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AbstractAbstract
Today, Foreign Direct Investment (FDI) term is the most
significant and critical. It is considered the most powerful weapon and
key growth driver for rapid economic development with shortage of
domestic capital. FDI is an important constituent of the globalization
efforts of the world economy. FDI becomes a very sensitive, hot and
debatable issue now a day in Indian politics and financial sector.
Undoubtedly, FDI has immense contribution to Indian economy. In this
context, the paper attempts to analyze the various issues and effects
relating to current regulations, merits of FDI, strength and weakness,
concerns and challenges of FDI policy in Indian economy. The findings
of the study point out that FDI in Indian market undoubtedly enhance the
Indian growth but also raise a few issues which are discussed in this
paper. India is the attractive favorable destination for foreign investors
due to its high growth rate and huge market potential. The article focuses
to examine the issues and challenges of inward of FDI in the Indian
economy particularly after a decade of economic reforms and analyses
the challenges, impacts and prospects.
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Introduction
In the changing national and International scenario, where are much
prevailed the buzzword of Globalization, Privatization and liberalization,
Wherever we see there are blowing the wind of change with respect to the
policy of globalization and liberalization. No country is spare from the
impact of globalization and liberalization. Recently each and every country,
especially developing country like as India wants to make speedily
development of country. While there are shortages of capital to meet
requirements to achieve the desired end. Investment is the key instrument
of growth and development. In this situation opening of FDI for investment
must be needed to make rapid development of Indian economy.
Today foreign direct investment term is the most significant and
critical. It is considered the most powerful weapon of rapid economic
development without having sufficient domestic capital. India‟s retail sector
has undergone a rapid transformation over the last decade and this
process is expected to strengthen then in coming years with the increase in
population, per capital income and urbanization. It is Potential to be the real
growth engine of country‟s economy. Growing consumerism changes in
consumer‟s tastes and preferences and heightened brand consciousness
has been fast replacing traditional. Mom and Pop stores with organized
retails malls that house life style and luxury brands from national and
international retailers.
India is now the last major frontiers for globalized retail. In the twenty
years since the economic liberalization of 1991, India‟s middle class has
greatly expanded and so has its purchasing power. But over the years,
unlike the major emerging economies, India has been slow to open its retail
sector to foreign investment. Recent signals from the government however
suggest that this may be about to change global super market chain stores
such as Wal-Mart (United States), Carrefour (France), Marks and Spencer
and Tesko (United Kingdom) and Shoprite (South Africa) may finally be
allowed to set up shops in India.
Indian retail industry is the biggest industry in comparison to other
industries. It accounts 14 to 15 % of its India‟s gross domestic product and
near about 8% of the employment. The Indian retail market is estimated to
be US $450 billion and one of the top five retail markets in the world, with
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1.2 billion people. India‟s retailing industry is essential
owner manned small shop; larger for mate
convenience stores and supermarket‟s accounted for
about 4% of the industry.
Foreign direct investment in the
retail sector in India is restricted. In 2006 the
government eased retail policy for the first time
allowing up to 51 percent FDI through single brand
retail route. Since then, there has been a steady
increase in FDI in the retail sector and the cumulative
FDI in single brand retail stood at $195 million by the
middle of 2010 (DIPP-2010).
In the past few decades large
retailers have experienced substantial growth around
the world. Evidence suggests while the import of entry
by large retail chain on employment and incumbent
mom and pop stores is mixed, there can be
substantial benefits to consumers in the form of lower
prices and lowered food price inflation in particular.
Similarly, by employing improved distribution and
warehousing technologies, large retail chains are in a
position to provide better retail price signals to farmers
and to serve as a platform for enhanced exports.
At the same time, public outcry over the
impact of these chain of another retailers. Local
communities are reported around the world. Small
retailers, farmers and even large organized
competition have concerns about the large global
chain stores. On balance, however in this paper we
argue that opening up FDI to multi brand retailers
from abroad may be a catalyst to growth and the
development of the retail industry with positive
externalities for the rest of the economy.
Meaning of FDI :
In common parlance, the foreign direct
investment means cross border investment by a
resident in one economy, in an enterprises, in other
economy. FDI may be defined as direct investment
into production or business in our country by an
individual or company & another country either by
buying a company or by expanding operation of an
existing business in India.
