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Abstract

This is the age of retail marketing as business magazines would have us believe.
Yet India is dotted with villages and mofussil townships of various sizes. The size
of retail industry in India is about $350 billion and is expected to grow at 13% p.a.
(AT Kearney- Global Retail Development Index, 2006). Organized retailing is only
2-3% at present, but it is projected to grow at more than 30% p.a. and it is also
estimated to reach an astounding INR 1000 billion by 2010. India has also been
rated as the fifth most attractive emerging retail market and ranked 2nd in a Global
Retail Development Index of 30 developing countries drawn up by A T Kearney.
Powerful companies like Wal-mart, Tesco, Carrefour, and Metro are lobbying
aggressively with the Indian Government to allow 100% FDI in retail. But an AC
Nielsen study has projected that even without FDI, number of Organized Stores
would double form current 2500 stores to about 5500 stores by 2010. Rising
income level, young population with high disposable income, availability of
brands and merchandise, media proliferation, the impact of globalization,
saturation in international markets, positive indicators of the economy and the
changing mindset of the consumers are the major drivers quoted behind this
retail boom.

But what about the Mom and Pop stores / the Kiranas? Traditionally, small store
retailing has been one of the easiest ways to generate employment.
Consequently, India has one of the highest retail densities in the world at 6%.
About 12 million Kiranas exist for 209 million house holds, earning India (like
England) the epithet of a “nation of shopkeepers”. More than 80 percent of these
are run by small family businesses. Since 2004, organized retailing in India has
transformed the urban landscape with opening of new formats, rapid growth of
existing players and the start of the new generation shopping malls. It is
estimated that mall development will spread to 60 cities in India by the end of the
decade. In this scenario it becomes imperative to understand the impact of this
boom in organized retail on the Kiranas. This study attempts estimate the impact
of organized retail on Kiranas and the problems they face based on an empirical
research. With the help of a consumer study to understand patterns & reasons for
switching shopping habits, an attempt is also made to suggest options available
to develop and strengthen competencies to enable them to survive and flourish in
the coming decades
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Rahejas and Hiranandani are tapping the
Alternative Investment Market (AIM) in
London. No wonder, the sector has seen
some hectic activity lately with players
significantly scaling up their operations to
effectively monetise the large land bank.
Right on cue, real estate companies have
caught the fancy of domestic as well as
institutional investors.

India's GDP growth rate has averaged 8.6%
over the last three years, up from an average
of around 6% during the 1990s, and
highlights India's emergence as a land of
opportunities.The principal drivers of India's
GDP are changing demographics, rising
levels of foreign investment, a vibrant
services sector powered by the IT and ITES
sectors and buoyant exports.
Notwithstanding concerns over lack of
structural reform, these factors are likely to be
sustained in the foreseeable future, resulting
in continued strong GDP growth.

This economic growth has, in turn, stimulated
demand for property to help meet the needs
of business, such as modern offices,
warehouses, hotels and retail shopping
centres. It has also boosted housing demand
as a wealthier populace seeks upgraded
accommodation. Moreover, shrinking
household size and improved access to
housing finance have boosted the demand
for residential property. Tax incentives have
also been granted to interest and principal
paid on home loans, which has made owner-
occupied property more attractive.

In addition, reform to the Indian regulatory
environment is underway. Perhaps the
clearest example of this is the 1976 'Urban
Land Ceiling Regulation Act'. Although this
Act has already been repealed in a number of
states, it still remains in force in some states
including Andhra Pradesh, West Bengal and
Assam. The Act, originally designed to
ensure a more equitable distribution of land,
stands accused of impeding the assemblage,
sale and reuse of urban land, thereby helping

to raise land prices. One of the Act's main
provisions includes setting a limit on the
ownership of vacant land (graded according
to the classification of the urban conurbation)
so to provide cheaper land to poor
communities. As such, the Act gives power to
state governments to acquire any excess
vacant land above the limits set by the Act, to
regulate the transfer of ownership of the
vacant land, and distribute it according to the
common good. Under the Act, individual
states are authorised to grant exemptions
depending on the category of land.

