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ABSTRACT

Since the beginning of the liberalization of Indian Economy, Foreign Direct Investment has captured the centre
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stage. The FDI is imperative to economic development of a country. Above all it brings in new technology and man-
agement concepts that pave the way to judiciously utilize the resources, thereby increasing the productivity and finally hold a chunk in the
business globally. Moving ahead, India’s growing retail boom is also one of such success story. With strong fundamentals developing in the
economy with changes in income levels, lifestyles, taste & habits reflecting in strong consumerism with preference for superior quality and
branded products, vast domestic market with a very competitive manufacturing base, Indian economy observed a major retail boom in
recent years. In this study the researcher tried to explore the relationship of retail FDI inflows with the GDP of the economy and also with the
indicators of retail sector growth i.e., retail sales and retail employment generation. The result of the first hypothesis signifies that there is a
significant impact of retail FDI Inflows on the retail employment generation. Second hypothesis reveals that the retail FDI inflows do have
significant impact on the retail sales growth as a major indicator of retail sector performance. Lastly the researcher tried to found out the
impact of retail FDI on the GDP and it the result reveals that retail FDI do not contribute significantly to the GDP of the economy.

Introduction

As a result of the liberalized policies & reform measures taken
by the government since 1991, Indian Economy has achieved
commendable growth rates over the last few years with many
success stories in many fronts. India’s growing retail boom is one
such success story. With strong fundamentals developing in the
economy with changes in income levels, lifestyles, taste & hab-
its reflecting in strong consumerism with preference for superior
quality and branded products, vast domestic market with a very
competitive manufacturing base, India also observed a major re-
tail boom in recent years. Being encouraged by India’s growing
retail boom many multinational companies also started mak-
ing beeline to enter India’s retail market. Indian Industry, by and
large, has also hailed investment from abroad which has been
considered to be very vital for adding to domestic investment,
addition to capacity, higher growth in manufacturing, trade,
business, employment, demand, consumption and income with
multiplier effects.

The government of India allows 100% foreign ownership in sin-
gle brand retail and 51% in multi brand retail in January 2012
paving the way for International Business to operate indepen-
dently in the country without having intervention from local
partners. Foreign Single Brand retailers were previously limited
to 51% ownership in 2006. FDI is defined as cross border invest-
ment by a resident entity in one economy with the objective of
obtaining a lasting interest in an enterprise resident in another
economy. FDI is widely perceived as an important resource for
expediting the industrial development of developing countries
especially India because of the fact that it flows as a bundle of
capital, technology, skills and sometimes even market access.

Retail is derived from the French Word ‘retaillier’ which means
‘to break bulk’ and consists of those business activities which
are involved in the sales of goods to services to consumers for
their personal, family or household use. It is the last link in
the process of distribution of merchandise between produc-
ers to final consumer. In 2004, The High Court of Delhi defined
the term Tetail’ as a sale for final consumption in contrast to a
sale for further sale or processing (i.e. wholesale), a sale to the
ultimate consumer. Thus Retail is identified as “a link or inter-
face between bulk producers and individual consumers who
purchase for final consumption”. The Retail Industry is the sec-
tor of economy which is consisted of individuals, stores, com-
mercial complexes, agencies, companies, and organizations,

etc., involved in the business of selling or merchandizing diverse
finished products or goods to the end-user consumers directly
and indirectly. Goods and products of the retail industry or sec-
tor are the finished final objects/products of all sectors of com-
merce and economy of a country. The Retail sector of India is
vast, and has huge potential for growth and development, as the
majority of its constituents are unorganized. The retail sector of
India handles about $250 billion every year, and is expected by
veteran economists to reach to $660 billion by the year 2015. The
business in the organized retail sector of India, is to grow most
and faster at the rate of 15-20% every year, and can reach the
level of $100 billion by the year 2015. Here, it is noteworthy that
the retail sector of India contributes about 15% to the national
GDP, and employs a massive workforce of it, after the agriculture
sector. India’s growing economy with a rate of approximately 8%
per year makes its retail sector highly fertile and profitable to
the foreign investors of all sectors of commerce and economy of
a country. Global Jurix, a full-fledged legal organization promi-
nent worldwide, provides all-encompassing services and advice
for most lucrative and secured FDI in Indian retail sector. AT
Kearney (a globally famous international management consul-
tancy) recognized India as the second most alluring and thriving
retail destination of the world, among other thirty growing and
emerging markets. At present, other profitable retail destina-
tions of the world are China and Dubai of Asia. Diverse foreign
direct investment in Indian retail is greatly cherished by most of
the major and leading retailers of USA and European countries,
including Wal-Mart (USA), Tesco (UK), Metro (Germany), and
Carrefour (France). Liberalization of trade policy and loosening
of barriers and restrictions to the foreign investment in the retail
sector of India, have collectively made the FDI in retail sector
quite easy and smooth. Our services are easily and economically
available for the following ways of FDI in Indian retail.

