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1 Background

1.1 Introduction
There has been significant public concern regarding the competitiveness of retail prices in the grocery 
industry in Australia and the pricing of household grocery products.

In particular there is concern that Australia has a highly concentrated grocery industry, and while 
inflation has been low in Australia over the last few years, grocery food prices have increased at a 
significantly higher rate than the headline inflation rate. 

In response to these concerns, the Assistant Treasurer and Minister for Competition Policy and 
Consumers Affairs wrote to the Australian Competition and Consumer Commission (ACCC) on 
22 January 2008, directing the ACCC to hold a public inquiry under Part VIIA of the Trade Practices  
Act 1974 (the Act) into the competitiveness of retail prices for standard groceries. A copy of this letter  
is at appendix A. 

1.2 Terms of reference
The instrument attached to the Assistant Treasurer and Minister for Competition Policy and Consumers 
Affairs’ letter stated:

I, Chris Bowen, Assistant Treasurer and Minister for Competition Policy and Consumer Affairs, 
pursuant to section 95H(2) the Trade Practices Act 1974, hereby require the Australian Competition 
and Consumer Commission to hold an inquiry into the competitiveness of retail prices for standard 
groceries. 

Matters to be taken into consideration by the inquiry shall include, but not be restricted to:

the current structure of the grocery industry at the supply, wholesale and retail levels including •	
mergers and acquisitions by the national retailers

the nature of competition at the supply, wholesale and retail levels of the grocery industry•	

the competitive position of small and independent retailers•	

the pricing practices of the national grocery retailers and the representation of grocery prices to •	
consumers 

factors influencing the pricing on inputs along the supply chain for standard grocery lines•	

any impediments to efficient pricing of inputs along the supply chain, and•	

the effectiveness of the Horticulture Code of Conduct, and whether the inclusion of other major •	
buyers such as retailers would improve the effectiveness of the code.

In undertaking this inquiry the Commission will consult with retailers, businesses along the supply 
chain, farmers, consumers groups and other interested parties.

This is not to be an inquiry in relation to the supply of grocery items by any particular person or 
persons.

The inquiry is to be completed and a report submitted to me by 31 July 2008.

The inquiry commenced on Wednesday, 30 January 2008 with the publication of an inquiry notice in 
the Gazette and in newspapers.  
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The inquiry was conducted by the Chairman of the ACCC, Mr Graeme Samuel, and Commissioners, 
Mr John Martin and Dr Stephen King.

1.3 Outline of the inquiry process
As noted above, the inquiry into the competitiveness of retail prices for standard groceries was held in 
accordance with Part VIIA of the Act. Part VIIA empowers the ACCC to conduct monitoring/surveillance 
activity and, where necessary, to conduct a public inquiry. It gives the ACCC powers similar to those 
of the Prices Surveillance Authority by introducing into the Act provisions that were formerly part of the 
Prices Surveillance Act 1983.1

This is the second inquiry conducted by the ACCC under these provisions.2

1.3.1 Submissions

The ACCC released an issues paper on 11 February 2008.3 It outlined the issues on which the ACCC 
was seeking information and comments and described how submissions to the inquiry could be made. 
The ACCC received over 250 public submissions from interested parties or persons. A wide range of 
organisations and people made submissions, including the major grocery retailers, suppliers, farmers, 
industry representative groups, government bodies and interested members of the public. 

A list of parties who made public submissions to the inquiry is at appendix B. All public submissions 
were placed on the ACCC’s website. 

A number of parties also provided submissions which they requested be treated as confidential. The 
ACCC’s approach to information for which parties requested confidentiality is discussed below.

1.3.2 Request for information and documents

The ACCC also exercised the information-gathering powers of the Act. Among other things, these 
provisions enable the ACCC to obtain information and documents (s. 95ZK of the Act) and summon a 
person to appear at an inquiry to give evidence and produce documents (s. 95S of the Act). The ACCC 
also made a large number of informal requests for information and purchased raw data from a variety of 
industry data providers. The ACCC did not use external consultants to analyse data, documents or any 
other information. 

1.3.3 Hearings/public consultation

As stated, the inquiry was conducted by the ACCC in public hearings. These hearings commenced on 
1 April 2008 and finished on 2 June 2008. Twenty-two hearings were conducted across all Australian 
capital cities and in several regional towns. Seventy-seven scheduled witnesses gave evidence to the 
inquiry during these hearings. A list of organisations and individuals that gave evidence at the hearings 
is at appendix C.

1 These amendments were introduced in 2004.

2 On 15 June 2007 the former Treasurer agreed to the holding of a price inquiry by the ACCC into the price of unleaded petrol pursuant 
to s. 95H(2) of the Act. The ACCC’s report of the inquiry was provided to the Assistant Treasure and Minister for Competition Policy and 
Consumer Affairs on 14 December 2007. The report was publicly released on 17 December 2007. Copies of the report are available from 
the ACCC’s website, www.accc.gov.au. 

3 ACCC, Inquiry into the competitiveness of retail prices for standard groceries: issues paper, 11 February 2008. The issues paper is 
available from the ACCC’s website, www.accc.gov.au.



Report of the ACCC inquiry into the competitiveness of retail prices for standard groceries 3

Many witnesses who gave evidence to the ACCC were questioned by counsel assisting the inquiry, 
Mr Damien O’Donovan, a lawyer on a long-term secondment to the ACCC from the Australian 
Government Solicitor. Witnesses were also questioned by the inquiry members and, on occasion, 
ACCC staff. 

Many witnesses at the hearings were summoned to appear under s. 95S of the Act and did not attend 
voluntarily. In general the ACCC summonsed all supplier companies. Therefore, no conclusions can be 
drawn regarding a company’s willingness to participate in the inquiry from the company appearing at 
the hearings.

Some of the material covered in hearing sessions was confidential and commercially sensitive; 
therefore, parts of the hearings were not open to the public. Generally, questioning started in public, 
but sessions moved into a confidential phase when the questioning moved onto confidential material 
relating to the witness.  

Transcripts of the public parts of the hearings are available on the ACCC website. The ACCC also 
disclosed some aspects of the confidential components of the transcripts after hearings where it 
considered that some of the material should be in the public domain and that such disclosure would be 
in the public interest. In these instances the ACCC consulted with the relevant witness before doing so.

1.3.4 Treatment of confidential information

While the inquiry was a public process, some parties sought to provide the ACCC with information 
on a confidential basis. In this respect, the ACCC had to be able to investigate issues that are 
commercially sensitive to witnesses and interested parties providing submissions without damaging the 
organisation’s competitive position and commercial relationships.

In assessing requests for information not to be disclosed because of confidentiality, the ACCC 
considered whether it was desirable to conduct hearings or receive evidence and submissions in 
private or to maintain the confidentiality of evidence received. In doing so, the ACCC assessed whether 
disclosure would damage the provider’s competitive position and/or whether disclosure would be in the 
public interest.  

The ACCC was very mindful of the fact that some organisations were concerned about recriminations 
if they were seen to be assisting the inquiry. Throughout the inquiry the ACCC publicly emphasised that 
all supplier witnesses were summonsed, so that no conclusions could be drawn from the fact that an 
organisation was giving evidence. Furthermore, the ACCC agreed to accept information on an entirely 
confidential basis where it considered the commercial position of the organisation would be damaged if 
the fact that the organisation was providing information were disclosed.  

In relation to submissions, there were some occasions where, although an organisation claimed 
confidentiality over the information in some parts of its submission, the ACCC considered that it 
would be in the public interest for the information to be disclosed. In each case the ACCC provided 
the relevant organisation with an opportunity to comment on possible disclosure. In some cases, the 
organisation provided further explanation to justify their confidentiality claim and the ACCC accepted 
the information on this basis. In other cases, the organisation agreed to release the information as part 
of a submission or as a new submission. If agreement could not be reached, the ACCC also provided 
an opportunity for the organisation to withdraw the submission or information, but on no occasion was 
it necessary for any information or submissions to be withdrawn. 
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Similarly, in relation to the information and documents obtained by the ACCC using its information 
gathering powers, there were some occasions where organisations claimed confidentiality over a great 
deal of the information and documents obtained. However, there were some occasions where the 
ACCC considered that it might be in the public interest for this information, or for evidence received 
during a hearing conducted in private, to be disclosed. Prior to making a decision on these issues, 
the ACCC provided the relevant organisation an opportunity to comment on possible disclosure. In 
some cases, the organisation provided further explanation to justify the confidentiality of the information 
and the ACCC did not disclose the information. In other cases, the organisation agreed to release the 
information. If agreement could not be reached, the ACCC considered whether it would be in the public 
interest for the information to be disclosed notwithstanding the concerns of the organisation. In several 
instances the ACCC has disclosed information in this report where the organisation has not agreed to 
the disclosure of their information. In those circumstances, disclosure has occurred because the ACCC 
considers it to be in the public interest.

1.4 Scope of the inquiry report

1.4.1 Definition of standard groceries

The ACCC was asked to hold an inquiry into the competitiveness of retail prices for standard groceries, 
which raises the issue of how to define ‘standard groceries’. 

The ACCC considered that a key driver of the inquiry was the rising cost of basic groceries such as 
dairy, fresh fruit and vegetables, bread and meat. The ACCC has considered that standard groceries 
are generally:

non-durable •

purchased frequently •

not consumed at the retail site.  •

The ACCC was cognisant of the broad nature of the inquiry, and the need for the inquiry to focus on 
certain industries if it was to analyse the issues in a meaningful way. The ACCC therefore considered 
it appropriate that the inquiry should focus on basic or staple products that are typically purchased as 
part of most, but clearly not all, people’s grocery shopping baskets. The broad categories of standard 
groceries that the ACCC has generally used are:

dairy •

fruit and vegetables •

meat and seafood •

bread and grain-based products •

other foods •

non-foods. •

The ‘other foods’ category is clearly broad. It covers many types of packaged dry foods, frozen foods 
and processed foods. It also includes eggs, many delicatessen items, and spreads and condiments. 
The precise boundaries between the product categories are not important for the purposes of the 
inquiry. 

In the last category, the ACCC has had regard to products such as nappies, personal items, 
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toilet paper and cleaning products. The ACCC has not had significant regard to products such as 
stationery products, DVDs, hardware etc, even though many of these products can be purchased in 
supermarkets. The ACCC did not consider that these types of products should be the focus on an 
inquiry relating to standard groceries.

Further, the ACCC has not investigated issues relating to alcohol and tobacco products. The ACCC 
did not consider that such items fell within the scope of standard groceries. Furthermore, to extend the 
inquiry to include these products would have broadened the inquiry very significantly, particularly given 
that the competitive dynamic for such products is quite different to other grocery items. 

1.4.2 A focus on supermarkets 

The ACCC considered that in Australia the vast majority of standard groceries are purchased in 
supermarkets. At the retail level, the focus of the inquiry is therefore on supermarkets. However, many 
product categories, such as bread, fresh fruit and vegetables, delicatessen items, meat, and fish 
are also sold through specialist stores, including bakeries, butchers, delicatessens, fishmongers and 
produce markets.  

Standard groceries are also available for purchase in a diverse range of other retail outlets, such 
as convenience stores, petrol outlets and general merchandise stores. The ACCC has taken into 
consideration the competitive influence of these outlets and how links between supermarket retailers 
and these other forms of retailing may affect the price of groceries—for example, the control of petrol 
outlets by the major supermarket chains (MSCs). However, given the majority of standard groceries are 
purchased in supermarkets, the main focus of the inquiry is on supermarkets. 

1.4.3 Issues not covered 

The ACCC’s expertise lies in consumer protection, competition, regulation and industry analysis. 
Specifically, in the context of this inquiry, the ACCC has been asked to consider the competitiveness of 
retail prices for standard groceries.

Some submissions to the inquiry discussed issues outside the scope of the inquiry and outside of the 
scope of the ACCC’s expertise. For example, a number of submissions discussed increases in the 
prices of healthy foods compared to prices of unhealthy foods. While the ACCC has had regard to all 
information that indicates rising prices for standard groceries, the report does not comment or make 
recommendations on policies relating to the encouragement of healthy eating.  

Other submissions raised concerns about the quantity of imports entering Australia. The report does 
not comment on the quantity or quality of imports, and the effect this can have on local producers, as 
an issue in and of itself. However, the competitive influence of imports and how this can be a factor in 
increasing competition is an issue that the ACCC has taken into account. 

Some submissions have brought into question the entire process of micro-economic reform over the 
last 30-odd years and the introduction of market forces into many formerly regulated markets. The 
report analyses the industry in the context of these reforms having occurred and does not comment on 
the broader reforms themselves. 

Further, a large amount of correspondence the ACCC receives, both in relation to the inquiry and more 
generally, presumes or implies that the ACCC sets grocery prices. The ACCC has no role in directly 
setting grocery prices; the ACCC’s role primarily relates to attempting to ensure there is adequate 
competition so that prices are determined through competitive market forces. 
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A number of specific instances of alleged breaches of the Act were raised during the inquiry, either 
during hearings, in submissions or in other information the ACCC received. To the extent that such 
alleged breaches are relevant to considering the competitiveness of retail prices for standard groceries, 
they have been considered in preparing this report. However, this report does not discuss in depth 
specific potential breaches of the Act. Each potential breach has been referred to the enforcement arm 
of the ACCC to be considered in accordance with the ACCC’s normal procedures.    

1.5 Approach to recommendations
The ACCC has made a number of recommendations which reflect the findings of this report. Each of 
these recommendations was summarised in the executive summary and is further explained in the 
relevant chapter of the report.  

There is no formal legislative requirement setting out how the ACCC should approach 
recommendations when conducting a public inquiry under s. 95R of the Act. 

The ACCC considered it appropriate that it should approach recommendations with the following 
matters in mind:

Recommendations should be proportional to any competition problems identified. •

Recommendations should relate to the competitiveness of retail prices for standard groceries. •

Consideration should be given to the detriment of recommendations, particularly any possible: •

lessening of competition between retailers or lessening of competition in any other market •

increase in price in groceries •

increased costs of operating in the grocery supply chain or a reduction in efficiencies in the  •
supply chain

reduction in quality of groceries •

reduction in the quality of retail stores •

reduction in innovation in product development or retail store developments. •

This report makes recommendations on the basis of the evidence and information available to  •
the ACCC during the course of the inquiry. Recommendations should be practical and the cost of 
implementing any recommendations should be considered.  

The ACCC will not generally be the appropriate organisation to consider issues that do not relate to  •
consumer and competitive harm.

Recommendations should reflect the object of the Act, which is to ‘enhance the welfare of  •
Australians through the promotion of competition and fair trading and provision for consumer 
protection.’ The object of the Act is not to protect individual competitors from vigorous competition. 
Competition, by its very nature, will involve damage to some competitors and the success of other 
competitors. 

1.6 Structure of the report
This report is presented in three sections. The first section, which is the focus of chapters 2 through 
to 10, focuses on competition between retailers. This is predominantly a ‘horizontal’ analysis in that 
it focuses on the level of competition at a specific level in the chain of production—i.e. competition 
between retailers.  
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The second section, which is the focus of chapters 11 through to 18, analyses issues arising in the 
chain of production, which the ACCC describes as a ‘vertical’ analysis because it focuses on all 
sections of the supply chain for a product—from farm gate to retail store—rather than focusing on the 
level of competition between retailers. Analysis of various supply chains and analysis of buyer power 
issues are the focus of these chapters. Discussion of the Horticulture Code, which relates to vertical 
relationships between farmers and purchasers, is also part of this analysis. 

Although there are broadly two areas of focus, the horizontal retail competition and the vertical chain of 
production analysis, the two areas are very closely linked. The level of competition at the retail level will 
influence buyer power through the supply chain. The nature of the supply chain will also influence the 
level of competition between retailers.  

The third section of the report, which is the focus of chapters 19 and 20, focuses on the role of the 
ACCC and the Act in addressing impediments to competition and the discreet issue of unit pricing.   

1.7 Related roles of the ACCC
The ACCC is responsible for administering the Act. The main purpose of the Act is to promote 
competition and efficiency in markets within Australia and to protect consumers from unlawful anti-
competitive conduct and unlawful market practices.

The ACCC has had previous involvement in the retail grocery sector and related industries that supply 
grocery products to retailers largely flowing from:

ensuring compliance with the provisions of the Act prohibiting anti-competitive practices and unfair  •
practices (such as misleading and deceptive conduct and false and misleading representations)

examining mergers proposals •

assessing applications for authorisation (particularly collective bargaining) and notifications  •
(particularly for petrol shopper docket arrangements)

ensuring compliance with the Horticulture Code. •

The government has also recently asked the ACCC to conduct and publish monthly surveys of the 
prices of typical grocery baskets. Each of these functions is briefly summarised below.

1.7.1 Grocery price monitoring

On 13 May 2008 the Treasurer announced that the government had asked the ACCC to conduct 
a monthly survey of the prices for typical grocery baskets (for example, meat, vegetables and dairy 
products) across Australia, and to publish the survey results on a dedicated consumer website.

The website, called GROCERYchoice, will provide practical grocery price information to assist 
consumers in locating the cheapest grocery prices and supermarket chain in their area.

It is very difficult for consumers to compare prices for hundreds of grocery items at supermarket 
chains to get a general picture of which supermarket chain provides cheaper overall prices. This issue 
is explored in chapter 4 of this report. GROCERYchoice will assist with this by helping consumers 
compare the general price levels of supermarket chains in their area.

Each month, the price of typical grocery baskets, made up of approximately 500 products, will be 
published for a range of supermarket retailers located in 61 different metropolitan, regional and rural 
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regions across Australia. These retailers include: Woolworths/Safeway, Coles/BI-LO, ALDI and other 
supermarket retailers such as IGA and Franklins.

Price information will be obtained from an independent monthly survey of approximately 600 
supermarket outlets across Australia. The results of each monthly survey will be made available on the 
GROCERYchoice website on the first business day of the following month.

Further information about GROCERYchoice will be available at www.grocerychoice.gov.au.