However, the Act has been criticized on a
number of issues: that it has vested too much
discretionary power in the state governments
to grant exemptions which has led to
corruption; that it is highly expropriatory,
resulting in lengthy court cases; and that it
does not provide for a mechanism to force the
entry of vacant urban land onto the market,
thereby resulting in an unduly low supply of
land for housing and development, and
boosting land prices, particularly in the larger
cities. As such, its repeal is likely to add
further momentum to growth of the real estate
sectorin India.

Seeds of change: However, structural
changes in the Indian economy as well as the
socio-economic fabric are forging profound
changes in the Indian Real estate market.
These could broadly be categorized into the
following: (i) Rising incomes (ii) Availability of
finance (iii) Socio economic changes
(nuclear family trend etc) and (iv) Reforms

Triggers for Real Estate Sector in India

'
'
] G i &

) affordability 1 | aggregation |
. ] } ofland !
'

...................

Volume Drivers

__________

! '

! Retail &IT

i

el it Improving regulatory |+
framework

Economies of scale 1 | :
!

Indira Management Review - January 2008



Fundamental changes such as bank funding,
Foreign Direct Investment (FDI) and Land
reforms that have begun in retail real estate
would substantially alter the growth trajectory
of the sector. Growth already remains
buoyant due to demand-pull factors such as
economic boom, soft interest rates, and
growing purchasing power. In our view, these
factors would create a virtuous cycle of
growth as large domestic and international
companies enter the market bringing in
capital, process, standardization and
transparency into the fragmented and
unorganized sector.

Bulging middle class is fuelling demand
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Another significant aspect that augurs well for
the sustained growth in the long term for the
Indian residential real estate segment is that,
compared to other countries, India has a fairly
low mortgage penetration (2% in India
compared to 51% in USA), which is an
indicator of the huge potential for growth.
According to PriceWaterhouse Coopers, the
urban housing sector in India would require
investments of USD25bn (Rs.1,100bn) over
the nextfive years.

Availability of mortgage finance
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Opportunity Canvas: The Real Estate
market in India is estimated at USD 12 bn
(FYO05) by revenue, and is expected to reach
USD 50 bn by 2010, implying a CAGR of
33%. This growth will be fuelled largely by the
rapid expansion of Information Technology
and ITES industries, a retail boom and the
simultaneous growth of the middle class.
Robust economic growth and low interest
rates have also fuelled demand for property
across urban India. Although, a bulk of the
construction activity (80%) is in the
residential space, the share of commercial
and retail space is increasing rapidly, driven
by robust demand from IT/ ITES and
organized retail.

Various structural (social and demographic),
and macro economic factors are fuelling the
demand for real estate in the country.
Increasing income levels, low interest rates,
nuclear families and a latent shortage in
housing, growth of organized retail and
growing demand from a fast growing service
sector are the key drivers of growth in the real
estate sector in India. Further, reforms such
as rationalization/ simplification of stamp
duty, computerization of land records, real
estate investment trusts (REITs), and foreign
direct investment (FDI) are likely to attract
significantinvestments in the sector.

USD50bn Real Estate Market in 2010
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Source: ENAM Research

Retail Real Estate: Real estate is one of the
most important aspects in the organized retail
revolution in India. Based on available data
and various industry estimates, the share of
organized retail is expected to grow from 3%
in FYO5 to 5% in FY10, entailing a total
investment of Rs.125bn. Indicative estimates
suggest that at present, there are over 200
malls under construction across the country,
accounting for a built up space ranging from
100,000 sqg. ft. to 10,00,000 sq. ft. The
mapping of the area occupied by retailers in
these malls, indicates that malls along with
large format stores and specialty retailers
who have a national spread, accounts for
around 11% of the total organized retailing in
the country.
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Growth of Organized retailing
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Retail sector has witnessed profound growth
in past few years. The major factors
responsible for the retail boom have been the
change in consumer profile and
demographics, increase in the number of
international brands available in the Indian
market, economic measures of the
government, improvement in the
infrastructure, increasing investments in
technology and real estate building a world
class shopping environment for the
consumers. Retail is one of the fastest
growing sectors in the country and India
ranks 1st, ahead of Russia, in terms of
emerging markets potential in retail. After
agriculture, retail is the largest source of
employment and has deep penetration into
rural India. Retailing contributes up to 10% of
GDP. In fact, the biggest mall in the world —
Mall of India — is planned by DLF along NH8
and it will have 32 acres spanning a huge
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entertainment are a and large city town
squares.

