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As the Indian retail industry gears up for the future, it is 
important to understand the challenges and incorporate the 
learnings from the past to gear up for future success. A survey 
conducted by PwC India’s Retail and Consumer practice in 
August–September 2017 focused on the following aspects of 
the Indian retail industry:
•	 Achievement of the scale envisioned by retailers
•	 Challenges retailers face in their journey from vision  

to execution 
•	 Future outlook of the Indian retail industry
•	 Key considerations for future success 
Our survey and conversations with CxOs revealed four major 
reasons many offline retailers have struggled.

Four key reasons retail 
has struggled

1. �On-ground realities were 
different than envisioned

In a bid to ride the wave of organised retail in India, major 
retailers had announced massive plans to expand and grow in 
an under-penetrated market.

Announcements 
in organised retail

‘RPG Enterprises-
owned Spencer’s Retail 
is planning to spend 
about Rs 1,500 crores to 
open up to 2,000 stores 
nationwide in the next 
two years.’

– Livemint,  
February 2007

‘Reliance Retail, for 
instance, has chalked out 
a plan to roll out about 
5,500 stores of all kinds 
in 800 cities, 85 logistics 
centres and 1,600 farm 
supply hubs.’

– Outlook Business,   
January 2007

‘AV Birla Group is looking 
at pumping in Rs 15,000-
20,000 crore (Rs 150-200 
billion) - with an initial 
investment of Rs 5,000 
crore (Rs 50 billion) in the 
next few years.’

– Outlook Business,  
January 2007

Source: http://www.livemint.com/Companies/Yn5DkZLOLruqN5NeGR1fyK/RPG-unveils-retail-expansion-plan.html, http://www.rediff.com/
money/2007/jan/19bspec.htm, http://www.rediff.com/money/special/bspec/20070119.htm
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However, as retailers started to scale, the ground realities 
they encountered allowed only a few of them to remain true 
to their envisioned scale of business.
Our survey shows, 90%  of the retailers could not achieve 
their envisioned scale. 

Consequently, many retailers surveyed felt compelled to 
revise their scale aspirations. 

Our survey respondents highlighted the following key 
constraints that led them to revise their vision:

1.	 Infrastructure challenges: In the past, the 
expansion plans of retailers have been limited by the 
availability of quality retail space. Of the retailers we 

surveyed, 75% cited lack of availability of real estate 
space as a major constraint limiting scale. Real estate 
costs account for 5–20% of the net revenue of Indian 
retailers depending on the categories they play in (the 
global average is 3–10%). Further, retailers revealed 
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that around 10–20% of their portfolio suffered from 
poor quality of real estate space. In terms of quality 
parameters, retailers cited the following in order of 
priority:
•	 Improper location
•	 High rentals
•	 Improper store layout for operations
•	 Insufficient parking
•	 Single vs multi plate
In addition, the retailers mentioned pro-tenant rent laws, 
and zoning restrictions, lack of clear ownership titles, 
and high stamp and other governmental duties.

2.	 Access to capital: Lack of clear direction on FDI in 
multi brand retail regulations is leading to delays in the 
implementation process for limited non-conglomerate 
Indian retailers to access much-needed capital for  
fund growth.

3.	 Retail talent: Forty percent of retailers cited 
constraints in finding the right retail talent. With a spurt 
in demand and limited availability, retaining the talent 
has become an increasing challenge. As per the survey, 
45% of retailers believed that talent development was 
one of the major concerns they had faced in the past. 
HR and workforce practices were at a nascent stage of 
development, leading to competency gaps across key 
retail areas like vendor management, logistics and supply 
chain, inventory management and customer relations. 
Talent acquisition was another key challenge in the retail 
industry as around 75–80%  of the staff in a retail set-up 
works on the front end. Talent retention has also been an 
area of concern for retail organisations, especially on the 
front end, where the attrition rate in the past has been 
high to the tune of about 25–40%.

2. �In a bid to scale fast, they 
faltered on execution

The Indian retail industry poses a unique set of challenges:

1.	 Strong Suppliers: Organised retail in India has been 
dominated by strong suppliers that have a strong hold 
over retail margins. Although the balance of power 
between suppliers and organized players is changing, 
organized retail’s low contribution to the suppliers’ 
overall business (ranging from 6-15% PwC Analysis, 
Public information) will continue to pose challenge on 
extracting higher intake margins. 

2.	 Value conscious customers: Irrespective of the 
income strata, Indian customers are extremely value 
conscious. This in turn puts pressure on price points, 
resulting in lower size per transaction.

3.	 Competition from low cost traditional 
channel: Sandwiched between the strong suppliers and 
the value conscious consumer organised retailers have 
had to deal with strong competition from the traditional 
channel that not only operates at low cost but also has 
low margin expectations.

