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June 12, 2011 

Letting the camel in the tent – Part 1 

The news came out recently that the committee formed under the Chief Economic 

Advisor to the Union Government has recommended to the Cabinet that foreign direct 

investment in multi-brand retail (like Wal-Mart, Tesco, Carrefour and others) should 

be permitted. As any committee making such a recommendation, this one has gone on 

to justify why this would be beneficial to the country. The committee has talked about 

investment in supply chain infrastructure that is supposed to reduce wastage. It has 

stated that employment would go up, and farmers would somehow get a better pricing 

for their crop. 

While the reasons advanced by the Committee are questionable and would hardly 

stand up to close scrutiny, I would not enter that debate here, since these reasons are 

not central to the issue. There should be one main question that should be posed in 

order to determine if FDI in multi-brand retail is justified - Will such multi-brand 

retail reduce the cost of distribution from the producer (be it farmer or manufacturer) 

to the end consumer? In marketing terms, this is known as the Channel cost. In lay 

man‟s terms, we can simply see it as the cost of moving/storing/financing/selling 

incurred between point of production and point of final sale to consumer. This is the 

main measure of economic efficiency that we should look at. 

Let me answer this upfront. Multi-brand retailers like the Wal-Marts and Tescos will 

increase the cost to the consumer substantially over time, compared to the 

wholesale/retail practices in India. There is plenty of evidence to prove this 

conclusively. It is easy to get to the facts and make simple comparisons to highlight 

this. The increase in cost is not by some small percentage. Multi-brand retail mark-ups 

are at a minimum 2x, and as high as 9x more, compared to the retail/wholesale mark-

ups in India. This cost is built into their model, and it is the premium paid by the 

average consumer in the West to get their everyday items of consumption. 

Let us compare the channel cost of four categories of daily-use products that will be 

available through multi-brand retail: a) Fast moving consumer goods like food, 

personal care products, toiletries etc. b) Clothing – textiles and readymade garments. 

c) Over the counter pharmaceutical products. d) Cookware/Kitchenware small 

appliances.  

Consumer goods: The distributor/stockist margin in India ranges from 4% to 8%, and 

the retailer margin ranges from 8% to 14%. The margin is on manufacturer‟s prices. 

They vary depending on company volume, market clout, type of product and so on. 

The total channel cost incurred by the distribution chain in India thus ranges from 

12% to 22%. In USA and Europe, the Safeways and Krogers and Tescos mark up this 

category of products by 40% on cost of goods, depending on product type, volume, 

demand, exclusivity and so forth. The channel markup is 2x to 3x more than Indian 

http://www.equitymaster.com/5MinWrapUp/detail.asp?date=07/23/2011&story=1&title=Will-opening-up-this-sector-improve-Indias-fortunes
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channel/retail costs. We should not be misled by „Sale‟ prices and „loss-leader 

promotions‟ that they routinely employ to draw the customers.  

Clothing/Garments: In the Indian textile business, the combined wholesale plus retail 

margin ranges from 35% to 40% on the ex-mill price. In the readymade garments 

business, the margin at retail in a brand outlet seldom exceeds 30% of ex-factory 

price. Compare this to a Macy‟s or Marks & Spencer. These retailers routinely mark 

up by 2x to 4.5x the price at which they procure the garments. Then they offer „Sale‟ 

discounts of 15% to 30%. Even comparing the „Sale‟ price, these retailers‟ mark-ups 

are 2x higher at the lowest end of the spectrum. Routinely, their mark ups are thus 5x 

to 9x of what the retailers in India charge.  

 

Pharmaceutical OTC: In India, the pharmacies and chemists are better organized as 

a trade body, and the supply side is highly fragmented. Therefore, they enjoy better 

retail margins. Even so, the retail chemist‟s margin in India is at 20%. Add the 

distributor/stockist margin of 10%, and the C&F agent‟s cost of 4%, the total channel 

cost is a maximum of 34% of ex-factory price. Compare this with a Walgreen‟s or 

CVS pharmacy in the US or a Boot‟s in the UK. These retailers mark up the OTC 

products by 2x or 3x or more, and then offer some items on „Sale‟. These big retailers‟ 

mark-ups are 6x more at the minimum, as far as channel costs go, compared to India‟s 

pharmacies. 

