
 

 

 

 

 

FDI in Retail: How Can It Benefit India’s Farm Sector? 

After nearly a decade of anticipation, Prime Minister Manmohan Singh and his cabinet 

recently took bold action to revive India’s economic reform agenda.  Despite stiff 

opposition, Singh announced on September 14 that multi-brand retail and other key 

sectors of the Indian economy would be o pen to foreign direct investment (FDI) on a 

state-by-state basis.  To-date, a handful of India’s 28 states—mostly Congress-led—

have agreed to move forward on the new FDI limits.   

Opening up the multi-brand retail sector to FDI will help develop and modernize 

India’s farm sector and generate higher incomes for certain farmers. Yet, the story is a 

bit more nuanced.  Large corporations such as Walmart and Carrefour are less likely to 

work with the millions of small farmers in India that comprise over 83% of the sector.  

Therefore, in order for small farmers to truly realize the benefits that FDI can provide, 

they must adapt and pursue one of two routes.  Small farmers can either come together 

to form producer companies that would work directly with the corporations thereby 

enjoying higher revenues, or small farmers must willingly abandon small-scale 

farming altogether and move into the new jobs directly or indirectly created by FDI—

in sectors such as retail, food processing and supporting industries.  

Background  

India’s economic reforms of 1991 brought higher incomes in the service and 

manufacturing sectors and subsequent changes in food consumption patterns.  

However, this boom has been accompanied by a contradiction: low GDP and income 

growth in agriculture.  As dietary preferences began to shift amongst the growing 

middle class, demand for rice and wheat weakened and demand for fruits, vegetables, 

fish, meat, dairy and processed food grew. Initially, the government attempted to 

encourage diversification of production, away from cereals and towards fruits, 

vegetable and other high-value products. Policymakers expected the move to higher-

value goods—and the accompanied opportunities in food processing—would generate 

higher incomes for the farm sector. Unfortunately, this did not materialize as the farm 

sector lacked the infrastructural linkages necessary between farmers, retailers and food 

processors to bring high-value products to the middle class.  

The Benefits  

FDI in retail is expected to bring the investment and expertise necessary to modernize 

and develop the farm and manufacturing sector. Analysts estimate that the retail market 

in India, currently worth $500 billion, will grow to $1.3 trillion by 2020. Organized 

retail is expected to reach 20-25% of total retail by 2020 (from a current 5-6%). The 

prospect of higher growth in the food and grocery category is particularly attractive 

because over fifty percent of India’s workforce is employed in the farm sector. 

Therefore, advocates see a significant role for FDI for the economic development of 

the country as a whole.  

FDI proponents also point to the employment potential of the food retail sector, 

specifically in aggregators and low-level processors. They project that such investment   
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would create new off-farm jobs for 50-60 million low-skilled 

workers, enough to absorb new entrants to the work force as 

well as those potentially displaced by the market efficiencies 

introduced by FDI (projected to be a segment of small farmers).   

FDI would also bring investment in post-harvest infrastructure 

that would increase the shelf-life of produce and minimize food 

wastage (now as high as 20-30%). Moreover, 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 should also be 

cross-cutting and modernize not only retail and agriculture, but 

also manufacturing.   

Opponents say… 

Opponents of FDI maintain that foreign investors in retail will 

fare no better than their domestic counterparts, who achieved 

limited success in setting up supply chains. To them, it is 

unclear how the majority of small farmers and businesses will 

benefit from FDI – they project that investors will likely rely on 

existing supply chains and source their manufactured goods 

from other countries. In addition, critics believe that foreign 

corporations will source their produce from medium and large 

farms, and drive small farms out of business. They also contend 

that the entry of foreign retailers will ultimately drive out 

millions of mom and pop kiranas and outlets that dot the Indian 

landscape, leaving even more unemployed as a result.  

Politics on this issue has been divisive and fierce. Farmers’ 

organizations tend to be divided on the issue.  The UPA 

government’s former coalition ally, the Trinamool Congress, 

and the opposition Bharatiya Janata Party, expressed strong 

resistance to it.  Opposition-party-led states and some trade 

associations have voiced strong reservations against the 

reforms.  

The Concern: What About the Small Farms? 

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.   

While these are serious concerns, they are not insurmountable 

obstacles to the small farmers of India, and thus do not warrant 

opposition to valuable FDI in the sector.  Small farmers can 

maintain their livelihood and generate higher income by 

forming producer companies.  Aggregating multiple adjacent 

small farmers into one producer entity would allow a pooling of 

resources and facilitate procurement of inputs and technology 

necessary for meeting quality standards.  This aggregation 

would minimize costs due to economies of scale, create other 

avenues for employment (infrastructure, processing, etc.), and 

thereby attract the valuable business of large corporations. It 

should be noted that not all of India’s 100-plus million small 

farmers would have the opportunity to join producer 

companies, and many may have to leave farming altogether.  

However, a more efficient food sector would also create jobs in 

food-processing and retail and could serve as alternative 

sources of employment for displaced farmers.    

Conclusion 

It was once believed that domestic investors possessed the 

wherewithal and capital necessary to invest in the retail and 

food sectors that would introduce efficiencies, help meet 

growing demand, all while creating new jobs and generating 

higher incomes for farmers.  To this end, policymakers 

anticipated that local corporations were up to the task to 

develop the necessary linkages between farmers, retailers and 

food processors.  However, it has become evident that domestic 

investors and local corporations have not succeeded in 

achieving this goal.   

In light of this, FDI in retail has a positive and necessary role to 

play if India is to truly modernize its food and retail sectors and 

meet growing demand.  FDI promises to benefit a broader 

segment of India by generating higher incomes for farmers, 

reducing spoilage, creating jobs in retail and supply chains, and 

delivering affordable products demanded by the expanding 

middle class. It is an arduous task, but if undertaken with the 

appropriate mix of policies by center and state governments, 

FDI in retail can provide across-the-board benefits for all, 

consumer or producer, large or small. 
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