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INDIA RETAIL 2.0 AND THE WAY FORWARD

INTRODUCTION

Figure 1: The True Size of India
The Indian market provides an extremely wide customer base considering its one billion plus
population

SIZE OF THE
MARKET

1.3 billion1 people across
29 states and 7 union
territories; 33.2 % of the
population is in
urban areas

CITY
DYNAMICS

More than 40 cities with
population between
0.5 - 1 million, nearly
45 cities with population
between 1 – 5 million and
8 cities with population
above 5 million2

YOUNG
DEMOGRAPHIC

J&K = Cuba

Nearly 35%
of its population aged
between
15 and 34 years3

Himachal
Pradesh

=
Chandigarh
=
Estonia

Hong Kong

Punjab

=

Venezuela

Arunachal
Pradesh

Uttarakhand

=

Haryana

=

=

Sikkim

Guinea

Swaziland

=

Macau

Ghana
Delhi = Chile
National Capital
Region (NCR)
Uttar Pradesh = Brazil
Rajasthan = Thailand

Assam = Peru

Bihar

Nagaland = Latvia

=

Philippines

PURCHASING
POWER

Economy of
USD 2.6 Trillion4 - to be
3rd largest consumer
market by 2025. In Q1 2018,
registered a YOY growth in
the volume of FMCG goods;
strongest in APAC5

BOOMING
E-RETAIL

E-retail has potential
to be a USD 52 billion
market by 2022; expected to
grow at a CAGR of
more than 20%
(2017-22)6

Madhya Pradesh

=

Turkey
Chhattisgarh

=
Ghana

Maharashtra

=
Mumbai

Mongolia

Iraq
Kolkata

Tripura = Congo Brazzaville

=

Argentina

West Bengal

=

Mexico

Pune

Mizoram = Timor-Leste

Orissa

Vietnam
Hyderabad

Population in millions

Andhra Pradesh
Goa = Guinea
Bissau

=

Jharkhand

=

Gujarat = Italy

Manipur = Jamaica
Meghalya

Less than 25
25<50

=
Egypt

Karnataka

50<75
75<100
100 or more

=

Italy

Major Cities

REACH TO
MARKET

Close to 500 million
internet users in India;
internet penetration rate
of ~65% in
urban India7

Bangalore

INVESTOR
CONFIDENCE

Ranked first in
A.T. Kearney’s 2017
Global Retail Development
Index8

Chennai

Tamil Nadu

Pudducherry = Mauritius

=

Kerala = Canada

Thailand

Source: CEIC, Economist Intelligence Unit

1.
3.
4.
7.
8.
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REGULATION AND
INVESTMENT
How India’s Retail Regulatory Environment has changed
over the years
Figure 2: Mapping Retail Development with Easing Regulations

LIMITED ACTIVITY

PERIOD OF INITIATION

Indians used to shopping at
neighbourhood markets, shopping for
readymade apparel not the norm

Liberalisation of economy,
51% FDI in cash and carry permitted
in 1997, New retail formats emerge,
Crossroads – India’s first mall opens in
Mumbai in September 1999

Manufacturers such as Raymond, Bata,
operate through exclusive outlets of
franchisees
Brands operational: Bata, Raymond,
Vimals

EARLY 80s AND 90s

Ansal Plaza, Delhi’s first mall
commences operations in 1999
Brands operational: Shoppers Stop,
Benetton, Pantaloons, Revlon, Loreal,
Marks and Spencer

1991-2000

GAINING TRACTION
Period of heightened activity, number of
malls mushroom all over the country,
increased footfalls due to novelty value
2001-2003: DT Mall, MGF Mall,
Sahara Mall
2004- Forum Mall (Bangalore), Inorbit
Mall (Mumbai)
2007: Ambience Mall
2008: Select City Walk
2009: DLF promenade
Brands operational: Tommy Hilfiger,
Nine West, Fossil, Aldo, MAC

2001-2010

100% FDI IN RETAIL
ALLOWED; E-COMMERCE
PICKS PACE
2011- 100% FDI permitted in single
brand retail, 51% FDI in multi brand retail
2015-16 onwards- Period of
e-commerce boom; 100% FDI in online
retail under the marketplace model
Institutional investments in retail pick
pace, GIC, Blackstone, Xander make
investments
Brands operational: Promod, Mango,
Debhanams, Charles and Keith, DKNY,
FCUK, Inglot, Zara