Cookware/kitchenware: India channels costs for this category are lower. The 

combined distributor/retailer margin in India for products like pressure cookers and 

cookware is less than 30%, out of which the retailer retains 10% to 15% only. For the 

same category of products, retailers like Wal-Mart, Bloomingdales and Sears in the 

USA would routinely mark up the merchandise by 100% to 200% of landed cost. 

Even „On Sale‟, at the lowest end, the channel markup is 5x what they are in India. 

http://www.equitymaster.com/
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All this evidence, available freely, suggests that the Indian distribution system as it 

has evolved over the years, is among the least cost and most efficient in the world. For 

sure, our markets and bazaars do not have the polish of a mall in Europe or USA or 

Japan. But to the average Indian housewife, they offer remarkable value, and help her 

get along on low incomes. It is this balance that the proposed foreign direct 

investment in retail will upset over time.  

Talk of investment in supply chain and back-end logistics only diverts attention from 

the main issue of total channel cost. The government committee should focus on what 

is in the best interest of the average Indian, and not be swayed by industry lobbies and 

pressure from foreign governments. Our markets are highly efficient, driven from the 

bottom up by the self-interest of millions of small traders and merchants. Let us not 

interfere with this and fall into the western trap of multi-brand retail. 
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June 12, 2011 

Letting the camel in the tent – Part 2 

In the first part of my series yesterday on FDI in multi-brand retail, I had stated the 

following conclusion – that big multi-brand retailers in the West like the Wal-Marts 

and Tescos and Carrefours routinely mark-up the prices on their entire basket of 

products by a minimum 2x, and this goes as high as 9x more, compared to the 

retail/wholesale mark-ups in India. The point that was made was that the efficiency of 

the Channel should be determined by how much they charge the end consumer by way 

of mark-ups (which is the aggregate of the costs incurred and profits made by the 

Channel). By this measure, I had concluded that the Indian distribution chain 

comprising of wholesalers, distributors, stockists and retailers is among the least cost 

and most efficient in the world.  

How can this possibly be? I am sure there are skeptics among the readers who refuse 

to accept this conclusion. To them, I ask that they follow the logic of the structure of 

the retail marketplace in the West and in India. 

Anyone who has followed business practices and rules will know the following simple 

truth about markets. The more consolidated a market is, providing less choice to the 

consumer, the more the retailer can mark-up and charge ever higher prices. In reverse, 

the more fragmented a market is, providing ever more choices in terms of sources to 

the consumer, the lesser the mark-up will be, as the retailers will have to charge the 

least possible amount to be competitive and stay in business. 

When big multi-brand retail gets into a market, their game plan is to eliminate 

competition and build market clout. Let us look at two examples. In the USA, the 

retail market size (excluding food service and automotive) was estimated at $3 trillion 

in 2009. Wal-Mart clocked $300+ bn in US sales, for a remarkable 10% market share. 

Such consolidated power, acquired over time, is used to squeeze cost on the supplier 

side, and improve mark-ups on the consumer side. Wal-Mart aims to be cheaper than 

other retailers, but its end goal is still to maximize returns to its shareholders. (People 

interested in learning about Wal-Mart can get the book “How Wal-Mart is destroying 

America and the world …” by Bill Quinn.) 

There is a similar example with Tesco in the UK. The company clocked sales of £61 

bn ($99 bn) last year, and has a 30% market share of the UK grocery store market 

according to Wikipedia. This level of consolidation is unprecedented in the retail 

world, giving Tesco extraordinary power over both suppliers and consumers. A 

grocery shopper in the UK has at best a choice of two or three retailers in her vicinity 

(Tesco or Sainsbury or maybe an Aldi). This means, notwithstanding promotional 

offers, the price is always a premium, and retailers‟ power over the consumers‟ 

shopping pound is enormous. Their power over the manufacturer is also enormous, 

but that is another story altogether. 
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Compare this to India. We have literally dozens of small retailers in our immediate 

neighborhoods vying for our shopping rupee. There is intense competition. Prices and 

mark ups tend to be the lowest possible. We have a near perfect market structure 

where thousands of producers are providing goods to tens of thousands of retailers 

who are serving millions of consumers. No one really has clout in the market to 

charge extra mark ups. This is a ground-up phenomenon, created by the energy and 

entrepreneurship of millions of small businesses. The government has played no role 

in organizing this. The difference in the market structure is illustrated in the visuals 

alongside. 