1.7.2 Anti-competitive practices, unconscionable conduct and unfair 
practices

Part IV Anti-competitive conduct

A key objective of the Act is to prevent anti-competitive conduct, thereby encouraging competition and 
efficiency in business, resulting in greater choice for consumers in price, quality and service. Broadly 
speaking, Part IV of the Act prohibits the following anti-competitive trade practices:

anti-competitive agreements and exclusionary provisions, including primary or secondary boycotts •

misuse of market power •

exclusive dealing •

resale price maintenance •

mergers which would have the effect, or likely effect, of substantially lessening competition in a  •
substantial market.

In some situations the prohibition is subject to a competition test. Authorisation and notification 
provisions also enable the ACCC to take into account public benefits in determining whether certain 
practices should be allowed in the marketplace. 

Part IVA Unconscionable conduct

Part IVA of the Act contains important consumer provisions relating to unconscionable conduct. 
In particular, these unconscionable conduct provisions prohibit such conduct in dealings between 
businesses and in consumer transactions. The aim of these provisions is to ensure that the stronger 
party in negotiations does not take advantage of its position by behaving in an unfair or unreasonable 
manner. These provisions are particularly important in protecting vulnerable or disadvantaged 
consumers who are more likely to be the target of such conduct.

Part V  Consumer protection and fair trading provisions

Part V of the Act contains a range of provisions aimed at protecting consumers. These provisions apply 
generally to regulate the conduct between corporations (and in some cases non-corporate entities 
engaged in commercial activities) and their trading counterparts—whether those counterparts are 
private individuals (consumers) or other businesses.

Section 52 of the Act is the cornerstone of the fair trading and consumer protection provisions. It 
prohibits engaging in misleading or deceptive conduct that may induce consumers to make errors in 
choosing goods or services to their detriment. Part V, Division 1 of the Act also prohibits traders whose 
activities fall within the scope of the legislation from engaging in specific forms of deceptive or unfair 
conduct including:
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making false or misleading representations about important characteristics of products or services  •
including price, place of origin, standard or composition, and sponsorship

bait advertising •

falsely offering prizes •

accepting payment without intending to supply •

demanding payment for unsolicited goods or services •

pyramid selling •

harassment or coercion. •

The main focus of the fair trading and consumer protection provisions of the Act is to ensure that 
consumers are not tricked by misleading information, thus empowering consumers to participate in 
competitive markets.

Part V also provides a product safety standard regime and ensures that all consumer contracts include 
certain basic protections for consumers that cannot be removed by traders. Implied conditions and 
warranties in consumer contracts include protections such as the right to enjoy quiet possession of the 
goods, that services must be carried out with due care and skill, and that goods must be fit for their 
purpose.

Appendix G provides a summary of matters taken by the ACCC under parts IV and V of the Act 
involving grocery retailers since 1999.

1.7.3 Mergers and acquisitions

Section 50 of the Act prohibits acquisitions of shares or assets that would be likely to substantially 
lessen competition in a market. If the ACCC considers that an acquisition would contravene s. 50 and 
the parties do not agree to modify or abandon the acquisition, the ACCC may apply to the Federal 
Court for an injunction, divestiture or penalties.

The ACCC investigates all mergers it becomes aware of that have the potential to raise competition 
concerns. In most cases, merger parties seek an informal clearance from the ACCC before proceeding 
with a proposed merger. Informal clearance is essentially a statement that the ACCC does not intend 
to oppose the proposed merger. Before providing such a statement, the ACCC reviews the proposed 
merger to determine whether it would be likely to raise competition concerns under s. 50.

Alternatively, merger parties may obtain statutory immunity from s. 50 by seeking either:

formal clearance, which the ACCC may grant if it concludes that the proposed acquisition is unlikely  •
to substantially lessen competition4 or

authorisation for the merger from the Australian Competition Tribunal (ACT) on the grounds that the  •
public benefits from the proposed acquisition outweigh any anti-competitive impact. 

Mergers and acquisitions involving supermarkets are considered in detail in chapter 19 of this report.

Appendix F provides a list of all acquisitions of supermarkets publicly reviewed by the ACCC since 
2005.

4 ACCC decisions may be appealed to the ACT.
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1.7.4 Collective-bargaining arrangements

Collective bargaining refers to an arrangement where two or more competitors in an industry come 
together to negotiate terms and conditions (which can include price) with a supplier or a customer. 
Collective-bargaining arrangements will ordinarily raise concerns under the Act as they involve 
agreements between competitors, often relating to price.

However, in some circumstances, collective bargaining arrangements may produce public benefits. 
The Act therefore allows immunity from legal action to be granted to parties to engage in collective 
bargaining when in the public interest.

Prospective participants in a collective-bargaining arrangement can apply for immunity from the Act for 
such arrangements through three different processes—authorisation, streamlined collective-bargaining 
authorisation or collective-bargaining notification.  

The ACCC has allowed applications for immunity for collective-bargaining arrangements in a range of 
industries including applications lodged by:

chicken meat growers •

dairy farmers •

fruit and vegetable growers. •

Further details of the authorisation and notification process and relevant collective bargaining 
arrangements considered by the ACCC are provided at appendix H.

1.7.5 The Horticulture Code

The Horticulture Code (the code) came into effect on 14 May 2007 as a prescribed mandatory industry 
code of conduct under the Act.

The code regulates trade in horticulture produce between growers and wholesale traders (traders) 
to encourage greater clarity and commercial transparency in transactions between these parties. The 
code also provides an alternative to litigation by setting out a mechanism for resolving any disputes that 
may arise between growers and traders. 

The code does not regulate those who purchase produce for the purpose of retail, processing or 
export. Nor does the code regulate transactions entered into under a written agreement that covers 
trade in horticulture produce and before 15 December 2006.

The ACCC ensures compliance with the code by helping traders and growers to understand their 
rights and obligations under the code and the Act. The ACCC does this by developing educational 
material such as guidelines, articles and fact sheets as well as giving presentations through the ACCC’s 
outreach programs in each state and territory.

The ACCC is also responsible for investigating complaints and, where necessary, taking enforcement 
action against anyone who fails to comply with the code. 

The terms of reference for this inquiry include consideration of the effectiveness of the code and 
whether the inclusion of other major buyers such as retailers would improve its effectiveness.  
These issues are examined in detail in chapter 18.
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1.7.6 Shopper dockets

Shopper docket arrangements provide discounts on petrol upon purchasing a minimum amount of 
groceries or other items from a nominated retailer. 

Shopper docket arrangements may raise issues under the exclusive-dealing provisions of the Act. One 
form of exclusive dealing is third line forcing. In the case of shopper docket arrangements, third line 
forcing conduct may arise through the provision of discounted fuel on condition that the purchaser has 
acquired, for example, groceries, from a specified third party. The party at risk of engaging in third line 
forcing conduct is the party offering the discounted fuel. 

While third line forcing is prohibited under the exclusive-dealing provisions of the Act, the Act also 
provides processes for obtaining immunity for parties proposing to engage in third line forcing conduct 
that is in the public interest. The main process involves ‘notifying’ the ACCC of the arrangements. The 
ACCC may at any stage remove immunity if it is satisfied that the likely benefit to the public from the 
notified conduct would not outweigh the likely detriment to the public resulting from the conduct.

Under amendments to the Act that came into effect on 1 January 2007, arrangements that involve the 
offer of goods by one company on condition that the purchaser acquires goods from the company’s 
related body corporate do not fall within the third line forcing prohibitions of the Act.

As a result, the application of the Act to a number of the shopper docket arrangements in the 
marketplace, including some of those previously notified to the ACCC, is limited.

In 2004, following a period of change in the grocery and petrol sectors, including the commencement 
of Coles’ shopper docket arrangements and the announcement of a joint venture between Woolworths 
and Caltex for Woolworths’ shopper docket arrangements—which had been in operation since 1996—
the ACCC conducted a public review of shopper docket arrangements. The ACCC report, released 
in February 2004, found that there were significant benefits to consumers from shopper docket petrol 
discount schemes.

The ACCC has also recently considered shopper docket arrangements in its December 2007 report 
of its inquiry into the price of unleaded petrol. The focus of that report was on the impact of shopper 
docket arrangements on competition in the retail market for petrol. 

The focus of the consideration of shopper docket arrangements in this inquiry is on the impact of 
these arrangements on grocery prices and competition between grocery retailers. This is discussed in 
detailed in chapter 9 of this report.
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2 Grocery prices in Australia and overseas

Key points

The rate of food price inflation in Australia has exceeded the overall rate of consumer price  •
inflation in the economy since around 1997.

The rate of food price inflation has increased significantly since 2006, with larger price increases  •
occurring for fruit, vegetables, eggs, bread, cheese and milk. 

Since the mid-1990s, the rate of food price inflation in Australia has exceeded the rate of food  •
price inflation in many OECD countries.

A range of domestic and international factors have significantly contributed to the recent  •
increases in food prices in Australia, including:

the current drought, which has reduced the supply of many agricultural products and  •
increased the costs of farming

natural disasters such as cyclones and floods, which in combination with quarantine  •
restrictions have caused considerable supply disruptions for some fruit and vegetable 
products

the international commodities boom, which has: •

increased the cost of commodities (such as fertiliser and petrol) used to produce and  •
transport many Australian food products

increased the prices at which some Australian farmers and food producers can sell their  •
products in export markets, leading to higher domestic prices.

It is difficult to be certain about the extent to which the above domestic and international factors  •
account for the observed increases in food prices. 

Despite this, any potential contribution resulting from increased margins of major grocery  •
retailers and wholesalers is small relative to the overall increases in food prices.

2.1 Introduction
A major public concern underlying this inquiry is the significant recent increases in food prices in 
Australia (section 2.2). According to the Australian Bureau of Statistics (ABS), food prices in Australia 
have increased by an average of 5.2 per cent per annum since March 2006. This compares to food 
price inflation of around 3.7 per cent per annum over the previous decade. In particular, there have 
been substantial increases in the prices of fruit, vegetables, eggs, bread and cheese, with prices of 
these products increasing by between 17 and 28 per cent over the past two years. 

While a number of parties have expressed concerns about whether the ABS Consumer Price Index 
(CPI) accurately measures food price inflation (section 2.3), there is little doubt that food prices have 
increased considerably in recent times. 

Food price inflation in Australia has exceeded food price inflation in many OECD countries (section 2.4). 
This has occurred since the mid-1990s but has become more prevalent since 2006. Relevant to this 
inquiry, some parties have submitted that this suggests there has been a ‘total collapse’ of competition 
in grocery retailing in Australia. However, a number of factors could potentially explain differences 
in food price inflation between Australia and comparable OECD countries. Indeed, it is important to 
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recognise that food prices can increase for reasons other than the level of competition in the grocery 
sector. 

Evidence suggests a range of factors have contributed to the recent increases in food prices in 
Australia, including the current drought, natural disasters in combination with quarantine restrictions 
and the world commodities boom (section 2.5). However, it is difficult to be certain whether these 
factors account wholly for the increases. 

Competition issues in grocery retailing, wholesaling and supply are explored in the following chapters of 
this report.

2.2 Recent trends in food prices in Australia
The rate of food price inflation in Australia, as measured by changes in the ABS CPI, has increased 
significantly in recent times.1 As shown in table 2.1, retail food prices have increased by around 
5.2 per cent per annum (10.7 per cent in total) since March 2006. This compares to an economy-wide 
rate of price inflation of 3.1 per cent per annum (6.3 per cent in total) over the same period. 

Table 2.1 ABS CPI by group item—average annual percentage changes in price indexes

1992–97 1997–2002 2002–07 Mar 2006– 
Mar 2008

Food 2.6 3.7 3.7 5.2
Alcohol and tobacco 6.5 4.8 3.5 3.4
Clothing and footwear 0.1 1.1 –0.7 –0.3
Housing 0.2 3.1 3.9 4.0
Household contents 
  and services

1.1 1.2 0.5 0.7

Health 5.0 1.5 5.4 4.5
Transportation 2.5 2.2 2.9 3.2
Communication –0.1 0.1 0.8 0.7
Recreation 1.9 2.5 0.5 1.4
Education 4.9 5.0 5.7 4.5
All groups 2.2 2.8 2.7 3.1

Source: ABS (cat. no. 6401.0) 

While food price inflation in Australia has exceeded the overall rate of inflation since 1997, the difference 
has increased significantly over the past two years (chart 2.1). 

1 The CPI is compiled quarterly by the ABS for quarters ending in March, June, September and December each year. The quarterly index 
numbers are usually published between three and four weeks after the end of the quarter in ABS, Consumer Price Index, Australia (cat. 
no. 6401.0). This data can be used to calculate food price movements over time. The CPI is not designed to measure price levels; nor 
is it a precise measure of individual household price experiences. (ABS concepts, sources and methods are discussed in more detail in 
section 2.3.)
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Chart 2.1 ABS CPI comparisons—food products and all product groups, 1992 to 2008  
  and 2002 to 2008

Source: ABS (cat. no. 6401.0)
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Of the various food subgroups, the products that have increased the most over the last 15 years 
include fruit, vegetables, eggs, bread, milk, and lamb and mutton (table 2.2). In the last two years, the 
prices of fruit and vegetables have been extremely volatile and have increased the greatest, rising by 
13.0 per cent and 9.6 per cent per annum respectively. This was significantly higher than overall food 
price increases (excluding meals and takeaway foods) over the same period.

Table 2.2 ABS CPI by selected food items—average annual percentage changes in  
price indexes

1992–97 1997–2002 2002–07 Mar 2006– 
Mar 2008

Fruit 3.8 4.7 5.6 13.0
Vegetables 4.1 4.4 6.8 9.6
Eggs 7.4 2.6 4.3 8.5
Bread 5.5 4.2 3.7 8.1
Cheese 0.5 2.9 5.1 8.1
Fats and oils 2.0 3.4 5.2 7.6
Soft drinks, waters  
  and juices

1.9 0.7 4.1 5.8

Milk 4.8 2.7 4.1 5.7
Fish and other seafood 1.6 3.5 2.5 5.0
Cakes and biscuits 2.2 3.2 3.0 4.6
Tea, coffee and food drinks 5.2 2.2 0.6 4.5
Snacks and confectionery 3.9 3.4 4.1 4.1
Food additives and 
  condiments

1.4 2.6 1.6 4.1

Jams, honey and sandwich 
  spreads

2.9 2.9 4.1 3.7

Other fresh and processed 
  meat

1.5 5.2 2.0 3.4

Ice-cream and other dairy 3.3 4.8 1.7 3.3
Food n.e.c.a 1.5 3.0 2.1 3.2
Breakfast cereals 2.8 0.3 2.5 2.4
Bacon and ham 2.1 3.4 1.0 2.2
Poultry 1.6 0.4 0.1 1.8
Pork 2.7 5.1 3.1 1.7
Lamb and mutton 5.0 6.9 4.3 1.3
Beef and veal 0.3 6.2 3.0 0.7
Food (excluding meals and 
takeaway foods)

3.1 3.4 3.8 5.8

a n.e.c. (food not elsewhere classified) includes canned and packet soups, baby foods and prepared meals.

Source: ABS (cat. no. 6401.0)
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2.3 Does the ABS Consumer Price Index accurately 
capture movements in food prices?

The CPI is designed to provide a general measure of price inflation for the household sector as a 
whole.2 The ABS, in calculating the CPI, measures quarterly changes in the price of a ‘basket’ of 
goods and services covering a wide range of products, including food.3 Importantly, the ABS does not 
endeavour to measure the minimum expenditure required to purchase a basket of goods and services 
capable of providing the same level of satisfaction to consumers over time.

Prices of some products change on a regular basis. For these items, frequent price observations are 
necessary to obtain reliable estimates of average prices over a quarter. For example, the prices of 
products such as milk, bread, fresh meat and seafood, and fresh fruit and vegetables are collected 
regularly.4 

In constructing the CPI, the ABS’s objective is to ensure that the index reflects only ‘pure price 
changes’. This is achieved by making comparisons of prices on a ‘like-with-like’ basis. Price index 
theory provides statisticians with guidance as to the best practices and formulae to use in compiling 
price indexes to produce reliable measures of price movements. However, the accuracy of the data is 
limited by practical considerations, such as the cost of more frequent price comparisons.

In submissions to the inquiry, a number of participants have commented that the CPI has not 
accurately reflected food price increases in Australia. Issues raised by parties relate to concerns about 
changes in what consumers buy over time, and bias from changes in product quality over time and the 
introduction of new products. Also, while the rate of food price inflation in Australia has been significant 
(as shown in section 2.2), it appears that ABS data have been misinterpreted in the media during the 
course of this inquiry, which has had the effect of exaggerating the size of the problem. 

2.3.1 Changes in what consumers buy

The ABS applies a ‘fixed basket’ approach to constructing the CPI which does not allow the quantities 
of the individual products to change when measuring period-to-period price changes.5 Consequently, 
this approach does not take into account any adjustments or substitutions made by consumers in the 
quantities of various products they purchase. In particular, it does not allow for any consumer response 
to changes in relative prices between periods. Nor does it allow for any changes in what consumers 
buy as their tastes or incomes change. 

The weights used in the CPI are primarily based on data obtained from the Household Expenditure 
Survey (HES) (box 2.1). The HES is conducted every five to six years. Accordingly, the ABS has 
changed the CPI weights to take account of changes in household spending patterns reflected in 
the HES. As noted by the ABS, the introduction of new weights is done in such a way that the index 
reflects only pure price change and not differences in the composition of the old and new baskets.6

2  ABS, cat. no. 6461.0, Australian Consumer Price Index: concepts, sources and methods, Canberra, 2005.

3 The basket covers 11 groups, including food, alcohol and tobacco, clothing and footwear, housing, household contents and services, 
health, transportation, communication, recreation, education, and financial and insurance services. 

4 ABS, cat. no. 6401.0, March quarter 2008, Canberra.

5 In constructing the CPI, the ABS uses around 90 expenditure classes—that is, groupings of like items. Each expenditure class has its own 
weight (or measure of relative importance). These (fixed) weights are applied to the price changes for each of the expenditure classes to 
calculate the CPI. 

