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This report by PipeCandy chalks out the trends 
shaping the growth of the Indian Retail sector and 
estimates the Total Addressable Market (TAM).

For the purpose of this report, we restrict our focus 
to Business-to-Consumer (B2C) Retail.

The trends analyzed include Market size & Growth 
rate, Growth factors, Government Policies (FDI, 
GST and Demonetization), Modes of Payment and 
Private Equity and Venture Capital Investment 
growth curve. We also pinpoint the major 
challenges in the industry, the top players and their 
pan-India footprint, and estimate the Total 
Addressable Market through a combination of 
secondary research and proprietary data analysis. 

India has approximately 14 million retailers. Nearly 
99% of these companies - or 13.9 million retailers - 
are mom-and-pop stores such as owner-manned 
general provision stores, hand-cart and pavement 
vendors. The remaining 1% - or 0.1 million or 
fewer - belong to the Organized retailing sector and 
assume one or more store formats like Convenience 
store, Department store, Supermarket or 
Hypermarket.

The three behemoths of Indian retail, namely 
Future Group, Aditya Birla Retail and Reliance 
Retail have been making huge investments. 
Amazon has acquired a 51% stake in Aditya Birla 
Retail’s ‘More’ chain of supermarkets and is 
reportedly getting ready to obtain a minority stake 
in Future Retail.
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The entry of these global players, however, does not 
threaten the local businesses in the short term, as 
we’ll see under the ‘FDI impact’ section. However, 
two major reforms that have impacted these 
businesses recently were Demonetization and GST. 
The former was a government reform that removed 
the high-value currency notes from circulation 
overnight in 2016. This led to a cash-crunch which 
severely affected individuals in businesses - The 
Micro, Small and Medium Enterprises in particular 
who are heavily dependent on cash. These 
difficulties have largely been ironed out but as an 
ironic consequence of Demonetization, 99% of the 
cash that was demonetized is now back into the 
system according to the Reserve Bank of India, 
leaving the dream of ‘cashless economy’ still a 
distant one. 

The GST reform mandated these small business - 
many of whom previously grossly under-reported 
revenues to stay under the tax radar - to enter the 
tax system, and become efficient in the way they 
operate. This, we believe will improve the efficiency 
of retail sector operations and give confidence to 
global retailers like Walmart and Amazon to bring 
such businesses into their fold for their India 
strategy.

Future Retail is the largest retailer in India with a 
huge physical footprint (both stores as well as 
warehouses and suppliers) and big expansion plans. 
And all of this physical presence will be available 
for use by Amazon.com if this deal is finalized.

INDIA RETAIL - AN INTRODUCTION PipeCandy Research



����
	����
���
We’ll take a look at how the Indian retail industry is 
structured, what factors are driving growth, the 
current challenges and what is being done to 
resolve them. We’ll also look at how the Private 
Equity and Venture Capital investments are coming 
about, estimate the Total Addressable Market and 
the pan-India footprint of the major players.
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a. Market Size and Growth

India’s retail market size was an estimated US$ 680 
billion GMV in 2017. Today, it is around $760 
billion GMV or 30% of India’s GDP. It is growing at 
a CAGR of 12% and is expected to touch $1 Trillion 
by FY 2020.

b. Organized and Unorganized Retail
Unorganized retailing in India comprises mom-
and-pop stores such as owner-manned general

Of the estimated GMV figures, Unorganized retail 
takes up 93-94% and Organized retail takes up 
6-7%. A comparison of the Market estimate of 
number of retailers versus GMV for both 
Organized and Unorganized sectors is given below:

provision stores, hand-cart and pavement vendors. 
Businesses in this segment are typically run by 
family members; shoppers have little or no access 
to the product shelves and all transactions are done 
in cash. 

This sector is called ‘Unorganized’ because most of 
these entities are not registered legal entities or 
even if they are, they grossly under-report the trade 
volume and revenue to stay under the tax radar 
and/or have not registered with various state and 
central government tax schemes that are 
mandatory, making it impractical if not impossible 
for the Organized sector to do business with them.

Simple things that one would take for granted in 
the markets like the US - say, invoices or POs will 
be hard to get on paper. Later in the report, we’ll 
see why this sector is becoming important for 
eCommerce focused global players.

