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ABSTRACT 
 

It is evident that among more than 250 Retail start-ups in India, only a few have created a true 
retailer image in their employees, investors, competitors, and consumer’s minds. Furthermore, the 
retailing business model adopted by a majority of them which is widely known as Digital or 
Technology-Enabled Retailing is still in question owing to no clear evidence of profit being 
reported by such Retail start-ups in India. In this study, we have (i) identified key aspects of a start-
up business available in the literature, (ii) analyzed the last five years investment pattern using 
secondary data, (iii) collected levels of importance/priority given by the key stakeholders of select 
Retail start-ups to the key factors of retailing business, (iv) mapped the actual levels of 
importance/priority with the ideal required levels that were derived from previous research carried 
in the context of retailing in India, (v) evaluated last two year’s actual financial performance of 
these select Retail start-ups, and (vi) drawn inferences based on qualitative and quantitative 
findings from primary and secondary data. Results indicate that (a) sustainable profit is not an 
important aspect and priority; (b) exponential growth in revenue and firm valuation is the most 
important priority; (c) unit economics is not a need of the hour; (d) overconfidence among founding 
team and investors is persistent; (e) a majority of Retail start-ups are concentrated in a single 
retailing model that has serious limitations in reaching a majority of the population; (f) investors 
are carried away by a few success stories of start-ups that may not be clear representations of the 
Retail segment. 
Keywords: Indian Retail; Retail Entrepreneurs; Entrepreneurship; Start-ups; Retail Start-ups; Unit 
Economics; Entrepreneurial Overconfidence; Sustainable Profit; Start-up Investment; Start-up 
Investors 

1. INTRODUCTION: 

Based on various definitions available in the literature, a for-profit start-up is a business organization 
instituted by an entrepreneur which seek to develop and validate a business model that (a) comprises of a 
founding team demonstrating higher human asset value; (b) uses innovative technology; (c) is ideated 
through an innovative business model; (d) is young; (e) is capable of disrupting the market; (f) is able to 
challenge the existing oligopolistic markets; (g) is able to grow faster; (h) can contribute to innovation and 
growth in the economy of a country; (i) work toward commercialization of new business ideas; (j) is set to 
covert an intellectual property of an individual into a business model using his/her own financial resources; 
(k) has a founding team demonstrating high-levels of risk tolerance; (l) demands raising capital funding for 
scale up which is highly challenging; (m) require entrepreneurs to expect capital funding in multiple stages; 
(n) though puzzling, has high probability of extremely high marginal rates of return to capital; (o) is 
economically scalable [1-25]. Glaringly, among the available literature on the definition of a start-up, we 
were unable to find the most important aspect of a for-profit business organization, that is, an entity which 
seeks to develop and validate a business model that is profitable and sustainable for a longer period that 
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shall withstand expected/unexpected market disruptions. Whether or not done consciously, the aspect of 
sustainable profit is either kept out of the scope or kept out of the priority list from the for-profit start-up 
definition. The aspect that is prominently pressed upon in a start-up business environment across 
stakeholders is showing a rapid revenue growth that would potentially attract the interest of existing and 
potential investors for required capital funding. Probably this is one of the reasons as to why a majority of 
start-ups in India are loss-making across sectors. In this paper, we have empirically and qualitatively 
evaluated the journey of start-ups in India specific to the Retail sector. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 1: Categorization of Retailers in India by their key objective 
 