6  ABS, submission no. 245.
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7

Box 2.1 The Household Expenditure Survey

The Household Expenditure Survey (HES) is now conducted at six-year intervals (previously five) 
with the most recent being in 2003–04. The HES surveys expenditures on an item-by-item basis for 
around 7000 households for a two-week period. 

Due to the time required to process and validate the data from the HES, new baskets (or weights) 
are introduced into the CPI a year or so after each HES is completed. For example, the weights 
based on the 2003–04 HES were introduced into the CPI in the September quarter 2005 (to 
measure price change from June quarter 2005). 

Although the HES provides a comprehensive range of household expenditures, various adjustments 
are made to the HES data for use in the CPI, and for some products the HES is supplemented or 
replaced by data from other sources. 

There are weaknesses in the HES data for CPI purposes:

The HES is a survey and is thus subject to sampling error. It is possible for the inclusion of a set  •
of households with exceptionally high expenditures on a certain product to significantly affect the 
expenditure estimate for that product at a regional level, especially in the smaller capital cities. 

Some expenditure recorded in the HES is not fully contemporaneous. Estimates for some  •
products which are more expensive or purchased infrequently are obtained or supplemented by 
consumer recollection, rather than relying on expenditures actually recorded in the ‘diary’ during 
the two-week period. Periods over which households are asked to recall expenditure vary by 
product. 

The HES records all data as reported by households, with no adjustment for known cases of  •
under-reporting, especially expenditure on alcohol and tobacco.7

The longer the period for which the same fixed weights are used, the less representative those 
weights become of current consumption patterns. This may undermine the credibility of an index that 
purports to measure the rate of change in the total cost of a basket of goods and services typically 
consumed by households. As noted by the International Labour Organization, the basket needs to be 
representative of not only the households covered by the index but also of expenditure patterns at the 
time the price changes occur.8

Woolworths has criticised the fixed basket approach adopted by the ABS. For example, Woolworths 
contended that ‘the [ABS] Australian food price index greatly overstates the price increases 
experienced by Woolworths’ customers for the basket of food that they buy.’9

To show this, CRA International (CRA) (a consultant for Woolworths) constructed a ‘Woolworths 
food price index’ on a variable (current), revenue weighted basis. The Woolworths index is based 
on Woolworths’ grocery prices and takes account of changes in consumer purchasing patterns as 
relative prices change and products become in short supply. Constructing a ‘price’ index in this fashion 
significantly reduces the measure of food price inflation in Australia (chart 2.2). 

7 ABS, cat. no. 6461.0, Australian Consumer Price Index: concepts, sources and methods, Canberra, 2005.

8 International Labour Organization, IWGPS: consumer price index manual: theory and practice, 2004.

9 Woolworths, submission no. 134, p. 13.
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Chart 2.2  Woolworths food price index compared to the ABS food price index  
 (excluding meals and takeaway foods)

Note: As explained in the Woolworths submission to the inquiry, the Woolworths food price index is calculated on a current revenue 
weighted basis and compared to the ABS food price index (excluding meals and takeaway foods), which is calculated on a 
‘fixed weights’ basis. The majority of ABS food categories were matched against Woolworths’ categories. The Woolworths’ 
general merchandise and service delicatessen categories, and tobacco products and liquor were excluded.

Source: Woolworths, submission no.134

CRA commented that the ABS food price index appears to be sensitive to large price changes of 
products when they are in short supply because it does not account for the fact that consumers can 
change the composition of their basket.10 The Woolworths food price index, on the other hand, is 
based on current expenditures made by consumers. As noted by Woolworths:

The Woolworths food price index is based on actual selling volumes, and is an expenditure index. 
If a product’s price spikes, the data and index will reflect that (ie high prices multiplied by small 
volumes), giving a truer picture of the impact of those prices upon the outlays made by Woolworths’ 
customers. 

For example, the ABS index assumes consumers continued weighting their basket with the same 
volume of bananas, notwithstanding the prevailing high nominal selling prices following Cyclone 
Larry when there was almost complete unavailability of the single largest selling product in a 
supermarket (bananas) for an extended period. Given that the volume of bananas sold during the 
period shrank considerably as consumers replaced most or all of the bananas in their shopping 
basket, the ABS index does not give a true reflection of the impact of prices upon the cost of 
consumers’ outlays. For example, to the extent to which consumers regard other fruits as a good 
substitute for bananas, consumer welfare will have been far less adversely affected by the increase 
in banana prices than the ABS index would suggest.11 

10  ibid.

11 ibid, p. 16.
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The ACCC notes indexes that measure price changes between different baskets of goods and services 
over time—such as the Woolworths food price index—are subject to error from compositional shifts. 
For example, household expenditures change from one period to the next for a number of reasons, 
including changes in economic conditions, changes in tax rates and population growth. Moreover, as 
commented by the ABS: 

… the reality is that the actual expenditures of individual households do change over time in 
response to many factors including changes in prices (particularly relative prices); changes in 
incomes; changes in family composition (including ages of family members); changes in tastes and 
preferences and the availability of products (including the emergence of new items). Further, within 
a calendar year, expenditures can change from month to month due to seasonality of either supply 
(seasonal availability of produce) or demand (e.g. chocolate at Easter). Changes over time in the 
expenditures of households in aggregate are additionally affected by changes in the demographic 
profile of the population at large (e.g. increases in the proportion of older Australians).12 

Changes in household expenditure patterns resulting from many of the above factors would be picked 
up in the Woolworths food price index even though they have little to do with changes in the prices of 
food. Consequently, indexes based on variable weights are not directly comparable to the ABS food 
price index because they reflect different household expenditures over time. Notably, as demonstrated 
by CRA in Woolworths’ submission to the inquiry, if fixed weights are applied to Woolworths food 
prices, trends in the ABS food price index and the Woolworths index are reasonably comparable.13

ACCC’s view

The ‘fixed weights’ approach, although providing a suitable measure of changes in prices of 
products over time, does not accurately reflect the effect of price changes on the standard of living of 
households. To the extent that households change their purchasing patterns in response to changes 
in prices, the fixed weights approach will overstate the effect of price increases on household welfare. 
As noted by the International Labour Organization, the longer the period for which the same basket is 
used, the greater the upward bias in the index is likely to become.14

The ‘variable weights’ approach adopted by Woolworths does not accurately measure price inflation. 
Moreover, to the extent that consumers substitute to less preferred products in response to price 
increases (say from steak to mincemeat), the Woolworths food price index will underestimate the effect 
of price changes on household welfare.

For the purposes of this inquiry, the ACCC considers that the ABS fixed weights approach provides a 
reasonable measure of food price inflation and, importantly, allows for ‘like-with-like’ comparisons of 
price changes of individual products. Further, as discussed by the ABS: 

While the ABS appreciates that what the CPI measures is not always appropriate for the many 
uses made of it, a high priority is placed on ensuring we follow consistent, clearly described, 
internationally recognised standards and practice to the fullest extent possible. What is important 
in this regard, is that what the CPI does measure can be clearly articulated and users are provided 
with sufficient information to assist in modifying the index to better suit their purposes or, to at the 
very least, appreciate the extent to which the CPI measure might differ from what they are seeking.15

12 ABS, cat. no. 6401.0, March quarter 2008, Canberra, 2008, p. 33.

13 Woolworths, submission no. 134.

14 International Labour Organization, IWGPS: Consumer price index manual: theory and practice, 2004.

15 ABS, submission no. 245, p. 11.
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As noted by the ABS, another method that could potentially be employed is the ‘fixed utility’ approach 
(also known as a ‘cost of living’ index).16 For this approach, the products for which prices are collected 
are treated as if they constituted a basket of goods and services from which the consumers derive 
‘utility’ (or satisfaction).17 A cost of living index measures the minimum amount by which consumers 
would have to change their expenditures to keep their utility level unchanged—allowing consumers to 
make substitutions between items in response to changes in relative prices.18 

For many of the purposes for which the CPI is used, the fixed utility approach would be superior to the 
ABS approach. However, as stated by the ABS:

The items priced would be allowed to change from period to period but the level of utility would not. 
While this may represent a theoretically desirable approach to measuring price change, it is not one 
that is feasible to use in practice as it is not possible to measure the level of utility provided by any 
particular basket, or to identify different baskets that provide the same level of utility.19

2.3.2 Quality change and new product bias

As part of the Coles submission, freshlogic stated there are a number of problems with the CPI 
methods and calculations regarding, for example, the ABS approach to ‘weightings’ (discussed 
above).20 In addition, freshlogic commented that: 

CPI tracking and basket systems are not capturing the new product trends of retailers and 
manufacturers, such as:

varietal and quality differentials •

pack size and portion diversity within categories in fresh and combined products •

the dynamic range of expansion which is mostly adding value to products—such as high-fibre and  •

nutrient-enriched bread products, modified and enriched milks and salad mix products.21

As noted by the ABS, it is almost impossible to eliminate sources of bias such as ‘quality adjustment’ 
and ‘new goods’ bias.22 Nevertheless, contrary to the claims made in the Coles–freshlogic report, the 
ABS has published numerous information papers that outline the steps the ABS takes to minimise bias 
in the CPI.23

Quality comparisons

Product prices can and do change as product quality changes. To accurately measure price 
movements, changes in product prices resulting from changes in quality should be excluded from the 
CPI. Quality change bias can occur when a variety or model of a product is replaced by a new variety. 
For example, food products sold in packages (such as breakfast cereals) often undergo changes in 
packaging sizes and content mixtures.24 

16  bid.

17 Utility is the pleasure or satisfaction derived by an individual from being in a particular situation or from consuming goods or services.

18 International Labour Organization, IWGPS: Consumer Price Index Manual: Theory and Practice, 2004.

19 ABS, submission no. 245, pp. 3–4.

20 Coles, submission no. 157.

21 ibid, p. 12.

22 ABS, cat. no. 6461.0, Australian Consumer Price Index: Concepts, Sources and Methods, Canberra, 2005.

23 For example, the ABS has published ‘A guide to the Consumer Price Index: 15th Series—2005, which provides a detailed explanation of 
the CPI and addresses a range of issues related to the interpretation and use of the CPI. This information paper is attached to the ABS’s 
submission to the inquiry. 

24 ABS, cat. no. 6461.0, Australian Consumer Price Index: Concepts, Sources and Methods, Canberra, 2005.
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Attempts are made by the ABS to avoid or minimise this type of bias—to ensure that food products are 
priced on a ‘constant quality’ basis—by adjusting the prices of products for which quality changes have 
occurred. If no quality adjustments were undertaken, the price index would incorrectly regard price 
increases related to an improvement in quality as pure price change and would overstate the actual 
price movement. 

New products

When a new good is offered to consumers, ideally it should be introduced into the basket of goods and 
services—especially if the product is expected to be responsible for relatively high sales. New goods 
might have different price changes from existing ones, for example, at the start of their life cycle. In the 
initial period, producers can sometimes gain more from their ability to receive higher prices from their 
recently introduced product than might be attainable once the market settles. Conversely, they may 
offer a product at a discounted price initially.

The greatest sources of new goods bias are for items involving rapid technological advancement such 
as household appliances and electronic equipment. 

Measures to minimise quality change and new product bias
Over time new products appear in the market and replace older products, with the new products 
possessing different attributes (or quality). For the purposes of a price index, it is necessary to measure 
these changes in quality, and to remove any change in price attributable purely to the change in quality 
from the inflationary movement in the price.

As outlined by the ABS, the inclusion of new products in the CPI can be best illustrated by reference 
to a simplistic though contrived example of how the calculation of a price index for apples may have 
changed over time.25 The example assumes that initially only prices of Red Delicious apples are 
available, then an expanded set, including Pink Lady and Gala, and finally back to only Red Delicious 
and Gala. It is assumed that in each period the quantities are equal. 

Two possible methods for calculating price change are demonstrated in table 2.3. The first method 
simply makes use of the average of all prices available in each period while the second method 
measures period-to-period price change, based only on the prices of those specific products available 
in both periods. 

The second method, which is generally referred to as a ‘matched sample’ approach, is used by 
the ABS to calculate the CPI. The first method, sometimes referred to as the ‘unit value’ method, 
represents an approach better suited to tracking changes in expenditure, particularly if the quantities 
purchased in each period are known. 

As shown in table 2.3, there is no unambiguous single average price associated with a price index for 
any period. For any product, there is always the potential for there to be two average prices for each 
period: the average price for the sample that matches the previous period, and the average price for 
the sample that matches the following period. 

25 ABS, submission no. 245, pp. 5–6.
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Table 2.3  ABS example calculation of a price index for apples 

Period

0 1 2 3 4
Prices ($)

Red Delicious 1.56 2.04 2.21 2.36 2.65
Pink Lady 3.80 4.09 4.93
Gala 2.60 2.80 2.85 3.10
Simple average 1.56 2.81 3.03 3.38 2.88
Matched averages
Periods 0 and 1 1.56 2.04
Periods 1 and 2 2.81 3.03
Periods 2 and 3 3.03 3.38
Periods 3 and 4    2.61 2.88

Period-to-period percentage changes, using
Simple averages 80.3 7.8 11.4 –14.9
Matched averages  30.8 7.8 11.4 10.4

Price index, using
Simple averages 100.0 180.3 194.4 216.6 184.2
Matched averages 100.0 130.8 141.0 157.1 173.4

Source: ABS, submission no. 245 

In addition to the matched sample approach, the ABS employs a range of techniques to reduce or 
mitigate bias in ABS price indexes. Quality is an important issue in the pricing of fresh meat, seafood 
and vegetable products for the ABS. For example, mincemeat can come in normal or premium ‘grade’ 
and, according to the ABS, considerable care is taken by its field officers to ensure that comparable 
grades are priced in each period. Regular assessments of the consumption of each grade type are also 
conducted by the ABS to ascertain which grade should be priced.26 

2.3.3 Misinterpretation of ABS price data

Media commentary in recent months has suggested that the average family is now paying an extra 
$139 a month in grocery bills compared to last year.27 These claims have generally been made on 
the basis of information published in the ABS Average retail prices of selected items series.28 This 
publication details average retail prices for a small sample of food and non-food items. 

The ABS collects average retail prices and presents them in this publication for the purpose of 
making price comparisons between capital cities for individual items at a particular time. The data 
are presented in the form of ‘raw’ average prices. Prices are the averages across a range of grades, 
qualities and brands offered by a number of retailers in each city. Using the prices reported in this 
publication to measure price changes over time can provide a misleading picture. As noted by the ABS:

Unfortunately, despite the strong warnings against this practice, some users continue to use 
average price data to construct measures of price change over time. The average price data is 
simply not fit for this purpose. The only fit for purpose measures of price change over time are the 
published price indexes.29

26 ABS, cat. no. 6461.0, Australian Consumer Price Index: concepts, sources and methods, Canberra, 2005, p. 82.

27 For example: ‘Your food bill is up $139 a month’, Herald Sun, 3 May 2008; ‘Hobart Family’s monthly food bill rockets $139 in year’, The 
Mercury, 1 May 2008.

28 ABS cat. no. 6403.0.55.001, Average retail prices of selected items: eight capital cities, March quarter 2008, Canberra, 2008.

29 ABS, submission no. 245, p. 7.
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The most significant source of error in comparing these prices over time is likely to result from changes 
in the products used to create the average retail prices from one period to the next. This is best shown 
by example—consider retail prices of eggs. As shown in table 2.4, according to the ABS Retail prices 
series, the average prices of eggs in Melbourne increased by 51 per cent between March 2005 and 
March 2008. The ABS CPI series indicates that the prices of eggs increased by 16.5 per cent over the 
same period. 

The difference is that the types and brands of eggs in the ABS retail prices series changed over the 
period with consumers buying more free range eggs, which are more expensive than, for example, 
‘generic’ type eggs. This change in the types of eggs purchased by consumers has increased the 
average retail prices of eggs. In contrast, the ABS CPI series compares the prices of eggs over time 
strictly on a ‘like-with-like’ basis.

Table 2.4   Average retail prices and CPI for eggs in Melbourne

March 2005 March 2008 Percentage change

Eggs—average retail prices $3.06 $4.62 51.0
Eggs—CPIa 172.0 200.4 16.5

a
 1989–90=100.

Sources: ABS (cat. no. 6403.0.55.001); ABS (cat. no. 6401.0) 

This example demonstrates that public perception of food price inflation might be influenced by media 
commentary that appears to have exaggerated the size of the problem. 

2.4 International trends in food price inflation
In analysing food price movements in Australia, an important consideration is Australia’s ‘performance’ 
relative to other countries. Indeed, this has been raised as a significant public concern and features 
in a number of submissions to the inquiry. In addition, the validity of food price comparisons across 
countries has been a topic of contention in submissions and at the public hearings. 

2.4.1 Comparing food price inflation for selected OECD countries 

Data for comparisons of food price inflation across countries are based on OECD statistics. OECD data 
on food price inflation are prepared by national statistical agencies primarily to meet the requirements 
of users within their own country. In most instances, the indicators are compiled in accordance with 
international statistical guidelines and recommendations.30 

Cross-country comparisons of rates of price change can be affected by the choice of base period, 
as discussed by the ABS.31 To minimise the potential for seasonal influences, a four-quarter moving 
average of each index is used.

OECD data suggest that food price inflation has been higher in Australia than in many industrialised 
countries since around 1984. For example, from 2005 to 2007, prices for food in Australia increased 
by around 11.4 per cent compared to 5.5 per cent for the OECD (excluding high inflation countries) 
(chart 2.3). Interestingly, trends in food prices for the United Kingdom, the United States and Canada 
appear to have followed a similar path.

