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Passage to India

Market Summary

India isa country of striking contrasts and enormous ethnic, lingusitic, and cultural diverstiy. Indiaisthe
world's second most populous country with an estimated 1 billion people. Its economy is a mixture of
traditional village farming, modern agriculture, handcrafts, industry, and multitude of support services.
India’strade policy has effectively prohibited imports of most agriculture goods. However, in recent years
the country has made major stepstowards liberlization, though itstariffs are still among the highest in the
world. The opportunity for U.S food companies in India’s food service market is small but growing with
major hotels showing the most promise. Food retailing is highly compartmentalized and predominantly
consists of small independent, owner-managed shops. Although India is one of the world’s largest
agricultural producers it is estimated that only 2 to 4 percent of India’s total production of fruits and
vegetables are processed and packaged. Many Indians are vegetarian by tradition; moreover, many can
only afford a vegetarian diet. Thefood distribution systemisfrequently inefficient and is complicated by a
number of factors, including lack of adequate refrigeration, packaging, efficient transportation; and the
presence of numerous independent intermediaries. Asthe government liberalizestrade, Indiaemergesasa
potentially large market for U.S. horticultural products. The United Sates is India’s third-largest food
supplier, accounting for approximately $45 million of itsimportsin 1999 valued at $500 million. Treenuts,
apples, pears, table grapes, frozen potato fries, dried fruits, and wine have the highest potential for increased
imports.
Prepared by Ted Goldammer, Marketing Specialist (202-720-8498)

enormous ethnic, linguistic and cultural

divergty. Thediversty of India speopleisexceeded
only by that of its geography. From the towering
Himaayasto thenorth, to thedensdy populated dluvid
plainsinthemiddle, to the plateaus of the south, it has
an areaof 1.3 million square miles, roughly one-third
the size of the United States. Indiaiscomprised of 29
dateswhichdiffer vagtly inresources, rdigion, languages,
culture, food habits, living standards, and climate.
Although Hindi and English are used commonly;, it
officially recognizesl8 languages, and ishometo six
major religions. The population is overwhelmingly
Hindu, but there are significant numbers of Mudims
(about 12 percent of the population), Christians,

I ndia is a country of striking contrasts and

Buddhigts, Skhs, Jans, and Pargs. Indiahasthreemgor
seasons. summer, winter, and monsoon. The winter
months are from November to March, the summer
monthsfrom March to May, and the monsoon season
from Juneto September in the southwest and October
to early December inthe northwest.

Indiaistheworld’ s second most popul ous country
withan estimated 1 billion people. Although the country
isprimarily rurd, itisbecomingincreasingly urban, with
morethan 60 million Indiansliving inthe eight largest
cities. The populationisgrowing at 2 percent (or 20
million per annum, which is equivalent to the entire
population of Austraia
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Largest Indian Cities

City Population
Mumbai (Bombay) 14,800,000
Calcutta 12,800,000
Delhi 9,800,000
Madras 6,300,000
Hyderabad 5,000,000
Bangalore 4,800,000
Ahmedabad 2,900,000
Economy

Indid seconomy isamixtureof traditiond villagefarming,
modern agriculture, handcrafts, industry, and amultitude
of support services. More than 70 percent of the
population (about 80 percent) islargely supported by
agriculture. However, agriculture as a percentage of
the economy is shrinking (from 38 percent of gross
domestic product (GNP) in 1981 to 26.6 percent in
1999) asmoreindustridized and modern service sectors

expand.

India s unit of currency is the Indian rupee (R),
valued at Rs45.6/US$1 (October 2000) and is now
fully convertible on both thetradeand current accounts.
Thebanking sysemisdominated by public-sector banks,
but numerousprivateand foregn banksdsoexist. These
banks haverestricted areas of operations, usudly limited
totwo or threedistricts.

Reducing poverty andimproving theliving Sandards
of the poor havelong been among India smost important
prioritiesand most pressing chalenges. Withaper capita
grossnational product (GNP) of $400, Indiacontinues
to have agreater concentration of poor peoplethan any
other country intheworld. Roughly 320 million people
(one-third of the population) lives below the national
poverty line, unableto muster anincome equivaent to
the $1 aday needed to buy basic foods.

While a stereotype of malnourished masses
dominatesthe perception of many Westernvigtors, India
hasalarge and growing middle class. Although this

classismuch too heterogenousto be defined by smple
numbers, it isestimated at 25 million and could be as
high as 200 million depending on types of product,
pricing, and avail ability of competitivelocally produced
itemsused in measuring living standards. Thisnewly
emerging middleclass can afford many of the staplesof
a middle-class existence, including televisions,
refrigerators, motorcyclesor mopedsand, morerecently,
automobiles.

Indian Agriculture

Agricultureremai nsthe backbone of the Indian economy,
contributing 26.6 percent of GNP. Two thirds of the
country’s workforce derives its livelihood from
agriculture and agriculture-based activities. Most
agricultural production is carried out on small
family-owned plotsand, to alimited extent, on larger
organized farms. Indiaisthelargest producer of fruits
intheworld and second-largest producer of vegetables
(seechart below).