We have observed that (a) many investors and investments in the retail start-ups have gone through a 
learning curve over the last five years, (b) investors are trying to find better ways to evaluate the true 
potential of Indian retail start-ups, (c) the majority of investments are attracted by retail start-ups whose 
business model is predominantly skewed toward online/internet retailing and, (d) month-on-month revenue 
growth is given more preference over unit economics of retail start-ups. A majority of the investors are 
considering a few key factors while determining to invest in retail start-ups such as (a) gap in the market, 
(b) original concept/idea, (c) short-term and long-term motives of the founding team, and (d) previous 
academic/industry affiliations/associations of the founding team. Despite various issues faced by the 
existing/potential investors, senior leadership members of retail organizations and big conglomerates in 
measuring and evaluating the real performance of retailers in India, many start-ups and established retailers 
of Indian origin have attracted investors. To name a few Reliance, Mahindra & Mahindra, Tata, and Birla 
(big conglomerates); Arvind Mills, Raymond, S Kumar’s, First Steps Babywear, Relaxo, VKC, and Prateek 
Apparels (large export houses/manufacturers); Flip Kart, Myntra, Jabong, Snap Deal, Shop Clues, Big 
Basket, Grofers, Ur Door Step, Cars 24, Pepperfry, Urban Ladder, Bewakoof, Chumbak, Clovia, Koovs, 
Voonik, Zivame, Indofash, Kaaryah, Faballey, Zink London, Stock Buy Love, First Cry, Mama Earth, 
Hopscotch, 1MG, Med Life, Net Meds, Lens Kart, Purplle, Nykaa, The Man Company, Chaayos, Roll 
Mafia, Tea Box, Blue Stone, Melorra, eSardar, Envoged, Mojarto, Edge Fx and so on (start-ups). Figure 1 
depicts different types of retailers in India which indicates that the objectives of each retailer in India are 
not the same. 

2. PURPOSE AND OBJECTIVES: 

India is one of the most sought-after countries for retailing opportunities globally, mainly because of the 
higher population consisting of the relatively younger population and higher penetration of internet users. 
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India is also one of the largest countries with consumers belonging to the widest range of Religions, 
Regions, Languages, Cultures, Sub-Cultures, Ethnicities, and Socioeconomic backgrounds that makes it 
difficult for only a few retailers to service divergent needs of such consumers and also aim for taking the 
larger share of the retail market. It is reported that the organized retailing in India that was at 12% of the 
overall retail market in the year 2017, is expected to increase to just 25% by the year 2021 that is way too 
low in comparison with a majority of developing and developed countries [26]. Furthermore, despite India 
being dominantly represented by Tier-2, Tier-3, and Tier-4 cities are also witnessing rapid expansion of 
national and international brands/companies such as Housing, Automobiles, IT, Banking, and most 
importantly B&M Retail Stores into these cities owing to an exponential growth in the urbanization of Tier-
2 and Tier-3 cities post-economic liberation, Government’s interest and plans for improving basic 
infrastructure at Tier-2 and Tier-3 cities, relatively cheaper real estate, and most importantly steadily 
increasing disposable income level of consumers in Tier-2 and Tier-3 cities. The overall market size of the 
Indian retail industry that was 950 billion USD in the year 2018 of which 97% was from brick-and-mortar 
(B&M) retailing and just about 3% was from online retailing, is forecast to reach 1.75 trillion USD by the 
year 2026. In other words, at present, about 10% of the nominal GDP of India is contributed by the retail 
industry in addition to accounting for 8% of employment [27]. And by the year 2030, urban agglomerations 
in India could lead to (a) an increase in the middle-class consumer segment by 3 times compared to the year 
2010 which was at 22 million, (b) an increase in the number of people living in the urban cities to 590 
million, and most importantly (c) an increase in cities with more than one million population to 68 [28]. 
These developments and numbers are clear indicators of upcoming changes that are expected in the way 
consumers will behave while choosing retail stores to fulfill their product needs. In addition to the 
humongous population, exponential growth in several working women, double-income families, middle-
class consumer segment, increasing disposable income, rapid adoption of new trends/fashion, urbanization, 
the overall size of Indian retail industry, the rapid expansion of national and international brands into 
smaller cities, the emergence of modern retailing formats, and an enormous increase in internet 
penetration/usage providing new opportunities for existing retailers in India, simply allure more and more 
investment interest into start-ups in India. 
However, the hard reality is that out of over 250 Retail start-ups in India that were successful in attracting 
funds from different types of investors, at least one is yet to witness a sustainably profitable stage of its 
evolution. This state of retail start-ups in India raises the following questions in our minds and encourage 
us to carry out this study. 
 Why there is no evidence of even a single start-up that has reached a sustainable profitable stage? 
 Despite no evidence of a successful retail start-up, why still investors are showing interest in funding 

retail start-ups in India? 