If big multi-brand retail is allowed to enter India, this is what will happen, as it has 

happened in their home markets. The story is well documented. A big retail outlet will 

be launched in an area with big fanfare. There will be lots of promotions and 

http://www.equitymaster.com/
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predatory pricing below cost of many essentials for extended periods. (Wal-Mart has 

an expression for this called “Stomp the comp”, meaning sweep aside the 

competition.) Consumers will get attracted by these deals, and will flock to the store. 

Small retailers cannot sustain loss of business for long. Most of them will fold up 

against this assault of big retail. It has happened without fail in every market. As the 

competition is wiped out, the big retailer gains clout over the suppliers and the 

consumers. They then get pricing power, gain control of the market, and steadily 

increase the mark ups over time for maximizing profits. 

Against the background of the information above which is available in the public 

domain, one cannot help wonder how FDI in multi brand retail has been 

recommended by the committee led by the Chief Economic Advisor to the Union 

Government. Some of the criteria for investment are also inexplicable. For example, 

the committee has specified a minimum FDI investment of $100 mn. That is like 

asking an Olympic heavy weight lifter to lift a 10 kg weight to qualify! While I 

respect the senior minds that have looked into this, I would venture to suggest that the 

role of policy in this matter should be to ensure the common good of the broadest base 

of the Indian population over an extended period of time measured in decades and not 

in years. The policy makers should not rush to please the western governments that 

are lobbying hard to open up the Indian retail market. Opening FDI in multi-brand 

retail will ill serve the Indian retail sector and the hundreds of millions of households 

struggling to make ends meet. 

When the global financial crisis erupted in 2008, India was protected because the 

banking industry was not exposed to the risks. The situation is similar in retail. Let us 

not bring in the bad oligopolistic structure of western retail into India, which will 

really be irreversible and hold Indian consumers captive for times to come. 

  

http://www.equitymaster.com/detail.asp?date=03/25/2011&story=6&title=FDI-in-retail-The-argument-continues
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July 1, 2011 

Anti-Employment, Anti ‘Inclusive’ 

Two weeks ago, in two articles on foreign direct investment in multi-brand retail, I 

had highlighted two incontrovertible facts. First, that Big Retail in the West is 

expensive as they mark up the products by at least twice as much as Indian retail, and 

often many times more. Second, that Big Retail in the West is concentrated and 

oligopolistic, offers less choice and hence charges high prices. In this piece, I will 

offer evidence to highlight two points:  

1) Big foreign Retail will eliminate jobs in the tens of thousands in manufacturing in 

the country, and  

2) Big foreign Retail will reduce employment in hundreds of thousands over time in 

the retail sector.  

These two body blows will damage the livelihood of millions, with dramatic long term 

implications. In time, the combined impact of this puts at major risk the social balance 

in the country. The issue of FDI in multi-brand retail is not about globalization, 

competition and free markets. It cuts to the heart of the fragile economic and social 

ecosystem in India. Sounds too dramatic to believe? Please read on. 

Learning from the US experience 

People can rightly ask how we can predict the future of Big foreign Retail in India. 

The answer is simple. We are not predicting the future. We have to only look at what 

has already happened elsewhere to understand what will happen here. 

A senior American academic thought-leader wrote this to me about Big Retail there: 

“The one thing Big Retail always seeks is the "lowest cost supplier" wherever they 

may be, and, often that is offshore. A count of offshore products in Wal-Mart, Target 

or any other retailer would reveal that few if any of them are locally manufactured. In 

the U.S., we have traded offshoring of almost everything we make for lower cost 

products in Big Retail. We're now reaching the point that Wal-Mart can continue to 

find lower cost suppliers but we can't find jobs for people to earn enough to buy 

anything. Big Retail has grown, and that seems to have resulted in the destruction of 

our manufacturing base.” 

