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FMCG’s in Decline? -A Marketing Story- 

By S L Rao

Most companies approach Indian markets through lenses of much richer markets. India has a huge market but it has to be approached appropriately. The potential would have been far greater if governments at the Centre and the States had been more careful economic managers. Fifteen years of consumer choice from an ever-widening range of consumer goods have changed the attitudes of Indian consumers. These must be reflected in approaches to Indian markets.

The Indian economy has started slowing down after 1996-97when the growth was 7.8% while in the next three years it was 4.8, 6.6 and 6.4% respectively.
The slowing down was in both agriculture and industry, but not services. The 1990’s have been bad for growth of crop agriculture. However, it was the sharp “slowdown” in industry that was the principal contributor to the overall reduction in the rate of growth. Within industry the contribution of manufacturing declined more sharply.  Within manufacturing, registered enterprises contributed much more to the decline than unregistered enterprises. Within industry, the peak growth of consumer goods production was in 1995-96, declining thereafter with any improvement being to low levels. Any improvement was due to durables, not non-durables, ( i.e. fast-moving –consumer-goods-- f.m.c.g.’s).  Industrial growth was driven largely by durables. 

In the 1990’s, non-development expenditures of governments in GDP kept rising while development expenditures fell.  This decline led to poor productivity growth, hurting efficiencies and cost competitiveness and in agriculture, the growth of rural purchasing power. Investment slowdown also adversely affected the generation of incomes and demand growth. Capital formation in industry and particularly in manufacturing, drove economic growth till 1995-96, and then tapered off. Substantial additional capacity and modernization which took place, then slowed down. Industrial capacity expanded significantly till then. Subsequent growth has come from using those capacities. Even private investment in GDP showed a decline from that year. The key driver of the economic slow down is the lack of investment. 

R & D expenditures by companies as a proportion to sales remained static. Cost reduction through product, process and plant improvements were limited to some.  This squeezed margins as competition increased. It also hampered bold new product innovations.  

Fast moving consumer goods in India have to face rampant violation of trademark laws and difficult enforcement. Unsatisfactory TV and cinema audience rating measures hinder advertising effectiveness. Stringent laws on quality, packaging, etc., are haphazardly enforced. Variations in sales tax rates and high rates, octroi in some cities, cascading of taxation at each point of processing and purchase, confusing and massive record keeping and procedures, hurt consumer goods because of the volume of transactions. Reservation for small-scale units is a competitive disadvantage. The removal of QR’s on consumer products has despite high customs duties opened imports that at times are excuses for selling smuggled products free of taxes. The application of domestic laws to these products is not uniform. The lack of organized wholesaling and retailing means that every manufacturer has to reach from among 5 million or so retail outlets. 

Market data shows growth of product purchase penetration declining in all economic classes. People need more persuasion to consume. Brand switching is far more common, and no brand can take its leading position for granted. Usage is still low among most buyers, leaving a large potential sale if usage by existing users can be increased. 

 The import of extremely low-priced products from China created panic until it was seen that these products had reduced costs and prices by offering products obviously inferior to the higher priced Indian products. But the consumer who can only afford Rs2 for a pencil battery knows that it will not be the same as one costing a lot more.  These do have a place in the Indian market. The consumer knows that he will not get the life and service that the more expensive battery will give. But they satisfy the consumer’s aspiration for a battery. Offering the consumer the best product and with most frills, with price not a constraint, may be valid for households with high disposable incomes, but not for the majority of Indian consumers and aspiring consumers.

Over forty years of industrial licensing with limited production capacities and the example of multinationals, led to high cost products and premium pricing. This has less application to our mass markets. We must consciously reduce features and product value, to give the mass-market consumer what he can afford.

The fmcg market potential in India is enormous. Governments in India will muddle along with policies to push for greater growth. Companies can still do a great deal. But approaches specific to the nature of our mass markets have to be developed. Customers are no longer easy to catch. They must be wooed. (790)

