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The Government has defended this policy decision by claiming that introduction of 
FDI would benefit the farmers in a number of different ways, notably by eliminating 
the exploitative middlemen and giving better prices to farmers. It has also been 
claimed that entry of retail giants will greatly improve the agricultural marketing 
infrastructure and wastage problems will be solved. However several concerns have 
been raised regarding this policy. It has been argued that these retail giants will form a 
monopolistic regime which will adversely affect the interest of the farmers in the long 
run. It is also believed that entry of retail giants in agricultural marketing will result in 
the displacement of small farmers, asset- poor small farmers will be unable to meet 
the quality demands set by the retail giants and will be eventually driven out of the 
market. This paper attempts to analyze the pros and cons of this policy decision and to 
find out the reasons behind the deplorable conditions of Indian farmers and determine 
whether allowing FDI in multi-brand will help solve the situation. 

 

Introduction 

Indian Economy has been growing at a fast pace over the last two decades. Since 
liberalization in 1991 the Indian middle class has greatly expanded, so has its 
purchasing power. In the post- Globalization era foreign direct investment in retail 
business has been growing steadily in various countries. However India has been slow 
to open its retail sector to foreign investment. In 1997, FDI in cash and carry 
(wholesale) with 100 percent ownership was allowed under the Government approval 
route.  

Foreign Direct Investment 

FDI stands for Foreign Direct Investment, a component of a country’s national 
financial accounts. Foreign direct investment is investment of foreign assets into 
domestic structures, equipment, and organizations. It does not include foreign 
investment into the stock markets. Foreign direct investment is thought to be more 
useful to a country than investments in the equity of its  companies because equity 
investments are potentially «hot money» which can leave at the first sign of trouble, 
whereas FDI is durable and generally useful whether things go well or badly On 
September 14, 2012 Prime Minister Manmohan Singh announced that multi-brand 
retail would be open to FDI on a state to state basis. The argument of the government 
is that opening up multi brand retail to FDI will help develop and modernize India’s 
agriculture sector and generate higher income for farmers. However, this step has 
drawn a lot of flak and has been criticized on various fronts. 
FDI Policy with Regard to Retailing in India 

It will be prudent to look into Press Note 4 of 2006 issued by DIPP and consolidated 
FDI Policy issued in October 2010 which provide the sector specific guidelines for 
FDI with regard to the conduct of trading activities. a) FDI up to 100% for cash and 
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carry wholesale trading and export trading allowed under the automatic route. b) FDI 
up to 51 % with prior Government approval (i.e. FIPB) for retail trade of ‘Single 
Brand’ products, subject to Press Note 3 (2006 Series) c) FDI is not permitted in 
Multi Brand Retailing in India. 
 

FDI in Multi Brand Retail 

The government has also not defined the term Multi Brand. FDI in Multi Brand retail 
implies that a retail store with a foreign investment can sell multiple brands under one 
roof. In July 2010, Department of Industrial Policy and Promotion (DIPP), Ministry 
of Commerce circulated a discussion paper on allowing FDI in multi-brand retail. The 
paper doesn’t suggest any upper limit on FDI in multi-brand retail. If implemented, it 
would open the doors for global retail giants to enter and establish their footprints on 
the retail landscape of India. Opening up FDI in multi-brand retail will mean that 
global retailers including Wal-Mart, Carrefour and Tesco can open stores offering a 
range of household items and grocery directly to consumers in the same way as the 
ubiquitous ’kirana’ store. 
Advantages 

� Increase economic growth by dealing with different international products 
� 1 million (10 lakh) employment will create in three years – UPA Government 
� Billion dollars will be invested in Indian market 
� Spread import and export business in different countries 
� Agriculture related people will get good price of their goods 

Disadvantages 

� Will affect 50 million merchants in India 
� Profit distribution, investment ratios are not fixed Retailer faces loss in 

business 
� Market places are situated too far which increases traveling expenses 
� Workers safety and policies are not mentioned clearly 
� Inflation may be increased 
� Again India become slaves because of FDI in retail sector 

Objectives of the Study 

o To Know the reasons for investing retail industry in India. 
o To Analyze the impact of FDI in retail sector in India. 
o To Study the trends in FDI in different sector in India. 