30 OECD, Main economic indicators, 2008.

31 ABS, submission no. 245.
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Chart 2.3 Moving averages of food price indexes for selected OECD countries

Source: OECD, Main economic indicators, 2008

Australia appears to be unique among many OECD countries in having a rate of food price inflation 
which has been consistently above overall inflation over the last ten years or so (chart 2.4). This does 
not necessarily mean that absolute food prices are higher in Australia than in other OECD countries. As 
noted by Woolworths, international comparisons are ‘highly susceptible to price level variations at the 
commencement of the period under study, since it is easier to make percentage gains off a low base 
than a high one.’32

Although international comparisons of food price levels—such as purchasing power parity (PPP) 
indexes and ‘basket affordability’ studies—can help to determine if Australian food prices are merely 
‘catching up’ with the rest of the world, there are significant limitations associated with these types of 
measures. For example, criticisms of PPP indexes include that PPP can vary with the specific basket of 
products used, and differences in quality of goods are not sufficiently reflected across countries.33 

32 Woolworths, submission no. 134, p. 17.

33 Leaving aside the problem of simply being able to obtain price data for a sufficient number of identical (or comparable) products in the 
various countries, the fact that there can be significant differences in the expenditure patterns across countries (and hence in the relative 
significance of products) means that it is not sensible to use the expenditures of any one country to weight together the individual PPPs.
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Chart 2.4   Food price index relative to CPI for selected OECD countries

Source: OECD, Main economic indicators, 2008

2.4.2 Limitations of making international comparisons

Considerable effort has been made by the OECD to ensure that the data are comparable across 
all countries presented and that all the countries have good historical time-series data.34 However, 
national practices may differ from OECD guidelines and, consequently, might impact on comparability 
between countries. Inconsistencies could arise from, for example, differences in methodology, 
assumptions and definitions. 

In the Coles submission to the inquiry, a number of issues relating to intercountry comparisons were 
raised.35 In particular, it was stated in the freshlogic report submitted by Coles that there is potential for 
limited consistency of food products that are included in the CPI. Further, different weightings are given 
to food categories within the food CPI basket and there are different weighting revision systems as 
consumption patterns change across any given year. 

34 OECD, Main economic indicators, 2008.

35 Coles, submission no. 157.
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In addition to concerns that international comparisons are exposed to methodological issues, a 
number of submissions have highlighted causes of divergence in food price trends between Australia 
and OECD countries that would make comparisons somewhat meaningless. For example, Metcash 
contended that different countries have a plethora of factors which lead to substantial differences in the 
structure of grocery retailing. More specifically, Metcash stated: 

The value of any extensive cross-country comparison of grocery prices would be limited due to 
differences in:

consumer tastes and shopping behaviour •

population size/density •

the regulatory environment, including import restrictions for agricultural produce •

exchange rates •

different products and pack sizes •

the role of tax in food prices •

different property markets and planning regimes. • 36

While there are substantial differences in the rate of food price inflation between Australia and other 
OECD countries, reasons for the disparity are wide ranging and it is difficult to identify the more 
significant underlying causes (as highlighted in a number of submissions to the inquiry). These 
difficulties can be overcome to some degree, however, by evaluating changes in food prices between 
Australia and New Zealand, given:

industry concentration, macroeconomic performance and regulatory environments are comparable •

both countries are small open economies in a relatively isolated part of the world  •

import and quarantine restrictions on food are similar •

the national statistical agencies use similar methodologies for calculating changes in food prices— •
including similar CPI weightings for food products.

Since 2002, food prices (excluding meals and takeaway foods) in Australia have increased at a 
greater rate than food prices in New Zealand (chart 2.5). Significantly, from 2002 to 2007, food prices 
increased in Australia by around 20.3 per cent compared to 7.7 per cent in New Zealand. Despite 
this, overall consumer price inflation has been remarkably similar for Australia and New Zealand over 
the same period.

36 Metcash, submission no. 181, p. 70.
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Chart 2.5  Food price index comparisons—Australia and New Zealand 

Sources: ABS (cat. no. 6401.0); Statistics New Zealand, Consumer Price Index: March 2008 quarter, 2008.

Differences in fruit and vegetables, and dairy price indexes explain a large part of the divergence 
between the Australian and New Zealand food price indexes (chart 2.6).37 Further, New Zealand food 
price inflation has been lower across a range of food products.

37 For example, fruit prices increased in Australia by around 55 per cent in 2006 compared to 9.3 per cent in New Zealand. Notably, 
increased prices for fruit and vegetables were also identified in section 2.2 as being the main driver of changes in overall food prices in 
Australia in recent years—and the cause of considerable volatility of food price inflation over this period.
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Chart 2.6  CPI comparisons for Australia and New Zealand—percentage changes from 
March 2002 to March 2008

Note: The New Zealand price index for dairy and related products includes eggs, though the Australian dairy price index  
excludes eggs.

Sources: ABS (cat. no. 6401.0); Statistics New Zealand, Consumer price index, March 2008 quarter, 2008.

ACCC’s view 

In comparing food price inflation in Australia relative to New Zealand, and the rate of food price inflation 
to overall inflation (as discussed in section 2.2), there is little doubt that food prices have increased 
significantly in recent times in Australia. Also, comparisons of Australian and New Zealand price indexes 
indicate that domestic factors are likely to be playing a role in Australian food price inflation. 

2.5 What has caused increased food prices in Australia?
In Australia, domestic and foreign shocks can have significant impacts on food prices. As discussed 
by the Reserve Bank of Australia (RBA), food prices have been an important contributor to overall 
consumer price inflation in recent years because of two main factors.38 Namely, for some tradable items 
(such as wheat), it partly reflects a sharp increase in global food prices, while for others (such as fruit 
and vegetables), it reflects the effect of the drought which has reduced local supply. 

Due to difficulties in quantifying the effect of domestic and international shocks on the food price index, 
it is hard to be certain whether these factors account wholly for the increases. 

38 RBA, ‘Developments in the farm sector’, Reserve Bank Bulletin, February 2008.
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While domestic and foreign shocks directly affect the prices farmers and food producers receive, it 
appears that the effects flow through to retail prices. As discussed in chapter 13, the ACCC considers 
that there is no broad observable trend relating to an increasing gap between farm gate or wholesale 
prices, and retail prices. In particular, the difference between wholesale and retail prices for fruit and 
vegetables over the last five years has not varied significantly.

2.5.1 Domestic factors

The impact of domestic shocks such as natural and weather disasters in Australia, in combination with 
quarantine restrictions, could help explain differences in food price inflation between Australia and other 
countries such as New Zealand. 

Other domestic factors—including shocks to productivity, wages and exchange rates—could also 
be significant. For example, Metcash asserted that higher labour costs have put upward pressure on 
grocery prices, as labour is an essential input into many supply chain functions. On the other hand, 
cost increases have been somewhat offset by rising levels of productivity resulting from supply chain 
improvements.39

Implications of the drought in Australia

The agricultural regions of Australia have experienced dry conditions since 2000. Water flows into, for 
example, the Murray-Darling Basin have been historically low. Despite continued improvements in farm 
management, real farm output in Australia remains below levels experienced at the start of the decade.

The RBA has commented that the current drought has had a noticeable effect on food prices, although 
this is not typically the case. The RBA noted that food prices have outpaced overall inflation in Australia 
in recent years, which is in contrast to other periods of drought where food prices increased at around 
the same rate as the overall CPI.40

There are several reasons listed by the RBA for why droughts have historically had relatively small 
effects on the CPI: 

First, the contribution of commodity prices to final retail food prices is generally small. Second, the 
contribution of drought-affected food prices to the overall CPI is relatively minor. Third, while cereal 
prices generally rise during a drought, meat prices tend to fall as livestock slaughter rates rise in 
response to the dry conditions. Finally, many food items can be imported in the event of shortfalls 
in production, and there is also some scope for food manufacturers to engage in ingredient 
substitution limiting the effect on domestic prices.41

Significantly, the RBA stated that the sustained rise in the relative price of food in the current drought 
can largely be explained by the broader range of agricultural products that have been affected by this 
drought compared to previous episodes. For example, the duration of the drought, and the extent of 
the decline in stored water levels have contributed to sharp falls in vegetable and dairy production.42 
This in turn has caused the prices of these items to rise more markedly than in previous droughts.43

39 Metcash, submission no.181.

40 RBA, ‘Developments in the farm sector’, Reserve Bank Bulletin, February 2008.

41 ibid, p. 11.

42 Fonterra noted the severe drought in Australia has affected the Australian dairy industry, contributing to increased retail prices for milk, 
cheese and other foods which have a significant dairy component. Moreover, ‘drought conditions in Australia, in particular in some of the 
key dairy producing areas in Victoria have had a significant effect in the reduction of milk produced by dairy farmers. (Fonterra, submission 
no. 85, p. 5.)

43 RBA, ‘Developments in the farm sector’, Reserve Bank Bulletin, February 2008.



Report of the ACCC inquiry into the competitiveness of retail prices for standard groceries 31

Supply disruptions caused by natural disasters

Natural disasters have affected food prices and caused considerable price volatility, particularly for fruit 
and vegetables. As noted by the ABS, the prices of fruit and vegetables have behaved quite differently 
from prices of the other components of the CPI—being significantly affected by domestic climatic 
conditions (table 2.5).44 (More detailed explanations of reasons for changes in the price indexes for fruit 
and vegetables are provided in the ABS’s submission to the inquiry.)

For example, tropical cyclone Larry in March 2006 resulted in significant supply disruptions of fruit 
and vegetables, which subsequently affected the ABS food price index. More specifically, fruit prices 
increased by around 52 per cent during the June 2006 quarter, which was largely attributed to 
increased prices of bananas by around 250 per cent due to shortages (with bananas accounting 
for around 18 per cent of household expenditure on fruit according to the HES). Prices also rose for 
citrus fruit, apples, melons and strawberries, in part reflecting increased demand for alternative fruit as 
consumers looked for a substitute to bananas. 

Table 2.5   Reasons for change in the price indexes for fruit and vegetables 

Quarter Explanation of price change
December 2005 Fruit and vegetable prices are affected by storms, hail and floods in major 

growing areas
March 2006 Supply of vegetable products affected by adverse weather in major growing 

areas in eastern Australia
June 2006 Substantial disruption to banana supply resulting from cyclone Larry
September 2006 Increased fruit prices (mainly bananas) partially offset by price falls for 

vegetables
December 2006 Fall in fruit prices (mainly bananas), accompanied by an increase in vegetable 

prices following hailstorms in southern Queensland and a cold snap in eastern 
Australia

March 2007 Fall in fruit prices almost entirely due to bananas—vegetable prices increased 
due to a combination of drought, hailstorms and frosts in November 2006

June 2007 Fruit price increases due mainly to bananas from cooler than normal weather 
in growing regions; berries and melons were also affected; vegetable prices 
increased—particularly tomatoes and lettuce—due to drought in the early part 
of the quarter followed by heavy rains in the later part

September 2007 Fruit prices increased mainly from bananas. Vegetable prices increased—
particularly salad vegetables—due to unseasonal weather and disease

December 2007 Both fruit and vegetable prices fell due to good conditions in most growing 
areas

March 2008 Increased vegetable prices partly offset by a small fall in fruit price due to 
plentiful supplies of grapes, peaches and bananas

Source: ABS, submission no. 245.

Quarantine restrictions in Australia 

The objective of Australia’s quarantine and biosecurity policies and risk management measures is to 
enhance the national interest through a science-based process that manages the risk of the entry, 
establishment or spread of pests and diseases not present in Australia that could cause significant 
harm to people, animals, plants and other aspects of the environment.45

Imported food is only allowed into Australia if it meets strict quarantine laws and food safety standards. 

44 ABS, submission no. 245.

45 Quarantine and Biosecurity Review Panel, Quarantine and biosecurity review issues paper, 2008.
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Australian regulations governing imports of animals, plants and their products are contained in the 
Quarantine Act 1908, the Quarantine Proclamation 1998 and the Quarantine Regulations 2000. Imports 
are assessed for pest and diseases by Biosecurity Australia, tested for food safety by the Australian 
Quarantine and Inspection Service, and then must conform to Food Standards Australia New Zealand 
requirements. 

While quarantine laws are important for protecting Australia’s economic wellbeing, there are a number 
of tradeoffs for both producers and consumers. For example, an obvious trade-off with an import ban 
is between the benefits of reducing a particular pest or disease risk and the benefits from obtaining 
cheaper or different products.46 As noted by freshlogic as part of the Coles submission to the inquiry: 

Australia remains insulated from competitive dynamics in fresh fruit and vegetables, poultry, [and] 
pork due to stringent local quarantine regimes, and strong ethical credentials in other livestock 
industries where a significant export role exists. 

In certain sectors we have not seen the advantages from globalisation being reflected in the cost of 
food to the consumer. Some of our disease risk management approaches have not enabled global 
least-cost producers to supply this market—for example in fresh fruit categories such as bananas, 
apples and pineapples.

It is likely that there would have been more stable pricing of fruit and vegetables over time—which 
earlier analysis shows as the most volatile components that influence CPI under current methods—
if fewer import restrictions had applied, and imported product had filled domestic shortages.47

Fruit and vegetables that have strict quarantine restrictions cannot be readily supplemented by imports 
in the event of supply disruptions. For example, in the case of cyclone Larry (discussed above), 
quarantine laws made it difficult to source bananas from other countries (such as the Philippines) to 
meet local demand for biosecurity reasons.48 Indeed, bananas were being sold for up to $13 per kg in 
the aftermath of the cyclone, which was reflected in the ABS food price index.

In addition to restrictions on fruit and vegetables, there are significant quarantine restrictions on the 
importation of feed grain into Australia. As noted by the Productivity Commission, recent rises in feed 
grain prices are in part attributable to drought, economic growth and changing tastes, but they also 
reflect the impact of quarantine restrictions on grain imports, especially during drought.49 Moreover,  
the Productivity Commission stated:

Given Australia’s status as a grain exporter, quarantine restrictions on grain imports mainly impact 
during periods of drought (unless particular types of grain are not produced in Australia or are only 
produced in very small quantities), as producers are likely to pay the prevailing ‘world price’ for 
grain at other times. During drought, local supplies are limited and prices typically approach, and 
sometimes exceed, world parity prices.50

46 M Binder, ‘The role of risk and cost-benefit analysis in determining quarantine measures, Productivity Commission staff research paper, 
AusInfo, Canberra, 2002.

47 Coles, submission no. 157, pp. 13–14.

48 Other fruits that are subject to strict quarantine restrictions in Australia include apples (excluding Fuji apples from Japan), pineapples, 
pears and oranges.

49 Productivity Commission, Safeguards inquiry into the import of pigmeat, report no. 44, Canberra, March, 2008.

50 ibid, p. 99.
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As part of the Safeguards Inquiry into the Import of Pigmeat, the Productivity Commission 
recommended that: 

Quarantine arrangements should impose only the minimum requirements needed to satisfy 
objectives. As new options emerge for dealing with quarantine risks, arrangements should be 
reviewed to take them into account. The current Quarantine and Biosecurity Review is well placed 
to further explore these issues.51 

ACCC’s view 

Australian quarantine and biosecurity policies and risk management measures are important in 
safeguarding the community from significant losses associated with the spread of pests and diseases.

However, where the supply of fruit and vegetables or other food products cannot be readily 
supplemented by food imports as a result of quarantine restrictions, prices are more susceptible to 
sharp price increases when local supply disruptions occur. 

The ACCC supports the Productivity Commission’s recommendation that quarantine arrangements 
should impose the minimum requirements needed to satisfy their objectives. These issues can be 
expected to be further explained in the current quarantine and biosecurity review, with the report and 
recommendations due to the minister by 30 September 2008.

2.5.2 International factors

Historically, world commodity price shocks have played a role in food price inflation outcomes around 
the world, particularly in small open economies such as Australia and New Zealand. 

In more recent years, the rapid pace of global growth has seen the RBA’s monthly index of rural 
commodity prices (including beef, wheat, wool, cotton, sugar, barley, canola and rice) increase by 
around 30 per cent from March 2006 to March 2008.52 In addition, global dairy prices have risen by 
56 per cent over the same period (chart 2.7).53 

Further, it is likely that relatively strong global food prices will be sustained in the near term as indicated 
by the high level of prices for many agricultural goods in futures markets.54 As noted in the freshlogic 
report submitted by Coles, ‘food prices are currently rising and are under pressure to continue to follow 
that trend as a consequence of major changes in global forces affecting supply and demand of a 
number of commodities.’55

51 Productivity Commission, Safeguards inquiry into the import of pigmeat, report no. 44, Canberra, March, 2008, p. 100.

52 As noted by the OECD and Food and Agriculture Organization of the United Nations (FAO), ‘policy makers have become extremely 
concerned by recent price developments because of the implications for consumers’ ability to meet their most basic of needs, food. This 
is a critical issue for developing countries where large portions of the population have income levels that are low or at subsistence levels. 
But increasing prices reduces the purchasing power of incomes also in relatively high-income countries [such as Australia], where it will be 
the low-income groups that are particularly affected. In general, households with low incomes are more heavily penalized when the price 
of necessities rise because these absorb a larger share of their income.’ (OECD–FAO, Agricultural Outlook 2008–2017, 2008, p. 33)

53 Westpac–National Farmers Federation, Westpac–NFF rural commodity price indices, 2008.

54 RBA, ‘Developments in the farm sector’, Reserve Bank Bulletin, February 2008.

55 Coles, submission no. 157, p. 16.
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Chart 2.7  RBA commodity price index (rural component) and Westpac–NFF dairy price  
index, Australian dollars 

Note: The rural component of the RBA commodity price index includes wheat, beef and veal, wool, cotton, sugar, barley, canola  
and rice.

Sources:  RBA, Bulletin statistical tables: RBA, Index of commodity prices, 2008; Westpac–National Farmers Federation,  
Westpac–NFF rural commodity price indexes, 2008

The predominant reason for world commodity price rises is widely considered to be increases in 
demand—not just in developed countries but also in the developing world. For example, strong income 
growth and improving living standards in emerging economies, such as China and India, have led 
to significant growth in demand for protein in recent years.56 As noted by the Reserve Bank of New 
Zealand, demand for protein is income sensitive and rising income levels in emerging markets have led 
to improvements in diet, incorporating more meat, eggs and milk.57

In addition, higher energy prices have prompted some substitution away from crop production for 
food consumption towards biofuels (such as ethanol).58 This competition from crops used in biofuel 
production may be reducing the area available for the planting of wheat and, thus, indirectly affecting 
food prices.59 As noted by the OECD:

56 RBA, ‘Developments in the farm Sector’, Reserve Bank Bulletin, February 2008.

57 Reserve Bank of New Zealand, ‘Commodities, dairy prices and the New Zealand economy’, speech by Alan Bollard, 2007.

58 Ethanol is produced from the fermentation of feedstock such as sugar or grain materials and is blended into petrol for use as a fuel or in 
industrial applications.

