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Abstract 
India is a growing economy and many consider it as an attractive country to invest in, 

particularly in its rapidly growing and changing retail market. However, Foreign Direct 

Investment (FDI) is partially restricted in retail sector, and despite many years of debate, the 

regulations are changing very slowly. Foreign Investors are watching India, and giving keen 

interest to invest in the retail sector, but there are still plenty of uncertainties, restrictions and 

potential socio-economic risks. 
 
Here question arise about the FDI inflow in India’s retail sector will be problematic or will open 

the door of opportunities? What kind of policies will be taken by the government of India in the 

coming years?  Yet there is no clear answer for this question, there are some views that have 

been expressed both in favors and against FDI in Indian retail sector. An effort has been made in 

this paper to highlight the stipulated policies for allowing FDI, as well as argument in favors and 

against permitting FDI in retail sector, from different stake holders, for example, Government, 

Parliament, State level, Local and National retailers, and also this paper has discussed about the 

prospect of changes in policy related to retail industry in future and lessons that can be learnt 

from  China. 
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1. Introduction 
Foreign Direct Investment plays an important role in the development process of a country’s 

economy in the developing countries like India. India has been able to attract significant amount 

of FDI, especially after the liberalization on 1990s, and is still continuing to explore opportunities 

in FDI inflows. According Philip Kotler “Retailing includes all the activities involved in selling 

goods or services directly to the final consumers for personal or non-business use.” 
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In simple words retailing is an activity of selling goods and services to final consumers for their 

own personal use. It is concerned with getting goods in their finished state into the hands of 

customers who are prepared to pay for the pleasure of eating, wearing or experiencing particular 

product items. Retailing is all about the distribution of goods and services because retailers play a 

key role in the journey those products made from a manufacturer, service-provider to the person 

who consumes. 
 
After 2012 liberalization of the FDI policy in retail has come as a major advantage to foreign 

retailers for those who are looking to set up or expand operations in the country. India has further 

decided to relax sourcing and investment rules for the retail sector in a renewed attempt to 

attract foreign retail chains such as Wal-Mart and Tesco. The government decided to permit 51 

percent FDI in multi-brand retailing and raised FDI in single-brand to 100 percent, despite 

strong opposition from government’s keyally, opposition and left parties, and also finally cleared 

the Parliament hurdle (both Lok Sabha and Rajya Sabha) by means of debate and voting in 

winter session- 2012 of Parliament, and subject to approvals by the states. 
 
Opening up of FDI in multi-brand is expected to bring benefits like employment opportunities, 

availability of quality products at a better price, development of backend infrastructure like cold 

chain, enhanced supply chain with minimal wastage and minimization of the middle man concept,  

and larger employment opportunities etc. Different stakeholders have different opinions based on 

their perception and interest about the likely impact of FDI in multi-brand retailing in India. 

Though foreign players are already operating in the Indian market as cash and carry and single 

brand retail formats, present controversy centers on outcome of FDI in multi-brand retailing. 
 
Developing countries have a tradition of imposing policies to control the development of retail 

markets. Governments in developing countries may limit to some degree the power of modern 

retailers by restricting the locations through zoning regulations and hours and thus convenience 

for consumers of supermarkets. These limitations may be imposed to protect traditional retailers, 

and to protect social and environmental pollutions. Historically, such regulations were common in 

Western Europe and the United States. Thailand and Malaysia have regulations targeting 

hypermarkets. The intensity of the policies in these “strong regulator” countries has varied 

considerably over the past 12 years. For example, in Thailand, such regulation first arose in 2003, 

relaxed in 2004, 2005, and reemerged in 2006. Malaysia also experienced fluctuation in its 

regulation of supermarkets, first seeing a rise and then a relaxation. The regulations are also a 
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response to traditional retailers' concern that modern retailers have advantages in competition 

that need to be counter balanced by regulation (Ashok Gulati, 2008). 
 
The growth of large format retail raises serious issues for the urban environment and town 

planning in densely and rapidly urbanizing countries like India. The need for intelligent 

regulation, therefore, cannot be over emphasized. In India forty millions of work force is engaged 

in retail sector, next to agriculture and they are completely unorganized. Therefore, any major 

decision such as opening up the retail sector through FDI will have serious issues. 
 
In India retail sector is regulated by different departments/ministries of the central and state 

governments and local/municipal bodies that complicate the regulatory regime and force 

businesses to face a multilevel and varied policy environment. India started to be under 

significant pressure from Doha Round in 2001, of multilateral negotiations in the World Trade 

Organization (WTO, 1995) and negotiations in bilateral/regional agreements to open up this 

sector for FDI. 

 

2. Materials and method 
This study aims to examine the current FDI policy with regard FDI in retailing in India, present 

situation of retail industries, and also analyzed the opinions from different stakeholders with 

respect to various factors, recommendation for future policies. 
 