How serious is the erosion in manufacturing employment in the US? Please see graphs 

alongside for the big trend.  
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US manufacturing employment peaked in 1979 at 19.5 mn. It has dropped ever since 

to 17.3 mn in 2000, 14.3 mn in 2004, 12.7 mn in 2009, and to an all-time low of 11.8 

mn in 2011. This is a loss of 7.7 mn jobs in manufacturing in 32 years – about 

240,000 jobs a year or 20,000 jobs lost per month. It is important to look at this over 

decades because impact of short term developments like recessionary cycles is evened 

out. While productivity gains in manufacturing (the ability to produce more with less 

people due to improvements in technology) is one reason for this decline, the other 

cause is the growth of Big Retail that buys merchandise offshore and causes 

manufacturing to shut down. The May 2011 unemployment level in the US is at 9.1% 

or 13.9 mn people unemployed. Despite an aggressive stimulus package of over $1.6 

 Source: US Bureau of Labor Statistics 

http://www.equitymaster.com/
http://www.equitymaster.com/
http://www.equitymaster.com/
http://www.equitymaster.com/
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trillion thrown into the US economy since 2009 by the Obama administration, 

unemployment figures have stubbornly refused to come down. It cannot come down 

easily, because the very employment structure has been altered by Big Retail. 

The lesson is clear. FDI in multi-brand retail will lead to an explosion of offshoring of 

production from India. This will result in job losses in manufacturing at a galloping 

pace and scale that can‟t be imagined. In the news reports appearing on FDI in retail, 

there is hardly a mention of any policy on how the sourcing of goods will be handled.  

Retail occupation in India – The unrecognised safety valve  

The Indian economy is not a good generator of jobs. The recently released Survey of 

Employment & Unemployment by National Sample Survey Office, 2009-10 has once 

again confirmed that over half (51%) of the country‟s workforce is self-employed, 

16% are in regular wage employment and 33.5% are engaged as casual labour. In the 

past ten years, the category of regular wage employment, which is an indicator of the 

economy‟s ability to generate jobs, has increased an average of only 1.74 mn jobs a 

year. With our population growth of over 15 mn a year, this level of job growth is 

inadequate to cope with the growth in the number of people who need employment. 

The Retail sector in India, as an employer, is therefore enormously important to 

maintain social stability. Employment estimates in Retail vary. There are some 13 mn 

retail establishments in the country. According to IRS 2011 (one of the largest 

baseline studies), there are 25.5 mn Chief Wage Earners (including local vendors 

without a shop) who are engaged in the Retail service. Employment in Retail, which is 

self-motivated and at the ground level, is the second largest in the country, at 11% of 

all employment, after agriculture. People who are on the economic knife edge make a 

simple living in this sector. FDI in multi-brand retail is squarely aimed at taking these 

people out. It will, over time, make this avenue of employment difficult for them. The 

economy cannot provide other alternatives as the data clearly shows. Without the 

safety valve of employment in Retail, it is anybody‟s guess as to what shape future 

social unrest could take. 

Interestingly, the government is aware of all of this. The Parliamentary Standing 

Committee 90th Report on FDI in Retail, laid in the Rajya Sabha on June 8, 2009, has 

recommended a “blanket ban should be imposed … on foreign retailers from entering 

into retail trade in grocery, fruits and vegetables”. This Committee report is obviously 

being ignored. 

The government says it wants to promote „inclusive growth‟. The proposed FDI in 

multi-brand retail is a blunt weapon that will hammer employment in manufacturing 

and in retail. There cannot be a more anti „inclusive‟ step than this.  
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July 2, 2011  

The myths and the reality 

Discussing foreign direct investment in multi-brand retail in these columns, I have 

made the following points: 1) Big Retail in the West is expensive as they have much 

higher mark ups compared to Indian retail. 2) Western Retail is concentrated, offers 

less consumer choice, and charges higher prices. 3) Big Retail is not good for 

employment in both manufacturing (due to offshoring of production) and in retail (as 

they take out the small retailers).  

Not surprisingly, there has been a flurry of responses questioning the views expressed. 

Recent news reports cite officials speaking of benefits of FDI in retail. Let us examine 

these so-called benefits. 

Myth 1: Farmers will get a better price 

The argument is that there is a significant difference between what the farmer gets for 

his produce and what the consumer pays in the end. The difference is pocketed by 

“middle-men”. Since foreign retailers setting up shop in India will buy direct from 

farmers and sell to consumers, thus eliminating “middle-men”, they will pay better 

prices to farmers.  

The first obvious point to note is that Big Retail is also “middle-men” operating with 

the same profit motive as any trader. Their business model is simple – Buy Lowest, 

Sell Highest. Wal-Mart calls their sourcing EDLC – Every Day Low Cost. The 

argument is that when Big Retail, who are known to beat down their sourcing price, 

enters the market to purchase from the farmers, somehow they will ignore the 

prevailing prices, and out of the goodness of their heart, pay the farmers a higher 

price, because they are going to sell direct to consumers. This will clearly not happen. 