59 As noted by the RBA, biofuel demand has had an indirect effect on wheat prices through strong corn and oilseed prices (such as canola 
and soybeans). This reflects that these crops are in direct competition with wheat for acreage in some regions, so that the commodity with 
the strongest relative price could lead to reduced supply of other crops. However, to date the contribution of biofuel demand to higher 
wheat prices seems less than the contribution of droughts and frosts, which have reduced global production of wheat in recent years. 
(RBA, unpublished)
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While smaller than the increase in food and feed use, biofuel demand is the largest source of new 
demand in decades and a strong factor underpinning the upward shift in agricultural commodity 
prices.60

This concern has been highlighted in submissions to the inquiry. For example, the Victorian Eco 
Innovation Lab stated ‘increasing biofuel production can directly affect food production (and prices) 
through competition for land, water and agricultural inputs.’61 In addition, the Sydney Food Fairness 
Alliance commented:

… allocation of agricultural land and crops for biofuel production in the US and Europe has pushed 
up the global price of grains and products that rely on grain such as meat, cereal and bread.62

While the use of grains for food and feedstock remains greater than its use for biofuels, demand for 
biofuel has been growing rapidly. This is partly because of government policy changes, with a number 
of countries (including the United States and most European Union countries) implementing policies to 
encourage the use of biofuel in recent years (box 2.2). 63 64 65

Box 2.2 Effect of biofuels programs on world food markets

Biofuels offer a potential source of renewable energy and possible large new markets for agricultural 
producers. Governments provide substantial support to biofuels so that they can compete with 
petroleum and conventional diesel. These supports include consumption incentives (fuel tax 
reductions), production incentives (tax incentives, loan guarantees, direct subsidy payments) and 
mandatory consumption requirements. Though, as stated by the World Bank, current biofuels 
programs have numerous social and environmental costs—such as upward pressure on food 
prices, intensified competition for land and water, and possibly, deforestation.63

The OECD has commented on some of the perverse outcomes from the implementation of policy 
changes by governments that encourage the use of biofuel, stating:

Crop farmers will certainly benefit from the higher prices coming from increased demand for biofuels. But with 
contemporary technologies and current public support policies these are mostly cereal and oilseed producers 
in OECD countries. Livestock producers, whether inside or outside the OECD area, who use the same cereals 
and oilseeds as animal feed do not benefit from this support. Hence, they will face higher costs and reduced 
incomes despite lower protein feed prices due to the additional supply of feed by-products from biofuel 
production. Also, the industrial demand for biofuels crops may be less price sensitive than traditional food and 
feed demand, which would add to price instability in world cereal markets.64

The Productivity Commission has also noted that support for the ethanol industry has the potential 
to harm farmers involved in livestock production, where ‘policies supporting biofuels pursued by 
other nations (particularly the United States and the European Union) have … increased world grain 
prices and therefore it is foreign support for the ethanol industry that is likely to have adversely 
affected the pigmeat industry, both in Australia and globally.’65

60 OECD-FAO, Agricultural Outlook 2008–2017, 2008, p. 11.

61 Victorian Eco Innovation Lab, submission no. 190, p. 17.

62 Sydney Food Fairness Alliance, submission no. 52, p. 2.

63 The World Bank, World development report 2008: agriculture for development, 2008, p. 70.

64 OECD, Biofuels for transport: policies and possibilities, policy brief, November, 2007, p. 6.

65 Productivity Commission, Safeguards inquiry into the import of pigmeat, report no. 44, Canberra, March, 2008, p. 96.
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Strong global demand for food has occurred against the backdrop of supply disruptions around the 
world—including in several major agricultural exporting countries. For example, weather related supply 
disruptions have occurred in large grain-exporting regions such as the United States and the European 
Union, while in China drought and the re-zoning of rural land have affected rice production.66 This has 
seen global stocks of wheat, other coarse grains and rice fall to historically low levels, placing further 
pressure on global food prices to rise. Indeed, data on global supply and use of wheat, for example, 
suggest that much of the boost to prices has come from reduced supply.67 

While higher world prices for agricultural products are spurring greater optimism across the farm sector 
in Australia, the cost of doing business has also risen substantially. Raw materials and other inputs 
into farm production have risen at an increasing rate since the early 1990s (table 2.6). For example, 
from 2001–02 to 2006–07, annual prices increased the most for fuel (10.1 per cent), seed, fodder and 
livestock (5.7 per cent), and interest paid (6.8 per cent). This can be compared to increased total farm 
costs of 4.1 per cent per annum over the same period.

Table 2.6 Average annual percentage changes in farm costs in Australia

1991–92 to 
1996–97

1996–97 to 
2001–02

2001–02 to 
2006–07

1992–93 to 
2006–07

Fuel 1.0 4.1 10.1 5.0
Fertiliser 1.9 1.0 1.9 1.6
Chemicals 0.3 1.3 2.1 1.2
Seed, fodder and livestock 3.7 3.8 5.7 4.4
Marketing 1.6 3.2 2.8 2.5
Maintenance 2.7 3.4 2.9 3.0
Labour 2.3 3.1 3.3 2.9
Interest paid –3.5 –2.3 6.8 0.2
Total price paid 1.8 2.6 4.1 2.8

Source: ABARE, Australian commodity statistics, 2007 

Such rises in prices have significantly increased Australian farm production costs given, for example, 
fuel, and seed and fodder accounted for around 6.2 per cent and 14.4 per cent respectively of total 
farm costs over the period 2001–02 to 2006–07 (table 2.7). This places further pressures on food 
prices where costs are passed through the supply chain to the retail level.

66 RBA, ‘Developments in the farm sector’, Reserve Bank Bulletin, February 2008.

67 RBA, unpublished.
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Table 2.7  Major components of Australian farm costs—average annual percentage  
contribution over period 

1991–92 to 
1996–97

1996–97 to 
2001–02

2001–02 to 
2006–07

1992–93 to 
2006–07

Fuel 5.3 5.6 6.2 5.8
Fertiliser 6.4 7.4 6.1 6.5
Chemicals 5.4 6.3 5.6 5.7
Seed and fodder 12.8 11.8 14.4 13.3
Marketing 11.0 12.1 10.7 11.1
Repairs and maintenance 8.2 8.5 8.4 8.4
Wages 12.0 12.6 11.8 12.1
Interest paid 9.6 8.2 9.6 9.2
Other costs 29.2 27.4 27.1 27.8

Source: ABARE, Australian commodity statistics, 2007 

However, according to the RBA, global factors are likely to have accounted for only a portion of the 
increase in overall domestic food prices.68 

First, the increase in global food prices has been concentrated in three categories (grains, soybeans 
and dairy products) with the prices of other foodstuffs broadly unchanged over recent years. These 
items are intensively used in the bread and cereals, and dairy categories, which together account for 
less than 20 per cent of the food component of the Australian CPI. 

Second, retail prices of these foods include a number of other inputs and profit margins, such that the 
direct influence of raw commodity prices on the final consumer price is relative low. As noted by the 
OECD:

... food consumers will face higher prices resulting from increased raw commodity prices. In most 
OECD countries where costs of agricultural raw materials are only a small part in the final costs of 
food in the shops and where food represents only a small share of total expenditures, this issue 
should not be over-emphasised.69

For example, in the case of milk, the cost of unprocessed milk accounts for only around one third of the 
final retail price in Australia on average, with other costs (such as transport, distribution and retailing) 
comprising a larger portion of final prices.70 Similarly, global wheat prices have a relatively modest effect 
on breads and cereals—with the price of wheat estimated to contribute around 5 to 10 per cent to the 
retail price of bread (chapter 12). 

Interestingly, there appears to be a close link between global prices and domestic farm gate prices for 
fresh milk. Such a close link may initially appear surprising given milk is a non-traded item due to its 
high water content. However, a linkage exists between global and domestic prices due to the ability of 
producers to export milk in powdered or processed form—hence creating arbitrage pricing (box 2.3).71 

68 RBA, unpublished.

69 OECD, Biofuels for transport: policies and possibilities, policy brief, November 2007, p. 6.

70 RBA, unpublished.

71 ibid.
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Box 2.3 International trade and food prices 

In an open economy, such as Australia’s, farm gate prices for tradable food products are generally 
heavily influenced by world market conditions. For example, in the absence of forms of protection 
(such as tariffs and subsidies), and transport and transaction costs, if the prices of ‘standardised’ 
internationally traded products were lower in one country than in another, traders could gain by 
buying products in the country where they are cheaper and selling them in the country where they 
are more expensive. In other words, if traded products exhibit different prices across countries, then 
there is a potential arbitrage opportunity—effectively creating a ‘price ceiling’ and ‘price floor’ for 
tradeable food products. As noted by the Department of Agriculture, Fisheries and Forestry:

Agricultural goods which are non-perishable, undifferentiated and internationally traded 
have their prices effectively determined by international markets irrespective of domestic 
post-farmgate production and competition factors. In such cases, the return to the farmer is 
essentially governed by the price point at which a domestic manufacturer or processor could 
attract product away from the export market or compete with an imported item. What happens 
beyond the farmgate is essentially irrelevant to a farmer’s ability to extract price gains.72

Although such assumptions are far from realistic and internationally traded food products are 
differentiated, world market conditions do affect farm gate prices. For example, if the export price 
rises significantly, more suppliers would sell into the export market to obtain the higher price. 
Domestic customers would need to match the higher price to compete for product with international 
buyers. While there could be lags due to existing contracted prices (although this depends on 
whether international price changes are a factor in setting current contract prices), the effect will 
nonetheless be significant. 

Also, as noted by Fonterra, increased international dairy commodity prices affect the domestic 
market for manufacturing milk as processors consider the returns which can be achieved from the 
export of dairy products—such as cheese, butter, whole and skim milk powder—against returns 
that can be achieved from the domestic market.73 

Beef and lamb prices are also influenced by export markets. Freshlogic noted in the Coles 
submission regarding lamb, ‘despite a higher proportion of meat going into the domestic market, 
returns to the lamb production and processing sector are strongly influenced by world trade, 
through prices demanded by overseas customers.’74 Freshlogic further noted:

The beef industry in Australia is strongly geared for export production, whilst there is static overall 
domestic consumption. … The forces of supply and demand in international beef markets drive the 
level of returns to the Australian industry.75 

72 73 74 75

72  S Spencer, Price determination in the Australian food industry, a report, Department of Agriculture, Fisheries and Forestry, Canberra, p. 2.

73 Fonterra, submission no. 85, p. 7.

74 Coles, submission no. 157, p. 51.

75 ibid, p. 47.
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2.5.3 Potential contribution of changes in the margins of grocery 
retailers and wholesalers to food price inflation 

Central to this inquiry is the relationship between the state of competition in grocery retailing and 
wholesaling, and food price inflation in Australia. The potential contribution of any weakening of price 
competition in grocery retailing and wholesaling to food price inflation can be estimated based on 
changes in the margins of major grocery retailers and wholesalers. To the extent that there has been 
a weakening of price competition, it can be assumed that this weakening would be reflected in higher 
margins which, in turn, would lead to increased food price inflation.

As detailed in chapter 6, the gross margins Coles, Woolworths and Metcash achieved in their grocery 
businesses increased over the last five years by between 0.2 and 1.6 percentage points. Coles, 
Woolworths and Metcash account for roughly 70 per cent of grocery products sold throughout 
Australia (chapter 3). The ACCC estimates that if these increased margins were solely derived from 
increased prices paid by customers, then they would account for an increase in retail grocery prices of 
around 0.8 to 1.0 per cent over the last five years. This compares to the actual total increase in food 
prices of 21 per cent (2001–02 to 2006–07) in Australia.

This is not to imply that the margin increases have in fact been the result of a weakening of price 
competition; there are other possible reasons for improved margins beyond increased prices, such 
as improvements in the efficiency of operations. It is simply saying that there is little evidence that any 
weakening of price competition in grocery retailing and wholesaling has played a significant role in 
explaining recent increases in food price inflation.

2.5.4 ACCC’s view on the causes of increased food prices in Australia

Based on evidence available to the ACCC, it appears that a range of domestic and international factors 
have substantially contributed to the recent increases in food prices in Australia, including:

the current drought, which has reduced the supply of many agricultural products and increased the  •
costs of farming

natural disasters such as cyclones and floods, which in combination with quarantine restrictions  •
have caused considerable supply disruptions for some fruit and vegetable products

the international commodities boom, which has: •

increased the cost of commodities (such as fertiliser and petrol) used to produce and transport  •
many Australian food products

increased the prices some Australian farmers and food producers can sell their products in  •
export markets, leading to higher domestic prices.

These factors have significantly contributed to food price inflation in Australia and can explain much of 
the recent increases in retail food prices. In particular, domestic shocks have substantially influenced 
the prices of fruit and vegetables, which have been the main driver of changes in overall food prices in 
Australia, and a large part of the divergence in food price inflation between Australia and New Zealand. 

It is difficult to be certain about the extent to which the above domestic and international factors 
account for the observed increases in food prices. Despite this, any potential contribution resulting from 
increased margins of major grocery retailers and wholesalers is small relative to the overall increase in 
food prices.
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3  Retail industry structure, retail 
concentration and growth

Key points

There are many different grocery retailing models in Australia, ranging from full vertical integration  •
to a complete split of ownership and control between retailing and wholesaling.

There have been trends towards vertical integration for grocery retailers and consolidation in the  •
wholesale sector.

Significant changes in the retail grocery market over the last 10 years include the exit of the Dairy  •
Farm International operated Franklins business and the entry of ALDI.

Coles and Woolworths have maintained a fairly consistent proportion of supermarkets above  •
1000 m2 over the last 10 years, with each having just over 30 per cent nationally. The major 
supermarket chains (MSCs) account for around 87 per cent of stores above 2000 m2 and 
around 96 per cent of stores above 3000 m2. 

The Nielsen Company’s ScanTrack data, which suggests that the MSCs account for around  •
78 per cent of national sales in packaged groceries, is not a valid measure of the MSC’s 
share of all grocery sales. Data from Coles and Woolworths suggests that sales through their 
supermarkets account for around 60 per cent of packaged grocery sales. However, external 
data suggests the MSCs’ share of sales of packaged groceries is greater than 60 per cent.

MSCs account for a smaller proportion of sales in the fresh product categories. Data from  •
Coles and Woolworths suggests that sales through their supermarkets account for between 
40 per cent and 50 per cent of fresh grocery categories. External data is generally supportive of 
the stated share of fresh grocery sales.

International comparisons show that market structures vary widely between countries. In some  •
OECD member nations, including New Zealand and Austria, the grocery industry is dominated 
by two participants. The United Kingdom and Canada have a larger number of retailers, although 
there is one clear leader in each country.

The level of concentration in the grocery sector, particularly in packaged groceries and for large  •
format supermarkets, warrants closer consideration of the competitive dynamics within the 
sector.

3.1 Introduction

This chapter provides an overview of the grocery industry structure at the retail level. In analysing the 
retail level it is necessary to also discuss the wholesale grocery sector as the MSCs, namely Coles and 
Woolworths, are vertically integrated in wholesaling and retailing, as are a number of smaller retailers. 
This chapter then investigates various measures of the size of industry participants, which is described 
as a concentration analysis. The chapter also discusses the growth of the MSCs, and conducts some 
basic concentration comparisons with other countries. 
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3.2 Major supermarket chains

Australia has two MSCs, Coles and Woolworths. The MSCs are vertically integrated, meaning that they 
undertake both wholesale and retail level functions. A typical MSC store is above 2000 m2 in net trading 
area and stocks in excess of 25 000 product lines. 

3.2.1 Coles

Coles supermarkets were the largest business unit within the former Coles Group Limited (Coles 
Group). Wesfarmers Ltd purchased the Coles Group in November 2007 and restructured the business 
into four divisions—Coles, Kmart, Target and home improvement and office supplies. The Coles division 
includes all supermarkets, fuel and convenience stores, liquor stores and Pharmacy Direct. 

Coles operates around 750 supermarkets (branded as either Coles or BI-LO) and is represented in 
every Australian state and territory. In 1987, Coles purchased the BI-LO discount supermarket chain 
to operate in parallel with Coles supermarkets. However, in 2007, Coles commenced re-branding 
its BI-LO stores as Coles stores—a process that did not prove successful. Many BI-LO stores have 
now been re-branded as Coles or have closed, but around 70 stores remain in New South Wales and 
Queensland. Coles also operates 600 smaller format Coles Express stores in Australia which offer fuel 
and convenience store items.

Coles’ total food and liquor sales in Australia for 2006–07 were $20.4 billion. Earnings before interest 
and tax (EBIT) were $700 million. More details on Coles’ financials are provided in chapter 6. 

3.2.2 Woolworths

Woolworths Ltd is an Australian Stock Exchange listed company with over 2000 stores across Australia 
including around 780 supermarkets operating under the Woolworths and Safeway brands. Other 
Woolworths outlets include a discount department store chain (Big W), electronic stores (Dick Smith 
and Tandy) and liquor brands (Woolworths Liquor, BWS and Dan Murphy’s). It also operates petrol 
station/convenience stores in conjunction with Caltex.

In Tasmania, Woolworths owns a 60 per cent share in Statewide Independent Wholesalers (SIW),  
which distributes groceries and fresh produce to the 28 Tasmanian Woolworths stores and also the  
111 independent supermarkets in that state. Woolworths’ sources supply for its Tasmania stores from 
SIW, its Hobart distribution centre and through its mainland distribution network.

Woolworths’ total food, liquor and petrol sales in Australia for 2006–07 were $32.6 billion, with EBIT of 
$1.7 billion. More details on Woolworths’ financials are provided in chapter 6. 

