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E-retail market size to surge 250% in the next 3 years

Next growth phase beckons on selective funding, business segments rejig, and sharper focus
on customer stickiness

The e-retail” sector's market size tripled over the past 3 fiscals on rising internet penetration, increasing awareness
of online shopping, and lucrative deals and discounts. But despite growing at a breakneck speed, e-retail accounted
for a mere 1.5% of the total retail sales (organised and unorganised) last fiscal, indicating its enormous growth
potential.

However, after the initial phase where e-retailers focussed only on gaining market share through discounts, the next
phase will be characterised by consolidation, geographical diversification, business realignment, as well as
enhancing customer stickiness.

Low penetration gives room for future growth

Overall retail industry
Rs 49 trillion in 2016-
17

Organised retail: ~Rs 3.5 trillion;
~7% of overall retail

eRetail: ~Rs 700 bn;
~20% of organised retail
~1.5% of overall retail

Source: CRISIL Research

Focused funding means fewer players

A frenzied search for unicorns in the past couple of years ended badly for many investors, who saw their equity wiped
out. So much so, about 26 prominent start-ups have shuttered in the past two years.

Chastened investors are now putting money into just a handful of players that are showing sustainability and enjoy a
major market share.

While overall funding increased by more than Rs 25,000 crore in first nine months of fiscal 2018 as compared to
entire fiscal 2017, the number of players funded reduced by ~30%, underscoring the caution and sharper focus after
the losses.

An analysis of 11 major e-retail companies shows that almost 45% of the over ~Rs 40,000 crore invested between
fiscals 2014 and 2016 was wiped off due to losses at e-retailers.

# E-retail includes products sold via the online retail and online marketplace. Online retail comprises retail products sold through online route.
Online marketplace comprises of platforms where sellers and buyers transact online- does not include classifieds.
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Funding for the top 3 players has increased from 40-45% of overall investments in fiscal 2014 to 76-81% in the first

nine months of this fiscal, an analysis of 30 companies (accounting for 75-80% of e-retail sales) showed.

Thriving three pull money
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How they bled
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The trend indicates cautious and focused investing by investors with an eye on profitability. The industry is now 8-10
years old and is moving from the initial, start-up phase to a more consolidated phase. Going forward, funding will
only get more concentrated with big ticket players getting the bulk of the pie. Players in niche segments will get
funding, but in bits and pieces.

With increase in funding, the larger players have been exploring new segments to enter, apart from growing their
existing business. One major segment that has caught the attention of all big players is food & grocery, which has
seen significant investment this fiscal.
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Food and grocery to be the next big online segment after apparel, mobile
phones

The online grocery segment, which had a handful of players two years back, has lately seen an uptick in the number
of players as well as investor interest. In the overall food retail industry, the penetration of online food and grocery

(F&G) segment stands at a miniscule ~0.1%, indicating significant growth potential.

Investments in the high-volume, low-margin segment increased by over 7 times in first nine months of fiscal 2018 to
~Rs 20 billion, from ~Rs 3 billion in fiscal 2017, what with major players such as Big Basket and Grofers, as well as
new entrants such as Amazon, Flipkart, D-Mart, and Reliance sharpening focus on it.

New players raising the heat

Players Description

Received FDI approval in 2017 to invest around Rs 35 billion into food and grocery

Amazon . :
business over the next five years
Flipkart Did a soft launch of online grocery delivery service Supermart in Bengaluru in 2017
The company is undertaking an online-to-offline pilot study to create an operational
Reliance Jio model that will allow consumers to buy at neighbourhood shops using digital coupons
through its Jio Money platform or text messages
Starquik Launched in December 2017, this is an omni-channel foray by the Tata Group
D-Mart Apart from offline, the company is also offering groceries online

Source: Industry

We expect online grocery to be fastest-growing segment (65-70% CAGR between fiscals 2017 and 2020) in e-retail
and almost quadruple over the next 3 years to ~Rs 100 billion in terms of revenues. Investments in technology, new
strategies adopted by players such as introducing private labels, same day and next day delivery, and B2B food
services, would all aid growth of the sector.

Apart from entering new segments, a major focus area for e-retail players to ensure continued robust growth will be
geographical diversification in revenue, currently skewed towards a few major cities.

Geographical diversification and customer stickiness key to sustain e-retail growth in medium
term

Although e-retail accounted for 20% of the overall organised retail market in fiscal 2017, its customer base remained
largely concentrated in major cities. Online shopping activity has not been broad-based, with the top 10-15 cities still
accounting for over 75% of total sales.

Higher disposable incomes, better adaptability to mobile devices, availability of high speed internet, and logistical
simplicity have made shoppers from Tier-I cities more adaptable to shopping online. Smaller ticket size and logistical
complexity have restricted growth of e-retailers in Tier-Il, Tier-1ll cites, and beyond.

However, growth will slow down in the top cities as it is already highly penetrated and players need to move to the
next level of Tier-1l and Tier-11l cities to sustain growth. Though some top players have entered these markets, a lot
needs to be done to penetrate deeper. Although, growth will come from increasing ticket size in the top 10-15 cities,
volume growth needs to come from smaller ones.

The focus of e-retail companies will be on increasing customer stickiness in top cities even as they expand reach
beyond these markets. Cashback offers, fast delivery, flexible return policy and low delivery charges on subscription
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model are being used to ensure customer stickiness. Going forward, industry growth will be driven not only by
discounts, but also by the online experience and convenience.

Over the next 3 years, e-retail industry is expected to continue its strong run, growing over 2.5 times to ~Rs 1.8 trillion

by fiscal 2020.

E-retail to grow at 35-40% CAGR over the next three years

(Rs bn) Strong growth led by:
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stage and VC funding,
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Source: Industry, CRISIL Research

Apart from grocery -- billed to grow the fastest among all segments and increase its share in the pie — the continued

focus of major players on existing business segments such as apparel and fashion will drive growth.

Share of various segments in e-retail

= Food and grocery

25-30%

2%

35-40%

2016-17E

Apparel

m Furniture
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= Consumer electronics  ® Jewellery

5%
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Note: E - Estimated; P — Projected
Source: Industry, CRISIL Research
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About CRISIL Limited

CRISIL is an agile and innovative, global analytics company driven by its mission of making markets function better. We are India’s
foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of innovation and
global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient solutions to over 100,000
customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals on
a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry research
covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our large network
sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed income markets.
We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the
country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered
independent equity research in India, and are today the country's largest independent equity research house. Our defining trait is
the ability to convert information and data into expert judgments and forecasts with complete objectivity. We leverage our deep
understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-
sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information management
specialists

CRISIL Privacy Notice

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and service your
account and to provide you with additional information from CRISIL and other parts of S&P Global Inc. and its subsidiaries (collectively, the
“Company”) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit http://www.crisil.com/privacy.
You can view the Company’s Customer Privacy at https://www.spglobal.com/privacy.
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Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information obtained
by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or completeness of the
Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data / Report. This Report is not a
recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that it has no financial liability whatsoever
to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates independently of, and does not have access to
information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in their regular
operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL Research and not of CRISIL’s
Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written approval.
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