On the other hand, Big Retail will go into the farmers‟ markets and will eliminate 

competition on the purchasing side over time to gain dominant status. In short order, 

farmers will be at the mercy of Big Retail to sell their produce. Farmers‟ prices will 

get hammered down, because that is what EDLC means. This does not mean that the 

consumer will get a lower price; it only means that the Big “middle-men” Retail will 

be able to charge the high mark-ups on which their business is modeled.  

The only way to preserve the farmer‟s interest over the long term is to ensure that 

there are multiple bidders for his produce at all times in the markets, to keep prices up 

at reasonable levels. This balance is guaranteed to be upset by Big Retail. 

For farmers to get good prices, three things have to be in place: 1) Good transportation 

infrastructure, mainly roads. 2) Ability to store perishables, including refrigeration. 3) 

Timely and correct market information. India‟s cell phone service providers have 

http://www.equitymaster.com/detail.asp?date=07/12/2011&story=6&title=Shoppers-Stop-Vs-Wal-Mart-Which-is-better
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substantially bridged the gap on point three. The other two have nothing to do with 

FDI in retail, as explained below.  

 

Myth 2: Foreign Retail will improve supply-chain infrastructure, 

reduce wastage of farm produce 

Big Retail will invest in the infrastructure required to support their business, no more 

and no less. But this will not solve the issue of wastage of farm produce, because the 

structural problems lie elsewhere.  

The twin infrastructure problems in India are roads and power. The government has 

taken steps to improve the quality of national highways. However the problem is that 

of the over three million kms of Indian roads, the National Highways constitute 

around 2%, State Highways 4% while 94% comprises District Roads and Village 

Roads. The District and Village Roads are State subjects, and this is where the supply 

chain infrastructure falls apart. 

http://www.equitymaster.com/
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As for the Power sector with an installed capacity of 174,000 mw, the Central 

Electricity Authority has forecast a shortage of at least 10% in FY 12 and beyond in 

most of the country, with peak shortages at higher levels. This leads to power cuts 

routinely in rural areas, making the operation of cold chain very difficult and 

expensive. 

Big Retail cannot address the issues of roads and power. Their ability to address the 

fundamentals of the supply chain, and reduce wastage of farm produce, will be 

limited. 

The biggest wastage of food grains is in the godowns of the Food Corporation of 

India, which is doing a manful job of a massive task. Yet the FCI has admitted to 

wastage of 1.3 mn tonnes of food grains over the past decade, in response to a query 

under the RTI act. The authorities should fix this problem, instead of thinking about 

FDI in Retail, which is fraught with negative consequences.  

Myth 3: Indian business houses are already into Retail. Big 

Foreign Retail cannot do further damage. 

Nothing can be more misleading than this argument. It comes from people who simply 

do not understand the forces that get unleashed with Big Foreign Retail. 

Indian business houses‟ experience in the grocery retail trade is a decade old with Big 

Bazaar opening its first store in 2001. Their collective experience has not been easy. 

Groups like Reliance, Aditya Birla and Spencer‟s have declared losses of hundreds of 

crores, closed a number of stores in recent times, and are looking for the appropriate 

business model. Even with collective investments in thousands of crores, given the 

fragmented nature of the business, their market impact has been modest at best. 

When the Wal-Marts, Tescos and Carrefours enter, they come in to eliminate local 

competition completely because their business depends on it. Their resources are 

limitless. The investments will be at a disruptive level. Their sourcing will be global. 

Nothing that Indian business has done so far will compare to this. Neighbourhood 

stores will shut down in the hundreds and thousands across the country over time. The 

balance in the market place will be upset completely, and families and communities 

will be wiped out. This is not an imaginary scenario. It has happened everywhere they 

have gone. This is the reason why even the city of New York is fighting to keep Wal-

Mart out (see http://www.npr.org/2011/02/04/133483848/). 

  

http://www.equitymaster.com/5MinWrapUp/detail.asp?date=03/03/2011&story=4&title=An-inflation-solution-the-budget-completely-ignored
http://www.equitymaster.com/stockquotes/sector.asp?sector=0%2CAMBANI
http://www.equitymaster.com/stockquotes/sector.asp?sector=0%2CBIRLA
http://www.npr.org/2011/02/04/133483848/
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July 24, 2011 

Remember the Salt Tax, anyone? 