With self-sufficiency asitsgod, for over four decades
the Indian government controlled the country’s
agriculture by subsidizing and regulating the domestic
market. Although well-intentioned, this policy of
insulating India sagriculture from outside competition
hasresulted in an industry fraught with inefficiencies.
Some economic reforms over the past few yearshave
fostered progress by improving production technologies
and by expanding and diversifying theagricultura sector.
For example, thelndian government isdowly upgrading
handling and storagefacilitiesfor agricultura products.
However, more work needs to be donein this area,
since fruits and vegetables suffer heavy damage or
deterioration during post-harvest handling, with losses
estimated as high as 35 percent.

Indiaremainsanet agriculturd exporter andisusudly
self-sufficient or hasasurplusinfood grains, though
inadequateincomesleave millionsmanourished. Indias
exportsof agricultural productswerevaued at US$6.77
billionin1998/99. L eading exportswererice, oilmed,
coffee, tea, and spices. Nevertheless, India’ ssharein
world agricultural tradeislessthan 1 percent.
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Indian Fruit and Vegetable Production

Fruits Metric Tons
Banana 10,324,374
Mango 10,156,963
Citrus 4,258,514
Guava 1,613,410
Papaya 1,582,130
Apple 1,320,586
Others 10,794,942
Total 40,050,919
Vegetables

Egg Plant 7,772,364
Tomato 6,218,470
Cauliflower 4,462,686
Cabbage 4,264,727
Okra 3,238,060
Others 43,575,588
Total 72,831,565
Nuts

Cashews 300,000
Grand Total 113,182,484

Source: Indian National Horticultural Board -
1998/99

Indiaenjoystheuniquediginction of beingthesngle-
largest producer, consumer, and exporter of spicesin
theworld, and a so theleading producer and exporter
of cashews. India sagricultural exportsto the United
States are 10 times greater than U.S. commercidl
agricultura exportsto India, which typicaly amount to
$100 million.

India simportswerevaued at US$3.25 billionin
1998/99, leading importswere vegetable oils, pul ses,
raw cashew nuts, and wood and wood products. India
istheworld' slargest importer of vegetableoil and pulses.
Becauseof India sredtrictivetrade policies, agriculturd
imports have remained minuscule compared with the
szeof itsdomestic market. But food security purposes,
the government occas ondly importssignificant quantities
of wheat, particularly in years of adverse domestic
supplies.

Trade Policy

With apopulation of 1 billion, Indiawould appear to be
anatura market for U.S. horticultura products. India’s
trade policy, however, haseffectively prohibited imports
of mogt agricultural goodsthroughtheuseof quantitetive
import restrictions. Tariffs, quotas, import licensng, and
state monopoliesbecamethe maingtaysof tradepolicies
that virtually banned importing of agricultura products.
Until 1991 the Indian market was closed to imports of
most agricultural and consumer food products because
of licensing and quotarestrictions. Between 1991 and
1997, quotaswerelifted for some products, although
essentialy al major agricultural productswere onthe
negativeimport list which required licensesand quotas.
Thefirst mgor step towardsliberdization occurred that
year when the government announced its 5-year (1997-
2002) Export-Import Policy. Import licensing
restrictions (which had effectively banned imports) were
fully or partidly lifted on severd food itemsby moving
them from the negativeimport list to the Open Genera
License(OGL ), making themfredy importable. In1998
and 1999, the government moved roughly 470
agricultural productsonto the OGL, thus opening the
market for more consumer food products, with the
exception of meat and poultry products, somefruitsand
vegetables, food grains, and some processed foods.

Inlate 1999, Indiaagreed todiminateall quantitative
restrictionsfor an additiond 1,400 agricultura products.
Half of therestrictionswerelifted within 3 months of
agreement date, and the remaining half will belifted by
April 1,2001. Whentheremaining tariff lineitemscome
off the negativeimport list by 2001, India sagricultura
and consumer product importswill befree of quotas.
This agreement follows aruling by the World Trade
Organization, inresponseto the United Statescha lenge
to Indiasclamthat its ba ance-of -payments situation
justified import restrictions.

Despitereforms, Indiantariffsare still anong the
highest in the world (15-35 percent on most food
products), especially for goodsthat can be produced
domestically. Imports are aso subject to additional
duties, including: a surcharge on the basic duty; an
additiona (popularly known as countervailing) duty
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which corresponds to excise taxes on similar
domestically produced goods; and aspecial additional
duty (SAD, aso known asthe “swadeshi tax”). The
Indian tariff structure containsarange of exemptions
for importsof productsthat areto befurther processed
for export.

Thebasic duty, usualy ad valorem, normaly has4
graduations: 5, 15, 25, and 35 percent. However,
importsof some commoditiesattractshigher duties (50-
100 percent) to provide protection to domestic
producersof paliticaly sensitive commodities, such as
sugar and poultry. Import dutiesonliquor vary from
100to 210 percent. A zeroduty isapplicabletoonly a
very few basiccommodities. Thesurchargeonthebasic
duty is a uniform 10 percent, applicable to all
commodities except certain products bound under the
Genera Agreement on Tariffs and Trade and items
attracting a 35-percent basic duty. In effect, the
surchargera sesthe basic duty by 10 percent: 5-percent
basic duty becomes5.5 percent; 15 percent becomes
16.5 percent, etc. Thecountervailing duty isequal to
the excise duty on similar products. The SAD is
purported to be the equivalent of local salestaxesand
amilar leviesapplicable on smilar domestic goodsand
iscomputed on the aggregate of assessed value, basic
duty (including surcharge), and countervailing duty.
Consequently, thetota effective duty onimportsof food
products may vary from 16 to 67 percent.