3. APPROACH AND METHODOLOGY: 

Step I: Intense and in-depth analysis of data available in the public domain was carried to understand the 
start-ups and funding patterns in India across segments. 
Step II: A series of open-ended semi-structured direct mystery interviews were conducted with different 
types of investors; existing and exited founding team members and employees; supply-side partners of a 
few select Retail start-ups representing i) only product brand; ii) only retail brand; iii) both product and 
retail brands, selected through convenience sampling to understand their perspective and attitude towards 
the start-up’s entrepreneurship and their experience in the overall journey till now. 
Step III: Evaluation of actual financial performance data of select Retail start-ups. 
Step IV:  In the last step, we have analyzed the collected primary data vis-à-vis secondary and exploratory 
qualitative findings from direct interviews to draw inferences. 

4. FINDINGS AND INSIGHTS: 

In the First step, using the secondary data available in the public domain, an attempt was made to 
understand the start-up’s funding patterns in India from the year 2015 to 2020 [32-37]. About 2,300 start-
ups were successful in attracting capital funds which amount to over 41 billion USD in the last five years 
through about 3,200 transactions across business segments. Though the year 2016 has shown the highest 
number of transactions (32.33%) followed by the year 2015 (29.72%), the year 2017 has shown the highest 
capital infusion (24.40%) followed by the year 2019 (23.62%). A majority of start-ups (60.81%) were found 
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to be targeting Consumers directly (B2C) and others targeting Organizations (B2B) for selling 
products/services. However, the capital infusion is significantly skewed towards B2C start-ups concerning 
absolute fund value (75.43%). 
 

 
Chart 1: Count of start-ups funded by segment and target group 

 

 
Chart 2: Distribution of start-ups funded by target group within each segment 

 
Chart 1 depicts the number of start-ups that were funded in the last five years categorized by their segments 
and the target group. The Technology segment has been one of the highest numbers of start-ups (21.05%) 
generator followed by the Service Provider segment (14.17%), Banking and Finance segment (11.64%) and 
Retail segment (10.46%), Education segment (7.02%), Health Care segment (7.02%), Transportation 
segment (5.41%), and, Analytics cum Artificial Intelligence segment (4.10%). Other segments such as 
Media, Hotel, Holiday, Travel, Advertising, Manufacturing, Realty, Wholesale, Entertainment, Food and 
Beverage, and Supply Chain Management together have generated 19.14% of the overall start-ups. 
Chart 2 indicates the distribution of start-ups based on their target group (B2C and B2B) by segment. 
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Technology, Analytics cum Artificial Intelligence, and Wholesale segments have mostly focussed on the 
B2B model, whereas other segments focus found to be in the B2C model. 
 

 
Chart 3: Amount of fund (in billion USD) invested by segment and target group 

 

 
Chart 4: Distribution of fund invested by target group within each segment 

Furthermore, when we look at the absolute capital infusion value, the mixture changes dramatically as 
shown in Chart 3 and 4. The Retail segment has attracted the highest capital infusion over the last five 
years (27.82%) followed by Banking and Finance segment (18.89%), Transportation (17.99%), Technology 
segment (7.55%), Service Provider segment (4.70%), and Education segment (4.49%). All other segments 
together attracted a balance of 18.56% of the overall capital infusion. However, it is imperative to note that 
despite the Retail segment being the highest grosser of capital infusion, almost half of the total capital 
infusion into the Retail segment was attracted by just One start-up (Flipkart). 
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Chart 5: Start-up's count by investment slab 

 
The story of the last five years of capital infusion into start-ups is encouraging. However, in reality, a 
majority of start-ups (58.20%) have not been able to attract a capital infusion of more than 1 million USD 
cumulatively over the last five years. Chart 5 depicts the number of start-ups by the capital infusion slab 
that is a cumulative amount over the last five years. Interestingly there are only Five start-ups viz., Flipkart, 
Rapido, Paytm, Ola Cabs, and Byju’s that have attracted more than a billion USD capital infusion. Of these 
Five, Byju’s entered this list recently in September 2020 owing to a positive impact of the Covid-19 crisis 
on digitally-enabled education systems/institutions/organizations. 