Recent news reports say that the Committee of Secretaries has recommended 

51% Foreign Direct Investment in multi-brand Retail in the country. The matter 

awaits Cabinet approval. The die appears to be cast.  

Let us call this as it is. The government is about to open up the food supply 

chain of the Indian population at large to foreign retailers. This bears repeating 

– the food supply chain of the country is to pass on to foreign companies. 

National security considerations are not part of the discourse. Where is national 

security coming into this? Read on please. 

Before I provide a historical perspective, let me share some information on what 

is happening in Brazil right now. The country opened its doors to big foreign 

retailers in the 1990s. Fifteen years later, four weeks ago, a corporate deal was 

announced to merge Pao de Acucar, Brazil‟s biggest supermarket chain, with 

Carrefour‟s (French) Brazilian operation. The deal would have created a 

combined entity that would have 27% share of the Brazilian national retail 

market, and 69% share in the Sao Paulo state. This means that a vast number of 

small retailers have been taken out in just 15 years. The deal has not closed at 

the time of this writing. The Economist dated July 9 2011 said this about the 

deal: “The outcome … could hinge on any number of strategic, legal or political 

factors. Consumer welfare, however, will not be among them.” (Italics mine.) 

The Brazilian government is but a bystander to these corporate games affecting 

the people. 

If critics think that I have deliberately picked an unusual example to highlight 

concentration in the retail sector, we can also look at Australia. In that country, 

just two retailers – Woolworths and Coles – control 80% of the supermarkets 

business. 

The simple lesson from these examples - Foreign Retailers will consolidate their 

position in our country over time, and a good chunk of the nation’s food supply 

chain will be controlled by them.   

This situation takes me back to the times when the British exercised control 

over the supply of salt to the Indian consumer, for 187 years. 

The first rules imposing salt tax were made by the British East India Company, 

as early as 1759. Since then, at different points in time, the Company first and 

the British government after 1857, played with the amount of salt tax levied, to 
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suit their strategic imperatives. On several occasions, the tax on Indian salt was 

raised to enable the import and sale of English salt in the country. In order to 

harmonise regulations over the supply of salt, the British passed the India Salt 

Act of 1882. This created a government monopoly on the manufacture and sale 

of salt. Salt could be manufactured and handled only at official government salt 

depots, with a tax of one rupee four annas on each maund (82 pounds). 

People are familiar with Gandhiji‟s Dandi march in 1930. The salt tax was not 

repealed by the British even after this extraordinary effort. The Salt Tax was 

finally abolished only in Oct 1946 by the Interim Government of India.  

 

The Salt Tax was one of the most pernicious, longest lasting sources of revenue 

that supported the British in India. The British had their hands in every Indian‟s 

pocket, and it took forever to remedy this.  

The simple lesson here is that we cannot risk overseas entities gaining any sort 

of control or even influence over the nation‟s food supply chain.  

Turning to the issue of national security, there are two examples from the US, 

the country that pushes for opening of markets, that will help us learn about this.  

1) In 2005, China National Offshore Oil Corporation (CNOOC), a company 

70% owned by the Chinese government, made an $18.5 bn bid to acquire 
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UNOCAL, a second-tier US oil company. This was deemed as a move by China 

to get into US energy infrastructure. US law makers raised national security 

concerns and demanded a review. China was forced to withdraw the bid.  

2) In 2006, the stockholders of the Peninsular and Oriental Steam Navigation 

Company (P&O), a British firm, agreed to a sale of that company to Dubai Ports 

World. As part of the sale, Dubai Ports would have assumed the leases of P&O 

to manage major U.S. port facilities in New York, New Jersey, Philadelphia, 

Baltimore, New Orleans, and Miami. There was uproar when the deal became 

public. The US House Panel voted 62–2 to block the deal. They deemed it 

against national security. 