Inthenear term, high tariffsand dutieswill no doubt
continueto beemployedto limitimports. However, the
remova of quantitative restrictionsmarksanimportant
step toward a more transparent and equitable trade

policy regime.
Food Service Sector

Thefood service sector inIndiacongstsof gpproximeately
22,000 registered restaurantswith sales of over $15,000
per month. Inaddition, there are more than 100,000
roads derestaurants (dhabas) insmall sdlsincitiesand
on highways, and 1,700 registered restaurantsin hotels.
Theinstitutional sector consists of hospitals, prisons,
defense establishments, schools, company canteens,
rallways, and airlines.

Theopportunity for U.S. food companiesinIndia s
food service market is small but growing. Sales by
Indian food service compani estotal ed approximately
$6 billion in fiscal year 1999 (latest available data).
Restaurants account for approximately 56 percent of
Indian food service salesand institutional sales, about
39 percent. Indian consumers spent only 2.4 percent
of their food expendituresin hotelsand restaurantsin
fiscal year 1996. American consumers, by comparison,
spent 46 percent of their food expenditures on away-
from-homemedls.

Indian Food Service Sub-Sector Sales

Hotels - 6%

Institutional - 305, (N

“ Restaurants - 56%

* Excludes romdsids restaurmnts

Hotel Restaurants

Thehotd industry isgrowing, and mgor hotel companies
are currently expanding in the premium segment. An
increasein Indian budget travel ersisexpected to drive
thelong-term growthinthemid-range hotd sector. India
hassomeexcdlent hotd chains, indluding: IndianHotels
Ltd. (Tg Group); East India Hotels Company Ltd.
(Oberoi Group); ITC Ltd. (Welcome Group); Asian
Hotels, and LedaVenture. Severd internationa chains
such asRadisson, Best Western, and Quality Inn have
a so established apresence through franchising.

These chainsimport around $30 million of food
products, mainly wine and a coholic beverages, fruits
and vegetables, meat, sauces, and cheese. Growing
demand from Indian hotels and consumersisdriving
growthinliquor imports. Salesof imported acoholic
beveragesare growing at morethan 50 percent per year
despite very high duties. India’s current imports of
processed vegetablesarelow, but have grown a more
than 250 percent per year fromfiscd year 1994 to 1998.
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TheIndian government hasrecently allowed theimport
of many semi-processed vegetable preparations
(previoudly restricted) under aspecia import license.
Whileleading hotelsnotetheexcellent reputation of U.S.
food products, cost isoften identified asthe congtraint.
Neverthdess, thehotel and tourism sectors (which have
gresat potential inIndia) provide opportunitiesfor U.S.
exportersto position themsalves.

Distribution Channels of Imported Food
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Hotels procureimported productsthrough severa
channdls. Most hotel food buyersuse consolidatorsto
sourcetheir products. Consolidators are companies
(generally based overseas) that procure productsfrom
severd manufacturersand supply an assortment of items
to hotelsin India. Buyersfind thisarrangement suits
their need for small quantities of assorted food items.
Dueto the short shelf lifeand high cost of storage of
food products, hotelsdo not maintain largeinventories,
preferring toimport frequently insmall lots. Perishables
aretypically transported by air, while other itemsare
shipped by seain containers. Most of the hotel chains
have regular working relations with a few overseas
consolidator exporters, based on their past performance
interms of quality, quantity, delivery date, prices, and
rangeof products. Consolidatorsused by Indian hotels
operate primarily from Singapore, the Netherlands,
Germany, the United Kingdom, the United Arab
Emirates, Audtralia, and New Zedland.

Some hotels buy imported foodsfrom localy based
bulk importers, and also from thelocal retail market.

Theseimportersusudly import bulk volumesof foreign
food products and sell to hotels, restaurants, and
retaillers. Indianimportersand locd retailersgenerdly
stock imported foodsthat arein steady demand. Large
hotd sa so regularly import foreignfood productsdirectly
from manufacturers, particularly productswith longer
shelf lifelikewine, andliquors.

Restaurants

Generaly, restaurants cater to the numerous ethnic
groupsin India, each of which hasdistinct food habits.
However, foreign mass media have had an impact on
thefood habitsof the Indian consumers. They areshifting
away fromtraditiona Indianfood served inrestaurants,
and areincreasingly turning to hotelsand restaurants
that serveforeignfoods. Restaurant chainsare cresting
awareness about their serviceand brands. Asaresullt,
specialty and theme restaurants are opening more
frequently thantypicd traditiona Indianfood restaurants.
Specidty restaurantsin Indiaserve afocused menu of
Chinesg, Italian, Thal, or Mexicanfood. Thefast food
industry, after adow start, hasregistered prolific growth
in recent years. Most U.S. fast food chains —
McDondd's, KFC, Domino’ sPizza, PizzaHut— aong
withloca chainssuchasNirulasand Pizzalnnaredoing
a good business in mgjor urban areas and are now
Soreadinginto smaller cities.

Pubs and independent bars are also becoming
popular among higher income Indian consumers in
India’ smajor metropolitan cities. Increasing demand
from middle class consumersisexpected to sour robust
growthinvalue-for-money restaurants.