Review of Literature

Singh and Agarwal scrutinize the relationship of Foreign Direct
Investments with the Indian Retail Sector. There work is to get
an insight as to what are the trends in Indian retail industry, ad-
vantages & disadvantage of 100% FDI in retail. It is concluded
that FDI would lead to a more comprehensive integration of In-
dia into the worldwide market and, as such, it is imperative for
the government to promote this sector for the overall economic
development and social welfare of the country. If done in the
right manner, it can prove to be a boon and not a curse.
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Rohilla and Bansal tried to explore the opportunities and chal-
lenges before FDI in retail in India. They further try to find the
answers to the following questions: Up to what extent the FDI
poses threat to the existing unorganized retail culture and what
are the various opportunities available to the democratic ele-
ment in India, masses and other bodies? Whether the problem
of unemployment can be solved with the FDI in retail trade?
What efforts Government will take to give jobs to the unem-
ployed masses if this unemployment happens because of the
FDI? They had gone through various researches and committee
reports and point out some important issues to be resolved be-
fore allowing FDI in retail.

Muralidhar critically analyzed the Government of India’s argu-
ments in favour of FDI in Retail in India. He through his detailed
article analyze and give a clear picture that government in its
hurry to open up FDI in multi brand retail is using flawed ar-
guments like: Growth of organized retail will create millions of
good quality new jobs, Infrastructure would be built and help
saving agricultural produce from wastage, Farmers will be ben-
efited in form of high prices for their produce, Consumers will
be benefited, as they will get goods at cheaper price and thereby
inflation can be curbed. This article criticizes all these claims
and proved them illogical with the help of past data and interna-
tional experience of MNC'’s in US and Europe.

Objectives of the Study

(i) To examine the current scenario of Indian Retail Sector.

(ii) To identify the relationship of FDI Inflows in Retail with
GDP of India.

(iii) To evaluate the impact of FDI Inflows on Indian Retail Sec-
tor.

Hypotheses
Hol: There is no significant impact of Retail FDI on the retail
sector performance in terms of employment generation.

Ho2: There is no significant impact of Retail FDI on the retail
sector performance with respect to Retail Sales.

Ho3: There is no significant impact of Retail FDI on the growth
of Indian economy in terms of GDP.

Indian Retail Sector

The Indian retail industry is the fifth largest in the world, com-
prising of organized and unorganized sectors, retail industry is
one of the fastest growing industries in India, especially over
the last few years. With growing market demand, the industry
is expected to grow at a pace of 25-30% annually. The Indian re-
tail industry is expected to grow from 321 billion dollar in 2006
to 518 billion dollar by the year 2012. The Indian retail industry
is the most emerging market for investment. In 2007, the retail
trade in India had a share of 8-10% in the GDP (Gross Domestic
Product) of the country. In 2009, it rose to 12%. It is also expect-
ed to reach 22% by 2010 (Kearney, A.T). Retailing can be said to
be the interface between the producer and the individual con-
sumer buying for personal consumption. This excludes direct in-
terface between the manufacturer and institutional buyers such
as the government and other bulk customers retailing is the last
link that connects the individual consumer with the manufac-
turing and distribution chain. A retailer is involved in the act of
selling goods to the individual consumer at a margin of profit.

The retail industry is mainly divided into (i) Organized Retailing
(ii) Unorganized Retailing.