This study has been carried out with the help of secondary data in order to conduct a qualitative 

analysis. All the secondary data has been gathered from various sources including peer reviewed 

journals, books, magazines, news, government reports and other published data. 

 

3. FDI policies in India 
Policy regime is one of the key factors driving investment flows to a country. Apart from 

underlying macro fundamentals, ability of a nation to attract foreign investment essentially 

depends upon its policy regime - whether it promotes or restrains the foreign investment flows. 
 
There have been many changes in India’s approach to foreign investment from the early 1990s 

when it began structural economic reforms encompassing almost all the sectors of the economy. 
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3.1 Pre-Liberalization Period 

Historically, India had followed an extremely cautious and selective approach while formulating 

FDI policy in view of the dominance of ‘import-substitution strategy’ of industrialization. With the 

objective of becoming ‘self-reliant’, there was a dual nature of policy intention ? FDI through 

foreign collaboration was welcomed in the areas of high technology and high priorities to build 

national capability and discouraged in low technology areas to protect and nurture domestic 

industries. 
 
The regulatory framework was consolidated through the enactment of Foreign Exchange 

Regulation Act (FERA), 1973 wherein foreign equity holding in a joint venture was allowed only 

up to 40 per cent. Subsequently, various exemptions were extended to foreign companies engaged 

in export oriented businesses and high technology and high priority areas including allowing 

equity holdings of over 40 per cent. Moreover, drawing from successes of other country 

experiences in Asia, government not only established special economic zones (SEZs) but also 

designed liberal policy and provided incentives for promoting FDI in these zones with a view to 

promote exports. 
 
As India continued to be highly protective, these measures did not add substantially to export 

competitiveness. Recognizing these limitations, partial liberalization in the trade and investment 

policy was introduced in the 1980s with the objective of enhancing export competitiveness, 

modernization and marketing of exports through Trans-national Corporations (TNCs). The 

announcements of Industrial Policy (1980 and 1982) and Technology Policy (1983) provided for a 

liberal attitude towards foreign investments in terms of changes in policy directions. The policy 

was characterized by de-licensing of some of the industrial rules and promotion of Indian 

manufacturing exports as well as emphasizing on modernization of industries through liberalized 

imports of capital goods and technology. This was supported by trade liberalization measures in 

the form of tariff reduction and shifting of large number of items from import licensing to Open 

General Licensing (OGL). 
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4. Concept of Retailing in India 
The word, ‘retailing’ is derived from French word ‘retallier’ meaning to ‘cut a piece off’ or ‘break 

the bulk’. It is defined as a distribution function which includes activities in buying products from 

suppliers and selling goods or services or both to customers for their personal, family or household 

use. In 2004, the high court of Delhi defined the term ‘retail’ as a sale for final consumption in 

contrasts to a sale for further sale or processing. 
 
Thus, retailing is making the final product directly available to the consumers of the product or a 

sale to the ultimate consumer. Retail can also be defined as a link or interface between bulk 

producers and individual consumers who purchase for final consumption. Retail is the last step in 

the distribution of merchandise. 

 

Fig. 1: Retail distribution process 

 
 
Source: FDI & Corporate Governance by N.N. Sharma (2015). 

 

Retail sector is one of the important supporters to the Indian economy which accounts over 10 

percent of its GDP and second largest employer after agriculture. India is one of the fastest 

emerging retail sectors in the world, with 1.2 billion people. Traditionally, the Indian retail sector 

was characterized by the presence of a large number of small family-owned mom and pop stores. 

With the liberalization of the economy in the 1990s, modern retail formats began to develop, and 

Indian business houses and manufactures started investing in this sector. 
 
Increasing business opportunities and the large market have attracted foreign retailers. Despite 

restrictions on FDI, foreign players have entered the market through different routes such as 

wholesale (cash and carry), licensing, joint venture, and franchising etc.  With growth in modern 

formats, traditional retailers are also changing their business models, implementing new 

technologies and modern accounting practices to face competition. In fact, in the past 10 years, 

with growing GDP and increased income levels, India is enjoying a retail boom. 
 
Despite these developments, the share of modern retailing in India is one of the lowest in the 

world. It is only 8 percent, compared to 20 percent in China, 36 percent in Brazil, 40 percent in 

Thailand, 55 percent in Malaysia, and over 80 percent in developed countries such as the Unites 

States, the United Kingdom, and Germany (IBEF, 2013). Most of these developing countries, 
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including China, have liberalized the sector since the 1990s, with a rate of modernization much 

�K�L�J�K�H�U���W�K�D�Q���,�Q�G�L�D�·�V�����7�K�L�V���L�V���E�H�F�D�X�V�H���R�I���,�Q�G�L�D�·�V���Y�D�U�L�R�X�V���E�D�U�U�L�H�U�V���W�R���V�H�W�W�L�Q�J���X�S��retail operations in 

the country. FDI is still not fully allowed in multi-brand retailing. The sector is politically 

sensitive and, of late, even domestic organized (corporate) retailers are facing protests in a few 

states due to the fear of job losses in the unorganized sector. The government is struggling to 

come up with an appropriate policy regime that will enable the sector to modernize without 

having any adverse impact on employment and traditional sectors. 
 