Organized retailing includes publicly traded 
supermarkets, corporate-backed hypermarkets and 
retail chains, and privately-owned large retail 
businesses. Popular examples include Future Retail 
Group, Aditya Birla group, Spencers Retail, 
Reliance Retail.

As per PipeCandy’s estimates, at the current CAGR 
of 20%-25%, Organized retail will be worth an 
estimated US$100 billion in the next 3 to 4 years, 
upping its share in Indian retail to 10%.

If you're a provider of products or services to the 
retail market, the Total Addressable Market of 
retailers in India is an estimated 14 million. An 
estimated 13.9 million retailers belong to the 
Unorganized sector while the remaining 0.1 million 
or fewer belong to the Organized sector.
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Formats of Organized Retail  

Organized retail in India manifests in several 
formats such as Supermarkets, Hypermarkets, 
Departmental Stores, Single & Multi-brand stores 
and Discount stores.

c. Growth drivers

Favorable demographics with high disposable 
income, change in consumer mindset, penetration 
of retail outlets into non-metro cities and FDI 
investments are driving the growth of this sector. 

i) Demographics & Rising income levels

India’s GDP per capita increased from US$ 1,862 in 
FY2016 to US$1,963 in FY2017. The shopping 
habit of the average middle-class Indian consumer 
today marks a shift from how they shopped a 
decade ago. Thanks to rising income levels, 
consumers are becoming more brand conscious, 
and spending more on discretionary items 
including affordable and premium luxury brands.

Luxury retailing which includes accessories, 
gourmet retailing, fragrances, jewelry, etc. saw a 
growth of 25% between 2015 and 2016. This sector 
was worth some US$24 billion in 2017 and is 
expected to grow to US$30 billion in 2018 as per 
ASSOCHAM estimates.

ii) Tapping the potential of Non-metro cities

Non-metros – tier 2 and tier 3 cities – show high 
growth potential if tapped with the right set of 
products and price points. With increasing 
investments in infrastructure, connectivity to 
towns that were previously cut-off from access to 
Organized retail is now becoming easier. This is 
helping retailers increase reach in such high 
potential markets.

Between 1991 and 2011, popular clothing retailer 
Shoppers Stop had 49 stores in 22 cities, 33% of 
which were located in tier-2 and tier-3 cities. In the 
last 7 years, their store count has grown two-fold 
and approximately 48% of sales comes from tier-2 
and tier-3 cities. 

Thanks to the mobile phone and internet 
penetration, consumers in non-metros as well can 
purchase essentials like grocery online. Startups 
have emerged in tier 2 cities despite the presence of 
incumbents like Bigbasket.

iii) Foreign Direct Investment (FDI) Policies

India ranks 11th in FDI confidence index today, 
thanks to liberalization in FDI policies by the 
central government. The policy framework that 
once kept global retailers and investors at bay is 
now changing.

India had earlier disallowed FDI in multi-brand 
retail and capped FDI in single-brand retail at 49%. 
To acquire the remaining 51%, the company had to 
approach the Department of Industrial Policy and 
Promotion (DIPP). 
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Single-brand retailers are those selling products in 
the same brand name worldwide -example, IKEA 
and Starbucks. 

Multi-brand retailers are those that bring multiple 
brands under one roof - example, BigBazaar, 
Starbazaar.

The erstwhile FDI norms have been relaxed in baby 
steps amidst political outcries.

In 2012, the government announced 100% FDI in 
single-brand retail and opened FDI in multi-brand 
retail to the extent of 51%. 

In the following page, we lay out the key points of 
the policies and examples of companies that have 
already started taking advantage of these policies.

How do these policies affect local players?

With the arrival of Amazon and other global 
brands which bring products from around the 
world, the potential threat for local players is that 
consumers could start moving away from their 
stores into the doors of these global retailers. But, 
even if such a shift began, the impact on the sector 
as a whole in the short-term would be immaterial.

Let’s look at some numbers that support this 
premise:  

Organized retail began around 1997 when the 
Indian government allowed FDI in cash and carry 
wholesale. In the last 20 years, Organized retail has 
captured only 6-7% of the retail market. However, 
it is growing at a YoY growth rate of 20-25%, faster 
than the Unorganized sector whose growth is 
pegged around 6-7%.