We can understand FDI in broad and narrow
sense. Broadly, foreign direct investment includes
“mergers and acquisitions, building facilities,
reinvesting profits earned from overseas operations
and intra company loans.” On other hand in narrow
sense, foreign direct investment refers to capital
inflows from abroad that are invested to increase the
production capacity of the country.
The current regulations on FDI:
In November 2011, central government of
India announced retail reforms for multi brand stores
and single brand stores. The announcement sparked
intense activism. In July 2011 the government of India
has recommended FDI in retail sector as:
100% in single brand retail.
51% in multi brand retail.
FDI in “single brand” retail:The retail sector in India is organized into
three sectors. According to the department of
industrial policy and promotion (DIPP) of the
government of India. Single brand retail comprises

those retailer selling products „of a single brand‟ only,
such that products should be sold under the same
brand internationally, and single brand retailing covers
only
products
which
are
branded
during
manufacturing, in this category December 2011, the
Indian government removed the 51 percent cap on
FDI into single brand retail outlets and FDI is allowed
to the extent of 100 percent in this area.
From 2006 to march 2010, around 94 foreign
firms applied to invest through this single brand route
& out of which 57 were approved consequently, the
percentage increase in FDI flows in the retail sector
between 2008 and 2010 was even higher than that in
sectors such as the services sector, trading and
telecommunications, which have a much higher in the
country‟s overall FDI (DIPP 2010)
FDI in “Multi-brand” retail:
FDI in multi brand retail refers to selling
multiple brands under one roof. This includes all firms
in organized retail that seek to stock such in multi
brands, such as large internationally retailers like WalMart and Carrefour. This is the sector that is most
under dispute. FDI is allowed 51 percent in multi
brand retail in Sep 2012.
Cash and Carry:
The third segment, called “cash and carry”
refers to wholesale retail. The government defines this
segments as the “sale of goods and merchandise to
retailers, industrial, commercial, institutional or other
professional business users or to others wholesalers
and related subordinated service permitted in this
segment.
As per the „cash and carry‟ structure commonly
employed in India, the wholesale and retail entries are
maintained as separate entities without any cross
shareholding. The retail entity is owned and controlled
by the Indian partner while the wholesale entity can
be owned by foreign partner up to 100 percent. WalMart for example, has already established a
successful presence in this category of wholesale
operations by entering into a joint venture with Bharti
Enterprises Ltd. of India. Bharti Wal-Mart is in
operation with stores opening around the country. The
yardstick used to determine whether an operation is
wholesale or not is the type of customers to whom the
sale is made and not the size and volume of sales.
Benefits of FDI and competition in organized retail
in India:
The growth of retailing has the potential to
impact the performance of interlinked sectors such as
manufacturing of consumer goods and agriculture
based industries.
We begin by discussing the potential benefits
of allowing entry by large foreign discount retail chains
on lowering inflation, improving distribution and
warehousing technologies. We do so by comparing
findings from US studies that examines the effects of
Wal-Mart and other large chains entering the US retail
sector and the upheaval in the retail landscape bright
about in U.S. beginning in the early 1990s. Regarding
the policy recommendation made on retail sector,
government of India presented the discussion paper
on opening up the retail sector with a view to
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protecting domestic firms and increasing employment
in retail sector.
Lowering inflation and food prices:
Evidence from the United States suggests
that FDI in retail could help tackle inflation, particularly
with wholesale prices. Inflation is a particularly
sensitive subject, particularly incumbent government
in democratic country such as India, in particular
because rising food prices tend to regression in their
impact.
Recent studies qualify the price impact of
entry by low cost entrants. For example using average
city level prices of various consumer goods, price
dynamics in 165 US cities before and after Wal-Mart
entry suggest robust reduction in prices for several
products while magnitudes vary by product and
specification.
Taking into account demographics, store
characteristics and market condition, corroborating
evidence suggests that Wal-Mart decreases prices by
6%-7% for national brand goods by 3%-8% for private
label goods. Price decreases are most significant in
the dry grocery and dairy departments.
Improving
Distribution
and
warehousing
Technologies:
It is expected that technical knowhow from
foreign firms, such as warehousing technologies and
distribution system, for example, will lead itself
improve the supply chain in India especially for
agricultural product. Here there are multiple
inefficiencies in the supply chain that leads from farm
to the dinner table. While the Indian government is the
largest purchaser of food crops for many farmers, the
consequence of poor distribution system is that much
of the stock pile fails to reach consumers and ends up
rotting or as waste. India is the world‟s second largest
producer of fruits and vegetables in the world after
china, producing around 180 million ton per year.
