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ABSTRACT

India is the World's largest democracy; it is tieesnd-most populous country and tielargest in terms of land
area. As one of the oldest civilization of worlddia represents a nation rich in diversity in tewhsts culture, people,
language, geographic and climate conditions andraltesources. To fully realize the country’s inmse economic
potential, the government launched the EconomioRefProgramme in July 1991. Since then, succeggivernments
have progressively liberalized and deregulatedetenomy. Today the government policies are simpémsparent and
promote domestic and foreign investment. The resfuthis ongoing process has been a radical chantfee course of

economy.
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INTRODUCTION
Foreign Direct Investment

Foreign Direct Investment (FDI) or Foreign Investimeefers to the net inflows of investment to acegu lasting
management interest (10 percent or more of votiogk$ in an enterprise operating in an economy rothan that of the
investor. It is the sum of equity capital, othendeterm capital, and short-term capital as showrthm balance of
payments. It usually involves participation in mgement, joint-venture, transfer of technology argdegtise. There are
two types of FDI: inward foreign direct investmemd outward foreign direct investment, resultingainet FDI inflow
(positive or negative) and “stock of foreign dirgotestment”, which is the cumulative number fogigen period. Direct

investment excludes investment through purchas@ares. FDI is one example of international fantovement.

Foreign direct investment refers to investment ifor@ign country where the investor retains contreér the
investment. It typically takes the form of startingsubsidiary, acquiring a stake in an existinghfior starting a joint
venture in the foreign country. In India, as pee tlules of liberalization, FDI comes through fiveutes. These are
Government (SIA/FIPB) route, RBI (automatic rout®RIs investment, acquisition of shares and eqsitares of
unincorporated bodies.

To bridge the gap in the flow of funds in the paldiector, more participation of the private se@anecessary.
For developing countries foreign capital can b@adgsource of funds. It may involve equity partitipn by foreigners as

(i) direct investment and (ii) portfolio investment
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DEFINITION

Foreign direct investment (FDI) plays an extracadynand growing role in global business. It canvjite a firm
with new markets and marketing channels, cheapedyation facilities, access to new technology, padsl skills and
financing. For a host country or the foreign firmhish receives the investment, it can provide a souwf new
technologies, capital, processes, products, orgtaiml technologies and management skills, ansuak can provide a
strong impetus to economic development. Foreigactlinvestment, in its classic definition, is definas a company from
one country making a physical investment into bodda factory in another country. The direct inwesit in buildings,
machinery and equipment is in contrast with malangortfolio investment, which is considered an liedi investment.
In recent years, given rapid growth and changdabal investment patterns, the definition has beemdened to include
the acquisition of a lasting management interesdt tompany or enterprise outside the investing’sirnome country.
As such, it may take many forms, such as a diregiaition of a foreign firm, construction of a féty, or investment in a
joint venture or strategic alliance with a locahfiwith attendant input of technology, licensingimtllectual property, in
the past decade, FDI has come to play a major irolthe internationalization of business. Reactingchanges in
technology, growing liberalization of the natiomagulatory framework governing investment in entisgs, and changes
in capital markets profound changes have occumeitté size, scope and methods of FDI. New informmatechnology
systems, decline in global communication costs hlaade management of foreign investments far ettserin the past.
The sea change in trade and investment policiestencegulatory environment globally in the pastatie, including trade
policy and tariff liberalization, easing of restias on foreign investment and acquisition in marations, and the
deregulation and privitazation of many industrieaye probably been the most significant catalystsFDI's expanded

role.
IMPORTANCE OF FDI

* Avoiding foreign government pressure for local protibn.

» Circumventing trade barriers, hidden and otherwise.

» Making the move from domestic export sales to allgebased national sales office.

« Capability to increase total production capacity.

» Opportunities for co-production, joint venturesiwibcal partners, joint marketing arrangementgriging, etc.
FDI IN RETAIL

The Government feels that FDI in multiband will néarmers, create jobs and benefit consumers negutt an
improved supply chain, and reduced inflation. ibkis of a win-win situation.

Prof. Jagdish Bhagwati has strongly supported FDietail. His argument is that the retailers magefaome
problems initially, but after sometime, they araibd to gain. He has observed, “The entry of muitimeal retailers may
lower the sales increase for unorganized retailéngt, it will not reverse their growth in the neautdre”.
(Untenable Critiques of Retail Liberalisation, TlBeonomic Times, October 15, 2012). He felt thathage to learn from
the Japanese experience. Dr. C. Rangarajan fedlashndia is a large country, there will be aeléor large retailers as

well as small farmers.
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Prof. Bhagwati argued that the farm sector is gdmdpenefit from FDI in retail. He said that Indidarmers
typically earn a third instead of the internationafrm of two thirds of the final price of their ghace either because of
wastage or because of exploitation of the farmgrsnidlemen. This situation will improve with FDh iretail sector.
The Indian cold chain market has the potential towgto Rs.32,000 crore by 2015 from around Rs.18,6fre in
2010-2011.