2011-2016

FIPB ABOLISHED; 100%
AUTOMATIC FDI
2017 – A new FDI policy came into
effect from August 2017; Foreign
Investment Promotion Board (FIPB)
abolished, Institutional investments in
retail cross USD 0.8 billion
2018- Government allows 100% FDI
under the automatic route for singlebrand retail
Brands Operational: IKEA, H&M,
Dyson, Bath &Body Works, Kate Spade

2017-18

Source: CBRE Research, Q3 2018
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2017 – 2018: New Policy Ushers in Winds of Change
As highlighted in the graphic above, a new foreign direct investment (FDI) policy came into effect from
August 2017 wherein the Foreign Investment Promotion Board (FIPB) was abolished and measures were
enumerated to ensure easier and quicker approval processes and timelines. Positive investor sentiment
resulted in India’s ranking in the World Bank’s Ease of Doing Business index jumping 23 positions - from
100 in 2017 to 77 in 2018. In January 2018, the government allowed 100% FDI under the automatic
route for single-brand retail trading and construction development. The table below highlights the key
changes that have been made to the consolidated policy from a retail perspective in the last 1-2 years:
Table 1: Retail Trading Foreign Direct Policy and Amendments
Segment
Single Brand
Retail Trading
(SBRT)

Previous Provisions

Revised Provisions

Indian Manufacturer: An Indian manufacturer
is permitted to sell its own branded products in any
manner i.e. wholesale, retail, including through
e-commerce platforms.

2017 FDI Policy: The clause “Indian manufacturer
is permitted to sell its own branded products in any
manner i.e. wholesale, retail, including through
e-commerce platforms” has been removed, thereby
providing clarity to single brand retailers having
FDI.

Other Retailers: While Indian manufacturers
could trade in any manner, other companies
needed to have brick and mortar operations to sell
their goods online.
The 70:30 Rule: An Indian manufacturer
was defined as an investee company, which
is the owner of the Indian brand and which
manufactures in India, in terms of value, at least
70% of its products in house, and sources at most
30% from Indian manufacturers.

E- Commerce
(Value of
Sales)

The 70:30 rule has been done away with, thereby
bringing cheer to manufacturers that were under
contract/outsourcing manufacturing.
Clarity on sourcing norms clause and provides that
a committee of DIPP would examine claims and
suggest relaxations for products being in the nature
of 'state-of-the-art' and 'cutting-edge' technology,
where local sourcing is not possible.

Sourcing Norms: SBRT entities undertaking
trading of products having 'state-of-the-art' and
'cutting-edge' technology and where local sourcing
is not possible, were allowed to seek exemption
from these sourcing norms for a period of 3
years from opening of their first store. Thereafter,
the sourcing norms would become applicable.
However, the definition of “state-of-the-art”
technology remained unclear.

2018 Policy Update: Proposals involving FDI
beyond 51% would need to ensure mandatory
sourcing of at least 30% of the value of products
sold, to be done from Indian small industries/
village and cottage industries, artisans and
craftsmen. The SBRT entity will be allowed to set off
its incremental sourcing of goods from India for
global operations during the initial 5 years of the
opening of the first store, beginning April 1 of the
year, against the mandatory sourcing requirement
of 30% of purchases from India. After completion
of this five-year period, the SBRT entity shall be
required to meet the 30% sourcing norms directly
towards its India operation, on an annual basis.

The government came out with guidelines on FDI
in the e-commerce sector in 2016 which restricted
an e-commerce entity from permitting more than
25% of the sales affected through its marketplace
from one vendor or their group companies.

The current policy has clarified as to how this 25%
of the sales will be calculated – the policy has
defined it as 25% of value of sales, on a financial
year basis. The norm was introduced to provide
a level playing field for vendors and discourage
e-commerce players to derive a majority of the
sales from their sister/related companies.