Although most restaurantssourcetheir raw materids
locally, products such asfrozen potato fries, specidity
cheeses, some meatsand fishery products, condiments,
and flavoringsand other ingredients are often imported.

Food Service Summary

Although India’s food expenditure in hotels and
restaurants is low compared to most developed
countries, anumber of factorsaredriving increased food
servicesales. Anincreasein buying power of Indian
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consumersisdriving growth; however, in absoluteterms,
India sper capitaincomeislow, andincomedistribution
ishighly skewed. The size of Indian households has
declined over the past few years, but the number of
households in middle-, upper-, and high-income
categories hasgrown significantly. These households
have higher disposableincome per member and havea
greater propendity to spend moreonfood. Sincemost
high-income Indian consumerslivein urban India, this
will only increase food service sales and demand for
variousinternationa cuisnes(e.g., Continentad, Chinese,
Mexican, Itaian, Thai, and Japanese). Affluent and
middle-classIndian consumers, demand for snack foods
isdriving growth inthenumber of fast food chains. The
number of dua-income householdsisalsoincreasing,
and will likely to lead to more meal s eaten away from
home.

Retail Sector

Foodretalling in Indiaishighly compartmentalized and
predominantly consists of small independent,
owner-managed shops — consumers visit different
shopsor open marketsfor different products. No one
outlet supplies all the shopper’s needs. Larger
supermarketsare visited once or twiceamonth to stock
up on staples, while smaller outlets such asthelocal
provisonsshop arevisited on average every other day
for oddsand ends. Generally, thefood outletsfal inthe
following categories. fair-priced shops, grocery stores,
general merchants and vendors and, more recently
convenience stores and supermarkets. There are no
hypermarketsor club warehouses.

Almog dl retal soressdl productsat the maximum
dlowedretall price (MRP) printed by themanufacturers
on every item and enforced by the government. Very
little price competition exists between the various types
of stores. The MRP often dictatesthe margin for not
only theretailer but aso thedistributor, wholesder, and
other middlemen. Oneimportant exceptiontothisrule
isfair-price shops, government-sponsored outletswhich
sd| medium-quality stgple products (mostly rice, whest,
cooking ail, and sugar) at pricesgenerally lower than
themarket. Thesestoresoffer no fresh produce and no
refrigerated or frozenfoods. They aregenerdly located

inrura areas, congtituting an essential and one of the
very few e ements of the government’ ssafety net for the
poor. Thenumber of soresoutsdethefair-price shops
issgnificant, and comprisesmost of thefood retailersin
India

Small neighbourhood, family-owned grocery stores
with an average sze of 250 squarefeet mainly sell food
commodities. Consumer loyalty is strong, based on
convenience and added servicessuch ascredit and free
home delivery. These stores usualy sell unbranded
products, which areindividualy weighed and packed.
Such storesare often smply counterson the sidewak
behind which owner/managerstake orders.

Genera merchandise storesare similar to grocery
storesbut are somewhat larger, with an average size of
500 squarefeet. They stock awider range of products
aswell asbranded items, snack foods, and confections.
Productsare generally prepackaged, and servicessuch
ashomeddivery and credit areaso available.

T
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General merchandise store

Conveniencegtoresaredsoonvirtudly every street
corner and rangein sizefrom kiosks of 50 to 60 square
feet to larger shops of 100 to 150 square feet. They
cary animpressiverangeof products, includingimported
jams, confectionery products, snack foods, magazines,
toiletries, and even frozen seafood. However, these
convenience stores cater to an extremely small
percentage of the population.

Vendors (hawkers) sell fresh fruitsand vegetableson
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open gdlsor handcartsaong every Sdewak inthecity.
Often the selection of fruitsand vegetablesislimited
and thequality poor.

Sdf-serve supermarketsare amore recent phenomenon
inIndia, dthough thereare ill no supermarketsinthe
Western sense of the word. Most are large grocery
“chains’ operatinginmgor dtiesinthesouth, resembling
U.S. supermarkets 40 years ago. These 3,000- to
5,000-sguare-foot, self-service stores stock a wide
range (by Indian standards) of groceries, snacks,
processed foods, confectionery items, and cleaning and

Fresh fruit puchasesare generally from street vendors

personal care products. Some have small bakery
sections, and some sl fresh produce and dairy products.
The produceiseither displayedin-storeor immediately
outside the door, often this spaceis|eased to another
company. Frozen foods are often available as well,
although selectionisvery limited. Frozen foods are
relaively new toretailers, featured in small, top-loading
freezersowned and placed by the supplier. Products
include small packs of frozen fish sticks and patties,
prawns, processed chicken patties, frozen chicken parts,
chicken and lamb samosas, pre-cut vegetables, and
french fries. It's estimated supermarkets typically
account for 1 to 2 percent of the sales of consumer
goodsinaparticular city.

