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India Retail 

Govt allows FDI in multi-brand retail 

The Cabinet committee on Economic Affairs has approved upto 

51% FDI in multi-brand retail. However given the statewise 

approvals required, we believe foreign retailers would go slow in 

terms of entering India. Though we remain negative on PF given 

the weak operating metrics, it would be the key beneficiary given 

its market leadership position. Other key listed retailers could 

also benefit by tying up in their nascent hypermarket business. 

 Govt approves FDI in multi-brand retail:  The Cabinet committee on 

Economic Affairs has approved upto 51% FDI in multi-brand retail 

(earlier approved by the Cabinet in November 2011, but rolled back 

due to stiff opposition). This paves the way for allowing foreign players 

to enter in multi-brand retail in India.  

 State approval remains the key rider:  Individual states will decide on 

the implementation of FDI in retail in their respective states which 

remains the key rider. Currently 9 states have approved the decision, 

whereas 6 states have expressed their reservations on the same. 

Given the statewise approvals required, we believe foreign retailers 

would go slow in terms of entering India. Most of the other conditions 

are similar to the ones which were approved by the cabinet earlier. 

 Positive for producers and consumers, higher competition for mom-

and-pop stores:  Given the scale-up potential and capital intensity of 

the business, India could expect a steady inflow of FDI over a period, 

albeit the quantum would be small to begin with. Investments into 

supply chains (cold storage, logistics etc) would help build 

infrastructure back-end in India Potential lowering of prices as 

companies’ source from farmers and remove distribution inefficiencies 

present today which would be positive for consumers. It would also 

entail more choices for the consumers. However this would lead to 

higher competition for mom-and-pop retailers (Currently India has ~12 

mn unorganised retail network employing ~44 mn people).  

 Positive for listed retail plays: Pantaloon Retail (PF IN, SELL rated) 

could be the key beneficiary given the market leadership in their Big 

Bazaar format which would make them an ideal partner for a foreign 

player to get scale in India straight away. Though there could be short-

term bounce given sharp underperformance (down 45% in 1 year), we 

remain negative on the stock given weak operating metrics (SSS 

growth, inventory) and leveraged balance sheet. Trent Ltd (TRENT IN, 

Not rated) and Shoppers Stop (SHOP IN, HOLD rated) are the other 

key listed retailers which could benefit. Though we dont expect 

significant increase in competition or stake sale in their departmental 

store businesses, there is a potential to tie-up with foreign retailers in 

their nascent hypermarket businesses. 

This report has been prepared by Religare Capital Markets Limited or one of its affiliates.  If the analyst who authored the report is based in the 
United Kingdom, then the report has been prepared by Religare Capital Markets (Europe) Limited.  For analyst certification and other important 
disclosures, please refer to the Disclosure and Disclaimer section at the end of this report. Analysts employed by non-US affiliates are not registered 
with FINRA regulation and may not be subject to FINRA/NYSE restrictions on communications with covered companies, public appearances, and 
trading securities held by a research analyst account. 
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Event:  

The Cabinet committee on Economic Affairs has approved upto 51% FDI in multi-brand 

retail (earlier approved by the Cabinet in November, but rolled back due to stiff 

opposition from UPA allies and the opposition). This finally paves the way for allowing 

foreign players to enter in multi-brand retail in India. 

Riders:  

Proposals to permit FDI in multi-brand retail trading in all products, in a calibrated 

manner, are likely to be subject to the following conditions:  

 FDI in multi-brand retail may be permitted to the extent of 51 per cent with 

government approval. The government has said that individual states will decide on 

the implementation of the move. Hence if opposition states are not in favour of FDI 

then, they need not implement the same in their states. No clarity exists on whether 

a particular govt in a state allows FDI, then the subsequent govt (if from an 

opposition party) won’t be allowed to roll back the decision. 

 The Chief Ministers of Delhi, Assam, Maharashtra, Andhra Pradesh, Rajasthan, 

Uttarakhand, Haryana and Governments of the State of Manipur and the Union 

Territory of Daman & Diu and Dadra and Nagar Haveli, have expressed support for 

the policy in writing. The Chief Minister of Jammu & Kashmir, through his press 

statements, has publicly endorsed the policy and asked for its implementation. The 

State Governments of Bihar, Karnataka, Kerala, Madhya Pradesh, Tripura and Odisha 

have expressed reservations on the proposal. There are 16 cities with a population of 

1 mn+ from the list of approved states. 