Despite the introduction of GST which is 
converting Unorganized trade to Organized trade, 
the traditional retail segment continues to 
dominate with over 90% of the market share. Thus, 
it bodes well to say that any substantial impact that 
threatens the existence of this sector will not 
happen in the short term.

d. Impact of Demonetization and GST

On November 8th, 2016, the Indian government 
announced that the two high denomination notes – 
INR500 and INR1000 – would be taken out of 
circulation (or) would be demonetized. The move 
was partially aimed to introduce cashless payment 
methods in India’s cash-driven economy. 

The introduction of the Goods and Service Tax 
(GST) - a single unified tax system -  in July 2017 
was a major policy overhaul that was adopted 8 
months after Demonetization. Siloed taxes such as 
Excise, VAT and Service were unified into GST, 
administered by both the Centre and the State 
governments.

In this section, we’ll briefly look at the impact of 
these two reforms on the Organized and 
Unorganized retail sectors.

Unorganized Retail

In the face of Demonetization, the Micro, Small 
and Medium Enterprises (MSMEs), 90% which fall 
in the Unorganized sector and largely deal in cash, 
were the worst hit. 

According to UNIDO estimates, there are about 51 
Million MSMEs in the country, that account for 8% 
of the country’s GDP, 40% of the country’s exports 
and 45% of the country’s manufacturing output, 
literally forming the backbone of the country’s 
economy. 51% of them are in rural and semi-rural 
areas and have little or no awareness of payment 
methods other than cash. 

As per Dun & Bradstreet’s estimates, the Daily Sales 
Outstanding – time taken by a company to collect 
payments in lieu of goods and services – for 
MSMEs was 70 days as opposed to 58 days for large 
enterprises. This trade receivables period directly 
impacts the working capital of MSMEs as they are 
heavily dependent on the cash to make payments 
such as wages on an hourly, daily or monthly basis. 
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The note ban led to wider timelines for receivables 
and a slump in sales. D&B data shows that sales 
volume in the MSME sector declined by 0.2% 
during FY2017. As recently as Q1 of 2018, 70% of 
the trade receivables of MSMEs were open for more 
than 90 days!

A year after Demonetization, The Reserve Bank of 
India (RBI) announced that cashless transactions 
formed less than 5% of all transactions in India. 

With the advent of GST, small businesses who 
acted as suppliers of intermediaries to large 
manufacturers under the radar had to make 
themselves known. Every regular business had to 
be registered and invoices pertaining to purchases, 
sales and input tax credit (credit a company gets for 
paying taxes on inputs used for manufacturing 
products) had to be filed. 

The immediate downsides to the reform were 
plenty. The input tax credit took several days to 
reach those MSMEs that filed returns, adding to the 
misery from the note ban. Besides this, the general 
difficulty of implementing and complying with GST 
registration, understanding the tax slabs for 
different goods and services caused a setback to 
these businesses, which strained their relationships 
with buyers and sales. 

Despite the negative short-term impact, the upsides 
couldn’t be dismissed. Firstly, isolated taxes were 
unified under one mandate and state boundaries 
became irrelevant from a taxation point of view. 
Secondly, the number of taxpayers increased from 
8.35 million to 11.3 million which includes 1.7 
million small businesses as well, for whom the 
government offers the ‘composition scheme’. 
However, the lack of commensurate tax increase 
still remains a cause for concern.

Composition scheme allows qualifying taxpayers 
— those whose turnover in the preceding financial 
year was less than US$68,000 (INR 50 Lakhs) — to 
pay a percentage of their yearly turnover in their 
state or union territory as tax. This relieves the 
taxpayers from collecting tax from their customers 
directly. 

As these small businesses continue to enter the tax 
system and comply with GST, they gain visibility 
and become efficient in the way they operate and 
this is expected to improve the efficiency of the 
Retail sector.

Organized Retail

Organized retailers too faced a drop in sales and 
decreasing amount of store footfalls but some big 
players managed to stabilize the store traffic and 
maximize conversions. Cash transactions were 
slumping due to the note ban and the use of 
alternate forms of money such as cards and mobile 
wallets were gathering steam. 

Mobile Wallets 

Incidentally, a year before Demonetization took 
effect, the mobile wallet user base in India had 
already surpassed the total number of credit cards. 
There were at least 250 million mobile wallet users 
and 22.5 million credit cards by November 2015. 
During the same period, the US had an estimated 
40 million mobile wallet users and 400 million 
credit cards in circulation. 

