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2005

2006

2007

2008

2009

2010

Retail trade

Retail sales (Rs bn)

15,409

17,360

19,465

21,715

24,215

27,107

Retail sales (US$ bn)

349.4

385.8

421.3

467.0

516.3

564.7

Retail sales volume growth (%)

6.0

7.5

7.7

6.9

6.8

7.3

Retail sales US$ value growth (%)

13.6

10.4

9.2

10.8

10.6

9.4

Clothing, cosmetics & household goods

Clothing, sales value (US$ m)

58,352

65,818

74,505

84,724

96,130

107,883

Perfumes & fragrances, sales value (US$ m)

2,103

2,291

2,464

2,696

2,941

3,169

Electronic & domestic appliances

Television sets (stock per 1,000 population)

91

94

97

101

109

118

Television sets, sales volume ('000)

8,867

9,436

10,029

10,655

11,204

11,795

Cable-TV subscribers (per 1,000 population)

28

29

30

31

32

33

Personal computers, sales volume ('000)

693

789

894

1,026

1,178

1,352

Refrigerators, sales volume ('000)

4,230

4,626

5,048

5,505

5,996

6,542

Video recorders, sales volume ('000)

121

121

125

127

128

129

Source: Economist Intelligence Unit.
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The retail sector in India is undergoing substantial growth and development, driven by the impact of rising incomes, increasing urbanisation, low interest rates, greater brand competition and a youth-driven culture. Retail sales grew by 10.5% in rupee terms in 2005, equivalent to a volume rise of 6%. Retailing is undergoing a structural shift in India, as supply slowly moves from small, family-run shops to larger, organised retail outlets. The rising number of attractive stores and foreign brands, coupled with readily available credit, will support steady real growth in retail sales of 7.2% a year between 2006 and 2010.

Income growth and structural changes will fuel growth

Apart from steady income gains, consumer financing has become a major driver in the consumer durables industry. In the case of more expensive consumer goods, such as refrigerators, washing machines, colour televisions and personal computers, retailers are joining forces with banks and finance companies to market their goods more aggressively. Among department stores, other factors that will support rising sales include a strong emphasis on retail technology, loyalty schemes, private labels and the subletting of floor space in larger stores to smaller retailers selling a variety of products and services, such as music and coffee.

Organised retailing will expand sharply

Organised retailing is relatively new to India, although it has begun to expand rapidly. As with other consumer-oriented goods and services, this sector should benefit from rising wealth, industry deregulation and a greater openness to international influences. Perhaps only 3% of retail sales in India are accounted for by organised retailers. By 2010, however, the organised sector could account for as much as 20% of the total retail sector, based on current trends. At present, around 96% of the more than 5m retail premises of all types in India are smaller than 50 sq metres. Yet this is beginning to change. Shopping malls are becoming increasingly common in large Indian cities, and developers have plans to add hundreds of new malls over the next three years. Although not all of these plans will be realised—and many of the new malls will be much smaller than their Western counterparts—Indian consumers will have a far larger number of attractive, comfortable, brand-conscious outlets in which to shop.

Competition from the traditional retail sector will continue to be a major issue for international firms entering the Indian market, whether directly at the wholesale level or indirectly through local firms. Traditional shops are mostly owner-operated, have low labour and property costs, and generally pay little or no tax. New entrants to the organised retail sector will also face higher labour and property costs than traditional firms and must bear the additional expense of back-up power supplies. Other impediments include high intermediation costs, expensive—and often inadequate—supply-chain infrastructure, inflexible labour laws, complicated property codes, multiple licensing requirements and a shortage of skilled managerial staff.

Retailers will target affluent and well-off households

GDP per head in India was about US$730 in 2005 (at market exchange rates), but this figure disguises wide variations across social strata and between regions. There were nearly 13m households (6.4% of the total) with an annual income of more than US$5,000 in 2005. These households already own a wide variety of consumer goods, including cars, and constitute India's most sought-after consumers. Apart from these relatively wealthy Indians, 34m households (16.5% of the total) had annual incomes of US$3,000-5,000. These "well-off" households can afford, and many already own, airconditioners, washing machines, refrigerators, colour televisions and motor scooters. This segment, which is increasingly brand-conscious, is the target market for the rapidly growing organised retail sector in India.

The food and groceries sector has strong growth prospects

The greatest opportunities for retail sales growth are likely to be in the food and groceries sector. Modern retailing—involving large shops and supermarkets—constitutes less than 1% of the total food-retailing sector. The rest is composed of traditional kiosks and small shops. Indian food retailing is, however, moving inexorably towards the supermarket format, and consumers in the affluent, upper-income segment are attracted to brand names, variety and convenience. Other sectors that are likely to see growth include consumer durables, information technology (IT), home improvement, and health and beauty. A more sophisticated front-end retail infrastructure will also create more demand.

India's biggest retailer, Pantaloon, plans to increase its 300,000 sq metres of retail space to 1m sq metres by end-2007, enabling it to expand its Pantaloon department stores as well as its Big Bazaar hypermarkets and Food Bazaar supermarkets. India's biggest private-sector company, Reliance Industries, has ambitious plans to enter the retail sector. The company is thought to be considering investment of Rs100bn (US$2.2bn) over the next two years to establish more than 1,500 outlets across the country employing 400,000-500,000 people.

Increasingly, local manufacturers and wholesalers are establishing retail outlets in a bid to ensure higher margins. This has been especially true of retailers in the IT sector, where growth is likely to be robust. Zenith of the US, Acer India (Taiwan) and a local company, HCL Infosystems, have all set up retail outlets across India, with more locations planned. New product development and relatively inexpensive financing are fuelling the trend. Existing local IT distributors and wholesalers are also expanding into the retail sector.

Foreign investment will play a bigger role in retailing

The opening of the retail sector to foreign direct investment (FDI)—a policy change that would alter radically the face of the Indian economy—is happening slowly. Since February 2005 the government has taken several liberalising steps, but it continues to disallow FDI by retailers of multiple brands, keeping out the big hypermarket groups and discounters. This is a carefully crafted decision designed to cause minimum political damage domestically, while showing foreign investors that liberalisation remains on track. Foreign firms will continue to lobby for liberalisation and have cited the restriction on FDI as a factor limiting future growth. Their options should multiply as food imports are liberalised and import duties come down. The government will also need to reform real-estate laws and restructure tax regimes further if it is to attract international retailers.

Wal-Mart of the US will continue its high-profile campaign to open up India's retail sector to foreign companies. Tesco of the UK and Carrefour of France are also sizing up the Indian market. Wal-Mart argues it would use local producers not only for its Indian operations, but also for its global network as this could increase India's exports. As domestic companies expand into the organised retail sector, the pressure on the government to open the sector to foreign investment is likely to increase on competition grounds. Some domestic companies, such as Reliance Industries, are confident that their familiarity with the numerous business operating difficulties in India would give them a distinct competitive advantage over foreign companies.