 
Chart 6: Start-up's count by investment slab in the Retail segment 

 

 
Chart 7: Start-up's count by product category in the Retail segment 
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Within the Retail segment, a majority of start-ups (45.0%) have not been able to attract a capital infusion 
of more than 1 million USD cumulatively over the last five years. Chart 6 depicts the number of start-ups 
by the capital infusion slab that is a cumulative amount over the last five years in particular to the Retail 
segment. Over 14 start-ups in the Retail segment have been successful in attracting over 500 million USD 
capital funds infusion. 
Chart 7 depicts the number of start-ups that were funded in the last five years categorized by their sub-
segments within the Retail segment. The Apparels category has been one of the highest numbers of start-
ups (26.67%) generator followed by the Food and Beverage category (17.08%), Grocery and Vegetables 
category (8.75%), Furniture and Furnishing category (8.75%), Automotive category (6.25%), General 
category (6.25%), and Beauty and Wellness category (5.83%). Other categories such as Medicine, Jewelry, 
Electronics, Baby Care, Eyewear, Gifting, Books, Luxury, and Pet Products categories together have 
generated 20.42% of the overall start-ups. 

 
Chart 8: Investment (in billion USD) by product category in the Retail segment 

 
Furthermore, when we look at the absolute capital infusion value within the Retail segment, the mixture 
changes dramatically as shown in Chart 8. The General category has attracted the highest capital infusion 
over the last five years (66.67%) followed by the Grocery and Vegetable category (7.69%), Automotive 
category (5.36%), Furniture and Furnishing category (3.50%), and Apparel category (3.41%). All other 
categories together attracted a balance of 13.39% of the overall capital infusion. However, it is imperative 
to note that despite the General category being the highest grosser of capital infusion, almost 3/4th of the 
total capital infusion into the General category was attracted by just One start-up (Flipkart). 
In the second step, we tried understanding the perspectives of supply-side partners of select start-ups 
through a series of open-ended semi-structured direct mystery interviews to understand their perspective 
and attitude towards the start-up’s entrepreneurship and their experience in the overall journey working 
with Retail start-ups till now. The following are some of the key findings that were unanimous across 
supply-side partners associated with start-ups. 

 Inconsistency across key aspects of retail management is the most consistent aspect among start-
ups. 

 Too much of employee turnover leading to lower interest and engagement-level with start-up 
companies. 

 Lower-levels of product/category knowledge, exposure, experience, and expertise among the 
founding team and employees of start-ups. 

 The importance given to the higher quality standards, durability, and the utility of a product is 
significantly lower than the importance given to sourcing products at lower costs in the start-ups. 
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 The importance given to the long-term sustainability of a product’s cost is significantly lower than 
the importance given short-term benefits of sourcing products at lower costs in the start-ups. 

 The capability of supplying high-levels of quality products consistently is not a factor of importance 
to start-ups. Rather they look at partnering with suppliers who can supply products at relatively 
lower costs irrespective of their long-term supply capability and consistency. 

 Investing in new product developments is risky owing to a lower rate of conversion of product 
development into bulk orders is very poor in start-ups. 

 Poor correlation between the number of new products/models developed by a start-up and the actual 
bulk orders finally placed for production. 

 Poor accountability and ownership among the product sourcing team and the founding team of 
start-ups concerning long-term commitment with suppliers. 