THE PITFALLS

Critics of FDI in retail say the move will displat@&mers, create huge unemployment and will learesamers at
the mercy of a powerful cartel known for its touggrgaining power. The move will distort the exigteconomic harmony
in the unorganised retail, dismantle the econominesof the country, its social capital and enrciporate capital, but
impoverish India’s social capital (S.Vaidhyasubrame,”Misplaced Hype over FDI”, The New Indian Egps July 25,
2012).

Our small traders are not in a position to competh big and powerful ones. They do not have experand
capital. They do not have expertise and capitakyTdre not in a position to buy goods at a lowéreprThe big chains
have a capacity to sustain losses for a longeo@eTihey can also undercut prices of good to eltairsmall traders. Also,

most labourers in India are semi-skilled. The teactor is the most appropriate source of

livelihood for them. The Government is not in aifioa to provide jobs to all those who are forcectlose their
retail shops. Their hardships naturally mount. Gw/ernment, as in the case of China, may graduadisease FDI in
retail (Gourav Vallabh: ‘The FDI Question in Retailhe New Indian Express, August 15, 2011).

THE RIGHT COURSE

India has to learn some lessons from China. Chasaalchieved phenomenal progress in the manufagtseictor
and transportation infrastructure. The big foreigmwestors felt that in their own interest, they sldoboost the local
economy. For instance, Walmart, with more than 86Permarkets in China, has 15,000 Chinese supphéwse than
90 percent of the merchandise it sells in Chind@hiese products. Export of these produce to thd&tSrisen. In China,

the small and big retailers had time to adapt.

The FDI in retail should lead to improvement inrasttructure in rural India. In the absence of cstiorage
facilities, India is losing around 30 per cent afifs and vegetables output. Also, there is losS t§ 7 per cent of food

gain output. These losses are very huge. And rebd turtailed.

Retail trade is a process through which goods arsumer. In other words, retailing consists of dle@vities
involved in selling directly to the ultimate consers for personal, non-business use. The retailer $pecialist who
maintains contact with the consumer and producer ianan important connecting link in a gigantic imagism of

marketing.

Indian retail sector is the largest employer agriculture. Approximately eight percent of the plapion is

employed in the retail business.

In India there are about 15 million small retailecaittered around the country. They constitute &@8gnt of the
country’s retail trade business and are contrilgutm 10 percent of the country’s GDP. The countngtil market is

among the top ten in the world, estimated to bettwaround $ 20 billion or close to one-third of oty’s GDP. The retall
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trade in India is divided under two categories, abm organized retail trading and unorganized retading.
The organized retailers are those who do the tmadarge scale with government licence. Unorganieetdiling is a

traditional method which includes local kirana shidpand cart sellers, payment vendors, etc.

The organized segment of the total retail markeinitia is worth nearly $7 billion or around 4 parcef the
market. In other words around 96 percent of retaiés, in India take place through some 12 miliorall shops and retail
outlets. But organized retail market accounts fa%2in China and 40% in Thailand. Proponents of Firetail business

believe that the FDI paves way for more organizgdiling in India.
FDI IN RETAIL SECTOR-MORE BAD THAN GOOD
The supporters of FDI in retail sector argue that
» Entry of retail majors would bring in finance techogy and efficient supply chain management systems

e To bring more FDI into the country to improve marlkdficiency and bring down the double digit inftat

prevailing in the country.
» Consumers will get quality products at low prices.

* There is some truth in it. At the same time onencamefuse that retail trade would be completeketaover by

big retail giants which was not good for the countr
e The decision on FDI in retail sector would serigust the domestic manufacturing and service ssctor

e Such a policy decision would affect the livelihoofimillions of vendors, besides destroying the gaoized

retail sector.

* Whenever local governments opened up the retaibsdocal prices went up sky high. Further, sunhrevasion
by multinational companies led to monopolizationtilod market, exploitation of both farmers and pamdfa on

the one side and the consumer on the other side.

* While the government of India talks about creatidrlO million jobs in the next three years, thidluéad to
40 million people being uprooted and thrown outfrtheir business. Most of these people are not edicated

and will remain unemployed forever.

e Organized retail trade had wiped out small tradersountries like Thailand. Mr.Swamy said threeailets had

taken over 38 percent of the market in Thailandretiee local traders were displaced.
RECOMMENDATIONS
Based on the above discussion, the following recentations could be suggested.

» Suitable policy to enable the organized and unarganretail sectors to expand and improve efficyeby

providing Bank Finance.

» A thorough study on the problems of the retail 3esb as to evolve policies that will enable théster to cope

with FDI is to be carried out.

« Aclear set of conditionality’s on foreign retadeshould be evolved.
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» Entry of foreign players must be gradual and wittial safeguards.

e The contribution of manufacturing sector to GDP tigsimproved.

» The concept of co-operative stores must be encedrag
CONCLUSIONS

The entry of FDI in the retail sector in India ievitable. But Government may slow down their eiblyycreating
some conditions as it is done by Japan. Governmm@mtensure that domestic traders are not at spefifadvantage.
The retail sector in India is a highly sensitiveedny its very nature. Therefore decisions regardiby in this sector

should be taken with utmost care.
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