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Key features of the proposed policy 

For foreign direct investment (FDI) in single-
brand retail trade 

•	 Up to 100% FDI permitted with 
government approval. 

•	 For proposals of more than 51% FDI, 
at least 30% of the value of products 
sold must come from Indian small 
industries.	A	small	industry	is	defined	as	
one that has a total investment in plant 
and machinery of not more than US$1 
million.

•	 Products to be sold should be of a single 
brand only.

•	 Products should be sold under the same 
brand internationally (i.e., under the 
same brand in one or more countries 
other than India).

•	 Covers only products that are branded 
during manufacturing.

•	 The foreign investor must be the owner 
of the brand. 

The opening up of India’s retail sector has been the 
hope of global retailers such as Carrefour, Walmart 
and Tesco for years. And grocery retailers are not 
the only ones with their eyes on the prize: luxury 
brands like Louis Vuitton and Burberry are anxious 
to grab a share of India’s increasingly prosperous 
middle class. According to “Winning in India’s 
retail sector,” a recent report issued by PwC, India’s 
large, aspirational middle class now constitutes 
75 million households, or 300 million individuals.  
Tikka Shatrujit Singh, chief representative in Asia 
for French luxury firm LVMH, the parent company 
of Louis Vuitton and many other global luxury 
brands, recently confirmed the appetite to invest 
in India. “This was the last frontier to be opened.  
It will make India a preferred market,” he said.1   
Louis Vuitton has only 4 stores in India, while  
it has 36 in China.

India: the last retail frontier 
Limits finally lifted on investment in single-brand 
retail. Multi-brand to follow?

The door swings open: limits lifted on 
single-brand retail  
In early January, India’s government approved a 
measure allowing 100% foreign direct investment 
(FDI) in single-brand retail trading, along with 
some conditions (see sidebar). The measure is 
aimed at “attracting investments in production 
and marketing, improving the availability of such 
goods for the consumer, encouraging increased 
sourcing of goods from India, and enhancing 
competitiveness of Indian enterprises through 
access to global designs, technologies and 
management practices.”2 The new rules essentially 
mean that retailers will be allowed to set up their 
single-brand retail stores in India without having 
to form joint ventures. For retailers that have been 
hesitant to entrust their brands to local partners, 
the proposed new option for 100% ownership 
should make investment in the country much more 
appealing.  

For now, there is no change in the regulations 
governing multi-brand retailing. 

1 Economic Times, November 30, 2011.

2 Government of India, Ministry of Commerce and Industry, Department 
of Industrial Policy & Promotion, Press Note 1, January 10, 2012.
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In brief 
Finding the right format

Finding the right format in India is critical. 
Many of the large players are experimenting 
with formats by launching hypermarkets, 
supermarkets, electronic kiosks and shops-
in-shops—and even by varying sizes within 
formats. Popular formats include:

•	 Five-star hotels. A favorite for luxury 
brands.  India’s affluent customers gather 
at hotels for meals, celebrations, festivals 
and so on.

•	 High streets. Always a part of the 
traditional Indian shopping experience, 
these are now also offering a range of 
premium Indian and global brands. 

•	 Malls. Malls in suburbs are becoming 
more numerous. Developers are even 
beginning to launch mall chains, trying  
to build brands.

•	 Discount malls. These sometimes offer 
both premium and mass fashion brands.  
Promotional activities are common in 
order to increase traffic. Value malls that 
offer large food courts, cinemas or other 
family entertainment are doubling traffic 
and driving sales.  

•	 Hypermarkets. Increasing in popularity 
with cash-and-carry operators, as well 
as food and grocery. Nonfood sales help 
improve margins, and most of these have 
a 60% nonfood/40% food product mix. 
One large food and grocery operator plans 
to open more than 20 hypermarkets in the 
next two to three years.

•	 Luxury malls. India’s luxury malls 
include DLF Emporio (Delhi), UB 
City (Bangalore) and The Palladium 
(Mumbai). These malls offer luxury 
shopping environments; however, in  
some luxury malls premium brands exist 
side by side with true luxury brands.
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Proposals to open up single-brand and multi-brand 
retail FDI have been in the works for some time—
and were expected to be approved as recently as 
late last year—but the proposals (especially for 
multi-brand retail) kicked off a firestorm of protest 
about perceived unfair competition, which stalled 
Parliament, caused protests and generally created 
an untenable political situation. Those against the 
measures argued that such measures would lead 
to the loss of thousands of small businesses, thus 
endangering the livelihood of small-shop owners; 
would cause fuel inflation; and would encourage 
monopolistic practices. Because it’s so much more 
controversial, the decision on FDI in multi-brand 
retail is still tabled until spring at the earliest—
after the annual budget and elections in certain 
important states like Uttar Pradesh.  