Consumer response to supermarkets has been
moderate because most do not have access to
transportation to asupermarket and are till inthe habit

of buying fresh producedaily fromlocd stores. Thisis
mostly due to the convenience (proximity to homes)
personal serviceof local stores. Many shoppersalso
have the perception that prices are higher at
supermarkets because they arelarge, brightly lit, and
ar-conditioned. Largeretail formatsarea sofaced with
high overhead costs (e.g., high rental pricesfor new
entrants) and the existing supply chain economies. Redl
estate prices are high (compared to older, rent -
controlled shops) and restrict new entrantsfrom opening
largeretail outletsin established markets. Inaddition,
expansion in this sector is hampered by the lack of
reliable nation wide transportation, complex taxation
between states, and limited cold storage facilities.
Neverthel ess, the number of supermarketsisexpected
to grow incoming years, as higher-income consumers
focusmore on convenience and qudity and moreforeign
investorsare attracted to this sector.

Market Summary

Theavailahility of consumer food productsin Indiahas
grown g gnificantly sncetheeconomic reformsbeginning
in 1991. Indian consumers can now purchase
domestically produced cheese, wine, potato chips,
ketchup, soft drinks, candy bars, breakfast cereals, ice
cream, donuts, biscuits, frozen meats and vegetables,
instant noodles, jamsand jellies, packaged grainsand
pulses, soups and some ready to eat packaged and
frozen meals. Availability of fresh produceisseasonal.

Retail food sdlesin Indiawere approximately $132
billioninfiscd year 1998 and aregrowing at 13 percent
per year, according to the Ministry of Finance. The
retal market for fruitsand vegetableshasgrown at over
20 percent per year inthe past few years. Retail sales
of subsstencefoods such ascereds, breads, pulsesand
edibleoilshavegarted declining. Asincomeshaverisen,
there hasbeen ashift in consumption, from subsistence
to higher valuefoods.

Therearethreesgnificant trendsin Indian retailing.
Firgt, the number of small outlets has grown over the
past few years, bucking the worldwide trend toward
retail consolidation. Second, Indian retailers have
garted promoting brandsand using basic merchandising
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techniques. Some of these stores are even charging
dotting feesfor shelf space. Thisisinstark contrast to
the small shopkeeperswho paid personal attention to
regular customersand strongly influenced their buying
decisions. The shopkeeper’ s recommendation was
important because he often did not display al theitems
he stocked. Indian consumers who choose branded
foods are less likely to seek the shopkeeper’s
recommendation. Lastly, retailers have also started
offering homedelivery servicesin urban aress.

Food Processing

Indiaisoneof theworld' slargest agriculturd producers,
yetitisestimated that only 2to 4 percent of Indid stotal
production of fruitsand vegetables are processed and
packaged. Theseva ue-added food products, however,
amount to $22.2 billion and account for one-third of the
value of thefood sector. Other devel oping countries
such asMaaysiaprocessmorethan 70 percent of their
fruitsand vegetables. InIndia, however, most of the
raw food products are sold as primary products. The
decentrdized nature of production equatesto smdl-scde

Food processing sector remains underdevioped

operationswith limited quantitiesfrom any onefarmer.
Withinvestment reforms, including deregulation of the
food processing industry, the processed food sector has
attracted increasing foreign direct investment. Severa
multi-nationa companies, such asPeps, Cargill, Coca
Cola, Kdlogg's, Conagra, and Rillsbury have established
apresenceinIndia, in addition tofast food chainssuch
asKFC, McDonad's, Domino’s, and PizzaHut, and

ice cream companies such as Wells Blue Bunny, and
Baskin Robins. Existing companiessuch asHindustan
Lever, Nestlé, Cadbury’ s, Britannia, Dabur, and Godre
have expanded their operations. Entry of the
multinational sinto thefood processing sector, changing
consumer tastes, and the government’ senthusiasmto
develop thefood processing industry will contributeto
continued growthin thissector.

Consumer Purchasing Behavior

Many Indians are vegetarian by tradition; moreover,
many can only afford avegetariandiet. Meat may be
regularly consumed by |essthan 30 percent of the Indian
population, dueto its higher cost and a predominance
of vegetarianism and Hinduism. However, only 20
percent of the populationisstrictly vegetarian. Non-
vegetarianstypically consume mesat only once or twice
per week.

Higher income consumersrely almost entirely on
domestic help for their shopping. Thedomestic help
buysstaples, vegetables, and fresh foodsfromloca smal
grocersand vendors, and other productsfrom avariety
of general merchants. The middle class has diverse
purchasing habits. Many familieson the upper end use
part-time domestic help to do their shopping, often
necessitated by agrowing pattern of householdswith
two working parents. Many familiesat thelower end
of themiddle class continueto do their own shopping.
The poorer segments of the Indian popul ation tend to
buy basic stapleswith thefirst part of their paychecks,
whichtypically aredistributed onthefirst few days of
each month. During the month, the poorer customers
will buy whatever fresh foodsand consumer goodsthey
can afford, oftenfilling in at the end of the month with
some additional staples purchased on credit. In all
classes, women do most of the shopping and makemost
of thefood purchasedecisions.

Most consumers prefer local shops to larger
supermarkets because of proximity, persona attention,
and lower prices. Nearly 95 percent of consumers
purchasefresh fruitsand vegetablesfrom alocal market
or street vendor. Additiondlly, traditional marketsare
considered thefreshest sourcefor foods.
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Indians have a strong preference for freshly
prepared foods, and most have a definite prejudice
against packaged, branded, or processed foods,
believing themto belower inflavor and nutrients. Many
householdswill not even reheat foods, and make only
enoughfor onemed. Thisismainly to avoid waste, but
alsoto ensurefreshnesssincerefrigerationisavailable
only in wealthier households. However, with
urbanization, risgngincomes, moreworking women, the
arriva of largefood multinationals, and aproliferation
of fast food outlets, acceptance of packaged food
productsisincreasing. Packaging of imported goodsis
typically better than that of domestic goods.