UPI and BHIM

The Indian government introduced the UPI-based 
BHIM app for payments, a month after 
Demonetization.

UPI or Unified Payments Interface, a first of it’s 
kind fintech innovation anywhere in the world, is a 
homegrown real-time payments system that 
enables a user with a universal biometric ID like 
Aadhaar, to transfer funds from one bank account 
to another through a virtual UPI ID or bank 
account number. UPI is the platform for 
transaction while BHIM is a separate mobile wallet 
app, similar to Paytm, Mobikwik and others. There 
are 50+ banks that support transactions via UPI.

What’s particularly interesting about mobile wallets 
in the context of Demonetization is that it gained 
popularity even among auto rickshaws, taxis, fuel 
stations and roadside vendors, albeit not at scale.

Paytm, the country's renowned mobile payment 
platform experienced an overwhelming increase of 
435% increase in overall traffic as millions of 
people took to using Paytm wallets to make 
payments immediately after the Demonetization 
announcement. Paytm saw a 200% hike in number 
of app downloads and 400% growth in transaction 
value of offline payments.

Giant Retailer, Big Bazaar & FBB stores allowed 
customers to withdraw up to Rs 2000 from their 
bank accounts using their debit cards. They 
collaborated with State Bank of India and enabled 
this facility through the bank's cash at POS 
machines in 258 of their stores located across 115 
cities and towns. 

Similarly, V-Mart, one of the most renowned chain 
of family fashion stores in India, enabled Smart 
ATMs in 136 stores across 116 cities, which helped 
people withdraw up to Rs 2000 with their Debit 
cards.

According to ETRetail.com, in Mumbai alone, 
around 40% of retailers in the metropolitan region 
did not have the card-swipe machines and as a 
result, had a tough time in maintaining store traffic. 
When the note ban was announced, around 20,000 
retailers applied for the machines in order to 
restore slumping store traffic.

INDIA RETAIL - AN INTRODUCTION PipeCandy Research



6

This is a big win for a homegrown app that lets 
users make payments directly from their bank 
accounts, an ease that other wallets do not offer. 
Google Pay and Whatsapp offer instant transfer of 
funds like BHIM does. However, their user base is 
much bigger than BHIM’s.

GST had a positive impact on the Organized sector 
overall.

The GST Council fitted over 1,200 goods and 500 
services in the tax brackets of 5, 12, 18 and 28 per 
cent.

Source: Nielsen

The downsides were issues pertaining to 
compliance and implementation, just like the 
Unorganized sector but this sector adapted 
relatively quickly. Almost all retailers are aware of 
the new tax reform and the percentage of those 
completing paperwork for GST has been increasing

The major upside has been a breather in rental 
costs. Rentals, which constitute 5-6% of sales for 
retailers and attracts service tax, will now be offset 
against the input credit received for all goods and 
services.

How Retailers are Adapting to GST

Retailers expect that profitability per square foot 
will improve over time and lead to a return on 
working capital.

The consumers purchasing goods from these stores 
also benefit in the form of reduced prices. The 
goods that are bought from Organized retail stores 
go through a number of stages till they reach the 
shelves. And at every stage, tax has to be paid 
which increases the price of the goods. With GST, 
this tax burden has reduced and the benefit has 
been passed down to the consumer in the form of 
lower prices.

e. Challenges in Retail

The retail industry has been facing a number of 
challenges in both the Organized and the 
Unorganized sectors.

1. Retail Margin is Very Less for CPG Products: 
In order to realize a profit on low-margin 
items, the retail outlets need to keep prices 
competitive and sell a large volume of goods. 
If sales decrease, outlets already operating at 
low margins will struggle to cover expenses. 
The affluent class of Indian consumers 
increase their discretionary spend online. 
Channel competition from online formats and 
smaller basket sizes when compared to 
developed markets, keep the segment 
perennially cash starved.

2. Primitive use of customer data: Retailers 
do not use the customer data to the extent 
developed retail markets do, to forecast the 
buying patterns and therefore, it becomes 
difficult for them to manage inventory. 
Further, it is an opportunity lost to cultivate 
loyalty / reward programs. However, some 
retailers have started institutionalizing 
loyalty programs.