3.3 Other industry participants

The following provides a brief overview of grocery retailers competing with the MSCs in Australia. 
Further details are in chapters 7 and 8 of the report.

3.3.1 Vertically integrated supermarkets

In addition to the MSCs, there are two smaller vertically integrated supermarket chains in Australia, 
ALDI and Franklins. 
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ALDI

ALDI operates stores in New South Wales, Victoria, Queensland and the Australian Capital Territory. It 
commenced operations in Australia in 2001 and currently has approximately 170 stores with combined 
estimated annual sales of $1.5 billion. All ALDI stores are owned and operated by ALDI Australia, which 
is a subsidiary of German company ALDI Sud.

ALDI stores stock around 900 products including dry groceries, fresh items and general merchandise. 
Ninety per cent of products are ALDI’s own exclusive brands manufactured by Australian and foreign 
producers. ALDI supermarkets have an average trading area of around 850m2.

Franklins

Franklins operates in New South Wales with 74 corporately owned stores and six franchised stores. It is 
a wholly owned subsidiary of Pick ‘n Pay Stores Limited, a large grocery retailer based in South Africa. 

Pick ‘n Pay Stores Limited acquired the Franklins brand name and 50 stores in 2001, following the 
divestment of Franklins Limited by Dairy Farm International. Before 2001 Franklins was a vertically 
integrated supermarket chain owned by Dairy Farm International that operated 287 stores in 
Queensland, Victoria and New South Wales. Franklins stores not acquired by Pick ‘n Pay Stores 
Limited were either sold to competing retailers and re-branded, or closed.

Franklins operates stores in a range of sizes, from less than 1000 m2 to above 3000 m2. The majority of 
stores however are between 1000 m2 and 2000 m2.

In 2005 Franklins established its own distribution and logistics capabilities and buying team after 
terminating its supply arrangements with Metcash. Franklins is now vertically integrated, and all 
Franklins stores are supplied via its two distribution centres. These distribution centres are only used to 
service stores which operate under the Franklins banner.

3.3.2 Independents supplied by Metcash

Metcash provides marketing and wholesale services to the majority of independent and franchise 
grocery retailers in Australia. Supermarkets serviced through Metcash include the IGA network, 
Foodland IGA and FoodWorks as well as some independents not affiliated with any chain or banner 
group. Although not a retailer itself, Metcash does from time to time purchase retail stores and 
maintains an ownership share in a number of grocery retail businesses.

In comparison with the MSCs, a large proportion of the independent grocery retailers serviced 
by Metcash operate in rural and regional areas. Metcash does not operate in Tasmania, with the 
wholesaling function for independent retailers being undertaken there by SIW. 

Metcash distributes through four channels:

IGA Distribution (IGA>D) comprises 12 distribution centres, which serve approximately 2500  •
independent retail grocery stores across Australia.

IGA Fresh supplies fresh fruit, vegetables, meat, deli and bakery products to approximately  •
240 independent retail stores.

Campbells Wholesale supplies small business customers and convenience stores. •

Australian Liquor Marketers (ALM) supplies liquor to hotels, liquor stores, restaurants and other  •
licensed premises.
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Grocery retailers can purchase products from Metcash through the above channels or directly from 
suppliers with the purchase cost settled with Metcash. Metcash also undertakes marketing activities for 
some of the independent retailers it supplies.

Independent retailers do not source all products through Metcash. For example, an IGA store might 
typically obtain up to 70 per cent of its groceries through Metcash, with other groceries (particularly 
fresh items, but it may be much broader than just fresh) obtained directly from the manufacturer or 
producer, other (smaller) wholesalers or from wholesale markets. 

3.3.3 Other independent grocery retailers

SPAR

SPAR Australia Limited is a grocery wholesaler based in Brisbane. It supplies groceries to approximately 
300 retailers located in Queensland, New South Wales, the Australian Capital Territory, the Northern 
Territory and overseas.

SPAR Australia Limited maintains two distribution warehouses in Brisbane—a refrigerated goods 
warehouse and a dry goods warehouse—which were formerly operated by the Woolworths-owned 
Australian Independent Wholesalers (AIW). SPAR stocks approximately 14 000 product lines.

SPAR also provides marketing and retail services to approximately 140 affiliated grocery retailers 
(both supermarkets and convenience stores) under the SPAR and 5 Star banner groups. The ACCC 
understands that none of the affiliated retail stores are corporately owned. All SPAR and 5 Star retailers 
own their stores plus a share in SPAR Australia Limited, which negotiates, procures, warehouses and 
distributes most of each store’s range of products. It also provides retail support through systems, 
promotions and marketing.

Specialty retailers

In addition to rival supermarkets and convenience stores, supermarkets face competition from an 
array of speciality stores. These include butchers, fishmongers, bakeries, greengrocers, produce 
markets, pharmacies and Asian grocers. There are approximately 22 000 speciality retail grocery stores 
operating in Australia.1

Specialty stores range from large chains to independently owned and operated stores. Supply methods 
range from producing products themselves (e.g. bakeries), purchasing direct from suppliers or through 
wholesalers or markets.

Specialty retailers are discussed in more detail in chapter 8 of the report.

3.4 Different models of supermarket retailing in Australia
As seen in these descriptions of the major players, there are many different retailing models in Australia, 
ranging from full vertical integration to a complete split of ownership and control between retailing and 
wholesaling. There are also a variety of models that fit somewhere between these extremes. Table 3.1 
summarises the more prevalent retailing models.

1 ABS, Counts of Australian businesses, including entries and exits, June 2003 to June 2007, catalogue no. 8165.0.
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Table 3.1 Retailing models in Australia

Approximate description of level of vertical integration Stores which fit the description

Full vertical integration between retailing and wholesaling ALDI, Coles, Woolworths  
(other than Tasmania) and  
some Franklins stores

The wholesaler has a ‘banner-group’ agreement with the retailer, 
which gives the wholesaler some limited control of the retailer’s 
operations (i.e. promotions)

Most of the IGA branded stores in 
Australia (the wholesaler is Metcash)

The wholesaler owns a minority interest in the retailer in addition to a 
‘banner-group’ agreement, which gives the wholesaler some limited 
control of the retailer’s operations (i.e. promotions)

Some of the major IGA stores and 
chains (the wholesaler is Metcash)

The wholesaler has a franchising agreement with the retailer SPAR, some Franklins stores and 
some IGA stores

The wholesaler is run as a cooperative with each retailer having a  
stake in the wholesaler

Tasmanian Woolworths, IGA  
and independent stores each have 
an interest in Tasmanian wholesaler 
Statewide Independent Wholesalers

A collection of retailers have a ‘banner group’ agreement, which gives 
the collective a degree of control over each retailer’s operations. The 
collective negotiates with wholesalers on behalf of all the stores

FoodWorks (which acquires dry 
groceries as a collective from 
Metcash)

Independent retailers who have no banner group agreement or 
shareholding links with wholesalers

Non-IGA independents supplied  
by Metcash

3.5 Trends in the structure of the industry
Historically, there has been a move towards vertical integration in the grocery sector. Vertical integration 
in itself is unlikely to raise competition concerns unless an organisation has market power at the 
wholesale or retail level. In the Australian grocery sector, vertical integration (in all its various forms) is 
likely to enhance efficiencies in the supply chain.  

Another significant trend over the last two decades has been consolidation in the wholesale sector, 
particularly the wholesale sector that supplies independents. With the exception of SIW in Tasmania 
and SPAR in Queensland, Metcash is now the only wholesale supplier in Australia able to supply a 
supermarket with a full range of dry groceries. The mergers that gave rise to this situation and the 
question of whether this situation raises competition concerns are discussed in chapter 7 and  
appendix E. A key issue discussed in that chapter is whether Metcash supplies the independents with 
dry groceries at a price that enables them to compete effectively with the MSCs. 

3.6 Concentration analysis
This concentration analysis provides information on the relative size and reach of the major industry 
participants. An assessment of industry concentration is an important element in competition 
assessment and can provide an indication of whether there may be competition concerns. However, a 
finding that an industry is concentrated is not itself determinative of competition issues. Other factors, 
particularly barriers to entry, must also be assessed.

One of the criticisms of Australia’s grocery retail market is that it is too concentrated, with regular 
statements being made by industry commentators that the two largest retailers, Coles and Woolworths, 
account for 80 per cent of retail sales. This section looks at the basis of these claims and sets out a 
range of indicators of industry concentration.



46 Report of the ACCC inquiry into the competitiveness of retail prices for standard groceries

A number of measures can be used to assess the competitive presence of different participants in the 
retail grocery sector.2 Some of these measures, presented below, include retail turnover, the number of 
stores operated and retail custom (number of store visits).

3.6.1 Turnover

Turnover, or volume of sales, provides an indication of the scale of a company’s operations. The 
following analysis looks at turnover for all retail grocery items and also for individual product categories.

All grocery sales

There is no single measure for determining the share of retail grocery turnover held by various 
businesses. All measures referred to below have limitations in respect of the businesses or products 
covered, or in the data collection methodology. These limitations are outlined as appropriate.

The Nielsen Company’s ScanTrack data
The Nielsen Company’s (Nielsen) ScanTrack data is commonly referred to in analysis of grocery retail 
sales. ScanTrack uses point-of-sale data to monitor the sales of over 90 fast-moving consumer good 
categories sold through Coles, Woolworths, Franklins and Metcash supplied supermarkets (sales 
through Campbells Wholesale are excluded). ALDI sales are not tracked, but are estimated through 
Nielsen’s Homescan service.3

These tracked product categories are estimated to account for approximately half of all grocery sales 
by value. It includes a selection of dry groceries, dairy and frozen foods as well as a number of non-
food items, but does not cover fresh products (e.g. meat, fruit and vegetables) which are a significant 
part of the retail offer. 

The exclusion of a number of product ranges—particularly from fresh departments where supermarkets 
generally have a lower share of overall sales—and exclusion of sales from businesses not registered 
with the service (other than ALDI) will tend to overstate the relative expenditure at each of the 
businesses covered.

The Nielsen submission to the Joint Select Committee on the Retailing Sector in 1999 stated that 
the market share figures derived from ScanTrack data only relate to the packaged grocery market. 
According to Nielsen, this definition is restrictive and an assessment of the grocery market turnover 
should include fresh meat, fresh fruit and vegetables, delicatessens, bread and liquor.4 For these 
reasons, the ACCC does not believe that Nielsen ScanTrack data is an appropriate measure of the 
share of total grocery retail turnover achieved by the businesses covered. It can, however, be used as 
an indication of share of sales achieved by the various businesses for packaged groceries (discussed 
below).

Woolworths data
Woolworths data on retailer shares of national grocery expenditure is contained in table 3.2. This data 
is based on sales of ‘take-home food and grocery items’ as defined by Woolworths and excludes liquor 
and general merchandise sales.

2 The ACCC will generally avoid using the phrase ‘market shares’ in this assessment of market concentration as the word ‘market’ has a 
specific meaning in the Trade Practices Act 1974. The concentration figures presented in this chapter are not necessarily representative of 
market shares in the context in which the word ‘market’ is used in the Act.

3 Homescan is a consumer panel of 10 000 households. Participants record details of all purchases, including grocery products.

4 ACNielsen, Submission to the 1999 Joint Select Committee on the Retailing Sector, submission 165, pp. 3–5.
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Grocery sale shares of Coles and Woolworths do not include expenditure at convenience stores, 
petrol outlets or department stores operated by these businesses. The overall sales figures for these 
businesses are therefore likely to be understated by this measure.

According to Woolworths, the MSCs maintained a combined share of 53 per cent to 54 per cent of 
take-home food and grocery item sales for the period 2002–03 to 2006–07. The largest gains were 
made by ALDI and the non-supermarket sales channels at the expense of Metcash supplied stores. 
Other than ALDI, Woolworths is the only supermarket chain to maintain its share of sales over this 
period.

Table 3.2  Woolworths’ estimates of grocery retail sales shares

Business Share of national take-home food and grocery sales (per cent)
2002–03 2006–07

Woolworths supermarkets 30.6 30.8
Coles supermarkets 23.1 22.8
ALDI 1 2.8
Franklins 1.6 1.1
Metcash supplied stores 19.7 16.6
Mass merchants 1.6 1.6
All other retailers selling food 22.5 24.3

Note: ‘mass merchants’ includes department stores and discount department stores. ‘All other retailers selling food’ includes  

non-Metcash supplied independent retailers, as well as specialty retailers (e.g. bakeries) and food markets but excludes  

take-away outlets, cafes and restaurants. 

Source: ACCC, public hearing transcript, Melbourne, 19 May 2008; Woolworths, submission no. 233

Coles data
Coles estimated, using ABS measure 25, that its supermarkets account for between 24 per cent and 
25 per cent of retail grocery sales.6 This is down from the estimate of 27.5 per cent made by the ABS 
for the Joint Select Committee on the Retailing Sector in 1999.7

ACCC survey
An ACCC survey of grocery consumer habits found that 81 per cent of grocery shopping (by dollars 
spent) is done at supermarkets, 16 per cent at specialty stores, and 3 per cent at convenience stores 
or other retail outlets.8 This includes both dry and fresh groceries.

Roy Morgan survey
The ACCC obtained consumer survey data from Roy Morgan. This survey data shows the proportion of 
retail grocery expenditure at all supermarkets, grocery stores and convenience stores (including petrol 
outlets) achieved by each business (see chart 3.1). Respondents to the survey were asked about the 
amount spent at each supermarket or convenience store visited over the past week. Yearly figures were 
obtained through an aggregation of the results of surveys conducted throughout the year. 

5 ABS measure 2 includes supermarket, grocery and convenience stores, liquor retailers and specialty food retailers (e.g. bakeries, 
butchers, and fruit and vegetable retailers).

6 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 38.

7 Joint Select Committee on the Retailing Sector, Fair market or market failure? A review of Australia’s retailing sector, August 1999,  
chapter 4.

8 Respondents answer to the question ‘And overall about what percentage of your shopping is made at the supermarket, what percentage 
at specialty stores and what percentage at convenience stores such as service stations and milk bars?’, ACCC consumer survey, April 
2008. The survey had 1500 respondents.
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For Coles and Woolworths, this data includes grocery expenditure at all relevant supermarkets, 
convenience stores, petrol outlets and internet sales. Grocery sales at Coles and Woolworths operated 
department stores are not included. 

Not included in this data is expenditure at specialist retailers such as butchers and bakeries. 
Accordingly, this measure overstates the relative expenditure at each of the businesses covered.

The survey results indicate that the proportion of retail grocery sales achieved by Coles (34 per cent), 
Woolworths (41 per cent) and independent supermarkets (17 per cent) has either remained constant or 
fallen slightly over the last five years. Significant gains have been made by ALDI over this same period, 
although it still only accounts for around 6 per cent of sales. Smaller grocery or convenience stores 
(2 per cent) have also made some gains over this period.

Chart  3.1 Retailers’ shares of grocery sales

Source: Roy Morgan consumer survey

ACCC’s view

Based on the information available to it, the ACCC’s view is that the MSCs account for between 
55 per cent and 60 per cent of consumer expenditure on grocery items. Woolworths accounts for 
at least 30 per cent and Coles around 25 per cent. Although each of these shares of retail grocery 
sales are large for a single company, to say that the MSCs enjoy an 80 per cent share of grocery sales 
exaggerates the position of the retailers.
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Is this level of concentration likely to reduce competitive pressure in the sector?
To assist in an assessment of the level of concentration in the retail grocery sector, measures commonly 
employed by the ACCC in merger reviews under s. 50 of the Act can be used. Measures including the 
CR4 ratio9 and the Herfindahl-Hirschman Index (HHI) 10 provide a summary of the level of concentration 
which can be useful in determining whether a particular market structure is likely to raise competition 
concerns.

These concentration measures, combined with the sales shares of individual businesses, may be 
indicative, but not determinative, of the ability of a business to exert market power. Accordingly, they 
are only used as an indicator of the potential for competition issues in a sector. Generally, a market 
would be considered concentrated for the purposes of a merger assessment if the CR4 ratio was 
greater than 75 per cent or the HHI was greater than 2000. 

For the grocery retail sector, the CR4 ratio is at least 70 per cent, and the HHI is between 1800 
and 2200. Both these measures indicate that the sector is concentrated. However, the level of 
concentration in the sector, and in particular the positions of Coles and Woolworths, does not represent 
a level which, of itself, requires market reform.

Individual product categories

It is also clear on closer analysis that the MSCs share of the grocery dollar varies dramatically 
depending on the food category being examined. Specialty stores sales are substantial in the 
fresh product categories and therefore need to be considered in any analysis of whether there are 
competition problems at the retail level. 

Packaged groceries
Packaged groceries, which constitute dry, frozen and chilled groceries, are the single largest product 
category within supermarkets. The majority of packaged groceries are sourced on a national level, 
reflecting the long shelf life of these products relative to fresh produce.

The ACCC obtained ScanTrack data from Nielsen. As discussed above, ScanTrack collects point-of-
sale data from registered grocery operators for a range of packaged grocery categories. This data does 
not cover all packaged grocery products and it excludes businesses not registered with the service 
(except ALDI)—meaning that it is likely to overstate the proportion of total expenditure on packaged 
groceries for each of the businesses covered.

Charts 3.2 and 3.3 represent Nielsen data on retailers’ share of sales, both nationally and at a state 
level, for packaged groceries between 2004 and 2008. According to this data, Coles and Woolworths 
account for around 78 per cent of national supermarket packaged grocery sales. Woolworths has 
increased its share of packaged grocery sales from 42 per cent in 2004 to 44 per cent in 2008. Coles’ 
share of sales has fallen from 36 per cent in 2004 to 34 per cent in 2008. The share of sales varies 
significantly between states, with Coles and Woolworths accounting for 79 per cent of packaged 
grocery sales in New South Wales but only 67 per cent in Western Australia.