Also, Indiahas many regiona differencesin food
tastes and preferences. For example, residents of
Mumbai (formerly known asBombay) are morewilling
to try new foodsthan thosein other Indian cities. As
Mumbal ishometo amore progressiveand skilled |abor
force than other parts of India, many multinational
corporationstest market new productsin that city.

Food Distribution

I ndia has both organized and unorganized channel sfor
distributing goods. The food distribution system is
frequently inefficient and iscomplicated by anumber of
factors, including lack of adequate refrigeration,
packaging, efficient trangportation; and the presence of
numerousindependent intermediaries.

A lack of modern refrigerationin both warehouse
facilities and delivery trucks is perhaps the most
congtraining factor in developing the market for fresh
fruitsand vegetables. Thecostsof building cold storage
fecilitiesarevery high because many of thefacilitiesare
smdl by globd standardsand thusdo not teke advantage
of economiesof scale. A typical frozen cold storein
India, for frozen food application, is40,000 cubic fet,
compared to the 200,000 cubic-foot units typical of
Wiesternized countries. Inaddition, Indian cold storage
firmstend to rely exclusively on storagerevenue. In
Western countries, cold storage firms derive agood
shareof their revenue by offering arange of services:
handling, freezing, inventory management, delivery,
paletizing, labeling, load mixing, and soon. Thelack of

Typical truck used for transporting domestic produce

adequate cold storagefacilitiesisaso duein part to the
low demand for cold chainfacilities. Many consumers
amply do not placean added va ue on refrigerated foods
and often are not willing to pay morefor them. Also,
thelack of refrigerationisin part dueto the high cost
and limited availability of eectricity.

Post-harvest producelosses (which canrunashigh
as 35 percent) reportedly arequite significant for imports
aswell. Toovercomethisproblem, someof thebigger
retail operationsare beginning to havetheir own cold
soragefacilitiesand refrigerated trucks. However, once
producearrivesat theretal leve, itisunlikely it will be
kept under refrigeration.

While some produce, such as grapes and
srawberries, ispacked in modern facilitiesin cardboard
boxes or plastic clamshells, most produce is not
packaged. Often the produceisnot packaged at all.
Instead, it may be packed in wood boxes with straw
and old newsprint around the edges or between the
layersof produce.

Lack of adequate transportation infrastructure
makesit extremdy difficult tomoveperishableagriculturd
itemsto cold storageinatimely manner. Currently, itis
illegal to uselargerefrigerated trucks (over 9tons) in
India. Interstate movement isoften unreliable dueto
thefailure of shipping companiesdevote attention and
resourcesto product handling.
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Thereare numerousintermediarieswho havelittle
gppreciation of consumer demands. Theintermediaries
lead to unnecessary handling waste, and an inevitable
dropinthequdlity of theproduct. For example, itisnot
uncommon for thereto besix or sevenintermediariesin
thefruit and vegetable sectors. However, in spite of
the number of intermediariesinvolved they areimportant
because they partially make up for the lack of
infragtructure providing functionsnormaly performed by
transport companies, commodity processors, and
cooperativesin other countries.

Newsprintsare stiil used for packaging

Wholesale Markets

Fruitsand vegetablesaretypically supplied to markets
through wholesale centers, better knownasAgricultura
Produce Market Committees(AMPC's). APMC'sare
quas-governmentd organizationsestablished toregulate
marketing of agriculturd productsat thewholesdeleve
to create price transparency. APMC’sare set up for
growersto market their productsand usually represent
an areathat growssimilar crops. Inaddition, they are
responsible for dissemination of market-related
information, such asproduction, storage, trangportation,
and movement of commodities.

Growers havethe option of selling their produce
not only through aloca APMC, but aso through other
APMC marketsor directly toretailers. Regardlessof
who buysthe produce, thebuyer hasto pay the 1 percent
CESS tax, which goes back to the APMC. While
wholesalemarketsareimportant linksin thedistribution

chainfor domestic produce, they arelesslikely tofigure
prominently in the distribution of imported produce.
Someimporters havetheir own distribution networks
delivering the produce from their own cold storage
facilitiesdirectly to the hotels, restaurants, and retail
outlets. Most of the produce imports are funneled
through APMC' sfor digtribution.

Retail Markets

Despitethelarge number of intermediariesin theIndian
retall market, typicaly theretaler hasthe option of ether
buying food productsfrom awholesaler or distributor,
another retailer, animporter, or directly from overseas
suppliers. Whilewholesalersand distributors sell to
storesof al sizes, licensed importersaremorelikely to
sell only to largeretailers. The Indian importer may
also act asawholesaler or distributor, and quite often
the larger retailers sell food products to the smaller
retalers. However, established digtribution patternsare
dowly giving way to more streamlined operations, with
the larger retailersincreasingly buying directly from
exportersand farmers.