Previously, there were different VAT laws for each 
state. With the advent of GST, this lack of 
uniformity becomes immaterial.
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3. Improper Merchandise Mix: Except for the 
Organized sector, technology adoption for 
customer relationship management is 
abysmally low, leading to sub-optimal 
merchandising decisions.  Not stocking up 
on brands that are frequently bought by 
consumers can cause footfalls to drop. It 
has been observed that a store loses 20% of 
the sales if customer doesn’t find 5% of the 
items. Also, if there are too many options 
for one product type, it could confuse a 
customer, invariably leading them to 
‘window-shop’ and move to another store.

4. Competition from Unorganized retail: 
Usually, Organized retailers have items 
stocked in pre-defined quantities. The 
customer has access to the shelf space and 
can inspect and select the products. But 
w h e r e t h e m o m - a n d - s h o p a n d 
neighborhood stores have the upper hand is 
that they source local products, sometimes 
let the customer decide the quantity of 
items they wish to purchase – specifically in 
the case of grocery items like pulses and 
grains – and give credit too, giving the 
customer an incentive to return again.

5. Low Sales Per Square Foot: Sales per 
square feet is the yardstick most of the 
retail players use to measure the 
profitability. High store area means low 
SPSF. High store area with the wrong 
merchandise mix also means low SPSF. 
Consequently, Organized retail outlets may 
end up paying too much on operational 
costs. India’s SPSF for retail stores is Rs.
1,500 - 2,000 per square feet, which is 
much lower than the international average 
of Rs. 8,000 - 12,000 per square feet.

6. Price-Point assortment: Some cities will be 
more economically well-to-do and others 
lesser. Some customers will be more price-
sensitive and some not as much. Therefore, 
the product mix needs to be meticulously 
planned with assortment across price 
points for each store outlet. Otherwise, 
footfalls will remain a problem. Indian 
retail’s tilt towards the Unorganized sector 
means that pricing is not very data-driven 
and product assortment decisions are not 
made based on data either.

7. Insufficient Tech Capabilities: India is still 
in the race to catch up with technology 
used by global retailers like Walmart. 
Supply chain cost in India is still between 
5-6% of the top line as against the world 
average of 2-3%. Omnichannel selling 
concepts like click-and-collect, return-to-
store, door deliveries are yet to be adopted 
at scale in the Indian market & there are 
s t r u c t u r a l i s s u e s l i ke u np l an n e d 
urbanization that have made it impossible 
to offer modern conveniences like ‘curbside 
pickup’.

8. E m p l o y e e a t t r i t i o n & C u s t o m e r 
experience: The bulk of jobs in this sector 
are low-level store executive jobs wherein 
the attrition is high. Retail store employees 
often leave without notice. To add on, 
issues specific to the outlets of mid-market 
and emerging Organized retailers such as 
lack of signboards, lack of customer 
assistance and hygiene mismanagement 
impact sales.
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f. Major local Players

There are few established 
retailers in the Organized 
retail sector. We looked at 
the formats they operate in 
and estimated their pan-
India footprint.

g. Private Equity / Venture Capital Investment Growth

Venture Capitalists typically invest in small startups with high growth potential and Private Equities invest in 
private companies. Therefore, the investment activity in the offline retail sector, as we’ll see will involve a lot of 
Private Equity deals while eCommerce and associated startups will see a lot of VC funding activity.

Private Equity investment in Indian retail between 2015 and 2018 totaled to US$ 55 billion. Q1 of 2018 alone 
saw 10 billion worth of investments.

Some of the popular Private Equity / M&A deals over the last six years are given below:

Source: IBEF
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Amazon is also reportedly in talks with Future Retail, to acquire a 10% stake for $600 million.

These developments come just a few months after Walmart’s acquisition of a 77% stake in Flipkart and 
Amazon’s 51% stake acquisition in Aditya Birla Group’s ‘More’ chain of supermarkets.

����������
As India’s eCommerce story gains global attention, both investment and knowledge capital from mature retail 
markets will continue to flow into India. With the successive governments providing policy continuity in the 
right direction, Organized retail and eCommerce are poised for healthy double-digit CAGR in the next 
decade, making true retail transformation towards the Organized sector, a reality.
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Lets talk, write to sales@pipecandy.com

Did you like what you just read?

If you like what you see and/or have more questions regarding eCommerce trends or the 
industry as a whole, you can check out our research reports or reach out to us directly.