The US has stopped oil companies and port facilities from passing into foreign 

hands on grounds of national security. Here in India, the authorities have not 

considered national security as they recommend opening our food supply chain 

to overseas interests. We can raise this issue in a Western context. Two leading 

food retailers in the West are Safeway (US) and Carrefour (France). Safeway‟s 

company value is $7.3 bn (Rs 33,000 crs) and Carrefour‟s $21.5 bn (Rs 96,000 

crs). These values are within reach of Indian business groups (Tata bought 

Corus for $7.6 bn; Mittal acquired Arcelor for $38 bn). If there was a bid by a 

foreign company for them, who serve millions of American and French 

families, wouldn‟t US and French law makers cite national security 

considerations? I cannot imagine either country allowing their food supply chain 

to pass on to foreign entities. And they will be right in protecting their national 

security. 

Brazil teaches us that foreign retailers will in time take over a vast swathe of our 

country‟s food supply chain, with the government as spectator. The Salt Tax 

experience teaches us that our people will pay a heavy price if control of food 

essentials passes over to foreign companies. The US teaches us that we should 

always put national security considerations ahead of anything else. 

India‟s food supply chain (which is what retailing represents) is a matter of 

national security. It is not about opening up markets. Please, can we see it for 

what it is? 

--- 
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July 13, 2011 

A hidden agenda behind multi-brand retail? 

Shekar Swamy, the Group CEO of marketing and advertising agency RK 

Swamy Hansa, has written a very interesting 2- article series in The Hindu 

Business Line (June 16 and June 17) on why multi-brand retail may not be good 

for Indian consumers. 

Before we move ahead, a few disclosures. 

I met Mr. Swamy for the first time in December, 2010 when Quantum Mutual 

Fund was looking to hire an ad agency to let investors know that there is a 

simpler and more transparent way to invest their hard earned savings. We 

selected his firm not only because of their past experience (Raymonds' and 

Mercedes Benz are some of their well-known clients) but - during their 

presentations - they really warmed up to the idea of working for an "underdog". 

They could see that what we had to offer was something superior (after all, 

some of the members of their team also invest in mutual funds!) and we were 

clearly on the side of the consumer, willing to fight the battle. (If you would like 

to see some of the Quantum Mutual Fund ads click on the web 

site www.QuantumMF.com) 

The other disclosure is - having travelled a lot in many parts of the world - I was 

amused that groups like Wal-Mart or Carrefour would even want to enter India. 

Not because there is no market for their style of large box outlets that carry 

everything but because India runs at a level of efficiency that will be difficult 

for them to match - with their overheads of costly MBAs and consultants. For 

example, if I need one can of coke to be delivered to my home, I can call 

the kinaaraa grocery store and they will deliver the can within 5 minutes to my 

doorstep. And, since most Indians do not have large houses and McMansions 

that the Americans do, where could we possibly stock 6 crates of coke for our 

monthly consumption?  

We are doomed to have smaller homes. With real estate prices propped up by 

the real estate developers and their politician friends, aided by developer loans 

from PSU banks, the chances of us having large homes is pretty close to zero. 

Therefore, with space at home a premium for the foreseeable future, 

the kinaara grocery store becomes our good old Japanese just-in-time inventory 

management system. No Wal-Mart, Reliance, Bharati, or Future Group could 

replace that. We have a similar situation in the pharmacy business where there 

http://www.quantumamc.com/
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is no Walgreens or Rite Aid chain but the single-owner pharmacy that supplies 

us our needs and may even deliver the medicines to our doorsteps. 

Pay, baby, pay  

But, what I failed to do - and which Mr. Swamy, also a visiting faculty at 

Northwestern University, has done in his articles - is to analyse the existing cost 

structures and place hard numbers on our messy kinaaraa world and estimate 

the future costs for consumers in India under an air-conditioned Wal-Mart-ruled 

world. 

Giving data sourced from industry associations, web sites, and annual reports, 

Mr. Swamy makes a very compelling case to suggest that the Indian consumer 

would end up paying a lot more than today - and a lot closer to what the duped 

consumers in the US are paying. 

Table 1: Mr. Swamy's data stirs the plot? 

Channel  

mark-up 

Consumer 

Goods 
Garments Pharma / OTC 

Cookware / 

Kitchenware 

In India 22% highest 30% branded 34% total 30% total 

In West 40% average 100% minimum 100% minimum 100% minimum 

Source: Shekar Swamy, Hindu Business Line, June 16 and 17, 2011 

 

I am sure these data points are with the bureaucrats and the ministers who made 

the recommendation on allowing multi-brand retail under the FDI policy.  

If they have it, please can they dispute the data?  

