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Is the retail industry about to find a way of capitalising on one of the largest   untapped consumer markets in the world?   Following Wal-Mart’s first ever executive-level visit to the subcontinent at the beginning of the year, John Menzer, President and CEO of Wal-Mart’s international operations,  dedicated a substantial portion of a recent  presentation to the company’s shareholders and analysts extolling the country’s investment potential..

Menzer is not the only high-level retail executive to have checked out India recently – top brass from Tesco, Carrefour and the Casino Group have also been to take a look. The reason for their interest is not hard to find; according to Menzer’s presentation, India’s retail market is estimated to be worth at least $180bn and is forecast to grow by another 50% over the next five years.
The strength of consumer demand in India has caught a lot of people - including local retailers - on the hop, according to Amit Bagaria, Chairman and CEO of Asipac, India’s leading real-estate and shopping mall consultancy. “Three or four years ago, the average size of new stores was between 30 and 35,000 sq ft,” he says. “40,000 sq ft was considered big. Now, most of them are overcrowded and unable to handle the number of customers coming through their doors.” The industry has learnt its lesson and these days the average space new stores are signing up to is more likely to be in the 70 – 90,000 sq ft range.
With such pent-up demand, it is hardly surprising that the country was ranked as the most compelling international investment opportunity for mass merchant and food retailers, by AT Kearney’s 2005 Global Retail Index. But it is not just the size of the market or its growth potential that had the management consultant’s Vice President Mike Moriarty urging retailers to “move now or forego prime locations and market positions that will become saturated quickly” – it is also the structure of the retail industry itself that is made him sound positively evangelical.
India’s retail industry is by far the most fragmented in the world, according to CRISIL (Standard & Poor’s Indian affiliate). By their calculations, the “organised” sector (businesses employing more than ten people, including supermarkets and retail chains) accounts for just 2% of the market and employs approximately 500,000 staff.
The “unorganised” sector, on the other hand (everything else, from the local “mom and pop” kirana corner shop to handcart and pavement vendors) accounts for the other 98% and employs around four million people. The upshot is that only 4% of the eleven million outlets operating in India are larger than 500 sq ft.
Fragmentation on such an epic scale offers huge opportunities for multinationals to introduce economies of scale, which is why the Tescos and Carrefours of this world are showing such interest in this particular arena. But it also poses a major problem for India’s politicians; while they would obviously welcome the investment that the international retail industry promises to bring with it, they are also concerned about the socio-economic effects of a wide-scale restructuring of the retail sector on those four million employees who rely on India’s traditional retail outlets for their livelihood.

The present government is therefore resisting mounting pressure to lift long-standing restrictions on FDI in the sector, prompting overseas retailers and manufacturers to explore circuitous avenues through which to establish a presence in the subcontinent. “While FDI is not permitted in store retailing, you are allowed to invest in  the wholesale trading business,” explains Bagaria, “ so companies like Nike and Reebok have set up wholesale operations that have a range of franchise outlets in different locations who buy the goods from the wholesale company.”
 It is a strategy that has also been adopted by some of the leading companies in the luxury-goods segment such as Louis Vitton and Chanel for some time now, but one which has only recently been taken up by retailers themselves. Marks & Spencer has stores in Delhi and Mumbai and Debenhams will open in the capital’s satellite town of Gurgaon next year.
But, says Bagaria, this strategy is not really an option for a giant concern like Wal-Mart, for whom consistency of service and uniformity of packaging is a high priority. “The only way Wal-Mart could operate is to have one large Indian corporate entity for the entire market and have some agreement with them so that as the FDI restrictions ease up they could start building up an equity stake in the local company,” he suggests. 

 There are precedents; in the telecommunications sector, for instance, the government has gradually raised the equity percentage that an overseas company can invest in a national operator from 26% to 49% and finally to 74%.  It is not inconceivable that it might introduce something along the same lines for the retail sector as well.
Both Bagaria and Menzer (who lobbied the Indian government on this point at several meetings during his visit) are confident that Prime Minister Manmohan Singh and his government will eventually relent over FDI. They must, in any case, be aware that the face of Indian retailing is going to change with or without overseas involvement, as a new generation of consumers come to expect not just a wider range and better quality of goods, but a more pleasant environment in which to buy them as well.
“Malls are beginning to take make inroads into the high street,” says Bagaria, “partly because of the ability to park and partly because of the heat. People get exhausted moving from one store to another whereas the mall offers an enclosed, air-conditioned environment where people can spend hours in relative comfort.” They are by no means all perfect, he says, with poor road access and a shortage of lifts and escalators common shortcomings. There are also three “super-malls” under construction – the 1.6m sq ft Great India Place development in Noida, another satellite city of  Delhi; the 2.2m sq ft Mall at Koramangala in Bangalore and  another (as yet unnamed) 2m project in Gurgon.
While India’s sheer size makes it an exciting prospect it also makes it a daunting one. Mr Bagaria has some free advice. “In many ways India is not one country but two, he says. “Although we have a population of one billion, you can divide it into two - rural and urban. The urban population amounts to about 300 million population, all of whom are potential consumers of branded goods, but the rural population is more likely to buy consumer goods.  So while the market for Debenhams or M&S might be restricted to some 250 million people, Carrefour’s market might be as large as  6 or 700m because it would include rural consumers.
“Mumbai and Delhi are the cities with the largest populations but they have a mix of extremely wealth people who can afford to buy a Louis Vinton handbag or a  Rolex watch but they also have a vary large percentage of inhabitants who can’t even afford a loaf of bread. So if I was a luxury goods retailer then I’d look to those two cities and Hydrabad. But if I was a mid-market retailer then I would probably target Bangalore, Chennai, Pune and (again) Hydrabad, where there has been a lot wealth generation in the last five or six years and the new money isin the hands of the younger generation.” Pretty straightforward, really.