9 The CR4 ratio is given by the sum of the market shares of the four largest firms in the relevant market.

10 The HHI is calculated by adding the sum of the squares of the market share of each firm in the relevant market.
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Chart 3.2  Nielsen: retailers’ shares of packaged grocery sales (national)

Note: ‘ALDI and other’ is a projection (i.e. it is not based on point-of-sale scanning data).

Source: the Nielsen Company

Chart 3.3  Nielsen: retailers’ shares of packaged grocery sales (by state)

Note: ‘ALDI and other’ is a projection (i.e. it is not based on point-of-sale scanning data).

Source: the Nielsen Company
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4.2.5 Nature of competition between supermarkets and specialty stores

Competition exists between supermarkets and specialty stores, which include bakers, butchers, 
fishmongers and greengrocers. As indicated above, the supermarket retail offer includes the provision 
of a wide range of product categories. This range of product categories presents supermarkets with 
an advantage over specialty stores for some consumers who might be less inclined to split their 
weekly shopping and to visit successive retail stores. As noted earlier, such costs can push consumers 
towards making fewer larger volume shopping trips 

However, specialised stores can exert competitive pressure on supermarkets, particularly where they 
are closely located. Specialised stores located outside the entry to supermarkets are likely to attract 
customers on one-stop shopping trips where the additional time involved to split some of their weekly 
purchases is low.11

Competitive pressure is also exerted by specialised retailers located at further distances, by attracting 
consumers with higher quality or service aspects of the grocery retail offer. These elements can 
be sufficiently compelling to grocery consumers to warrant the additional time and cost of making 
additional shopping visits.

Evidence suggests that large numbers of consumers shop at specialised retailers. For example, the 
ACCC consumer survey indicated that a majority of consumers split their grocery purchases, buying 
their meat and fish from fishmongers, butchers or markets (see chart 4.7).

Chart 4.7 Number out of last 10 meat and fish purchases made at a specialty store

Source:  ACCC, Survey of grocery consumers, April 2008. Proportion of respondents’ answer to the question: ‘How many of the last 
10 meat and fish purchases have you made at a specialty grocery store, such as a butcher, fishmonger or market?’

This indicates that specialised retailers provide consumers with an alternative to supermarkets, 
which they exercise often. This can apply competitive pressure to supermarkets in particular grocery 
categories. Some competitive advantage remains for supermarkets in being able to offering the full 
range of grocery categories because they offer dry groceries in addition to other grocery categories, 
particularly for consumers with less time. Nonetheless, a degree of competition in these categories is 
indicated by the significant proportion of consumers who visit speciality retailers.

11 Such shoppers can be thought of as being encouraged to make an additional top-up shopping visit.
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4.2.6 Nature of competition between supermarkets and  
convenience stores

In a similar way to specialty stores, convenience stores can play a role in constraining supermarkets 
in competition for items purchased mainly on top-up shopping visits. However, the proportion of such 
items stocked in supermarkets is lower and there tends to be fewer common elements in their retail 
offers.

Convenience stores tend to serve the needs of top-up shoppers, usually involving a greater emphasis 
on convenience through choices about location, store layout and opening hours. There is evidence to 
suggest supermarkets compete for these customers—for example, by offering greater convenience 
with express lanes and by placing the relevant items closer to the front of the store. Equally, 
convenience stores can, in principle, price low enough to induce customers to split their purchases and 
buy some items from convenience stores.

However, elements of the retail offer that are important to one-stop shoppers are usually not part of the 
convenience store offer. Greater convenience enables their customers to briefly enter and exit the store, 
with less importance given to the range of products available, which is more important to one-stop 
shoppers. In addition to other important elements such as car parking, there appears to be less scope 
for commonality in the retail offers of convenience stores and supermarkets.

However, each circumstance must be considered on its merits because in practice there is no bright 
line distinction between a supermarket and a convenience store. Many smaller supermarkets can 
share characteristics with convenience stores, and larger convenience stores can appear to be like 
supermarkets. Notwithstanding this, it is more likely that in most circumstances the degree of overall 
competitive pressure convenience stores place on supermarkets is not strong.

4.3 The local nature of competition in grocery retailing
The origin of competition in grocery retailing is in the retailers’ efforts to make their retail offer 
more attractive than those of the other retailers in the same local area. Supermarkets react to this 
competition at the local level, and at the broader regional and national levels with national price 
campaigns and supply chain improvements.

As shown in chart 4.8, almost 90 per cent of consumers living in metropolitan regions normally travel 
less than 5 km to shop at their regular supermarket. In regional areas, consumers tend to travel further 
to do their supermarket shopping, with 23 per cent travelling more than 10 km.
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Chart 4.8 Distances normally travelled for regular groceries

Source:  ACCC, survey of grocery consumers, April 2008. Proportion of respondents’ answers to the question: ‘How far do you 
normally travel to get to your regular supermarket?’

Chart 4.9 indicates that the distances consumers might be willing to travel to shop at an alternative 
supermarket differ between regional and metropolitan areas. More than 32 per cent of consumers in 
metropolitan areas would be willing to travel up to between 3 km and 5 km to another supermarket. 
More than 30 per cent of regional customers are prepared to travel more than 10 kilometres.

Chart 4.9 Distances consumers willing to travel to an alternative supermarket

Source:  ACCC, Survey of grocery consumers, April 2008. Proportion of respondents’ answers to the question: ‘What is the furthest 
distance you would be willing to travel to another supermarket as an alternative to your regular supermarket?’
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Before this inquiry, the ACCC has found that, in metropolitan areas, competition occurs between 
grocery retailers with similar characteristics in locations of between 3 and 5 kilometres apart. However, 
outside metropolitan areas, competition has been found to occur among grocery retailers located up to 
60 km apart.12

4.3.1 State and national responses to local competition

Local competition between grocery retailers has regional and national effects, which include regional or 
national pricing policies and supply chain improvements.

National and regional pricing policies of larger supermarket chains encompass large numbers of stores. 
The larger grocery retailers set the same prices for certain grocery items across a number of stores, 
sometimes nationally but more often across stores in each state or territory. Prices set at this level take 
account of cost differences between states or regions as well as the prices of competitors who are 
present in many of the local markets.

The ACCC understands there are a number of factors that generally motivate a supermarket chain to 
set uniform pricing across its stores, which include:

cost savings from standardising aspects of its operations across a large number of stores, including  •
product labelling and pricing

the greater returns from promotions and advertising expenditure when targeting large numbers of  •
customers

local competitive environments involving the same competing supermarket chains across local  •
areas

consumer dissatisfaction when observing different prices for the same product in different stores. •

The ACCC understands that regional or national price-setting is motivated by cost savings through 
standardisation of prices across stores with similar costs and facing similar competitive conditions. 
The most significant influence on wider national or regional pricing tends to be the more common local 
competitive conditions faced by a retailer across the local markets in which they are operating.13

Other regional or national effects from local competition include supply chain initiatives. In order to be 
cost-effective competitors at the local level, a grocery retailer must be able to source a wide range of 
products at a competitive cost. This encourages vertically integrated grocery retailers to pursue more 
efficient wholesaling and buying operations. For stand-alone retailers, it encourages them to seek more 
competitive terms from their wholesalers.

4.4 Regional pricing differences
Grocery prices differ across regions or states for a range of reasons, including differences in the supply 
costs of grocery products, the cost of delivering them to regional stores, the regional differences in the 
size and characteristics of demand, and differences in local competition.

Regional price differences are more pronounced among independent retailers than the MSCs. The size 
of regional differences in grocery prices and the reasons for these differences are discussed below.

12 See, for example: ACCC, Public Competition Assessment, Woolworths Limited—proposed acquisition of Jindabyne IGA Supermarket, 
Festival IGA Liquor, and Porter’s Liquor Licence, 26 June 2007, available at www.accc.gov.au/content/index.phtml/itemId/501191.

13 Competition between different local areas is unlikely in grocery retailing. Purchases of regular groceries in places where consumers do not 
mainly reside or work is uncommon. This implies, for example, that a Woolworths in Sydney would not compete for the customers of a 
Coles supermarket in Melbourne.
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Chart 5.1 Coles stores: distance to nearest Woolworths store

Source: MapInfo

Chart 5.2 Woolworths stores: distance to nearest Coles store

Source: MapInfo
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5.3 Price competition between the MSCs
In addition to the non-price elements of the retail offer, the MSCs compete to attract shoppers to 
their stores using lower prices. The form this price competition takes is affected by consumers’ price 
comparisons. As indicated in chapter 4, consumers make these comparisons in certain ways.

The analysis in chapter 4 indicated that the majority of consumers either compare prices on a limited 
range of products shortly before visiting the store, or compare prices over a longer period of time.4 This 
feature of consumer grocery price comparison influences the price strategies all supermarkets employ 
because it directly affects their ability to use prices to attract consumers into stores.

In general, supermarkets tend to choose a subset of items for promotions, or employ a pricing strategy 
known as everyday low pricing (EDLP). Supermarkets may also use a combination of both pricing 
strategies The MSCs employ both promotional and EDLP pricing.

Promotional pricing strategies

Promotional pricing (also known as hi-lo pricing) is common to retailing in many countries, particularly in 
grocery retailing.5 Promotional pricing can take various forms including multiple buys, such as ‘two for 
one’ offers, or temporary price reductions. At the most general level, this strategy uses price reductions 
on a smaller range of prices to attract customers performing their larger shopping trips into stores.

Particular items may be chosen more often for promotion if retailers target certain customers, 
or when seasonal factors cause higher demand for the items.6 In general, such promotions are 
typically temporary, because a substantial proportion of the additional sales generated might be 
at the expense of other brands sold by the supermarket. Additionally, promotions can also be of 
limited duration because eventually the additional sales start to reduce future purchases, as some 
consumers stockpile items.

The choice of products and the length of time they spend on promotion is usually negotiated between 
supplier and retailer. From the supermarkets’ perspective, the general objective is to generate additional 
foot traffic or to maintain current customer numbers. Promotions also provide benefits to suppliers, 
by encouraging consumers to buy the promoted brand over other brands. This increases sales for 
the duration of the promotion and also has the potential to create longer term benefits to suppliers if 
consumers are enticed to switch brands on a more permanent basis.

Promotions also benefit grocery retailers, by providing a point of difference to other competing 
grocery retailers. This can encourage consumers to change where they do their grocery shopping, 
generating greater benefits to the grocery retailer. In such cases the supermarket might contribute 
the majority of promotional funding used to reduce prices and pay for promotional advertising. In 
other cases, the benefits of promotions can accrue mainly to suppliers who instead provide more of 
the promotional funding.

4 As discussed in chapter 4, the ACCC consumer survey indicated that a large proportion of consumers (55 per cent) do not compare 
prices from one supermarket to another when choosing which retailer to visit. This suggests these consumers instead assess the value 
of supermarkets’ retail offers over time because the majority of respondents also indicated that price is very important. Of the remaining 
45 per cent who do compare prices, the majority reported doing so on the basis of a limited range of items. Those who compared prices 
across a wide range represented 15 per cent of all respondents.

5 Although promotional pricing can in some circumstances be the result of oversupply or errors in stocking levels, it is more often a 
deliberate strategy aimed at improving overall profitability.

6 For example, it has been suggested that greater promotions on certain items, such as disposable nappies, might reflect the supermarkets’ 
view of this group of consumers as more valuable, perhaps because the group tends to spend more at supermarkets than others. 
Discounting Christmas hams in December could reflect a similar motivation. Shoppers for the hams tend to spend more than other 
shoppers because they are often purchasing groceries at the same time in order to host their family get-togethers.
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It is therefore important to note that promotional pricing is often evidence of inter-brand competition, 
rather than solely representing price competition between supermarkets.

Everyday low pricing strategies

An additional pricing strategy used by the MSCs and other retailers overseas is everyday low pricing 
or EDLP. This strategy offers certain advantages over promotions in generating greater foot traffic. 
For example, the persistence of promotions has been known to ‘wear thin’ with some consumers, 
particularly those less willing to manage their timing of purchases with promotions or to spend 
additional time shopping for specials.

EDLP is a combination of pricing and communication strategies aimed at convincing consumers that 
prices are always lower across the broader basket of items when compared with their competitors. 
EDLP can have a greater impact with consumers who are less willing to adjust the timing of their 
purchases to take advantage of promotions. In addition, certain benefits might exist for retailers, 
including better inventory control and warehouse handling due to more stable and predictable demand.

The two price approaches can appeal to different customers in different ways. It is likely that EDLP is 
generally more attractive to time constrained consumers. Promotional pricing, on the other hand, may 
be more attractive to consumers who are generally less time constrained and are prepared to store 
items for later consumption.7

Both MSCs employ a combination of promotions and EDLP strategies.8 Coles Chief Operating Officer, 
Mick McMahon, told the inquiry:

… normal sell …  is only one dimension of the competitive dynamic. There’s the promotional activity, 
the way we structure our promotions, our move to try and give customers more trust in our pricing 
by moving to every day low prices, things like Rewind and so on.9

The likely success of either pricing strategy depends on the tastes of consumers and the relative 
proportions of consumers who prefer the pricing approaches at any point in time.

5.3.1 The pricing policies of MSCs

The pricing policies of the MSCs are based on a two-tier approach. At the first level, the head office of 
each MSC (or distribution centre for most produce) sets standard shelf prices and promotional offers 
(usually in conjunction with their suppliers) for each of their stores. The prices are set on the basis of 
a range of factors including the supply costs of the goods, the cost of freight to different stores, the 
operating costs of different stores, the retail prices of other major grocery chains and the identity and 
number of local competitors. This can result in different stores in the same chain having different shelf 
or promotional prices for the same product.

7 These distinctions, however, are rarely clear-cut. For example, retailers specialising in EDLP can be expected to also attract shoppers 
normally attracted to specials, who might split their purchases to obtain lower prices on certain items at predominantly EDLP stores. 
Similarly, time-constrained consumers can be attracted to other elements in the retail offer of stores undertaking more promotional pricing, 
such as better convenience or service levels.

8 ALDI employs a mostly EDLP strategy, although it has used promotions in its stores on some occasions.

9 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 28.



94 Report of the ACCC inquiry into the competitiveness of retail prices for standard groceries

Coles tends to more finely differentiate between its stores than Woolworths in setting its standard 
shelf and promotional prices. As Woolworths noted in the public hearings, it is moving to more 
uniform pricing across its stores. Mr Luscombe, Chief Executive Officer of Woolworths, noted during 
the public hearings:

… [O]ur long-term goal would be to try as much as possible to get to one price script. It’s not 
possible in fresh food because of the varying source of supply. [However] a packet of cornflakes is a 
packet of cornflakes. Obviously, a banana in Western Australia comes from Carnarvon, obviously [it] 
comes from either Coffs Harbour or far north in terms of the eastern states and … there are various 
growing regions that come into play through the year. So fresh food is always problematic but in 
terms of dry groceries and general merchandise, our goal eventually is to get to one national price 
script.10

At the second level, local store managers can reduce prices below the standard shelf prices. The 
local supermarket managers can make these adjustments in a range of circumstances. These include 
clearance of discontinued stock or stock approaching its use-by date and in response to local 
competition. The MSCs allow their local store managers to match the prices of local competitors, 
primarily for key or known value items (KVIs). Local competitors can be other supermarket chains or 
specialty retailers.

Mr Mick McMahon of Coles told the inquiry:

…[O]ur aim is to be competitive at a local level because customers make choices when they are in 
the shopping centre, when they are deciding which store to go to. So we want to be competitive at 
a local level…The store manager has the authority to lower prices to match on normal sells across 
330-odd products.11

Woolworths’ Chief Executive Officer, Mr Michael Luscombe, also described to the inquiry their local 
competitive pricing:

…[W]e have our local competition policy which says “for known value items”… the store manager 
for those items has the ability for – not when they’re on special but for standard shelf price, to 
actually go down to meet [a price] if they need to.12

The MSCs tend to have a competitive influence on each other’s price-setting undertaken at the local 
level, as well as more centrally at the head office level. For example, if Woolworths changes its retail 
prices, Coles may react by adjusting its standard shelf prices and/or promotional offers. The local Coles 
store manager may also react by matching the offer of a neighbouring Woolworths supermarket for 
KVIs. Coles’ reaction can include adjusting the prices across all its stores, or it may react on a more 
limited basis by adjusting the prices only in certain stores, depending on whether the Coles store has a 
Woolworths store in its neighbourhood.

The ACCC’s analysis of the pricing policies suggests that price competition is more intense on KVIs 
because these are the products the MSCs understand influence consumers’ choice of retailer. The 
pricing of some other products follows an EDLP strategy, such as Coles’ Everyday Low Prices items. 
However, the range of products this strategy is applied to by the MSCs appears narrower than, for 
example, the range of products it is applied to by ALDI.

10 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 53.

11 ACCC, public hearing transcript, Melbourne, 26 May 2008, pp. 26–27.

12  ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 53.
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5.4 Evidence of price competition between the MSCs
Measuring price competition between the MSCs is difficult. Nevertheless, there is some evidence of 
strong price competition. However, this seems to be confined to limited periods of time.