Encouraging wholesale trading can create
demand throughout the supply chain. In this spirit, the
recent discussion paper talks of earmarking 50
percent & FDI inflows for building up of back and
infrastructure, logistic and agro processing (DIPPreport 2010) in theory, if fresh produce is collected
efficiently at the farm gate and end to end could chain
is maintained in storage and transportation until it
reaches supermarket shelves as in developed
countries, this wastage can be eliminated, translating
into better prices for farmers and lower prices for
consumer besides greater availability of the produce
for processing & export.
Creating better linkage between demand and
supply also has the potential to improve the price
signals that farmer‟s service. The Indian Prime
Minister, Dr. Manmohan Singh called for a debate on
the opening up of the sector on similar lines, pointing
to the vast difference between farm gate and
consumer prices, in this context, the DIPP‟s
discussion paper points out that the farmer got just a
third of the total price paid by the final consumer
against two thirds realized by farmers in nations with a
higher share of organized retail. FDI in retail therefore

could be an efficient way of addressing concerns of
farmers and consumers (DIPP Report 2010).
Evidence from the united states also
however suggests by connecting suppliers worldwide
with downstream buyers, the retail sector as a whole,
has become more efficient at providing consumers
with the goods they want a better prices and with
increased continuance.
An added benefit of improved distribution
and warehousing channels may also come from
enhanced exports. A recent study notes that each of
the world‟s largest retailer Wal-Mart, Carrefour, Tesco
and Metro entered china after 1995 and that their
subsequent speech at the conference of Chief
Minister on prices of essential commodities,
5 February, 2010.
Employment effects and small domestic
firms:
The Indian government recommends that
retail firms source a percentage of manufactured
products from the small and medium domestic
enterprises (DIPP Report, 2010). With a restriction to
FDI could therefore provide a boost to small and
medium enterprises.
Moreover, expression in the retail sector
could also generate significant employment potential,
especially among rural and semi urban youth. The
discussion paper considers the possibility of reserving
50 percent jobs in FDI funded retail outlets for rural
youths. Other issues up for debate include identifying
possible location for such outlets. The current thinking
is that these sectors could initially be allowed to come
up in cities with population of over one million,
particularly on the outskirts.
Recently, these are being much debated in
all over country about how much more strength,
weakness opportunities and challenges or concern of
FDI. Therefore, it is necessary to discuss regarding
the role of these points.
Strength of FDI Policy:
 Fast growing economy.
 Young and dynamic manpower: A large young
working population with median age of 25 years,
nuclear families in urban areas, along with
increasing working women population and
emerging opportunities in the service sector are
going to be the key growth drivers of the organized
retail sector in India.
 Highest shop density in the world, customer will
have access to greater variety of international
quality branded goods.
 Employment opportunities both direct and indirect
increased. Farmers get better prices for their
products through improvement of value added
food chain.
 Increase in disposal income and customer
aspirations are important factors, increase too in
expenditure for luxury items.
 FDI also contributes to large scale investment in
the real estate sector.
 Large domestic market with an increasing middle
class and potential customers with purchasing
power.
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 The customer gets a better product at cheaper
price, so consumers get value for their money.
 High growth rate in retail & wholesale trade.
 Presence of big industry houses which can absorb
losses.
Weaknesses of FDI Policy
 Low capital investment in retail sector.
 Will mainly cater to high end consumers placed in
metros and will not deliver in mass consumption
goods for customers in villages and small towns.
 Retail chains are yet settle down with proper
merchandise mix for the mall out lets.
 Small size outlets are also one of the weakness
lesser than 500 sq.ft.
 Lack of trained and educated force.
 Lack of competition.
 More price as compared to specialized shops.
 The volume in sales in Indian retailing is also very
low.
Opportunities of FDI Policy
 Global retail giant take India as key market. It is
rated fifth most attractive retail market. The
organized retail sector is expected to grow strange
than GDP growth is the next five years driver by
changing lifestyle, increase in income and
favorable demographic outline food and apparel
retailing are key drivers of growth.
 FDI can become one of the largest industries in
terms
of
numbers
of
employees
and
establishment.