4.	 Higher costs on account of infrastructure 
challenges: With a geographically dispersed 
population, the distribution structure at a pan-India level 
is fragmented. Lack of proper infrastructure makes the 
cost to service stores very high. 

Source: PwC analysis

Key areas of concern for retailers within workforce management

4.	 Partnerships: Although leading global retailers are 
keen to invest in the Indian retail market, they are limited 
by tight FDI regulations. They have struggled to find the 
right joint venture partnerships to set up operations in 
India or scale operations into new geographies.
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These challenges had cumulatively put immense 
pressure on the unit economics of most retailers 
at the time.

Scale to survive – a strategy that failed owing 
to suboptimal real estate choices
To counter these challenges of the Indian retail market, 
retailers looked to leverage economies of scale in order to 
win. Eager to achieve the envisioned scale, retailers, though 
faced with limited real estate availability, selected sites for 
stores governed by availability rather than fit. Over time, such 
suboptimal choice of stores over time hit the profitability of 
retailers and hence limited their ability to fund their growth.

•	 Poor catchment: As retailers chased on the site 
availability, compromises were made on the relevance 
of the catchment of the site. The result was a poor sales 
throughout that strained the unit economics of the store.

•	 High rentals: In some cases, retailers chose locations 
that at the onset had high rentals that disturbed the 
overall cost structure of operations.
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•	 Geographical spread: Given the unavailability of 
sites, retailers chose sites that were not necessarily close 
to each other. The wide geographical spread led to a 
higher cost to serve as well as higher management costs, 
with separate manpower required for store supervision.

•	 Time to profitability: The rapid expansion of stores 
led to a retailer portfolio with a significant number of 
stores that were low on the maturity scale. These stores, 
with their poor unit economics, pushed the time to 
profitability that the retailers had not accounted for. The 
impact on working capital posed constraints on scale 
and, in some cases, resulted in massive closure of stores 
as retailers undertook initiatives to restore balance to 
their portfolio.

3. �Over time, the value 
proposition was diluted

Our survey revealed that 35% of retailers failed to achieve 
scale on account of the lack of a clear value proposition.
The survey also revealed various challenges that retailers 
faced across the key elements of value proposition.

Poor operational 
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Unclear value 
proposition, 35%
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Due to the heterogeneous nature of its population, India is 
inherently a challenging market where income alone is not 
a sufficient basis to segment customer groups. Consumption 
behaviour changes with regions and communities. In a bid 
to simplify operations and scale rapidly, retailers positioned 
a largely homogenous offering that did not reflect a deep 
understanding of local customer preferences and mindsets. 
Moreover, challenges to profitability and capital allocation 
for scale limited the investments in strengthening the value 
proposition for customers.

4. �As they started to correct 
past mistakes, competition 
from well-funded online 
players posed a new 
challenge

Still struggling to course correct and find the right 
balance between scale and profitability, physical retailers 
were hit hard by the emergence of e-commerce as an 
alternative channel.

Discounts and sales – the new way of life
Discounts and sales, which used to be an occasional 
phenomenon, have suddenly became a way of life as 
e-commerce companies, on the back of and high doses of 
investor funding, have created discount-based business 
models. This has caused a shift in consumer preference 
towards online retail. Approximately 48% of consumers 
surveyed as part of PwC’s Total Retail survey of 201512 
preferred online shopping because it provided better prices 
and discounts.

Source: PwC and Strategy& analysis
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Growth drivers
• Internet users and

 smartphones to triple by 2020
•  Entry of big international players
•  E-tail thrust by Indian retail
•  Inherent consumer value:    

 convenience, range, price
 discovery, crowdsourced ratings etc.

Growth moderators
•  E-tail investors focus on profit will
 moderate current discounting practices
•  Regulations curtailing 

 discounting will mature

A dramatic shift in consumer 
buying behaviour
Along with low prices, e-tailers have redefined convenience, 
variety and customer service. Technology has also been 
leveraged to help customers buy better by comparing 
products and providing reviews. Further, e-tailers have 
changed how customers shop and pay, marking a drastic shift 
from the capabilities offline retailers have built.   
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Rethinking the future – the path to 
sustainable and profitable growth 

Looking at the journey of retailers so far, not only revealed 
that challenges they faced but also the strategic shifts they 
need to make to reshape their future.
To understand why some retailers could not achieve their 
envisioned goals, we looked at their journey thus far. As a 
result, , we uncovered some important lessons that could help 
them reshape their future.

1.	 Don’t let the past limit how you think 
about the future 

Think big: Going through a phase of ups and downs, 
where the business model of a company went through 
a few rounds of iterations and its profitability was 
challenged, has an almost invisible impact on the way 
an organisation starts to think and plan its future. 
Conservatism and tentativeness find a natural place in all 
bottom-up as well as top-down plans. Thinking starts to 
be moulded by how to minimise loss rather than how to 
maximise on opportunities. Building awareness around 
this is important or else an organisation can stay trapped 
in a low growth orbit. The idea is to use lessons from the 
past to catapult into the next orbit of growth. Counter-
intuitively, this can be done by encouraging people to 
think big. In doing so, people tend to break traditional 
barriers and ties from the past. 