Source: CBRE Research, Q3 2018
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Easing Norms Fuelling Investor Appetite
Thanks to policy changes that have resulted in an investor-friendly business environment as well as the
economy’s sturdy market fundamentals, global interest in investing in India remains high. That is why,
the country was ranked second among all emerging markets on A.T. Kearney’s FDI Confidence Index
2018.
Figure 3: FDI Confidence Index (Scale of 3)

Table 2: Key Investors and their Portfolios in India

High
Confidence 2.5

Brand

1.76

1.72

1.7

1.66

AUSTRALIA

FRANCE

CHINA

UNITED KINGDOM

0

GERMANY

Low
Confidence

CANADA

0.5

UNITED STATES

1

JAPAN

1.5

1.58

1.57

1.56

1.53

SINGAPORE

1.77

ITALY

1.81

SWITZERLAND

1.82

INDIA

2.09

2

sector over the last few years through investments in high-end retail developments across not only tier I,
but also tier II cities. Blackstone, through its Indian retail subsidiary – Nexus Malls has bought stakes in
major malls such as Seawoods Grand Central (Mumbai), Pavilion (Pune), Elante (Chandigarh) among
others. Other PE funds have also transpired strategic investment platforms for investing in the retail
segment, these include CPPIB’s Island Star Mall Developers Pvt. Ltd (ISMDPL) and Xander Group’s
Virtuous Retail. Some of the key investors and their portfolios as of October 2018 are as follows:

Retail portfolio:

Projects

Blackstone

~6 million sq. ft.

•
•
•
•
•
•
•

Elante Mall; Chandigarh
Treasure Island & Treasure Island Next; Indore
Seawoods Grand Central – Mumbai
Westend Mall & Pavilion; Pune
AlphaOne Mall; Ahmedabad
Esplanade One; Odisha
Mall of Amritsar; Amritsar

Canada Pension
Plan Investment
Board (CPPIB)

~1 million sq. ft. operational,
plus 3 million sq. ft. upcoming

• Phoenix Market City; Bangalore and has malls
coming up in Pune, Bangalore & Indore (UC)

GIC Private
Limited

~2 million sq. ft.

• Viviana Mall; Mumbai
• R City Mall; Mumbai

Note: Values are calculated on a scale of 0 to 3, with 3 being High confidence in a market as a future destination for FDI

Source: The A.T. Kearney Foreign Direct Investment Confidence Index 2018

Figure 4: Most Popular Location for Retailer Expansion in 2017

25%

15%

The Xander
Group

VIETNAM

NEW
ZEALAND

INDONESIA

PHILIPPINES

MACAU

THAILAND

MALAYSIA

TAIWAN

INDIA

SOUTH KOREA

AUSTRALIA

SINGAPORE

0

JAPAN

5%

CHINA

10%
HONG KONG

% of Respondents

20%

~5 million sq. ft.

•
•
•
•
•

VR Mall; Surat
VR Mall; Bangalore
VR Mall; Chennai
VR Punjab/North Country Mall; Mohali
North Delhi Metro mall; Delhi (UC)

Source: CBRE Research, Q3 2018

Source: CBRE’s ‘How Active are Retailers in APAC?”, 2017

Among the emerging retail markets in the APAC region, India was one of the top choice for expansion
among retailers.
Further, the retail real estate sector is witnessing growing investments by leading PE funds and
institutional investors against the backdrop of growing consumer demand, stable economic and political
environment, and quality retail real estate development. Several PE funds have also entered the retail
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RETAILER
OPERATION
DYNAMICS
Opening the Doors: Easing Investment
Norms Spur Retail Entries and Expansions
International brands have been either making a beeline to enter the country
or strengthening their operations pan-India ever since the government started
relaxing its FDI guidelines. Some of the new entrants in the past two years are
illustrated below:
Figure 5: New Entrants in Indian retail market (2017-2018)