Imports

Most American products are transshipped through
regiona hubs, such asDuba and Singgpore, duetotheir
moreliberd tradepalicies, efficient handling, and reduced
transport times. Trangport timefrom Cdiforniato India
is at least 30 days, and in some cases as long as 45
days. Theprimary pointsof entry are Mumbai and (to
someextent) Chennal and Calcutta. Container handling
facilitiesareavailablea most mgor portsandin severd
cities, however, only afew ports can berth the large
Panamax vessels, and bulk handling facilitiesare very
limited.

Market Potential for Agricultural
Products

Asthegovernment liberalizestrade, Indiaemergesasa
potentially large market for U.S. horticulturd products.
Indiaimported approximately $500 million worth of
vegetables, fruits, and nutsin 1999. The United States
isIndia sthird-largest food exporter, accounting for
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Wholesale market in New Delhi

approximately $45 million or 9 percent of itsimportsin
1999. Although U.S. food exportsto Indiagrew an
averageof 9 percent per year fromfiscal 1994 to 1998,
they remain well below the 23-percent U.S. share of
1994,

Competition

The United States faces substantial competition in
supplying food to India, with the biggest competitor being
Indiaitself. Domestically grown fruitsand vegetables,
although generally of lower quality, poseasignificant
threat, since domestic pricesare generally lower than
the prices of imported fruitsand vegetables. Almonds
account for amaost 90 percent of U.S. horticultura sades
inthismarket, followed by fruit and vegetable juices,
apples, frozen potato fries, and wine. Unshelled dmonds
alone account for 3.2 percent of India’s total food
imports. Reducing government-imposed tariffs and
duties may make U.S. horticultural products more
competitive.

Brazil, Australia, Canada, and Argentina are the
primary competitors of the United Statesin India’s
imported food market, and have taken market share
away from U.S. suppliersover the past severa years.
The proximity of New Zealand, Australia, and some
European countries gives these countries a freight
advantage over the United States. Europeansingenerd,

and more specifically the English,
have along history of trade and
cultural ties with India. The
Australians are also stepping up
effortsto enter the Indian market.

U.S. fruitjuiceexportsto India
face competition from Brazil and
the United Kingdom. U.S. apples
primarily compete with those of
New Zedand, Audtrdia, and South
Africa. Indiaimports preserved
vegetables such astomatoesfrom
the United Statesand Switzerland.
U.S. olive exports compete with
Spain. The United Kingdom and
France are the main competitors
for U.S.wine. Indiaasoimportsfruitsand nutsfrom
Iran, Guinea, and Tanzania

Best Products Perspective

Although access for imported agricultural products
remains limited, the market potential for fruit and
vegetable exportsto Indiaover the next decadeisvery
promising. The recent lifting of import licensing
restrictions on severa food products and thereduction
inthe bound tariff ratefor most of thesefood products,
abeit at high applied duties, will provide opportunities
for U.S. horticultural imports.

Rising living standards and the expanding number
of middle-class consumers are expected to increase
importsas consumersdemand morevariety and greater
quality of food products. However, because most of
India s 1 billion people have low incomes, domestic
demand is mainly for basic, low-priced staples, e.g.,
rice, bread, pess, andlintels. Horticulturd importshave
risen sincethelifting of restrictions, and theincreaseis
expected to continue. Tree nuts, apples, pears, table
grapes, frozen potato fries, dried fruits, and wine have
the highest import potential.

Tree Nuts — Ongoing trade negotiationswith India
since 1988 have succeeded in opening thismarket for
U.S. amonds. By theend of 1999, these effortshad
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helped U.S. dmond sdlesreach sdes$45 million, making
Indiaour ninth-largest market. Indiaimportsmost of its
amonds from the United States (approximately 95
percent), and smdl amountsfrom Afghanistanand Iran,
afact which hasto do morewith tradition than quality.
Indian importers primarily buy in-shell whole natural
almonds because of the lower tariff than for shelled
amonds. The elimination of India’ s duty on in-shell
almonds would result in an increase of U.S. almond
exportsto Indiaof gpproximately $100 million per yeer,
according toindustry sources.

The amonds can be shelled by hand because of
low labor cost and resold withinIndia. Hand- shelled
amondsprovideimporterswithaproduct virtualy free
of blemishes, far superior to mechanica shelling.
Almonds are very much a part of the cultural eating
patternsof Indians. Themain consumption of dmonds
isasafoodingredient, rather than asnack.. About 75
percent of the total sales takes place in the winter
months.

I ndian women hand-shelling almonds

Until recently themearket potentid for U.S. pistachios
waslimited, given licensng requirementsand availability
of lower priced pistachios from Iran, India's mgor
supplier. However, thedimination of import licensng
has significantly improved the market potential U.S.
pistachios. Iranian pistachios are primarily used for
processing and are cond dered to be greener and chewier
than U.S. pistachios. U.S. pistachios are considered
much better for snacking, but will have to overcome
consumers unfamiliarity with the U.S. product.

Apples — Theexport prospectsfor U.S. applesare
good, and although the domestic market isextremely
price-sensitive, consumers are prepared to pay a
premiumfor high-quaity apples, particularly during the
off-season (March-July). Unlikethe seasona demand
for most other fruits, Indian consumers have ayear-
around appetite for apples. Market sourcesreport a
strong preferencefor Red Ddlicious, though consumers
areincreasingly demanding other varieties. Although
Red Délicious makes up most of the imports, many
tradersbelievethereisopportunity for varietiessuch as
Fuji, Gala, Golden Delicious, Granny Smith, and
Bragburn.