 Rural retailing is still unexploited Indian market. It
will enhance the financial condition of farmers.
 Improve the competition.
 Result in increasing retailer‟s efficiency.
 Foreign capital inflows.
 Big market along with better technology and
branding with latest managerial skills.
 Quality improvement with cost solution.
 Increasing the export capacity.
Concerns of FDI Policy
A number of concerns have been raised about
opening up the retail for India: Concern to the survival of small retailers like „pan
toper‟ „local Kirana‟.
 Jobs in the manufacturing sector will be lost.
 Work will be done by Indians and profits will go to
foreigners.
 One of the greatest businesses to growth of
modern retail farmers are the supply chain
management issues. For perishables, the system
is complex, government regulations, lack of
adequate
infrastructure
and
inadequate
investment are the bottle necks for retail
companies.
 Emerge of hyper and super markets trying to
provide customer with value, variety and volume.
 Heavy initial investment is required to break even
with other companies and compete with them.
 Labour rules and regulations are also not followed
in the organized retails.
 Lack of uniform tax system for organized retailing
is also one of the obstacles.

 Problem of car parking in urban areas is serious
concern.
 The foremost concern is the potential impact of
large foreign firms and employment. Following
agriculture data for 2007-2008 shows that the
retail sector is the record largest employer in India
th
(National sample survey organization, 64 round).
Retail trade employed 7.2% of the total work force
which translates to 33.1 million jobs (DIPP Report2010). Moreover, the share of retail employment
has risen significantly when compared to its share
in 1993-94. The pattern held‟s for both males and
females, in rural and in urban areas:
Year
Rural
Urban
Male Female Male Female
2007-08 5.6
1.7
18.8
8.6
1993-94 3.63
1.4
14.6
6.66
Source: Calculation based on data from DIPP report.
Each cell has the average percent of the retail sector
in total employment over the given time period.
 Another concern is that opening up FDI May lead
to unfair competition and ultimately result in large
scale exit of incumbent domestic retailers,
especially the small family owned business.
Given the large unorganized component of the
retail sector, this is a major concern kalhan
highlights how small shops in Mumbai are
adversely affected, in term of falling sales, by the
growing influence of shopping malls in the city.
 This concern raised by domestic incumbent firms
in the organized retail sector is an infant industry
argument that this sector is under developed and
in a nascent stage. It is important that the
domestic retail sector grow and consolidate first,
before being exposed to foreign investor.
Domestic firm in this sector oppose liberalizing
retail to FDI as they view multinational companies
as direct competitors.
 With respect to the impact of entry by big box
stores such as Wal-Mart on retail employment
and earnings, evidence from the United States is
mixed. Using country level data, a recent study
finds that Wal-Mart entry increases retail
employment in the year of entry (2005) while
contrasting evidence indicates that each WalMart worker replaces. Approximately 1.4 retail
workers representing a 2.7 percent reduction in
average retail employment.
 The retail experiences in Thailand further this
concern. Sarma (2005) chemicals how traditional
shopkeeper continued to suffer even when the
Thai economy recovered, after the Asian crisis of
the late 1990s. Foreign owned retailers, he
argues, “grabbed a big share of the retail market,
often through unethical mean.”
 The UK competition found in a 2000 study of
major retail chain including mark & Spencer,
Sainsbury and Tesko that “the burden of cost
increases in the supply chain has fallen
disproportionately heavily on small suppliers such
as farmers.” Apart from prices, the report states
that smaller farmers come under severe pressure
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from supermarkets due to the latter‟s requirement
for large volume of each products.
 Observed Supermarket practices too may work
against the interests & incumbent retailers even
organized ones. Super market chains routinely
sell some products at lower than market prices,
which appears to benefit consumers, but two puts
pressure on small local stores and has an
adverse impact on low income and elderly
consumers who rely on local shops.
 In several south-east Asian countries, such as
Malaysia and Thailand, the trend has been to
move from many smaller suppliers to a few larger
over. More over the fresh produce retail in super
markets, as opposed to from so called „wet
marked‟ has also increased substantially. “The
emerging role of modern retail chains in fresh
produce sales is most evident in Malaysia‟s major
cities, where they accounted for as much as 60
percent of fruit sales and 35 percent of vegetable
sales in 2002.
