-added in China totalled $1.92 trillion in 2010 while U.S manufacturing value-
added was $1.86 trillion®.

Year
Rank 1990 20000 20010
1 Umnited States United States China
= Japan Japan UInirted Startes
3 Germany China Japan
4 Italy Germany Germany
= UUmnited Kingdon United Kingdom Italy
G France Italy Brazil
T Clhana France South Korea
24 Russian Federation South Korea France
o Spain Mexico TUnited Kingdom
10 Canada Canada Inclia
11 Brazil Spain Russian Federation
1> South Korea Brazil Mexico
13 Mexico India Indonesia
14 Turkey Turkey Spain
15 Iindia MNetherlands Canada

Above table represents top 15 largest countries in the world for Manufacturing Value-Added (Valued in U.S dollars) where India is ranked 10™ while China 1%
2010%. While talking about India in this context it is far behind China and that seems to weaken the argument or possibility that India too will have the same
impact as China had due to FDI in retail sector.

The economic condition of India is different from China. Although both are emerging economies production cost in both countries are different. China has less
production cost as well more efficient management practices hence most of the sourcing will be done from the domestic sources like Medium and Small Scale
Enterprises. This can be understood well by the fact China is the largest supplier to Wal-Mart and other international majors. Secondly, China ranks 2" in ease of

* The statistics are estimated by the United Nations based on the international classification of manufacturing (ISICD).
http://unstats.un.org/unsd/snaama/selectionbasicFast.asp

*Table illustrating top 15 largest countries in the world for Manufacturing Value-Added (Valued in U.S dollars)’.

(MAPI and United Nations) Available from: http://www.mapi.net/china-largest-manufacturer-world [Accessed 30thJanuary 2013].
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doing business while India ranks 132. A high ranking on the ease of doing business index means the regulatory environment is more conducive to the starting
and operation of firm. In case of India, production cost is higher in comparison to China as India does not have good management practices, business conditions
are not supportive, polices are not that favourable hence, global retailers may not source from Medium and Small Scale Industries and other small
manufacturers which could lead to increase in the chances of dangers regarding eroding of our Medium and Small Scale Industries.

LINKING THE ECONOMIC CHAIN

Retail should be the process of Linking of Indian economy from globalised economy through FDI in retail which will require strategic planning. It requires the
assessment of implications that will be faced by various sections of economic chain. With the entrance foreign investors in multi-brand in India will lead
competition between both foreign investors and. The organised and unorganised domestic retail sector will lead and they will confront MNC’s like Wal-Mart etc.
Considering the case of unorganised retail sector Kirana stores, mom-and-pop stores The Indian Council for research on International Economic Relations
(ICRIER) study (M. Joseph and N. Sundararajan, 2009) has shown that hardly 1.7 per cent of small shops have closed down due to competition from organised
retail. They have completed successfully against organised retail through adoption of better business practices and technology, Baskaran (2012). They will be
affected only in small magnitude as these supermarkets will exist only in major towns and cities while mom-and-pop stores can operate in small cities. Sacrifice
of these small retailers can be understood as the cost for organisation of Indian retail sector. For example- In China, unorganised retail, represented by street
vendors and neighbourhood “community retailers”, has continued to thrive, offering cheaper prices than supermarkets and retail chains. Similar is the scene
expected in India as poor are not able to negotiate with modern but traditional retailers. Further, the products which are offered at a lower price by modern
retail are less relevant for the poor who buy them in loose in small quantities. Likewise, the presence of big global retail markets in rural China is also smaller.
Organised retail industry accounts for only 5% of the total retail industry and the rest 95% being occupied by the unorganised retail sector, Reardon and Minten
(2001). So the possibility of unorganised sector becoming extinct seems less but if it happens the battle will be fought by organised retail sector like — Big Bazaar,
Relaince, Bharti etc. Now, India lacks at infrastructure to support supply chains and efficient retail operations in India. Inadequate highways, the absence of cold
storage facilities, an underdeveloped supply chain, limitless bureaucracy and the lack of regulations. For example- The selling of the perishable items has been
significantly affected because of lack of proper count of cold storages although it is ranked among one of the largest producers of vegetables and fruits, Rajput
and Kesharwani (2012). Secondly, the retailers are not able to raise funds for the expansion projects sector in India as Indian Retail industry is devoid of
enjoying the status of an ‘industry’, which if was granted, it would have been easier to access the flow of funds with that status.