IKEA
FIRST STORE
AT HI-TECH CITY,
HYDERABAD

BATH & BODY
WORKS
FIRST STORE
AT SELECT CITYWALK,
NEW DELHI

DYSON
FIRST STORE
AT DLF PROMENADE,
NEW DELHI

MINISO

DISNEY STORE

MOLTON BROWN

FIRST STORE
AT AMBIENCE MALL,
NEW DELHI

FIRST TWO STORES
AT AMBIENCE MALL & MALL
OF INDIA, DELHI-NCR

FIRST STORE
AT DLF EMPORIO,
NEW DELHI

AMERICAN EAGLE
OUTFITTERS

BERLUTI

KIODA

FIRST STORE
AT DLF EMPORIO,
NEW DELHI

FIRST STORE
AT MAHADEVPURA,
BANGALORE

KATE SPADE

ANTONY MORATO

MAKRO

FIRST STORE
AT DLF EMPORIO,
NEW DELHI

FIRST STORE
AT PALLADIUM,
MUMBAI

FIRST STORE
AT NETAJI SUBHASH
PLACE, NEW DELHI

FIRST STORE
AT MALL OF INDIA,
DELHI-NCR

Source: CBRE Research, Q3 2018
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Operating Dynamics: How Global Retailers Operate in the
Country
Most brands benefit from having a local partner who is aware of the market characteristics and demand
dynamics; hence, many leading brands have either entered into joint venture agreements, distribution
agreements or have taken the franchisee route. Following the relaxation of FDI norms, many global
retailers have entered India under the direct route via SBRT. The table below highlights a few leading
players and their partnerships across various retail segments:

regulatory hurdles and real estate costs. However, this is beginning to change as relaxation in foreign
investment norms and success stories of Ikea and H&M in acquiring real estate and running smooth
operations without a local partner may set an example for other international brands.
In the F&B sector, major international brands such as Pizza Hut, Subway and McDonald’s have opted
for franchising as it requires lower capital investment and supports their rapid expansion across
multiple locations in the country. Beauty and cosmetics retailers have adopted a mixed approach, with
brands such as The Body Shop, L'Oréal and Revlon opting for licensed franchises and others selecting
distribution agreements. As the market opens up to single as well as multi-brand retail, confidence
among international retailers over their long-term prospects in India is growing.

Table 3: Operating Dynamics of Major Retailers
Brand Name

Brand Category

Country of Origin

Local Partner/SBRT/100%
Ownership

Zara

Apparel

Spain

Tata Trent

H&M

Apparel

Sweden

SBRT/100% Ownership

Sephora

Cosmetics & Beauty Products

France

Arvind Group

IKEA

Furniture

Sweden

SBRT/100% Ownership

Figure 6: Tracking the entry strategies of two leading apparel brands in India

AMRITSAR

Miniso

Variety Store

China

1

1 2

SBRT/100% Ownership

Muji

Household And Consumer Goods

Japan

Reliance Brands

Decathlon

Sporting Goods

France

SBRT/100% Ownership

Mango

Apparel

Spain

Myntra (Online Store)

5
6
JAIPUR

1

AHEMDABAD

1 SURAT

Food & Beverage

US

Tata Global Beverages

Makro

Cash & Carry

Germany

100% Ownership

MUMBAI

9 6

DELHI NCR

1

1

Starbucks

CHANDIGARH
MOHALI

INDORE

1 1
1

Entertainment Center

Mexico

Xander

MAC Cosmetics

Cosmetics & Beauty Products

Canada

Shoppers Stop

KOLKATA

AURANGABAD

3
PUNE

2
1

Kidzania

H&M and
Zara's
approach to
enter India

3

HYDERABAD

OPERATIONAL
STORES
22 ZARA
MYSURU

1

BANGALORE

2 4

1 3

36 H&M
CHENNAI

Source: CBRE Research, Q3 2018

1

What works best - Selecting the most appropriate entry
route
When entering India, international retailers have in the past preferred the low commitment model—
franchising, licensing or distribution—due to the lower investment and regulatory compliance required.
However, following the recent wave of regulatory changes such as the approval of FDI in single and
multi-brand retail, many companies have begun to display a stronger level of commitment by buying out
the stakes of their local franchisee partners and opting for 100% ownership. Retailers in the fashion and
apparel sector, particularly those at the mid- and high-end of the market, have generally opted to form
joint ventures with domestic groups as they seek to utilize their local market knowledge. Brands such as
Marks & Spencer, Zara, Tommy Hilfiger, Mothercare, Brooks Brothers, Paul & Shark and Ermenegildo
Zegna have followed the JV route as a local partner can help them navigate through issues such as
12 |
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Zara entered India in 2010
through a Joint Venture
between the parent co.Inditex and Tata Trent.
Zara has 22 stores in 10
cities