The Indian retail sector is mainly divided into organized retail and unorganized retail sector. 

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, hyper markets and 

retail chains, and also the privately owned large retail businesses. It covers only 8 percent of 

retail business which is shown in the pie chart below: 

 

Fig. 2: Share of Organized and Unorganized Retail (2013). 

 

 

 

 

 

 

 
 
Source: India Brand Equity Foundation, 2013. 

 

Unorganized retailing refers to the traditional formats of low-cost retailing, e.g. local kirana 

shops, owner manned general stores, Paan/Biddi shops, convenience stores, hand cart (street 

sellers) and pavement vendors etc. and covers almost 92 percent of the retail business. The sector 

is the largest source of employment after agriculture, and has deep penetration into rural India 

generating more than 12 percent of India GDP. 
 
Besides the discussion about the organized and unorganized retailing formats the below table 

clearly explains about which type of Indian retailing format falls under which category. 
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Modern Format Retailers 
(Organized Retail) 

Traditional Format  Retailers 
(Unorganized Retail) 

Large Indian Retailers 
(Organized Retail) 

Super Markets 
x Food World etc. 

Kiranas  
x Traditional Mom and 

Pop stores 

Hypermarkets 
x RPG Retail 
x Tata/Trent 
x Big Bazaar 
x Gaints etc. 

Hypermarkets 
x Big Bazaar 
x Star India Bazar etc. 

Street Markets 
x Haat bazaar 
x Weekly Markets  
x Pushcarts etc. 

Departmental Stores 
x Shoppers Stop 

Government Supported 
x Khadi Stores 

Cooperatives 
Mall 

x Central 
 Departmental Stores 

x Westside, 
x Lifestyle,  
x Shoppers Stop 
x Pantaloons 
x Reliance Fresh etc. 

Discount Store 
x Subhiksha, 
x  Margin Free,  
x Apana Bazaars etc. 

Specialty Electronics 
x Vivek’s, 
x  Vijay Sales etc. 
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Foreign Investment in India is governed by the FDI policy announced by the government of India 

and Foreign Exchange Management Act (FEMA) 1999. The Reserve Bank of India (RBI) in this 

regard had issued a notification, which contains the Foreign Exchange (Transfer or issue of 

security by a person resident outside India) regulation 2000. This notification has been amended 

from time to time. 
 
Department of Industrial Policy and Promotion (DIPP) under the Ministry of Commerce and 

Industry, government of India is nodal agency for monitoring and reviewing the FDI policy on 

continued basis and changes in sectorial policy/sectorial equity cap which goes from 26% to 100 % 

at present. 
 
The foreign investors are free to invest in India, except few sectors/activities, where prior 

approval of the RBI or Foreign Investment Promotion Board (FIPB) would be required. FDI is 

allowed under automatic and government route. FDI in retail sector is allowed through 

government route only. 
 
As part of the economic liberalization process set in place by the Industrial Policy of 1991, the 

Indian government has opened the retail sector of FDI slowly through a series of steps which is 

clearly shown in figure 3 below. 

 

Fig. 3: FDI Policy in Retail Sector in Different Time Frame. 

 

 

 

         1991                                   2006                     2012     

 

                     1995         1997                        2008  

 

 

 
Source: India Brand Equity Foundation, 2013. 
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5.1 FDI Policy with Regard to Single Brand Retail in India 

Single brand implies that foreign companies would be allowed to sell goods sold internationally 

under a ‘single brand’, for example, Reebok, Nike and Adidas. 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 and not the Reebok brand, for separate permission is required. If granted 

permission, Adidas could sell products under the Reebok brand in separate outlets. Though the 

clear-cut denotation 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 such as Nike, Adidas, etc. 
 
In 2012 up to 100 percent FDI is allowed in sing-brand   retail, subject to the Foreign 

Investment Promotion Board (FIPB) sanctions and conditions mentioned in Press Note 1(2012 

series). 
 