 Minimum amount to be brought in as FDI by a foreign investor would be around 

$100 million. At least 50 per cent of the total FDI brought in shall be invested in back-

end infrastructure. Back-end infrastructure will entail capital expenditure on all 

activities, excluding that on front-end units. For instance, back-end infrastructure will 

include investment made towards processing, manufacturing, distribution, design 

improvement, quality control, packaging, logistics, storage, warehouse, agriculture 

market produce, infrastructure, etc 

 At least 30 per cent of the procurement of manufactured processed products shall 

be sourced from small industries, in the country, that have total investment in plant 

and machinery not exceeding $100 million. This valuation refers to the value at the 

time of installation without providing for depreciation. 

 The government will have the first right to procurement of agriculture products. 

 Retail sales locations may be set up only in cities with a population of more than 10 

lakh (1 million) as per 2011 Census and may also cover an area of 10 km around 

municipal urban agglomeration limits of such cities. Retail locations will be restricted 

to areas as per the master zonal plans of the cities concerned and provisions will be 

made for requisite facilities such as transport connectivity and parking. On the other 

hand, States/ Union Terrritories, which do not have any city with a population 

exceeding 10 lakhs, but are desirous of implementing the policy, would have the 

flexibility to do so. 

 Other conditions/safeguards, approved by the Cabinet on 24.11.2012, would remain 

unchanged. 
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Impact on sector:  

We believe this would lead to gradual influx of foreign players into India and one should 

expect investments to follow the same. However given the statewise approvals required, 

we believe foreign retailers would go slow in terms of entering India. Out of India’s total 

retail of $ 590 bn, only ~5% is organised. We expect this to gradually improve and 

modern retail which is currently ~$30 bn to grow faster going ahead given access to 

foreign capital and entry of multiple players. 

Key points of impact:  

 Given the scale-up potential and capital intensity of the business, India could expect 

a steady inflow of FDI over a period, albeit the quantum would be small to begin 

with. 

 Investments into supply chains (cold storage, logistics etc) would help build 

infrastructure back-end in India 

 Potential lowering of prices as companies source from farmers and remove 

distribution inefficiencies present today. 

 Higher competition for mom-and-pop retailers. Currently India has ~12 mn 

unorganised retail network employing ~44 mn people.  

 More choices for consumers. 

Impact on stocks: 

Pantaloon Retail (PF IN, SELL rated) could be the key beneficiary given the market 

leadership in their Big Bazaar format which would make them an ideal partner for a 

foreign player to get scale in India straight away. Though there could be short-term 

bounce given sharp underperformance (down 45% in 1 year), we remain negative on the 

stock given weak operating metrics (SSS growth, inventory) and leveraged balance sheet.  

Trent Ltd (TRENT IN, Not rated) and Shoppers Stop (SHOP IN, HOLD rated) are the other 

key listed retailers which could benefit. Though we dont expect significant increase in 

competition or stake sale in their departmental store businesses, there is a potential to 

tie-up with foreign retailers in their nascent hypermarket businesses. 
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Important Disclosures 
 
This report was prepared, approved, published and distributed solely by a Religare Capital Markets 
(“RCM”) group company located outside of the United States (a “non-US Group Company”), which 
excludes Religare Capital Markets Inc. (“RCM Inc.”) and Religare Capital Markets (USA) LLC (“RCM 
USA”).  This report has not been reviewed or approved by RCM Inc. or RCM USA.  This report may 
only be distributed in the U.S. to major U.S. institutional investors (as defined in Rule 15a-6 under the 
U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 
and any transaction effected by a U.S. customer in the securities described in this report must be 
effected through RCM Inc.  Neither the report nor any analyst who prepared or approved the report is 
subject to U.S. legal requirements or FINRA or other regulatory requirements pertaining to research 
reports or research analysts.  No non-US Group Company is registered as a broker-dealer under the 
Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. 
self-regulatory organization.   
 
Subject to any applicable laws and regulations at any given time, non-US Group Companies, their 
affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may 
make investment decisions that are inconsistent with the recommendations or views expressed in this 
report and may have long or short positions in, may from time to time purchase or sell (as principal or 
agent) or have a material interest in any of the securities mentioned or related securities or may have 
or have had a business or financial relationship with, or may provide or have provided investment 
banking, capital markets and/or other services to, the entities referred to herein, their advisors and/or 
any other connected parties.  Any particular arrangements or relationships are disclosed below. As a 
result, recipients of this report should be aware that Connected Companies may have a conflict of 
interest that could affect the objectivity of this report. 
 
See “Special Disclosures” for certain additional disclosure statements, if applicable. 
 
