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GIVEN INDIAN CONSUMERS’ 
PROPENSITY TO ACCEPT NEW 
BRANDS AND OPENNESS TO 
LOOK FOR BEST VALUE, ALONG 
WITH HUGE MARGINS BEING 
EARNED BY FMCG COMPANIES, 
THE MARKET APPEARS TO 
BE READY FOR THE ‘DEEP 
DISCOUNT’ RETAIL MODEL.

Deep Discounts
Still Unexplored

   The Indian FMCG market – 
already the world’s sixth largest – has 
been growing at a double-digit rate for 
last 10 years. Multinational firms, such 
as HUL, P&G and GSK, among others, 
as well as Indian FMCG biggies, 
including Dabur, Godrej and Marico, 
have not only been growing steadily, 
but also increasing their margins 
every quarter. 

Not only are the margins higher 
for FMCG companies than many 
other consumer products companies, 
these companies also have the power 
to pass on most of the increase in 
the cost of raw materials, besides 
other expenses, to the consumer by 
periodically increasing the prices. 

The FMCG companies have 
an immense control over their 
distribution channels and leave 
very little margins for retailers and 
distributors. Also, the inventory and 
working capital management of Indian 
FMCG companies is remarkably 
efficient and most of the time it is 
the retailers and stockists who carry 
stocks at their own cost. Hence, it’s 
not a surprise that they are highly 
profitable.

?

The other side of the story is that 
the success of FMCG companies 
has been a major bane for modern 
supermarkets such as Reliance 
Fresh, Food Bazaar and More. Most 
supermarkets were set up on the 
assumption that there was a lot of 
margin in fresh fruits and vegetables, 
milk and meat. The FMCG basket, 
anyway, constitutes less than 20 
per cent of the monthly household 
consumption and FMCG companies 
offer very little margins – so all focus 
was on the fresh range. 

As we all know, the issues in fresh 
F&V (fruit and vegetables) supply 
chain turned out to be far more 

complex than imagined and most 
companies seem to have given up on 
sorting these out. On the other hand, 
when these retailers tried to squeeze 
more margins from FMCG companies, 
most companies didn’t oblige.

The argument from FMCG 
companies has been that most 
modern retailers have failed to deliver 
on the aggressive roll-out plans and, 
hence, not lifting the volumes they 
had promised initially. Also, modern 
retailers were being given higher 
margins as compared to traditional 
retailers; they were also seeking a 
lot of other services such as direct-
to-store delivery and longer credit 
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THE IDEA IS TO CREATE AN 
FMCG COMPANY OFFERING 
A COMPREHENSIVE RANGE 
OF ITEMS AND RETAIL 
THROUGH ITS OWN STORES. 
THE INSPIRATION FOR THIS 
COMES FROM STORES  
SUCH AS ALDI AND LIDL.

Aldi and Lidl have revenues in 
the range of $60-70 bn from 
thousands of stores they manage 
in their markets. In Turkey, a 
breakaway team of Aldi has created 
a 3,000-store-strong chain, BIM, 
which is generating huge revenues.

FMCG companies believe they 
create the product, brand it, create 
consumer pull and make consumers 
seek out their brands. Hence, they 
are right in keeping most of the 
margin to themselves. 

periods. In the last few 
months, many FMCG 
companies have actually 
started renegotiating the 
margins, claiming their 
traditional distributors and 
retailers are unhappy with 
the higher margins being 
given to modern retailers 
who offer this as discounts 
to consumers to pull them 
away from traditional 
retailers. 

For modern retailers, it 
seems like a really difficult 
situation where the original 
plan of being a store for 
all household needs seems 
hard to fulfill due to lack of 
success in the fresh range; 
on the other hand, FMCG 
was never supposed to be 
the margin driver and is 
becoming hard to manage.

FMCG companies believe 
they create the product, 
brand it, create consumer 
pull and make consumers 
seek out their brands, 
hence they are right in 

keeping most of the margin 
to themselves. These 
companies don’t see much 
role of retail – modern or 
traditional. I fully agree with 
their viewpoint and believe 
that in case of FMCG, it is 
the product first and then 
the brand, and maybe retail 
comes far third in terms 
of importance from the 
consumer’s point of view. 

We have seen many 
Indian brands in the FMCG 
segment being created 
from scratch and becoming 
highly successful. Take the 
example of Ghari detergent, 
‘Moov’, or even ‘Shakti 
Bhog’ (wheat flour, gram 
flour etc); all these brands 
have become huge due to 
their product quality that 
brought in more consumers 
and hence pulled in more 
distributors, increasing the 
virtuous cycle of growth. 

If an upstart brand such 
as Shakti Bhog can come 
from behind with limited 
resources and expertise, 
beat MNC firms on their 
own turf and garner the 
biggest market share in 
their segment, then it must 
be possible to do so in any 
other segment.

While many FMCG 
companies have been doing 
it in a few product segments 
and successful at that, I 
am suggesting this can 
be done at a much bigger 
scale. The idea is to create 
an FMCG company offering 
a comprehensive range of 
items and retail through its 
own stores spread all across. 
The inspiration for this 
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idea comes from deep discount stores 
such as Aldi and Lidl – both based in 
Germany. Both retailers have revenues 
in the range of $60-70 bn from 
thousands of stores they manage in 
their markets. I believe retailers such 
as Aldi and Lidl are wrongly called 
‘Deep Discounters’. 

The term ‘deep discount’ gives 
an impression that these retailers 
sell regular brands at much cheaper 
prices. The reality is that over 90 per 
cent of their merchandise are their 
own private labels and the few brands 
stocked are primarily to show a price 
comparison to consumers. Hence, 
I would prefer to call Aldi and Lidl 
as FMCG companies – probably the 
largest in revenue as well as product 
range – that sell through their own 
stores or EBOs. 

This model of retail has been 
successful not only in Europe, but 
has also entered the US market 
and growing rapidly. In Turkey, a 
breakaway team of Aldi has created 
a chain of 3,000 stores – called BIM 
– that follows the same model of Aldi 
and offers a wide range of private 
label FMCG and household items. BIM 
is already generating revenues worth 
$3.5 bn.

Given Indian consumers’ propensity 
to accept new brands and openness 
to look for best value and not stay 

loyal to MNC brands, along with 
huge margins being earned by FMCG 
companies, the market is quite ready 
for a model like Aldi.

I fully understand that the effort 
required to create a wide range of 
products from the development 
stage and taking the responsibility 
of retailing require deep pockets, 
long gestation even before the first 
store opens and a long wait before 
the business starts making money. 
However, the size of the opportunity, 
along with the potential scale of 
business and the margins it can 
deliver beyond a particular level, is 
quite enticing and, in my view, worth 
the investment and effort.

This window of opportunity, 
though, may not be open for a very 
long time, as the attraction of the 
Indian consumer market is growing 
by the day and we may soon see 
Aldi, Lidl or even BIM landing on 
our shores with all their might and 
resources. In any case, it will be great 
news for Indian consumers and the 
industry.   

IF AN UPSTART BRAND 
SUCH AS ‘SHAKTI BHOG’, 
WITH LIMITED RESOURCES 
AND EXPERTISE, CAN BEAT 
MNCs ON THEIR OWN TURF 
AND GARNER THE BIGGEST 
MARKET SHARE IN THEIR 
SEGMENT, THEN IT MUST BE 
POSSIBLE TO DO SO IN ANY 
OTHER SEGMENT.