FDI in Single- brand product retail trading would be subject to the following conditions: 

a) Products to be sold should be of a ‘Single Brand’ only. 

b) Products should be sold under the same brand internationally i.e. products should be sold 

under the same brand in one or more countries other than India. 

c) Single Brand' product-retail trading would cover only products which are branded during 

manufacturing. 

d) Only one non-resident entity, whether owner of the brand or otherwise, shall be 

permitted to undertake single brand product retail trading in the country, for the specific 

brand, through a legally tenable agreement, with the brand owner for undertaking single 

brand product retail trading in respect of specific brand for which approval is being 

sought. 

e) In respect of proposals involving FDI beyond 51%, sourcing of 30% of the value of goods 

purchased will be done from India, preferably from SME, village and cottage industries, 

artisans and craftsmen, in all sectors. 

f) Retail trading, in any form, by mean of e-commerce, would not be permissible, for 

companies with FDI engaged in the activity of single-brand retail trading. Application 

seeking permission of the government for FDI in retail trade of ‘Single brand’ product 

would be made to the Secretariat for Industrial Assistance (SIA) in the Department of 

Industrial Policy and Promotion. 
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have to be met, in the first instance as an average of five years of total value of the 

manufactured processed products purchased, beginning 1st April of year during which 

the first tranche of FDI is received. Thereafter, it would have to be met on annual basis. 

f) Self-certification by the company, to ensure compliance of the conditions at serial nos. (b), 

(c) and (d) above, which could be cross-checked, as and when required. Accordingly, the 

investors shall maintain accounts, duly certified by statutory auditors. 

g) Retail sales outlets may be set up only in cities with population of more than 1.00 million 

as per 2011 census, and may also cover an area of 10 kms around the municipal/urban 

agglomeration limits of such cities. In States not having cities with population of more 

than 1.00 million as 2011 census, retail outlets may be set up in the cities of their choice, 

preferably the largest city and may also cover an area 10 kms around the 

municipal/urban agglomeration limits of such cities. The location of such outlets will be 

restricted to conforming areas, as per the Master/Zonal plans of the concerned cities and 

provision will be made for requisite facilities such as Transport connectivity and parking. 

h) The policy provides that it would be the prerogative of the State Governments to decide 

whether and where a multi-brand retailer, with FDI, is permitted to establish its sales 

outlets within the State. Therefore, implementation of the policy is not a mandatory 

requirement for all states. 

 

6. Different Views about FDI policies in Indian Retail Sector 
Many trading associations, political party leaders, entrepreneurs and intellectuals have opined on 

the massive debating issue of FDI in Indian retailing which are as follows: 

 

6.1 Government Views: 

Union Commerce Minister Anand Sharma said it has been taken to ensure development in 

villages, provide relief and better remuneration to farmers, prevents wastage of food and increase 

employment and productivity. He claimed that FDI in retail would also benefit the consumers as 

they would get access to greater variety of products at cheaper rates. 
 
How kirana stores to benefit, Mr. Sharma said, their interest have also been safeguarded since 

the government has made in compulsory for the foreign retailers to have 30 percent of their sale 

through small retailers. “The Kirana stores can further directly benefit from buying from cities 

and selling them in smaller towns.” 
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Top 10 Chinese Retail Chains 2010 

Retail 

sales 
Rank 

Name of 

Company 

2010 Retail 

Sales 
(US$ billion
) 

Number 

of 
Stores 

Operational Format Regions 

of 
Origin 

Regions of 

Operation 

1 Suning Appliance 
Group 

24.76 1,342 Electronics Specialty China More than 
300 cities, 
Japan 

2 Gome Electrical 
Appliances 

Company Ltd.  

24.55 1,346 Electronics Specialty China More than 
200 cities 

3 Bailian Group 
Company Ltd.  

16.43 5,809 Supermarket, 
Department Store, 

Convenience Store, 
Home Improvement 

China 20 provinces 
and cities in 

China 

4 Dashang Group 
Company Ltd.  

13.66 170 Supermarket, 
Department Store, 
Electronics Specialty, 

Home Improvement 

China Northeast 
China North 
China and 

west China 

5 Vanguard 

Company Ltd.  

11.38 3,155 Supermarket, 

Department Stores, 
convenience stores, 
Drug stores , Food 

and Beverage 

China 27 provinces 

and cities in 
China 

6 RT-Mart 
International 

Company Ltd.  

7.9 143 Supermarket Taiwan 21 provinces 
and cities in 

China 

7 Carrefour Societe 

Anonyme (China) 

6.66 182 Supermarket France 21 provinces 

and cities in 
China 
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8 Anhui Huishang 
Group Company 

Ltd. 

6.42 2,915 Supermarket, 
Department Store, 

Convenience Store, 
Electronic Specialty 

China 50 cities in 
China 

9 Wal-Mart Stores 
Incorporation 
(China) 

6.34 219 Supermarket US 20 provinces 
and cites in 
China 

10  Chongqing 
General Trading 
group Company 

6.06 319 Supermarket, 
Department Stores, 
Electronics Specialty 

China Chongqing, 
Sichuan, 
Guizhou 
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