According to Associated Chambers of
Commerce and Industry of India
(ASSOCHAM), the overall retail market is
expected to grow by 36%. The organized
sector is expected to register growth
amounting to Rs 150 billion by 2008. The total
size of the market is also expected to
increase to Rs 14,790 billion from the current
level of Rs 5,880 billion. It has estimated that
nearly 30 million sqg. ft. of organized retail
space is currently available. Another 90
million sq. ft. is likely to be added by 2008
from over 265 mall projects.

Today, global and major retailers are pushing
for expansion outside of their home
countries. Cross-border capital is flowing to
real estate, including shopping centers trying
to find their way to emerging economies like
India. Large multinational retailers are
increasingly looking beyond their home
markets. Through acquisitions and organic
growth, retailers from all regions of the world
are operating in increasingly more countries .
Carrefour, the second largest retailer in the
world, has planned to enter India. Wal Mart is
already set to roll on its plans in association
with Bharti. Thus, India has captured the
fancy of entire world and major players are in
some or other way planning to tap the huge
potential.

Transparency: A key challenge: The foreign
direct investment component in the domestic
real estate market is likely to be $ 30 billion as
against its total size of $ 102 billion in next 10
years as the real estate sector growth will pick
up at more than 30%, according to
projections made by ASSOCHAM. The
current foreign direct investment
contributions is estimated between $ 5 to $
5.50 billion owing to the existing provisions
that allow foreign developers to undertake
construction activities on a minimum space of
50,000 sq. ft. The ceiling of 50,000 sq. ft. is
expected to be enhanced by the government




tothe tune of 2 lakh sq. ft.innext 10 yearsina
gradual manner and result for much higher
foreign capital absorptions.

However, FDI investments are impeded by,
among other things, lack of transparency. A
Foreign Direct Investor typically seeks the
following: (a) Accurate market and financial
information (b) Reliable performance
(c) Benchmarks (d) Enforceable contracts
and property rights. (e) Clarity regarding the
taxation and regulation of real estate. (f) Fair
treatment in the transaction process and (g)
Ethical standards among professionals hired
totransact business

However, there are common problems
encountered by these investors not only
within the country of their origin but also in
overseas markets. Some of these problems
are: (i) Lack of historical or current market
statistics on demand, supply or rents,
(b) Financial statements of listed vehicles
that do not meet International Accounting
Standards (IAS), (c) Real estate tax
procedures, building and zoning codes that
are not published or that are selectively
enforced (d) Lack of title records or title
insurance and (e) Lack of transparency. A
recent study on retail real estate
transparency conducted in 2006 by Jones
Lang LaSalle Real Estate Transparency
Index (RETI) which measures transparency
conditions in 56 countries ranked India at the
near bottom amongst countries with low
transparency.

Retail Real Estate Transparency Index
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Transparent

Finland 1.63
Spain 1.66
Germany 1.72
South Africa 1.77
Ireland 1.80
Belgium 1.83
Denmark 1.89
Switzerland 1.89
Austria 2.00
Norway 2.01
Malaysia 2.16
Italy 2.29
Portugal 2.39
Semi Transparency

Czech Republic 2.54
Japan 2.60
Israel 2.66
Poland 2.76
Hungary 2.86
Slovakia 2.94
Mexico 3.01
Greece 3.08
Russia 3.12
South Korea 3.13
Chile 3.16
Brazil 3.21
Taiwan 3.21
Thailand 3.25
Argentina 3.31
Philippines 3.45
Slovenia 3.45
Low Transparency

India 3.51
P.R. China 3.60
Macau 3.80
Indonesia 3.90
United Arab Emirates 3.97
Costa Rica 3.98
Romania 4.08

Overcoming challenges: With the increase
in number as well as the quantum of foreign
investments in the real estate sector drivers
fortransparency are beginning to fall in place.