 The food and agriculture organization concluded
in a report that such activities are observed in
other countries and region too. Organized retail
increases pressure on farmers to produce
standardized produce, pushes down prices and
margins, and over time weeds out larger number
of smaller suppliers in favor of fewer and larger
“pressed suppliers”.
Challenges being faced by India in FDI:

foreign investors put forward their persuasion for
increasing FDI capital in various sectors like
banking and insurance. So, there has to be a
common ground between the parliament and
foreign countries investing in India. This would
increase the reforms in the FDI area of the
country.
4. Federal challenges: - 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
implementation 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, 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.
6. The challenge is competition from the unorganized
sector. Traditional retailing has been established in
India for many centuries and characterized by
small, family owned operation. Because of this,
such businesses are usually very low margin, are
owner operated and have mostly negligible real
estate and labor cost. Moreover, they also pay
little by way of taxes. Consumer familiarity that
runs from generation to generation is one big
advantage for the traditional retail sector.
7. The other major challenge for retailers in India as
opposed to US is the storage setup of households.
For the large scale retail model to work,
consumers visit such large stores and return with
supplies likely to last them for a few weeks. Having
such easy access to neighborhood stores with
whom, as discussed above. It is possible to have a
line credit and easy delivery service, congested
urban living condition imply that few Indian house
hold might be equipped with adequate storage
facilities.
8. It is also important challenge from the view point of
rules and regulation, There are no conducive
atmosphere for entering of FDI in Indian economy.
On one hand, Government of India and UPA ruled
state government have supported the policy of FDI
while anti UPA ruled state have opposed seriously
to allow FDI. They argue separately against FDI
policy.
9. People of India by nature are money saver not
expensive. This is serious challenge for FDI. In
order to make growth of FDI in retail chain, People
should be open minded and expensive nature.
10. Indian cultures do not permit to opening up the
FDI in Indian economy.
Conclusion
Indian retail sector remains off limits to large
international chains especially in multi brand retailing.
FDI in retailing is going to attract retail players by
Indian government but India should welcome them
with a talented pool of human resources by promoting

The challenges forcing larger FDI in India are in
spite of the fact that more than 100 of fortune 500
companies are already investing in India. These FDIs are
already generating employment opportunities, income,
technology transfer and economic sterility.
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. Resources challenges: - India is known to have
huge 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
urban areas. The focus is to increase
infrastructure 10 years down the line, for which the
requirement will be can amount of about us $ 150
billion. This is the first step to overcome
challenges facing larger FDI.
2. Equity challenges: - India is definitely developing
in a much faster pace none than before but in spite
of that it can be identified that development have
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 rural section has more or less the same
amount of development as the urbanized ones.
This fostering social equality and at the same time,
a balanced economic growth.
3. Political challenges: - The support of the political
structure has to be there towards the investing
countries abroad. This can be worked out when
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institution imparting knowledge in retailing. Protection
must be given to Indian small and medium retailers as
retailing is their source of livelihood.
A number of concerns have been raised
about opening up the retail sector to FDI in India. The
first concern is the potential impact of large foreign
firms on employment in the retail sector. A second
related concerns raised in the DIPP‟s report is that
opening up FDI would lead to unfair competition and
ultimately result in large scale exit of incumbent
domestic retailers, especially the small family owned
business. A third concern raised by domestic
incumbent firms in the organized retail sector is that
this sector is under developed and in a nascent stage.
In this paper we argue that the potential
benefits from allowing large retailers to enter the
Indian retail market may outweigh the cost. Evidence
from the United States suggests that FDI in organized
retail could help tackle in inflation, particularly with
wholesale prices. It is also expected that technical
knowhow from foreign firms such as, ware housing
technologies and distribution system, for example, will
lend itself to improving the supply chain in India,
especially for agricultural produce. Creating better
linkage between demand and supply also has the
potential to improve the price signals that farmers
receive and by eliminating both waste and middlemen
also increase the fraction of the final sales price that is
paid to farmers. An added benefit if improved
distribution and warehousing channels may also come
from enhanced export. India‟s experience between
1990-2010, particularly in the telecommunications and
IT industries, showcases the various benefits if
opening the door to large scale instruments in these
sectors, arguably It is now the turn of retail. In India,
there is an opportunity to work all the way up to
farmers in the backend chain part of inflation is due to
the fact that produces do not reach the end consumer.
Many of the foreign brands retail are permitted which
can be a blessing in disguise for the economy.
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