Organized Retailing:

Organized retailing refers to trading activities undertaken by li-
censed retailers, those who have registered for sales tax, income
tax, etc. These include corporate-backed hypermarkets and retail
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chains, and also privately-owned large retail businesses.

a) Single Brand Retail:

Single Brand implies that foreign companies would be allowed
to sell goods sold internationally under a ‘Single Brand’, viz.,
Reebok, Nokia 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 re-
tail its flagship Brand in India, those retail outlets could only sell
products under the Adidas Brand and not the Reebok Brand, for
which separate permission is required. If they get permission,
Adidas could sell products under the Reebok Brand in separate
outlets.

b) Multi Brand Retail :

FDI in Multi Brand retail implies that a retail store with a for-
eign investment can sell Multiple Brands under one roof. Open-
ing up FDI in Multi-Brand retail will mean that global retailers
including Wal-Mart, Carrefour and Tesco can open stores offer-
ing a range of household items and grocery directly to consum-
ers in the same way as the ubiquitous ’kirana’ store.

Unorganized Retailing:

Unorganized retailing refers to the traditional forms of low-cost
retailing, for example, local kirana shops, Owner operated gen-
eral stores, paan/beedi shops, convenience stores, hand cart and
street vendors, etc.

According to a study on impact of organized retailing on the un-
organized sector, the real GDP is expected to grow at 8-10 per
cent per annum in the next five years. As a result, the consum-
ing class with annual household incomes above Rs. 90,000 is ex-
pected to rise from about 370 million in 2006-07 to 620 million
in 2011-12. Consequently, the retail business in India is estimat-
ed to grow at 13 per cent annually. The unorganized retail sec-
tor is expected to grow at about 10 per cent per annum. Given
the relatively weak financial state of unorganized retailers, and
the physical space constraints on their expansion prospects, this
sector alone will not be able to meet the growing demand for re-
tail. Hence, organized retail which now constitutes a small four
per cent of total retail sector is likely to grow at a much faster
pace of 45-50 per cent per annum and quadruple its share in to-
tal retail trade to 16 per cent by 2011-12. This represents a posi-
tive sum game in which both unorganized and organized retail
not only coexist but also grow substantially in size. The majority
of unorganized retailers surveyed in this study, indicated their
preference to continue in the business and compete rather than
exit.

Research Methodology

The study is quantitative in nature. The secondary information
is extensively used for analysis purpose. The secondary data per-
taining to the study is originated from various sources like Na-
tional Sample Survey Organization (NSSO), Esteemed Journals,
SIA reports, Newspapers, and websites of Government Agencies
and Economic Survey. In order to compare the FDI Inflow and
Retail Sector, the proportionate method and descriptive statis-
tics is used.

Tools used to test the Hypotheses

To test the Hypothesis under study, simple linear regression
model has been applied to know the impact of retail FDI on In-
dian economic growth in terms of GDP, Retail Performance in
terms of retail Employment Generation and retail Sales in India.
The strength of linear relationship between the dependent vari-
able and independent variable is measured by the coefficient of
determination. The data analyzed in this paper has been scruti-
nized through statistical tools & techniques.

Analysis and Interpretation
Hypothesis
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Hol-The Null Hypothesis assumes that there is no significant
impact of FDI Inflow in Retail sector on Retail Performance in
terms of Retail Employment Generation.

Model Summary
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Source: Through SPSS, Based on Appendix-1

In order to test the above hypothesis the Retail Employment has
been taken as a dependent variable and FDI in Retail Sector has
been taken as an independent variable. The data of FDI in Retail
and Employment has been taken on yearly basis from 2006-07 to
2013-14. For testing the above mentioned hypothesis the simple
linear regression tool is used. From the above table it is found
that the correlation between them is 0.724 which shows a high
degree of relationship between Retail FDI and Employment in
Retail. The model summary table provides that the R square i.e.,
coefficient of determination, is found to be 0.524 and indicates
that 52% variations in the Retail Employment are explained by
the Retail FDI. The coefficient table provides that the significant
p-value .042 which is less than .05 therefore the null hypothesis
is rejected. And it can be concluded that there is a significant
impact of Retail FDI on the Retail performance in terms of Em-
ployment Generation.