COIMBATORE

H&M came in 2015 with 100% Foreign Direct Investment
under Single-Brand Retail Trading. H&M has 36 stores in
14 cities
In less than half the time, H&M has scaled up by being:
• Flexible- Ability to showcase the brand across formats
and stores of varied sizes
• Proactive- Use real estate availability as the guideline
to identify new markerts

Source: CBRE Research, Q3 2018
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Figure 7: Key Challenges faced by Retailers Entering/Expanding in India

LIMITED AVAILABILITY OF
SPACE IN OPERATIONAL
WELL-PERFORMING MALLS

PRICE COMPARISON
WITH INTERNATIONAL
MARKETS

Top performing malls across the
key cities are running on high
occupancy and hence availability
of space is a concern

More and more Indians are travelling abroad for
leisure and business, and more frequently than ever
before - brands pricing their products significantly
lower in competing international markets as
compared to India stand the risk of losing customers
who shop abroad rather than in the home market

GROWTH OF
E-COMMERCE
E-commerce has penetrated in India
and provides an easy, quick and
convenient alternative to shoppers,
especially in some segments such as
electronics and books

HIGH COST OF 'SUITABLE'
REAL ESTATE
With a very limited stock of premium retail
real estate in both the existing and upcoming
developments, there is an upward pressure
on rentals; further increasing the retailers'
occupancy costs and thereby restricting store
expansion plans.

Source: CBRE Research, Q3 2018

LACK OF POLICY
SUPPORT
Restrictive FDI norms in multi-brand retail
along with high import duties are key
regulatory and policy challenges

Getting it Right: Key Success Factors for Global Retailers in
India
Each market has its own distinct characteristics to which global retailers need to adapt to. Processes
and approaches which work in the home country of the brand may not necessarily work in other
geographies. Local preferences, traditions and tastes, besides real estate dynamics such as operating
infrastructure and costs, have to be kept in mind to ensure a successful foray in a foreign market. India’s
billion plus customer base, unexplored retail frontiers and sustained economic growth offer tremendous
opportunities for global retailers in the country. Certain critical factors where professional guidance can
be an asset for a retail brand have been highlighted below.
Location and Costs: While driving relatively long distances for grocery/dining/shopping may be
acceptable in countries such as the US and UK, the convenience of the store location is of prime
importance in India, especially in F&B & grocery segments. The right location at the right price is the key
success factor for any retail format in the country. Rather than being too aggressive while entering the
market and taking expensive deals to establish presence, companies should aim at keeping a balance
between cost and value in the initial phase.
Store Size: Retailers need to keep their store sizes tight in India and need to find what is the optimum
size for them here. It is often seen that owing to their international experiences, brands have taken larger
sizes in India, but they haven’t been able to garner the trading throughput required to sustain themselves
with the Indian cost structures. As a result, many have ended up rationalizing sizes and cutting store
numbers soon after their entry into the country. Right sizing of the store is of utmost importance while
entering the country, to ensure high productivity of the space leased.
Tapping Tier II Cities/New Markets: Rising consumer base and increasing spending potential
even in Tier II & Tier III cities have generated an opportunity for many retailers who are now progressing
aggressively into Tier II & III cities. With a large number of cities / towns available for growth, brands
entering India have a lot more avenues to open doors and reach out to customers. While quality real
estate wasn’t available in the smaller towns earlier, today all these cities would have shopping centers
available for retailers to open doors.
Professional Guidance: The success of a store is largely dependent on the way its location is
managed and designed. Since high streets in India grow in an unplanned manner and lack professional
management, malls are becoming the preferred destination for retailers to grow today. All large mall
owners have setup their own mall management companies, keeping a tight control over mall operations
and leasing of their centers. Most developers who have one or two shopping centers usually outsource
this activity to external firms, which are professionally managed. Hiring the right advisor / consultant for
a brand to advise them while entering the country is of utmost importance and could significantly impact
their growth story in India.
Figure 8: What should retailers do- Navigating the Indian Retail Landscape