 
Table 1: Level of importance and priority that is given by the key stakeholders across key factors in start-

ups 

Particulars 
Ideal 

Required 
Level 

Actual Level Consistency 
with the 

Ideal 
Required 

Level 

Founding 
Team 

Employees Investors 

Consumer Acquisition Low High High High Low 

Consumer Engagement High Low Low Low Low 

Consumer Retention High Low Low Low Low 
Consumer Repeat Store Visit 
Rate 

High Low Low Low Low 

Month-on-Month Growth - 
Absolute Number of Consumers 

High Low Low Low Low 

Bills/Invoices Generated High Low Low Low Low 

Bills/Invoices Consisting of 
Essential Products 

High Low Low Low Low 

Quantity Sale High Low Low Low Low 

Original Price (MRP) High Low Low Low Low 

Discount-Level Medium High High Low Medium 

Selling Price Medium Low Low Low Low 

Average Basket Size (ABS) Low High High High Low 
Average Transaction Value 
(ATV) 

Low High High High Low 

Consumer Lifetime Value (LTV) High Low Low Low Low 

Revenue High High High High High 
Month-on-Month Growth - 
Revenue 

Medium High High High Medium 

Inventory Turns High Low Low High Low 
Warehousing and Logistic 
Expenses 

High High High High High 

Employee Training High Low High Medium Low 

Employee Retention High Low N/A Medium Low 

Profit - Operational Level High Low Low Medium Low 

Profit - Company Level High Low Low Medium Low 

Firm Valuation Medium High High High Medium 

Earnings per Share Medium High High High Medium 

Shareholding of Founding Team Medium Low Medium High Medium 

Return on Investment (ROI) High Low Low High Medium 

Investor Retention High Low N/A Medium Low 

Unit Economics High Low Low Low Low 

N/A = Not Applicable           

 
In the extended part of the second step, we tried understanding the perspectives of the founding team, 
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employees, and investors of select start-ups through a series of open-ended semi-structured direct mystery 
interviews to understand their perspective and attitude towards the start-up’s entrepreneurship and their 
experience in the overall journey till now. Table 1 indicates the level of importance (on a scale of low to 
high) given to the key factors of retailing business management by the founding team, employees, and 
investors against the ideal level that is required for a sustainably profitable retail organization in India [33-
44]. 

Table 2: Last two years of the actual financial performance of select Retail start-ups together 

Particulars  F17   F18  

Growth in Consumer Acquisition Expenses 61% 50% 
Annualized Product Discount 39% 43% 
Growth in Revenue  47% 38% 
Growth in COGS 35% 32% 
Growth in Employee Benefit Expenses 65% 13% 
Growth in Other Expenses 535% 49% 
Growth in Total Expenses 150% 40% 
Growth in Operational Level Profit -554% -241% 
Growth in Profit/Loss Before Tax -543% -241% 
Emp Cost as % Revenue  23% 19% 
Other Cost as % Revenue 145% 156% 
Total Cost as % Revenue  168% 175% 
Profit Before Tax as % Revenue  -167% -168% 
Growth in the New Capital Funds Invested 683% 1063% 
Growth in the Number of Investors 22% 36% 
Growth in the Firm Valuation 78% 251% 
Original Price/MRP per Unit Sold (INR) 1145 1247 

Revenue per Unit Sold (INR) 515 589 

Discount per Unit Sold (INR) 630 658 

Cost per Unit Sold (INR) 458 499 

Other Expenses per Unit Sold (INR) 863 1032 

Profit/Loss per Unit Sold (INR) -806 -942 

 
In the third step, we evaluated the last two year’s actual financial performance of select Retail start-ups 
together as shown in Table 2. These numbers corroborate with the importance/priority mapped based on 
qualitative findings from the direct interview stage. These numbers are indicators of the past, present, and 
future of retail start-ups in India unless the stakeholders seriously start giving utmost importance/priority 
to the unit economics. These unit economics indicate that the probability of retail start-ups in India 
becoming sustainably profitable is significantly low. Interestingly few Retail start-ups have reported 
operational level profits recently [45-47], however, we strongly disagree with such reports as a majority of 
retail start-ups do not include the consumer acquisition expenses as part of their operational expenses. 
Results indicate that a strong and healthy unit of economics and profit levels are not at all the key 
determinants of investment decisions.  