 

Data Collection 

The analysis will be done with the help Secondary data (from internetsite and 
journals). The data is collected mainly from websites, annual reports, World Bank 
reports, research reports, already conducted 
survey analysis, database available etc. 
 

Indian Agriculture Sector and FdI 

In India, agriculture is an important sector of the Indian economy and accounts for 
almost 19% of India’s gross domestic product (GDP). Agriculture forms the backbone 
of rural India which inhabits 70% of the Indian population, hence any policy decision 
regarding agriculture has an impact on a large majority of the vast population. The 
main governing bodies that define the future role of agriculture in India are The 
Ministry of Agriculture, the Ministry of Rural Infrastructure, and the Planning 
Commission of India. It aims at developing agricultural sector of India. Prior to the 
new FDI policy only in Tea sector 100% FDI was allowed. This requires Government 
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of India approvals. Further, it required compulsory divestment of 26% equity in 
favour of the Indian partner or Indian public within a maximum period of five years. 
This also require approval from the concerned state government in case of change in 
use of land for such activities. And this holds true for any fresh investments in the 
above-mentioned sector. 
 
FDI In Retail – Possible Benefits To Farmers 

A lot of passion has been generated in the debate on FDI in Retail on the issue of 
impact on agriculture. Two contrasting views have been presented by various 
sections. One view is that this is precisely what farmers requires as they will get a 
better price for the products, the middlemen system will be eliminated and rural 
prosperity will be advanced. The other view is that the MNC’s will bring goods at 
extremely low prices from abroad undercutting the farmers throwing them out of 
business. Another fear that has been raised is that MNC’s will control the supply 
chain and in monopolistic situation, offer extremely low prices to farmers, as a result 
of which farmers will end up selling their products at a loss.In this chapter the 
researcher will attempt to highlight the possible benefits that could arise for farmers 
with the introduction of FDI in retail. 
The possible benefits to farmers can be discussed under the following points :- 
i) Infrastructure : In spite of being the second largest producer of fruits and 
vegetables, India has a very limited integrated cold-chain infrastructure. Lack of 
adequate storage facilities causes heavy losses to farmers, in terms of wastage in 
quality and quantity of produce in general, and of fruits and vegetables in particular. 
With liberalization, there could be a complete overhaul of the currently fragmented 
supply chain infrastructure. Extensive backward integration by multinational retailers, 
coupled with their technical and operational expertise, can hopefully remedy such 
structural flaws.It is believed that organized retail will offer the small Indian farmer 
more competing venues to sell his or her products, and increase the net profit from 
less spoilage and waste. A Food and Agricultural Organization report claims that 
currently, in India, the small farmer faces significant losses post-harvest at the farm 
and because of poor roads, inadequate storage technologies, inefficient supply chains 
and farmer's inability to bring the produce into retail markets dominated by small 
shopkeepers. These experts claim India's post-harvest losses to exceed 25%, on 
average, every year for each farmer. 
 
ii) Elimination of middlemen and long chain supply: The foreign retailers will 
purchase raw materials from the farmers and various other goods from the original 
producer directly. The farmers would be getting good prices for their harvest. The 
original producers will get a higher price since the profit will flow to them directly, 
leaving behind the middle men. This can happen as the giant retailers have capital and 
high buying power. Direct purchase from farms will hugely benefit small farmers who 
are not getting good returns by selling in the local mandi. A Food and Agricultural 
Organization report claims that currently, in India, the small farmer faces significant 
losses post-harvest at the farm and because of poor roads, inadequate storage 
technologies, inefficient supply chains and farmer's inability to bring the produce into 
retail markets. 
 
iii) Improved technology and logistics: Improved technology in the sphere of 
processing, grading, handling and packaging of goods and further technical 
developments in areas like electronic weighing, billing, barcode scanning etc. could 
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be a direct consequence of foreign companies opening retail shops in India,. Further, 
transportation facilities can get a boost, in the form of increased number of 
refrigerated vans and precooling chambers which can help bring down wastage of 
goods. 
 
iv) Increase in quality and productivity: New investment would result in other 
positive externalities such as better seeds and stricter standards that would increase 
quality and productivity while lowering costs. 
FDI in retail has found support from several sections including a number of farmer 
organizations. The belief of these people is that the new policy will help eradicate the 
middlemen system and would provide more profits for the farmers. Another argument 
is that better infrastructure and technology would lead to less wastage and as a result 
would help benefit both the farmers and the consumers. 
FdI In Retail – Possible Negative Implications For Farmers 