Bring clarity of vision: One of the biggest 
differentiators between organisations that have done 
well and those that tend to struggle is that the ones 
who do well have a clear understanding of who they 
are and why (the purpose) they exist. Over the past few 
years, many retailers have made big decisions, be it with 
respect to scale or minimising losses quickly, that have 
diluted their value proposition. As organisations replan 
their future, it is important for them to revisit the core 
of their existence and ensure that they stand on a strong 
sustainable foundation that is well understood by both 
their employees and customers. Without this, all efforts 
to drive growth will be misdirected. 

Recognise key trends and invest in them 
early: While emerging from a phase of troubled growth, 
organisations tend to become inward focussed, leading 
them to spend most of their time fixing problems rather 
than identifying future trends. They tend to work on 
problems of the past rather than opportunities of the 
future. This is another common trap retailers need 
to avoid as they replan their future as it has a direct 
implication on the allocation of management time and 
capital. It is, therefore, essential for organisations to 
identify trends that will shape their customers and how 
these trends will satisfy their needs and revolutionalise 
the way they are served.

2.	 Be clear about who you are and stay true to 
what you do  

Create a brand franchise: In defining/refining 
what they stand for, organisations need to ensure that 
their value proposition helps them create a differentiated 
brand franchise. Most retailers have done well so far not 
because they offer something distinctive and strong, but 
because they operated in a region where competition 
didn’t exist or was weak. A lot of these retailers were hit 
with the emergence of online retailers. This is so because 
they did not invest in areas that would promote a strong 
franchise for their brands. Their relation with customers 
was very transactional. Retailers need to reassess 
resource allocation to strengthen their value proposition 
in the long term. This, in turn, will lead them to better 
understand the needs of their customers. Innovations will 
follow as a result of this, thereby strengthening brand 
franchise.

Create a cost barrier: Best-in-class organisations 
build their value proposition in a way that creates a high 
(costly) barrier for any competitor to drive away their 
customers. This could be either in the form of building a 
very low cost structure that enables them to offer huge 
price gaps compared to their competitors, by investing 
in technology to offer unmatched customer experience/
convenience, or by investing in capabilities that are core to 
delivering what their customers want.

Create lasting change in consumer behaviour: 
Another aspect that differentiates those who lead from 
the runner-ups is how their value proposition causes a 
tectonic shift in consumer behaviour. These retailers do 
not just leverage changing consumer behaviour. They lead 
change for the masses. By constantly innovating on how 
they deliver their value proposition, they change what, 
how and when consumers buy. Doing this always keeps 
them ahead of competition, resulting in growth that’s not 
only fast-paced but also profitable. 
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3.	 Rethink execution
Organisations tend to think of execution improvement 
along the three dimensions of people (capability), 
processes and systems. However, best-in-class 
organisations achieve execution excellence by focusing 
on the following four core principles:

1.	 Put in place simple management principles 
for better and consistent decision making
The quality of execution is a direct outcome of 
the quality of decisions made on a day-to-day 
basis. Since people operating at various levels 
in various roles make a lot of decisions under a 
diverse and dynamic set of conditions, best-in-
class organisations translate their vision into a set 
of simple guiding management principles. These 
principles drive thinking and help associates in 
organisations make decisions that are consistent and 
aligned to the larger vision. From assessing which 
SKU to keep, which vendor to source it from, how to 
price or even how to allocate capital, these guiding 
principles sit at the core of all decisions. 

2.	 Translate vision into a set of tangible and 
controllable performance metrics
One of the biggest challenges organisations face 
in realising their goals is keeping their execution 
aligned to their vision. The best way to link vision to 
execution is by defining the right set of controllable 

key performance indicators (KPIs). These should not 
only be simple and easy to measure but also have a 
direct and significant impact on the stated vision. 
Each KPI should then have the right owner and 
should be reviewed at the right management level.

3.	 Build an organisation structure that drives 
ownership
Best-in-class organisations are acutely cognisant of 
the challenges that structures can impose on the 
quality and speed of execution. They structure their 
organisation to achieve optimal operating efficiency 
through the right span of control while driving 
end-to-end ownership. This in turn helps them scale 
faster, meet the overall vision and attract the right 
type of talent for the right jobs.

4.	 Create a culture of continuous 
improvement
On-ground retail execution is all about organisations 
asking themselves the following question: How 
can we do this even better? Be it store operations, 
merchandising, supply chain or marketing, a culture 
of continuous improvement helps organisations 
look around the bend and innovate to stay ahead of 
their competition. This also means hiring individuals 
who are passionate about their areas and creating 
an environment that gives them the freedom to 
experiment and achieve more. 
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