The upside for India
Opening up of FDI in retail is expected to have 
far-reaching benefits for all parts of the value 
chain—namely, cheaper prices for consumers, 

higher prices for farmers and job growth. New 
investment would be expected to bring significant 
improvement in supply chain networks and back-
end infrastructure, resulting in reduced wastage 
of agricultural produce. It’s estimated that 30% 
or more of produce in India gets spoiled before 
it ever reaches potential buyers. New investment 
would also bring in much-needed capital for 
expansion, enabling the formation of large stores 
with significant numbers of jobs. Partnerships with 
foreign companies with deep pockets would bring 
in not only capital but also technology. Through 
more-sophisticated technology, warehousing and 
distribution practices, large retailers would be in 
a better position to offer higher prices to farmers.  
India’s commerce minister recently voiced his 
belief that a more open investment climate for 
supermarkets (multi-brand retail) would indeed 
create jobs—specifically, 10 million jobs over just  
three years.3

A boost for India’s 
value chain

3 The Times of India, November 24, 2011



With its contribution of an overwhelming 14% to 
the national GDP and employing 7% of India’s total 
workforce (only agriculture employs more), the 
retail industry is definitely one of the pillars of the 
Indian economy. The size of the Indian retail sector 
is about US$450 billion and is expected to grow 
by about 15 to 20% on an annual basis. The retail 
sector has low organized penetration of only 8% 
and in fact is one of the last unconsolidated retail 
sectors of a size left in the world.  

India’s twin engines—economic growth and 
demographic profile—present a compelling 
business case for global retailers. In the past, 
saving has been the focus of Indian consumers; 
however, that’s changing, and Indian society is 
becoming more accepting of self-indulgence.  
There are increasing numbers of young shoppers 

and middle-class consumers, and they want such 
products as mobile phones, fashion clothing and 
accessories and upscale food and beverages. Indian 
consumers in rural areas are also aspirational, 
and existing penetration levels for personal care 
products, consumer durables and electronics are 
low.   

High-growth opportunities include children’s 
wear, accessories, consumer durables, apparel and 
footwear and leisure.  

4

What’s in it for global 
retailers?

The retail industry is definitely one of the pillars of the Indian economy.
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Even with the opportunities described previously, 
success in India’s retail market is far from child’s 
play. Most Indian consumers are quite value 
conscious; buying power varies enormously 
throughout the country; and many India-based 
retailers have deep roots in their communities. In 
addition, Indian buyers particularly want to feel 
that products have been tailored to them, even as 
they aspire to aquire Western-produced goods. 

Consider the following challenges.   

Fluid regulatory framework
 As the recent events show, understanding the 
regulatory framework is essential—not only the 
FDI framework but also direct and indirect taxes. 
The fits and starts in regard to adopting the new 
FDI rules are indications of the complexity of 
India’s tax and regulatory frameworks. Other 
regulatory changes—such as changes to the 
direct tax laws—have been similarly discussed, 
then tabled. India has a complex tax structure 
with varying value-added-tax rates. In addition, 
the evolving nature of Indian tax law makes it 
imperative for companies to keep pace with the 
changes. Transfer-pricing regulations are stringent, 
and the single largest source of tax litigation for 
multinational companies in the country. 

Underdeveloped supply chain  
and infrastructure  
India is a huge country, without solid 
infrastructure, so it can be difficult to deliver 
product to customers outside major cities. Product 

moves slowly, and costs are high. Studies show that 
logistics costs are high: 10 to 12% of total GDP due 
to the large distances, the fragmented nature of 
transporters, poor roads, limited ports, electricity 
and water shortages and only rudimentary cold-
storage systems.   

With suppliers located around the country and 
needing to use several large intermediaries, costs 
can be high. The new FDI regulations for single-
brand retail requiring retailers to use at least 30% 
small suppliers could complicate the picture and 
raise costs even further. However, it should be 
noted that this 30% condition may well be easy to 
comply with if procurement for global operations 
is considered. On the plus side, some relief may 
come as the government makes investments in 
state highways. As roads are slow, a multimodal 
combination of road, railroad, air, and water 
transport could be a better option.