Or, if the wise policy makers agree with the data, please can they explain how 

they arrived at their decision to recommend multi-brand retail? Is there some 

guarantee they have obtained from the foreign and Indian potential entrants on 

pricing or on limiting their profits?  

Or is our government so morally and intellectually bankrupt and so keen to bow 

down to any western concept, that they only exist to sell out to the highest 

bidder?  
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The people who determine policy in India are so enamoured with speaking on 

foreign television channels, being applauded at the World Economic Forum in 

Davos, or being hosted by the US President, or acting as hosts to a succession of 

political leaders that they have forgotten why they were elected in the first 

place. Over the past 10 months we have had the leaders of UK, USA, Russia, 

Germany, and France all touch upon our sacred shores. Did they come here to 

drink our tap waters and prove that they can still live? Or that they can eat a 

curry and not get a Delhi-Belly? No, they were they here to sell their arms, their 

goods, and act as spokesperson for companies and for their way of life. That is 

their job. To sell and promote their products and their companies.  

To host, to listen, to absorb, to filter, and then to decide what is best for India is 

the job of our representatives.  

Not a nationalistic jingo  

In the early 1980's DoT - under the guidance of Sam Pitroda - developed a 

phone exchange that could operate without air conditioning and without dust-

free conditions. Yet, if my memory is correct, the contract to build out the land 

line exchanges went to foreign companies like Siemens and Alcatel.  

In meetings with the BHEL management in the 1990's they would lament that, 

though BHEL had the best equipment, there was a preference to grant contracts 

to MNCs. Obviously! From what bank account can BHEL pay a bribe? At best, 

BHEL can offer a few jobs for friends and family. In what may be a totally 

unrelated incident, a few years ago investigators in Europe discovered a slush 

fund in Siemens that was used to pay bribes.  

Many globally known financial firms (please rent the DVD "The Inside Job" ) 

get invited to increase their business activity in India despite the fact that they 

have, time and again, proven how well they can work against the interests of 

their clients and corrupt the system they operate in.  

Has the government even bothered to ask each of these financial companies 

when they enter India to list out the fines they have paid worldwide, the 

settlements they have entered into, and then decide whether these firms are "fit 

and proper" to operate in India.  

This is not a nationalistic jingo to throw all the MNCs out. This is not an "I-

hate-the-West" crusade. I use and respect many western or non-Indian concepts, 

products, and practices. But time and again the decision making made by the 

wise people of New Delhi seems to be warped in opaque reasoning or in blissful 

ignorance.  

http://www.equitymaster.com/ht/detail.asp?date=07/08/2011&story=1&title=The-Inside-Job---a-movie-every-investor-must-see
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Many MNCs have done a wonderful job in India. Suzuki, after a controversial 

entry, did build the people's car and is the leader in the auto market. The Hero-

Honda joint-venture forced Bajaj to shape up and both companies delivered a 

better and more reliable product to millions of Indians who cannot rely on an 

unreliable public transportation system.  

Levers, over the decades, has deepened the retail chains to the extent that it now 

faces competition from new producer who can piggy-back on the success of the 

infrastructure that it helped build. ITC continues to deepen its own retail build-

out and pumps us with more cancer-causing tobacco products that will, one day, 

leave the government to pay the bill.  

No, this is not a Be Indian, Buy Indian mantra.  

Mr. Swamy has presented us with some interesting data to mull over - or 

dispute. Yet, the bandwagon and drum roll for FDI in multi-brand retail is 

gathering steam.  

We need to address a fundamental issue: What is the overall economic and 

social vision of India? And then build the framework within which policy must 

list the guidelines for making decisions. The decisions to grant access to the 

coal mines, gas fields, telecom spectrum, land for SEZ, land for building new 

townships, and the license to crooked financial firms to grab your wallet. Be 

they Indian firms or multinationals.  

The rich cannot get richer at the cost of the poor. They can create, they can 

build, and they can enjoy the wealth of their genuine enterprise.  

But what enterprise is there in bribing your way through to a great business 

deal? It takes a dead soul, no conscience, and a desire to be on some rich-dude 

list to be a tycoon, Indian style.  

But this is true - if we all join in the looting and become disciples and 

perpetuators of cronyism, we will surely be able to afford those higher prices 

that the organised multi-brand retail folks are about to introduce in the mall 

coming to your neighbourhood!  
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