5. CONCLUSION AND SUGGESTIONS: 

First, our study indicates that the overconfidence among the start-up founding team as well as the investors 
is one of the key reasons for such a large number of start-ups being lunched and invested in the Retail 
segment in India. “Perhaps the most robust finding in the psychology of judgment is that people are 
overconfident” [48]. Such overconfidence persuades start-up entrepreneurs to venture into business 
segments that more cogent individuals might not undertake. In a study of 2,994 entrepreneurs in the USA, 
it was found that about 81% believed their chances of success are at least 70%, and about 33% believed 
their chances are a certain 100% [49]. However, in reality, a majority of start-ups no longer exist after five 
years. 
Second, a majority of the investment decisions into retail start-ups are based on the results of early 
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consumer traction to a few new/innovative retailing models. Surprisingly, such investors ignore the fact 
that such trials were carried out on a very small proportion of the population. Furthermore, investors are 
even carried away by a few success stories of start-ups that may not be clear representations of the Retail 
segment. Besides, a majority of the investments in the Retail start-ups are significantly skewed towards the 
digital/technology-enabled retailing models that hold less than 3% of the overall retail market share in India. 
Early-stage investors might even exit with lucrative ROI, but after a saturation point of firm valuation, it is 
highly unlikely for continuing investors to expect healthy ROI. Though digital/technology-enabled retailing 
models hold a minority share in the overall market, they are successful in disrupting the B&M retailing 
formats in the country holding 97% of the market share [50]. Offering high and deeper-levels of product-
level discounts to acquire consumers had been one of the most prevalent tactics of Retail start-ups in India 
to achieve dramatic growth levels in the revenue and firm valuation that time and again ensured new 
investment interests. A sustainably profitable business model cannot be built on strategies based on price-
war [51]. Such business models in addition to disrupting the existing market could also implicitly impact 
the overall economic development of a country negatively in the long-term. 
Third, it is imperative to note that a significant number of Retail start-ups in India are intensely 
concentrated into one particular retailing model, i.e., digital/technology-enabled retailing that has serious 
limitations in attracting the majority of the population in India. Owing to such limitations, almost all the 
Retail start-ups are reaching out to the same consumer time and again with different names and offers for 
the same need/product/model/brand and nothing beyond that. Unless Retail start-ups explore other retailing 
models that are proven in India, it is unlikely that a majority of these start-ups even last for more than five 
years. However, a majority of the Retail start-up founding team and investors have a predisposition in their 
mind which pushes them away from concentrating on consumers beyond Tier-1 cities in India, and in such 
circumstances expecting them to think beyond digital/technology-enabled retailing models is further away 
from reality [52]. 
Finally, it is not just about break-even at the operational level or even making marginal profits at the 
company level; it is also not about achieving exponential growth in revenue and the firm valuation. What 
is most important and inevitable is the basic objective of a business organization that needs to develop and 
validate a sustainably profitable business model for the long-term which can explicitly or implicitly 
contribute to the overall economic development of a country as well as all the stakeholders of a business 
organization. We strongly recommend retail start-ups to think beyond profits and strive for achieving a 
healthier Margin of Safety to be able to withstand expected/unexpected market disruptions which are 
possible only when they have adopted an appropriate Marketing Mix which can naturally build enough 
Margin of Safety [53]. 

6. LIMITATIONS AND SCOPE: 

The main limitation of this study is the coverage of various stakeholders viz., the existing and exited Retail 
start-ups, founding team members, employees, investors, and supply-side partners selected for the direct 
mystery interview. The second limitation would be that the empirical validation is restricted to the data 
available in the public domain concerning investment into start-ups and actual performance data of only 
select Retail start-ups. However, it provides significant inputs concerning the attitudes and perspectives of 
key stakeholders in the Retail start-ups toward a sustainable profit business model that corroborates with 
the secondary and primary data. We recommend researchers to use this methodology to understand the state 
of start-ups in other business segments.  
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