Ho2-The Null Hypothesis assumes that there is no significant re-
lationship between FDI inflows in retail sector and Retail Perfor-
mance in terms of Retail Sales.
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Coefficients®
Unstandardized Standardized
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a. Dependent Variable: Retail Sales

b. Source: Through SPSS, Based on Appendix-1

In order to test the above hypothesis the Retail sales has been
taken as a dependent variable and FDI in Retail Sector has been
taken as an independent variable. The data of FDI in Retail has
been taken on yearly basis from 2006-07 to 2013-14. For testing
the above mentioned hypothesis the linear regression tool is
used. From the above table it is found that the correlation be-
tween them is 0.728 which shows a high degree of relationship
between Retail FDI and Retail Sales. The model summary table
provides that the R square i.e., coefficient of determination, is
found to be 0.531 which indicates that 53% variation in the Re-
tail sales are explained by the Retail FDI The coefficient table
provide that the significant p-value .04 which is less than .05
therefore the null hypothesis is rejected and it can be concluded
that there is a significant impact of Retail FDI on the Retail per-
formance in terms of retail sales.

Ho3-The Null Hypothesis assumes that there is no significant
relationship between FDI inflows in retail sector and Growth of
Indian Economy in terms of GDP.
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In order to test the above hypothesis the GDP has been taken as
a dependent variable and FDI in Retail Sector has been taken as
an independent variable. The data of FDI in Retail has been tak-
en on yearly basis from 2006-07 to 2013-14. For testing the above
mentioned hypothesis the simple linear regression tool is used.
From the above table it is found that the correlation between
them is 0.672 which shows a moderate degree of relationship be-
tween Retail FDI and GDP. The model summary table provides
that the R square i.e., coefficient of determination, is found to
be 0.452 and indicates that only 45% variations in the GDP are
explained by the Retail FDI. The coefficient table provide as the
significant p-value .068 which is more than .05 therefore the null
hypothesis is accepted. And it can be concluded that there is no
significant impact of Retail FDI on the growth of Indian Econo-
my in terms of GDP.

Limitations of the Study

The Study is related to the India and therefore the results may
not be applied to other countries. This is a time bound study
covering a period from 2006-07 to 2013-14 and valid for this pe-
riod of time. The study covers only the employment of retail sec-
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tor only and does not cover 90% employment in India. The study
ignores other variables also which play an important role in the
growth and development of retail sector. There is no government
agency which provides the retail sector data. Since the FDI en-
vironment is changing frequently and every change has its own
impact and therefore it is very difficult to consider all the chang-
es at a time.

Conclusions and Suggestions

In this study the researcher tried to explore the relationship of
retail FDI inflows with the GDP of the economy and also with
the indicators of retail sector growth like retail sales and retail
employment generation. The result of the study signifies that
there is a significant impact of retail FDI Inflows on the retail
employment generation. It is due to the fact that FDI is a direct
investment which is having a lasting interest in the investment
destination can contribute significantly in the opening of new
retail destinations or outlets and these destinations requires hu-
man resource to run them. The result of the second hypothesis
reveals that the retail FDI inflows do have significant impact
on the retail sales growth as a major indicator of retail sector
performance. It also signifies that one unit change in retail FDI
can contribute to 247 units change in retail sales. Lastly the re-
searcher tried to find out the impact of retail FDI on the GDP
and was found that retail FDI do not contribute significantly to
the GDP of the economy. It is due to the fact that FDI in retail is
subjected to the organized part of retail and the share of organ-
ized retail in the total retail is very low and therefore we can say
that FDI is beneficial for growth of retail sector in India.

APPENDICES

APPENDIX-1 FDI Inflow in Retail Sector and" GDP, Sales and
Employment Generation in Retail Sector in India During the Pe-
riod From 20006-07 to 2013-14

Years Retail | Employmentin | 00 | gpp

2006-07 10313 553000 1453645 | 3564364
2007-08 28516 569000 1388315 | 3896636
2008-09 20776 588000 1689746 | 4158676
2009-10 15539 437000 1877697 | 4516071
2010-11 17880 646000 1932456 | 4918533
2011-12 26461 677000 2257169 | 5247530
2012-13 29445 716000 2818391 | 5482111
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| 66745 | 770000

|2013-14

|2964500| 5741791 |

Source: Compiled by the Authors from Economic Survey of 2013-
14, IBEF Research, CSO Data Book for PC 3 July 2014.
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