U.S. appleswholesalein Mumbai for about $1.35
per kilogram, and domestic applesfrom $0.30 to $0.50
per kilogram. High-quality applesreportedly receivea
premium of 30-50 percent, depending on the season
and market.

Market sources expect U.S. salesto increase, but
expect stiff competition from Australia and New
Zedland. Australiahasastrong presencein southern
India, while South Africaand New Zealand are more
activeinthenorth.

Pears — Whilelndiaisalarge producer of fruits, there
islittle production of pears. One constraint to U.S.
exportscould bethelack of awvarenesswith the product,
but many importerswho haveimported pearsbelieve
thisisn't an issue. The absence of a domestic pear
industry will certainly makeit eesier to reducethetariffs
for pear imports, unlike commoditiesthat have organized
domedticindustries.

Table Grapes — Indiacould very well offer amuilti-
million-dollar market to Cdiforniagrapes, asevidenced
by therapid growth of the country’stablegrapeindustry.
Andthoughit’ santicipated there may be someresstance
by Indian grape growers, this should not be a major
obstaclesinceIndia sgrape harvest is counter-seasonal
tothat of California. However, the lack of adequate
cold storagefacilities, aswell astherecent increasein
thebound tariff from 30 to 40 percent, may be obstacles.

Thekey marketsfor table grapesarethe Northern
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citiesMumba and New Ddhi. Consumershavegreater
awarenesslevelsof table grapes, because of familiarity
with Afghanistan grapes, and higher per capitaincome.
Consumers prefer table grapesthat are much sweeter
(19-22° Brix) thanthosetypically consumed in therest
of theworld (17-19°). Inaddition, consumersprefer a
ydlowish-green color (Thompson Seedless) andamore
elongated grape (<19 millimeters).

Frozen Potato Fries — Indiaisonemarket where
the export opportunities are promising given the sound
economy, market reforms, and ever-changing lifestyles.
A faster paceof lifeand ademand for quality, variety,
and conveniencein food products, consistent with the
patterns observed in other markets, coupled with the
large population, basetrand ate into enormous potential
for frozen potatofries. Aselsewhere, theprimary vehicle
for fry digributionistheinternationa fast food restaurant,
asector whichissteadily expanding vianew outletsand
movement into new regions.

The United Statesiswell placed to competeinthe
frozen potato sector, since domestic competition is
nonexistent. The U.S. hasa50-percent market share,
with Australiaaccounting for most of thebaance. Very
small quantitiesare asoimported from the Netherlands
and Canada.

Asmentioned, thedigtribution chainfor frozenfoods
isinadequate, which will obvioudy beamajor market
constraint. Fortunately, most of theinternational fast
food chainshavetheir own cold storagefacilities, and
should be able to service future demand with these
exiging fadilities

Dried Fruit — The market potential for U.S. raisins
shows promise, but may be limited by higher landed
prices of U.S. product and the preference for light-
colored greenraisins. Indiansprefer thegoldenraisns
because they are drier, not too sticky, and sweeter.
However, thereis some preferencefor dark raisinsin
southern Indiabecause of traditional usage asafood
ingredient. Despiteaprohibitively high tariff, Indiadoes
import limited quantities of raisins primarily from
Afghanistan, Pakistan, and China. Theraisnsimported
from Afghanistan are very popular because of their

plumpness, however, importsfrom these countrieshave
been declining over theyearsdueto increased domestic
production.

Indiamay beoneof thefew frontiersleftintheworld
wherethe United States could redlize significant export
growthin prunes, sinceit isaready astrong market for
driedfruitsand nuts. Currently, Iranistheonly exporter
of prunesto India, but the prunesare considered to be
of poor quaity and very perishable.

Wine — Indiaisone of thelargest alcohol beverage
markets in the world, representing an estimated 10

Refrigeration is not available at the retail market

percent of globa consumption, or roughly twicethesize
of the US. market. Conversely, it isalso one of the
world’smost restricted markets, with an actual clause
in the constitution requiring the state to endeavor to
enforce prohibition. However, only four of the 29 sates
aredry, with many exercisng amonopoly control over
wholesdedistribution and/or retail sales.

There are considerable restrictions regarding
advertising, licenang, and manufacturing. Hightaxation
rates are an important source of revenue to the
government. Despite these challenges, wine
consumption hasgrown recently at arate of 12to 15
percent annudly. U.S. wineexportsto Indiaareforecast
to reach $200,000 and $350,000, respectively, in 2000
and 2001.
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Although the current market for wineisquitesmal,
thereisthe possbility that changesinacoholic beverage
consumptioninIndiacould mirror other countrieswhere
wine consumption is growing at the expense of beer
and spirits. Winesadesto hotelsareincreasing at arate
of 20to 40 percent annualy.

Initidly winewassoldin hotelsthat primarily catered
toforeign visitors, but this has been changing asmore
hotelsthat cater to Indianshavebegun sdlingwine. The
hotels predominantly sell French wines, thoughinthe
last 2to 3yearstheir sdlesof Australianand U.S. wine
haveincreased. Lack of consumer recognitionisthe
chief impediment to U.S. winesales.
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