Tight real estate market
Finding the right real estate for a retail venture in 
India is not easy. A few years ago, retailers were 
forced to pay exorbitant rents in major cities due 
to lack of space. Now there are more options, but 
finding good properties in central and downtown 
locations, especially for large-format stores, is 
still challenging. Favorable market conditions 
including a will to buy on the part of consumers, 
entry of new foreign brands, expansion plans and 
the need to increase hiring are all driving space 
demands in Tier 1 cities. This has increasingly led 
retailers to locating in or near suburbs.  

Investors will face 
challenges 



6

Top 10 tax issues faced by retailers  
in India
1. Funding Indian operations keeping in mind 

regulatory restrictions on debt funding into 
India. Funding Indian operations is challenging 
due to regulatory restrictions on the infusion 
of debt into India. At the same time, infusion 
of equity results in capital being locked in. As 
a consequence, taxpayers often look at hybrid 
instruments that can be treated as debt for tax 
purposes but as equity for regulatory purposes.  

2. Structuring an Indian investment through 
treaty platforms. This is critical because 
Indian law taxes the sale or transfer of shares 
of an Indian company. Therefore, absent treaty 
protection, a future sale or reorganization 
of the Indian company (even internally) will 
result in Indian capital gains tax.  

3. Repatriating	profits	from	India.	Taxpayers 
should pay specific attention to repatriation of 
profits from India, keeping in mind the 16.2% 
dividend distribution tax on distributions paid 
out of India. Consequently, treaty structures 
and transfer-pricing policies assume great 
significance.

4. Transfer pricing of related-party 
transactions. India requires international 
transactions between related parties to be 
transfer priced.  In addition, companies 
are required to maintain contemporaneous 
documentation regarding the transfer-pricing 
policy adopted.  

5. Applying indirect taxes on in-country 
transactions and movement of goods within 
and between states. India has a number of 
indirect taxes, including the application of state 
value-added-tax on in-state sales and of central 
sales tax on interstate sales. Planning of supply 
chain and distribution channels is essential 
to ensure that indirect taxes do not result in 
additional costs.   

6. Valuing imported goods. Valuation of 
imports for customs purposes is important 
and usually requires clearance from a special 
valuation branch of the customs department. 
In addition, the valuation of such goods must 
consider transfer-pricing principles. Customs 
and transfer-pricing valuations are difficult to 
align given their differing objectives. While 
customs officials like to see higher values in 
order to recover higher duties, transfer-pricing 
officials like to see lower values, with a view to 
increasing profits.

7. Avoiding litigation. Tax compliance and 
litigation can be expensive and drawn out. 
Planning is important to Indian operations,  
and litigation is time-consuming and expensive.  
Advance rulings are available for transactions 
impacting a foreign taxpayer and can be 
considered as measures to add certainty  
to a transaction. 
 
 

Complex tax 
structure
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8. Reducing overall tax rate in India (current 
effective rate including dividend distribution 
tax is approximately 41%). Companies must 
consider options to reduce their overall Indian 
tax rate through various measures, such as 
introducing debt into their structures and by 
planning through transfer-pricing techniques.

9. Withholding tax on royalty payouts from 
India for use of brand name and so on.  
Royalty payments out of India are subject 
to withholding tax. Additionally, foreign 
companies receiving such royalty are required 
to obtain a taxpayer ID (permanent account 
number) in order to apply the domestic-
law rate of 10.5% or a treaty rate. Absent a 
permanent account number, the withholding 
tax will default to 20%. Creditability of such 
taxes in the foreign country also requires 
consideration.  

10. Complying	with	tax-filing	requirements	for	
overseas entity on receipt of income from 
India. A foreign company receiving royalties 
or fees from India is required to file an Indian 
tax return reporting the income and the 
taxes withheld. This tax return is open to 
scrutiny by the Indian tax authorities, and as 
such, all disclosures on the return need to be 
appropriately reviewed.

In conclusion
For single-brand retailers, the new Indian 
regulations are good news indeed. For multi-
brand retailers, the delays offer additional time 
to crystallize plans. And the entry to India is only 
step one. Establishing a commanding presence 
will take a combination of long-term strategy, 
serious resources and commitment and the ability 
to accept risk. Given the lackluster results coming 
from developed markets, however, India as a 
source of new profits may just be too good to  
pass up.    
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