The need of the hour is to give a boost to our own domestic fledging organised retail industry by the government through identification and implementation of
those policy initiatives which will provide them the desired level playing field and making them available with weapons in their arsenal to compete with global
retailers. For instance- In China the largest player in the supermarket segment, the China-based Shanghai Bailian Group enjoys only 11% market share. Even Wal-
Mart which dominates the retail market in the US commands only around 6% share in China, despite the fact the big-box retailer set up shop nearly 15 years ago
in this country, Gupta (2012).

Another concern of Government of India before opening this sector to foreign investors should be that the Indian retail sector, particularly organised retail, is
still immature, undersized and is in nascent stage, therefore, should be allowed to nurture and strengthen first. And once they are capable enough to compete
automatically argument of global retailers becoming monopolies will be nullified and this possibility be further be weakened by the accompanying reasons that
global retailers will have to face an unfamiliar cultural and culinary environment, the infamous bureaucracy, political opposition and will always be vulnerable
to adverse media coverage.

Farmers are too connected with this issue as they are the ones who grow raw materials so they are the producers, it becomes necessary to analyse what impact
they will have. Looking back at the past scenario Indian farmers have suffered a lot because of intermediaries who dominate the value chains and flout mandi
norms. Famers will benefit if they directly sell their produce to organised retailers. Farmers will realise better price for their produce and consumer get the
product at reasonable price if procurement by MNC’s will be made by surpassing the middlemen and brokers. With FDI in retail sector, the consumer will get
wide range of products, at lesser prices, ease of access and it will prove beneficial to Indian consumer.

RECOMMENDATIONS

FDI in multi brand retailing should be allowed somewhat less than 51% because of the Indian retail sector particularly organised retail is still under a nascent
stage and is underdeveloped and before opening it is important that the domestic retail sector is allowed to grow and consolidate first. The slow opening up of
FDI in retail will give time to government for experimentation and it will be easy analyse in a practical way the impact of FDI. It should be allowed in metro cities
and there its impact should be witnessed and then according the policy changes should be made further.

Allowing a time period for organised retail sector to develop will allow the linking of the chain in a proper way, improvement and shifting focus towards
manufacturing will yield good results, will make our Medium and Small Scale Industries industries to integrate with domestic organised retailers in a better and
efficient way as they even are sourcing goods from Mandis and not farmers so, if domestic retailers are doing this, direct sourcing cannot be expected on part of
global retailers to source directly from farmers.

Better supply chain should be made, farmers and Medium and Small Scale Industries should be integrated to work with organised retail companies as a well-
built network may tempt global retailers to utilise it in their nascent stage, primarily for their starting years may be even further.

A commission should be made which can supervise and regulate supermarkets for suppliers, consumers, and the labour aspects and support to local retailers,
can establish multi-stake holder initiative in the chains, provide support to small producers and traditional food retailers, ban buying of products below cost and
selling below cost, and improve local traditional markets for small growers, can regulate the function of procurement from farmers..

CONCLUSION

The solution to the problem is to formulate such a policy framework that foreign investors are enticed to invest but they are forced to face barriers, challenges in
their way. One of the prominent answers to be can be through government intervention by making policy changes. But this would be visible to the foreign
investors before investing so they may restrain themselves from investing. For instance- IKEA announced in January that it is putting hold on its plan to open
stores in India because of the 30% requirement, Sharma and Sahu (2012). The policy should be like a “mirage in a desert”. From far away investors should see
easy and favourable policy which is the main key driving factor but the moment they step in they should realise that they will have tough time in controlling the
market and over smarting others. This could be achieved by first of all making our local retail chains not only strong and expansive but most importantly
“adaptive” in the sense that even if they do not possess the technology, marketing strategies as good as in comparison to MNC's, on the arrival of MNC'’s in the
Indian market they can learn the technology and marketing strategies etc. easily from them and give MNC’s tougher competition likewise as it happened in
China otherwise they will fall prey to MNC’s if not immediately then gradually as they will intentionally lower the prices of products to muscle out domestic
retailers and gain monopoly. Since the Indian retail sector is highly fragmented and domestic retailers are in the process of consolidating their position, the
opening up of FDI regime, especially multi-brand retailing should be in phased manner over 5 to 10 years’ time frame so that domestic retailers can avail enough
time to adjust changes as China did.
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