CREATE BRAND
AWARENESS PRIOR
TO ENTRY

CUSTOMIZE
YOUR PRODUCT
FOR INDIA

ALIGN
PARTNER
INTEREST

FLAGSHIPS
ARE KEY TO
ENTRY/IDENTITY

FOLLOW
AVAILABILITY
OF SUPPLY

Source: CBRE Research, Q3 2018
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CONCLUSION
Despite structural challenges and bureaucratic bottlenecks in the Indian retail
market, global retailers have been queuing up to enter and establish their
footprint in the market, as they are aware of its potential growth opportunities.
Growth has almost plateaued in most developed markets, providing little room
for retailers to drive business expansion amid growing competition across
segments. India’s urbanization and socio-economic transformation stands
next only to China, and offers a plethora of urban conurbations in the form of
numerous cities and towns for retailers to establish their presence.
The Indian market being largely underpenetrated, offers significant opportunity
for growth – especially in segments such as F&B, fashion and apparel – on
account of factors such as an expanding middle class, rising disposable
incomes, and increasing exposure; resulting in a growing appetite for
international quality goods and services. However, the market faces significant
challenges to growth such as inadequate quality retail real estate space,
restrictive legislation policies, and infrastructure hurdles – which are on the
agenda of the government. These are now being tackled by taking steps such
as land pooling policies to free up land in urban centers, easing investment
regulations and focusing on infrastructure development and connectivity.
To move up the value chain, it is important that a concerted effort is made by
all stakeholders to attract interest from globally successful retail groups. Entry
of retail brands such as Ikea may be instrumental in pushing the regulatory
authorities to upgrade India’s infrastructure and storage facilities, and may
encourage investments in the sector. By positively influencing government
strategies for growth and working in tandem with domestic groups, such
large retail chains can help contribute to strategic, operational and financial
synergies in the system, thus driving the country’s retail market on to a
higher trajectory. At the front end, it is equally imperative for developers and
government agencies to display their commitment to building quality retail
spaces in India’s existing as well as emerging urban centers.
Once this happens, retailers will also not refrain from displaying higher
commitment levels in terms of investments and ownership patterns. This will not
only provide a wider and deeper market penetration to them but also increase
competition with domestic groups, thereby providing Indian consumers with
increased shopping choices, competitive rates and an overall improvement in
the country’s retail environment. A comprehensive strategy in this direction will
help position India as one of the key retail destinations in the world.

16 |

CBRE RESEARCH

© 2018 CBRE, Inc.

| 17

For more information about this major report, please contact:
RESEARCH

BUSINESS LINE

Abhinav Joshi
Head of Research – India
abhinav.joshi@cbre.co.in

Vidhi Dheri
Sr. General Manager – India Research
vidhi.dheri@cbre.co.in

Uttara Nilawar
Assistant General Manager
India Research
uttara.nilawar@cbre.com

Priya Verma
Sr. Manager – India Research
priya.verma@cbre.com

Bimal Sharma
Head – Retail
Advisory & Transaction Services
CBRE South Asia Pvt. Ltd.
91 98866 05010
bimal.sharma@cbre.co.in

For more information regarding global research, please contact:
Richard Barkham, Ph.D.,
MRICS
Global Chief Economist
richard.barkham@cbre.com
Henry Chin, Ph.D.
Head of Research, Asia Pacific
henry.chin@cbre.com.hk

Jos Tromp
Head of Research, EMEA
jos.tromp@cbre.com

Spencer Levy
Head of Research, Americas
spencer.levy@cbre.com

Follow CBRE

CBRE RESEARCH
This report was prepared by the CBRE India Research Team, which forms part of CBRE Research—a network of preeminent researchers who collaborate to provide
real estate market research and econometric forecasting to real estate.
All materials presented in this report, unless specifically indicated otherwise, is under copyright and proprietary to CBRE. Information contained herein, including
projections, has been obtained from materials and sources believed to be reliable at the date of publication. While we do not doubt its accuracy, we have not
verified it and make no guarantee, warranty or representation about it. Readers are responsible for independently assessing the relevance, accuracy, completeness
and currency of the information of this publication. This report is presented for information purposes only exclusively for CBRE clients and professionals, and is not
to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other financial instruments. All rights to the material
are reserved and none of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party
without prior express written permission of CBRE. Any unauthorized publication or redistribution of CBRE research reports is prohibited. CBRE will not be liable for
any loss, damage, cost or expense incurred or arising by reason of any person using or relying on information in this publication.
To learn more about CBRE Research, or to access additional research reports, please visit the Global Research Gateway at www.cbre.com/research-and-reports
CIN - U74140DL1999PTC100244

© 2018 CBRE, Inc.

