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What’s Inside 
 

  I. FDI Policy: An overview 

II. FDI Regulation: Cash and carry wholesale trading 

III. FDI Regulation: Single brand product retail trade 

IV. FDI Regulation: Multi brand product retail trade 

V. FDI Regulation: Food retailing 

VI. FDI Regulation: E-commerce 

VII. Conclusion: Way forward 



 

          ICRA Limited                                               P a g e  | 3 

Glossary & Definitions 
 

  • FDI: Foreign direct investment 

• SBRT: Single brand product retail trade 

• MBRT: Multi brand product retail trade 

• DIPP: Department of industrial policy and promotion 

• B2B: Business to business 

• B2C: Business to consumer 

• FIPB: Foreign investment promotion board 

• FIFP: Foreign investment facilitation portal 

• APMC: Agricultural produce marketing committee 
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Retail sector prospects plagued by inefficient supply chain infrastructure  

The Indian retail sector is estimated at US$ 770 billion, with organised retail accounting for around 7-8%. Favourable demographics and rising disposable 

incomes are the key growth drivers, especially for organised retail. However, supply chain infrastructure, especially cold storage and warehousing, remains 

a key bottleneck. While the investment requirements remain sizeable, so far it has been able to attract only limited domestic capital - the segment can 

certainly benefit from the inflow of foreign funds, which can help bridge capital deficit and thus remove the supply chain inefficiencies. Furthermore, since 

most of the international retail chains procure directly from farmers / manufacturers, foreign direct investment (FDI) would aid removal of intermediaries, 

leading to improved farm income. In addition, increased competition and operating efficiency would benefit consumers by way of improved product quality, 

availability and customer service. 

FDI in Indian retail industry remains miniscule 

As per the Department of Industrial Policy and Promotion (DIPP), India received total equity FDI inflow of US$ 389.6 billion between April 2000 and June 2018, 

of which retail trading accounted for a nominal 0.36%, amounting to US$ 1.4 billion. Despite liberalisation of the economy in 1991, it was only during 1997, 

when foreign inflows were first allowed in the cash and carry wholesale segment of retail. Single-brand product retail trade (SBRT) and multi-brand product 

retail trade (MBRT) segments were permitted to receive FDI only in 2006 and 2012, respectively, with riders pertaining to mandatory local sourcing. 

 

Indian FDI policy has been gradually liberalised 

The Government of India has made several amendments to the FDI policy over the last decade to encourage foreign participation. SBRT has been gradually 

brought under the purview of 100% FDI under the automatic route, with various relaxations in local sourcing norms. MBRT has been allowed to receive 51% 

FDI under approval route, subject to riders. Guidelines have been defined for FDI inflows in business-to-business (B2B) e-commerce trading, while foreign 

entities engaged in SBRT and food products retailing have been permitted to undertake business-to-consumer (B2C) e-commerce trading also. The 

Government of India has also eased the process of obtaining permission under the approval route by abolishing the erstwhile Foreign Investment Promotion 

Board (FIPB) and replacing it with single-point online Foreign Investment Facilitation Portal (FIFP).  

 

FDI inflow has been slow, reflecting on-ground challenges 

Despite being in place for over a decade, there has been limited progress on FDI inflows in cash and carry wholesale, due to on-ground implementation 

challenges. Furthermore, since cash and carry wholesalers are not permitted to undertake MBRT, many of these players have faced challenges with respect 

to monetisation of their investments in back-end infrastructure. The Government has also been slow to open up SBRT to FDI; most of the foreign retailers are 

already present in India since long, by way of franchise arrangements. Thus,  no major FDI inflow has happened in SBRT even after complete opening up of 
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the segment to foreign participation and relaxations in local sourcing norms. Among the various retail segments, MBRT remains the most restrictive with 

respect to FDI, with a cap of 51% and various guidelines relating to mandatory investments in back-end infrastructure and local sourcing norms. Besides, 

there remains on-ground opposition from local traders, who fear risk of being thwarted by the deep pockets and increased competition from foreign players. 

While the traditional retail segments (cash and carry, SBRT and MBRT) have witnessed muted FDI inflows, e-commerce space has witnessed greater 

participation with entry of global giants like Amazon and  Walmart (through its acquisition of Flipkart)1. Recently, in a bid to have some brick and mortar 

presence, Amazon has also picked up a 5% stake in Shoppers Stop, which has Amazon to set up experience centres across Shoppers Stop stores, where 

customers can ‘touch and feel’ products available online. 

 

Room for greater relaxations in FDI policy 

The recent traction in FDI inflows in the Indian e-commerce space as well as foreign (minority) investments made in offline retail space bears testimony to 

the attractive valuation of the Indian retail segment as perceived by the foreign players. With a population of 1.3 billion, favourable demographics and rising 

middle-class, India presents an enormous untapped market opportunity for foreign players. While many of these foreign players have expressed their interest 

in catering to the Indian markets, restrictive nature of the traditional, especially B2C MBRT segment, has curtailed their operations in India. This also explains 

the huge investments being attracted by the e-commerce sector, which is the next-best customer (last mile) centric segment, and has been allowed 100% 

FDI under automatic route. There is a case for the Government to relook at the existing FDI policy. Inter-segment restrictions, especially for MBRT, can be 

eased to facilitate monetisation of investments in other segments of retail. Conditions such as mandatory investments in back-end infrastructure can be 

made flexible to accommodate the interests of the foreign retailers. Raising the cap for foreign investment in MBRT will also provide Indian retailers access 

to the much needed capital. Conditions on local sourcing, however, can be retained to provide fillip to the Make in India campaign and spurt the growth of 

the domestic economy.  

 

 

 

 

 

  

                                                           
1 Walmart shall be investing US$ 16 billion for acquiring 77% stake in Flipkart. This includes US$ 2 billion of fresh equity infusion by Walmart in Flipkart. While the 
initial investments will be made by Walmart in Flipkart Pte Limited-Singapore, same will be later deployed in the Indian entity-Flipkart India Private Limited 
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