Drivers for better transparency getting in
place
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Real Estate Reforms : A large number of
legal and institutional rigidities, economic and
fiscal constraints, spatial development
limitations and organizational bottlenecks
have till now constrained the growth of the
sector. The main problems include, Urban
Land Ceiling and Regulation Act (ULCRA),
Rent Control laws, complicated stamp duties
and legal statutes, antiquated land records
and outdated building plan approval
processes, and a lack of co-ordination among
concerned agencies. Moreover, Real Estate
sector has not even been accorded an
industry status. All this has resulted in lack of
transparency and poor project performances
by developers lacking credibility. The
government has also taken proactive steps to
improve transparency in the sector, which
include rationalization of stamp duty,
approval of forming the real estate
investment trusts (REITs) and thrust on
housing by providing tax breaks to both
developers and the customers. Various state
governments have also initiated
computerization of land records, which
hitherto has been the key bottleneck for
corporate sector entering into real estate.

Foreign Direct Investment : The
Government of India has permitted foreign
directinvestment ("FDI") of up to 100% under
the automatic route in townships, housing,
built-up infrastructure and construction-
development projects ("Real Estate Sector"),
subject to certain conditions enumerated in
Press Note No. 2 (2005 series). A short
summary of the conditions is as follows: (a)
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Minimum area to be developed is 10 hectares
in case of serviced housing plots and 50,000
square metres in case of construction
development projects. Where the
development is a combination project, it can
be either 10 hectares. -or 50,000 square
meters. (b) Minimum capitalization of US$ 10
million for wholly owned subsidiary and US$
5 million for a joint venture has been specified
and it is required to be brought in within six
months of commencement of business of the
company. (c) Further, the investment is not
permitted to be repatriated before three years
from completion of minimum capitalization
except with prior approval from FIPB. (d) At
least 50% of the project is required to be
developed within five years of obtaining all
statutory clearances and the Compliance
with rules, regulations and bye-laws of state
government, municipal and local body has
been mandated and the investor is given the
responsibility for obtaining all necessary
approvals.

Increased Participation by Banks/
Housing Finance Companies : With the
significant decrease in interest rates,
simplification of stamp duty and greater
transparency in real estate transactions,
banks are also participating in this sectorin a
larger way. Not only are they providing
project financing to developers, they are also
aligning with developers by pre-approving
projects for housing loans to simplify and
smoothen flow of funds to customers. In fact,
customers prefer pre-approved projects as
they are ensured that all the regulatory
formalities have been taken care of. Higher
participation by banks will go a long way to
improve transparency in the sector.

Changing Profile of Developers : Real
estate developers and builders are also
changing their profiles, driven by the growing
market opportunity for quality players. They
have started becoming more organized, with
a clear focus on building superior
infrastructure, using the best quality and the
most economic materials. They are




emphasizing newer and better designs, with
reliable construction management,
employing trained professionals to help them
implement new projects faster, and in a more
efficient manner. Technology has also
evolved in the construction business, so
using them, as part of the process has been
very vital in these competitive environments.
Banks have also played an important role in
the process, by increasing the availability of
funds to organized players, which has helped
evolve anew breed of developers.

Conclusion : Retail is more transparent than
industrial properties but less transparent than
office and hotel properties in India. Being a
diverse and large country some cities in India
already have large organized retail sectors,
most only have open-air informal markets.
Some cities have little short-term prospects
of having organized retail as long as incomes
remain low and limits on foreign direct
investment exist. Many developers are
looking to capitalize on the low transparency
of India's retail market by being the first to
enter into a market and gaining market share.
With even the RBI now being cautious on the
real estate sector and the evolving regulatory
framework will be able to weed out the
impediments and pave the way for healthy
competition that is often the perfect antidote
forimperfections in a given market. Thus, the
rapid growth in the economy, rising per capita
income levels and favourable demographics
coupled with regulatory changes will
eventually lead to increased retail
transparency as the depth of the real estate
market rises
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