This report is only for distribution to investment professionals and institutional investors.  
 
Analyst Certification 
 
Each of the analysts identified in this report certifies, with respect to the companies or securities that 
the individual analyses, that (1) the views expressed in this report reflect his or her personal views 
about all of the subject companies and securities and (2) no part of his or her compensation was, is 
or will be directly or indirectly dependent on the specific recommendations or views expressed in this 
report.  
 
Analysts and strategists are paid in part by reference to the profitability of RCM which includes 
investment banking revenues. 
 
Stock Ratings are defined as follows 
 
Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009) 
 

Recommendation Expected absolute returns (%) over 12 months 

Buy More than 15% 

Hold Between 15% and –5% 

Sell Less than –5% 

 
Expected absolute returns are based on the share price at market close unless otherwise stated. 
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our 
target price represents the fair value of the stock based upon the analyst’s discretion. We note that 
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock 
and our recommendation. 
 
Stock Ratings Distribution 
 
As of 1 September 2012, out of 303 rated stocks in the RCM coverage universe, 174 have BUY 
ratings (including 4 that have been investment banking clients in the last 12 months), 79 are rated 
HOLD and 50 are rated SELL. 
 
Research Conflict Management Policy 
 
RCM research has been published in accordance with our conflict management policy, which is 
available at http://www.religarecm.com/ 
 
Disclaimers 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a 
citizen or resident of or located in any locality, state, country or other jurisdiction where such 
distribution, publication, availability or use would be contrary to law or regulation or which would 
subject RCM to any registration or licensing requirement within such jurisdiction(s).  This report is 
strictly confidential and is being furnished to you solely for your information.  All material presented in 
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, 
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or 
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior 
express written permission of RCM.  All trademarks, service marks and logos used in this report are 
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless 
specifically mentioned otherwise.    
 
The information, tools and material presented in this report are provided to you for information 
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or 
to buy or subscribe for securities or other financial instruments. RCM has not taken any steps to 
ensure that the securities referred to in this report are suitable for any particular investor. RCM will 
not treat recipients as its customers by virtue of their receiving the report.  The investments or 
services contained or referred to in this report may not be suitable for you and it is recommended that 
you consult an independent investment advisor if you are in doubt about such investments or 

investment services.  In addition, nothing in this report constitutes investment, legal, accounting or tax 
advice or a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances or otherwise constitutes a personal recommendation to you.  
 
Information and opinions presented in this report were obtained or derived from sources that RCM 
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their 
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the 
material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied 
upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the 
future issue, a trading call regarding this security. Trading calls are short term trading opportunities 
based on market events and catalysts, while stock ratings reflect investment recommendations based 
on expected absolute return over a 12-month period as defined in the disclosure section. Because 
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may 
differ directionally from the stock rating.  
 
Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. Information, 
opinions and estimates contained in this report reflect a judgment of its original date of publication by 
RCM and are subject to change without notice.  The price, value of and income from any of the 
securities or financial instruments mentioned in this report can fall as well as rise. The value of 
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or 
adverse effect on the price or income of such securities or financial instruments. Investors in 
securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume 
this risk.  
 
This report is distributed in India by Religare Capital Markets Limited, which is a registered 
intermediary regulated by the Securities and Exchange Board of India.  Where this report is 
distributed by Religare Capital Markets (Europe) Limited (“RCM Europe”) or Religare Capital Markets 
(EMEA) Ltd, those entities are authorised and regulated by the Financial Services Authority in the 
United Kingdom.  In Dubai, it is being distributed by Religare Capital Markets (Europe) Limited (Dubai 
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being distributed (i) by Religare Capital Markets (Singapore) Pte. Limited (“RCMS”) (Co. Reg. No. 
200902065N) which is a holder of a capital markets services licence and an exempt financial adviser 
in Singapore and (ii) solely to persons who qualify as ““institutional investors” or “accredited investors” 
as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”).  
Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations (the “FAR”), sections 
25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to RCMS when 
providing any financial advisory service to an accredited investor, or “overseas investor” (as defined 
in regulation 36 of the FAR).  Persons in Singapore should contact RCMS in respect of any matters 
arising from, or in connection with this publication/communication.  In Hong Kong, it is being 
distributed by Religare Capital Markets (Hong Kong) Limited (“RCM HK”), which is licensed and 
regulated by the Securities and Futures Commission, Hong Kong.  In Australia, it is being distributed 
by RCMHK or by RCM Europe, both of which are approved under ASIC Class Orders.  In South 
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