The deplorable condition of farmers over the years can be attributed to the 
governments’ apathy and neglect toward the agrarian society and promotion of 
consumerist society. The governments’ new policy of inviting  
foreign retailers has been questioned by many and doubts have been expressed about 
its projected success. It has been argued that the objective of these retail chain sis to 
exploit the local market and earn maximum profit. Several international cases have 
been cited in this regard, in an attempt to prove how exploitative these foreign 
retailers are. 

 
It has been feared that with the advent of mega retail stores, the equation 

between farmers and corporations will change. Although the entry of large retail 
chains will probably lead to the elimination of middlemen, these chains will establish 
a different kind of monopoly. Once the middlemen are removed the farmers will be 
left with no other choice except to sell their products to large retail companies. Since 
farmers will be left with no other choice they will be forced to accept the payments by 
these companies. Once competition is removed from market, market forces become 
puppets in the hand of monopolist. In order to increase revenues, companies these 
retail giants during initial years of operations attract customers by offering goods at 
lower price. This is also known as predatory pricing which in long runs wipe out 
economically weaker competitor from market. Due to such lopsided monopolistic 
market, almost all stakeholders, whether its producers, suppliers or consumers suffers 
while the retail chain is able to maintain its profit, in fact the revenue of company 
keeps on increasing. 
Another serious issue raised is regarding the small farmers in India. The Indian 
agricultural sector is dominated by small farms (83% of total farms). Large 
corporations are unlikely to stomach the transaction costs involved with dealing with 
the millions of small suppliers. Furthermore, small farmers are less likely to have 
access to technology in order to meet the quality standards required by these 
corporations. Without such business relationships, many small farmers may not 
realize higher incomes, or worse, be put out of business by the economically 
competitive larger farms. Small farmers can maintain their livelihood and generate 
higher income by forming producer companies. 
It has been argued that the FDI in Retail and its projection as boon for Indian farmer 
is not going to solve the problems faced by Indian farmers. The proponents of FDI 
have projected farmers as major beneficiaries. However this is not necessarily true. In 
the initial years the large retail companies may give marginal benefits to farmers, 
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however in the long run they will not only evict the small retailers but also start 
dictating their terms to  
farmers. It has been argued that if the government is indeed serious to improve the 
condition of farmers in India they should look at domestic solutions which will be 
better and effective not only for farmers but will also be in our national interest. In 
this regard the Confederation of All India Traders have made certain 
recommendations which are worth looking at. 
 
Conclusion 

The majority view is that FDI in retail will have an adverse effect on farmers. Several 
instances of exploitation of farmers by MNC’s in different countries have been quoted 
to prove this point. It has been argued that big retail chains like Wal-Mart will use 
their power to monopolise the market and keep farm prices low. The main mechanism 
adopted by organised retail for sourcing supply of farm goods is direct procurement of 
produce from farmers with or without contract farming. Past experience shows that 
this has helped farmers in getting higher income for their products. A few farmers' 
organizations as have been quoted in the previous chapters have come openly in 
support of this move. 
These provisions do not allow direct marketing from producer to buyer (including the 
consumer) and necessitates the produce pass through a chain of intermediaries. There 
are further restrictions imposed by the Essential Commodities Act relating to volume 
of business and pan-India movement of produce. 
In conclusion, I would like to say that there needs to be a change in the regulatory 
framework to begin with if farmers are to enjoy the benefits of FDI in retail. Even 
after a decade of model (APMC) Act developed by the central government for 
bringing changes in the Act, no state has brought significant change in APMC Act to 
permit alternative models of marketing due to strong opposition from trading 
communities and middlemen in each state. Therefore the states need to amend the 
APMC Acts and remove trade barriers first in order to ensure that the retail chains can 
buy directly from the farmers without the interference of middlemen. Otherwise the 
entire purpose of allowing FDI in retail for the benefit of farmers as has been 
projected by the government will be defeated. It needs to be understood that relaxing 
the Act would break the monopoly of wholesale markets and help bring better price to 
the farmers. 
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