5.4.1 Recent price war between Coles and Woolworths 

Box 5.1 below details a series of media reports about a price war between the MSCs close to the 
middle of 2007. The reports indicate that Coles instigated a round of price discounting in an attempt 
to stem any loss of market share during the period of Coles’ change in ownership. During confidential 
hearings of the inquiry, Coles stated that it had ‘ramped up’ its promotional activity in order to kick-
start its sales in the second part of last year. Coles stated that Woolworths responded and within 
approximately six months things had returned to the previous level of promotional activity.13

Box 5.1 Media coverage of the Coles and Woolworths price war in 2007

According to ACNeilsen, the episode of price discounting lasted for two months during July and 
August.14 The change in promotional pricing was reported in the media at the time:

UBS analyst Michael Peet has been monitoring the price war between Australia’s two 
supermarket giants. It says (sic) the pair have been battling over ‘key SKUs’ for a month … 
[Coles] has been discounting Coke by up to 50 per cent, and Pepsi by 52 per cent, in the past 
month …UBS has pointed the finger at Coles for initiating a price war …15

Supermarket chains are slashing prices by as much as 60 per cent, triggering speculation of an 
all-out grocery price war as Woolworths tries to neutralise Coles’ efforts to regain lost market 
share.16

Media reports also conveyed the views of market analysts who said at the time that the price war 
could not continue:

UBS says the war cannot go on. ‘We view the deep discounting as a temporary phenomenon 
and believe pricing will return to normal levels as soon as Coles Group ownership is resolved,’ 
writes Peet. ‘With Woolworths having the larger sales base and being the lowest-cost operator, 
Coles or Wesfarmers would be unlikely to instigate a full-blown price war, in our view.’17

Similar suggestions were made by others:

Price discounting can be dangerous because at the company level, EBIT growth looks 
compelling, but if competitors respond, EBIT can fall sharply. Both Woolworths and Coles 
are likely to take moderate market share from smaller retailers, but the implication for their 
profitability is still negative.18

Reports indicating the price war had abated appeared in the media around October 2007:

[Woolworths CEO] Mr Luscombe said the discounting was starting to abate and would not have 
a material impact on margins. ‘In business, logic doesn’t always prevail – emotions sometimes 
get in the way – but it was short lived and our numbers show we did OK out of it,’ he said.19

14 15 16 17 18 19

13 This information was sourced from Coles’ confidential hearing session. The ACCC believes that disclosure is in the public interest and 
gave Coles an opportunity to comment on its disclosure.

14 ‘Retail World Annual Report,’ ACNeilsen, December 2007, p. 82.

15 Mark Hawthorn quoting UBS analyst Michael Peet, ‘Coles hopes that things go better with Coke’, The Age, 9 October 2007.

16 Sue Mitchell, ‘Grocers bring out the big guns in price war’, Australian Financial Review, 14 September 2007.

17 Mark Hawthorn quoting UBS analyst Michael Peet, ‘Coles hopes that things go better with Coke’, The Age, 9 October 2007.

18 Craig Woolford, ‘Stock up: great grocery discounts’, Citigroup Global Markets Equity Research, 24 August 2007.

19 Sue Mitchell, ‘Woolworths wins grocery price war’, Australian Financial Review, 24 October 2007.
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5.4.2 MSC local store pricing 

In order to assess the effects of local price competition, the ACCC conducted an extensive study of the 
MSCs’ local store pricing.

In the study, the ACCC constructed indices of the prices consumers paid for the same products at 
different stores. This was done separately for over 700 Woolworths supermarkets and for over 700 
Coles supermarkets. The indexes were constructed from the prices consumers paid for 10 000 grocery 
items, or stock keeping units (SKUs), across all product groups.

Once the price indices were constructed, the ACCC analysed the factors causing price differences 
across the stores (including the local presence of competing grocery retailers). This analysis was 
conducted on MSC pricing for each of three weeks in March 2007, October 2007 and May 2008, and 
for MSCs’ pricing over the full 2007 calendar year. Full details of the study and the results can be found 
at appendix D.

The MSCs can affect each other’s local store pricing in two ways.

First, they can influence the standard shelf prices and promotional prices set centrally by the other 
MSC on a store-by-store basis. As noted above, information provided to the ACCC indicates that the 
MSCs set different shelf prices and promotional prices depending on the presence of local competition 
(including the presence nearby of a competing MSC).

Second, the MSCs’ local store managers can also match local pricing of its competitors, including any 
competing MSC.

What the results indicate about the effects of local competition on MSC pricing 

It is important to note that the statistical analysis undertaken by the ACCC is only designed to 
estimate the effects of price competition measured in terms of differences in prices across stores. 
Price discounting by Coles could, for example, produce a pricing response from Woolworths across 
all its stores or all Woolworths stores in a state or territory. Such effects would not be captured by 
this analysis. Nonetheless, the local pricing responses to competing MSCs that are estimated in this 
analysis provide important insights into the competitive process.

The study estimates the effect the local presence of a competing store has on local store pricing. This 
can be understood by considering two different Woolworths stores: Woolworths Store 1 has a Coles 
store within 1 km, and Woolworths Store 2 has no Coles store within 5 km. The study estimates the 
differences between the prices paid by consumer for grocery items at the two stores, after taking into 
account or controlling for a range of other factors that may affect the local pricing. The difference can 
be attributable to the local presence of the Coles store.

MSCs react to the local presence of competing MSCs

The study found that during particular periods, the presence of a competing MSC had an important 
influence on local store pricing of the other MSC —specifically, over 2007:

consumers shopping at a Woolworths store with a Coles store within 1 km paid prices that were  •
on average around 0.7 per cent lower than the prices paid by consumers at a Woolworths store 
without a Coles store within 5 km

consumers shopping at a Coles store with a Woolworths store within 1 km paid prices that were on  •
average around 1.4 per cent lower than the prices paid by consumers at a Coles store without a 
Woolworths store within 5 km.
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Although these price differences might not be immediately noticeable to all consumers, the financial 
impact on the MSCs is significant. A difference of around one per cent in prices can have a large 
impact on the MSC’s EBIT margins. In 2006–07 these EBIT margins were 3.39 per cent (Coles) and 
5.76 per cent (Woolworths).

These effects are important for a number of other reasons. Around 50 per cent of each MSC’s stores 
have a competing MSC within 1 km, indicating that the effects are widespread. Moreover the effects 
were found across most product categories.

Local responses to competing MSCs were smaller in 2008

The influence of a competing MSC on local pricing seems to be smaller in 2008 than in 2007. In 
particular, for the week ending 18 May 2008, consumers shopping at a Woolworths store with a Coles 
store within 1 km paid prices that were on average around 0.2 per cent lower than the prices paid by 
consumers at a Woolworths store without a Coles store within 5 km. A similar difference existed for 
Coles. Consumers shopping at a Coles store with a Woolworths store within 1 km paid prices that were 
on average around 0.5 per cent lower than the prices paid by consumers at a Coles store without a 
Woolworths store within 5 km.

There are likely to be at least three reasons for this:

the period of price discounting, or price war, in 2007 •

the move by Woolworths to more uniform pricing •

the potential sampling errors associated with using only one week of data from 2008. •

Local response to an ALDI is similar to a competing MSC

Another result from the study is that the average effect of MSCs on local store pricing is similar to that 
of ALDI, despite ALDI offering a far smaller product range—specifically, over 2007:

consumers shopping at a Woolworths store with an ALDI within 1 km paid prices that were on  •
average around 0.7 per cent lower than the prices paid by consumers at a Woolworths store 
without an ALDI within 5 km

consumers shopping at a Coles store with an ALDI within 1 km paid prices that were on average  •
around 0.8 per cent lower than the prices paid by consumers at a Coles store without an ALDI 
within 5 km.

ALDI appears to have a far more significant effect on MSC local store pricing across the products it 
stocks than a competing MSC. The effect is more significant when considering that an ALDI typically 
stocks around 900 SKUs, whereas a typical MSC stocks over 25 000.

What does this mean for assessing price competition between the MSCs?

The analysis suggests that, at times, the MSCs have set significantly different prices depending on the 
local presence of a competing MSC. The impact of ALDI on the MSCs’ price competition was similar.

As suggested above, there appeared to be a large effect due to the 2007 ‘price war’ referred to earlier. 
This appears to have made the local reaction stronger.

Woolworths’ decision to move towards more uniform pricing is likely to alter the nature of the response 
to a competing MSC in future. Specifically, the competitive response is likely to occur more at the state 
and territory, rather than local store, levels. The prospect of stronger price competition between MSCs 
in the future is also discussed below.
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5.5 Factors making vigorous price competition less likely
Chapter 4 indicated how improvements to non-price elements of the retail offer can provide 
supermarkets with important advantages over rivals. The incentives for the MSCs to compete using 
prices depend on the profitability of doing so. In general, the profitability of price competition to grocery 
retailers depends on:

the number of additional customers (or sales) the price discounting will attract •

how long the additional customers can be kept and the additional sales sustained •

the profit the retailers would lose from lower prices on existing sales.  •

The prospects for winning greater market share using price discounting in turn depend on:

the response of consumers to price discounting •

any response from competing retailers to the price discounting •

the gross margins of the grocery retailers. •

Each of these factors is discussed below.

5.5.1 Consumer responses to price discounting 

The purpose of price discounting is to increase sales by encouraging consumers to change their choice 
of retailer. This requires conveying a lower price offer to consumers.

As discussed in chapter 4, consumers face difficulties in comparing prices across the range of items in 
their typical weekly shop. As a result, many consumers build up a picture of their regular supermarket’s 
price offer through their experiences over time. Immediately convincing those consumers of a superior 
price offer is likely to be difficult, even with extensive promotions and advertising.

If cheaper price offers are successfully conveyed to consumers, evidence from the ACCC consumer 
survey suggests many consumers would change where they shop (see chart 5.3).

Chart 5.3 Consumers likely to change supermarkets for a 5 per cent price change

Source: Respondents’ answers to the question: ‘How likely would you be to change to another local supermarket if it was 

5 per cent cheaper than your current supermarket for the same products that you normally buy?’ ACCC, survey of 

grocery consumers, April 2008.
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This chart indicates that 59 per cent of respondents felt they would be ‘somewhat’ or ‘very likely’ 
to change to another local supermarket if it were 5 per cent cheaper. It should be noted, however, 
that reducing prices on average by 5 per cent across all products would be a very significant price 
reduction. Such a price reduction would be likely to eliminate all or most of an MSC’s current EBIT 
margins.

5.5.2 Response of competing MSC to price discounting 

For those consumers who are responsive to lower price offers, the reaction of competing grocery 
retailers can prevent the price discounter from winning and retaining new customers. The following 
factors tend to make competitors’ reactions easier and more effective which impacts on the viability of 
price discounting.

Price transparency

There is a high degree of price transparency in grocery retailing. In many cases retailers are aware of 
changes in the prices offered by competing retailers even before many consumers are aware.

Coles and Woolworths closely monitor each other’s prices. These comparisons are regular (often 
weekly) and cover a broad range of products. Price monitoring of KVIs is conducted very frequently.

For example, Coles said:

… [W]e monitor prices very closely, and we believe that prices, at a local level, are what matter to 
customers and, hence, our strategy is geared at ensuring that the store manager has the authority 
to ensure they are competitive locally on over 331 product lines, and, as we have said earlier, at a 
state and zone level within a state, we make sure that we are competitive.20

Woolworths Chief Executive Officer Mr Micheal Luscombe also said:

… [W]e go out on a regular basis and check literally thousands of lines on a rotational basis every 
month and that gives us a much better idea of where we sit in the marketplace.21

Moreover, Coles and Woolworths have a good idea of the costs incurred by the other in sourcing 
products from suppliers. This enables both chains to distinguish aggressive price cuts from changes to 
underlying costs.

Price discounting is also more easily detected in concentrated markets. Around 80 per cent of each 
MSC’s stores are within 3 km of one another. Each operates around a third of all large supermarkets 
in Australia and, when combined, account for between 55 per cent and 60 per cent of consumer 
expenditure on grocery items.22

Response of competing MSCs 

After price discounting has been detected, the MSCs can and do respond rapidly. In some cases the 
price response can be very quick. As noted above, the MSCs’ local store managers can match the 
prices of local competitors (including the competing MSCs) on KVIs.

20 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 39.

21 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 47.

22 As of May 2008, Coles operated around 750 supermarkets with a sales area greater than 1000 m2 and Woolworths operated around 780. 
As discussed in greater detail in chapter 3, it is the ACCC’s view that Woolworths accounts for at least 30 per cent and Coles around 
25 per cent of consumer expenditure on grocery items.
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For other products, the response can occur within a week, when both MSCs regularly review their 
standard shelf prices. These reviews are based on a range of factors, including the prices of competing 
stores. Responding via advertised promotions could take longer.

Customers gained through price discounting can also be difficult to retain. The close proximity of most 
of the MSCs’ stores means that many consumers face negligible costs in changing the store they visit. 
In many cases, those customers willing to change stores in response to lower prices would be equally 
likely to change once a competing store responded.

The speed and effectiveness of competing MSCs’ responses tend to erode any gains in volumes to the 
MSCs initiating price discounting. Knowing such a response is likely tends to lessen the incentives for 
price discounting in the first instance. 

Prospect of price discounting developing into a price war

A significant risk to the MSC initiating price discounting is that it will escalate into a price war. As 
discussed earlier, around 80 per cent of the stores operated by each chain are within 3 km of one 
another. A competitive response to price discounting has the potential to affect the sales of both MSCs 
across a large majority of its stores.

The potential for negative consequences for the MSCs arising from a price war can be seen in the 
events of 2007 (see box 5.1, above). Financial press commentary at the time indicated that there were 
unlikely to be any gains to Coles from the price discounting. This suggests Woolworths’ response had 
been effective. This is likely to have dampened Coles’ incentive towards undertaking aggressive price 
competition in future, because Woolworths has demonstrated clearly that it will respond if Coles leads 
prices lower.

5.5.3 Lower profit margin on sales 

Lowering prices lowers profit margins. In order for price discounting to be profitable, the profit on 
additional sales must more than offset the lower margin on current sales.

An analysis was undertaken by the ACCC to determine the likely increase in the volume of sales before 
a given price reduction across dry groceries becomes profitable. This analysis indicated that if Coles 
lowered its average prices by 2 per cent, it would have to increase its volume of sales by a minimum 
of between 7 and 9 per cent before it could break even.23 Woolworths would require between 6 and 
8 per cent for the same price reduction.

This indicates that broad price competition, averaging 2 per cent across the dry groceries categories, 
would require winning substantial additional sales volumes to be profitable. A small fraction of such 
additional volumes could result from greater purchases made by existing customers. However, the 
bulk of such volumes would require the diversion of sales from other supermarkets, including the other 
MSC, which would most likely provoke a response aimed at limiting the loss of those sales.

5.5.4 Higher volumes driving costs down

The possibility that additional sales volumes may drive down the MSCs’ costs was also examined. 
Such cost efficiencies, or economies of scale, could alter the analysis above if the gain in sales volumes 
also reduced costs at the same time. 

23 Of course, it would be unlikely that Coles would lower all prices by 2 per cent. Rather, it could target the price decreases on certain items. 
Coles could instead decrease the prices of 10 per cent of its products by 20 per cent, for example. 
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This local pricing response by Coles to the presence of an ALDI store is particularly strong for a range 
of products (primarily private label products) that Coles consider are comparable to many of the 
products ALDI has on offer. For example, over 2007, for these products:

average prices consumers paid at a Coles store with the closest ALDI within 1 km were on average  •
around 5.1 per cent lower than the average prices consumer paid at Coles stores without an ALDI 
within 5 km

average prices consumers paid at a Coles stores with the closest ALDI between 1 to 5 km away  •
were on average between 3.4 and 4.2 per cent lower than the average prices consumers paid at 
Coles stores without an ALDI within 5 km.

As noted above, Woolworths has recently changed its pricing practice in respect of ALDI. Before the 
change, ALDI had a significant effect on Woolworths pricing at the store level. For example, over 2007, 
the average prices consumers paid at a Woolworths store with the closest ALDI within 1 km, were on 
average around 0.7 per cent lower than the average prices consumer paid (for the same products) 
at Woolworths stores without an ALDI within 5 km.11 As shown in chart 8.1, close to 16 per cent of 
Woolworths stores have an ALDI within 1 km. 

As noted by Woolworths, it has extended the pricing strategy applying to its supermarkets in the vicinity 
of an ALDI store to apply to all its stores in the eastern states:

So in the case of the eastern states, you know, we had a price script that was competing against 
ALDI stores when they were in that area. All stores in the eastern states that have ALDIs somewhere 
in it, now have that same price script except for, as I said, you know, Mt Isa and stores like that that 
are way off the beaten track.12 

As a result the effects of ALDI on Woolworths pricing at the store level now occur at the state level. 

Chart 8.1 Proximity of Coles and Woolworths stores to ALDI stores 

Source: MapInfo

11 Unlike Coles, if the closest ALDI store was more than 1 km from the Woolworths store it had little or no effect on the local Woolworths 
store pricing. 

12 ACCC public hearing transcript, Melbourne, 19 May 2008, p. 53.
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8.2.3 Conclusion—ALDI

ALDI competes effectively with the MSCs on price. ALDI’s effect on the pricing of the MSCs is 
significant for the products that the MSCs consider are most comparable to those offered by ALDI. 
These are primarily private label products. 

As part of a global retailer, ALDI has access to substantial amounts of capital. Given this situation, 
it was able to absorb losses until it established itself in the industry. Accordingly, its presence and 
growth should not be seen as evidence that barriers to entry are low, but perhaps as evidence that the 
Australian grocery industry is attractive for parties willing and able to risk the large amounts of capital 
necessary for large-scale entry.

8.3 Franklins
Franklins owns 74 stores and has six franchised stores, all of which are in New South Wales. It is a 
wholly owned subsidiary of Pick ‘n Pay Stores Limited, a large grocery retailer in South Africa. As part 
of the 2001 divestment of Franklins Limited by Dairy Farm International, Pick n Pay acquired 50 stores 
in the greater Sydney area and the brand name ‘Franklins’. At the same time, Pick ’n Pay acquired a 
further 20 Fresco-branded supermarkets.

Before 2001 Franklins was owned by Dairy Farm International and was a vertically integrated 
supermarket chain with distribution centres in all states in which it operated (Queensland, New South 
Wales and Victoria). In 2001 Franklins’ mass expansion and reformatting ended in failure, with Dairy 
Farm International exiting Australia in May 2001 and its 287 stores being sold to a number of entities, 
including Woolworths (71 stores), Coles, Pick ‘n Pay and IGA franchisees.

Between 2001 and 2005, Franklins was supplied with dry groceries by Metcash. In 2005 Franklins 
established its own distribution and logistics capabilities and buying team after terminating its supply 
arrangements with Metcash, claiming that it was unable to source products through Metcash at a 
price that allowed it to compete with Coles and Woolworths.13 Franklins is now vertically integrated and 
all Franklins stores are supplied by its two distribution centres. Franklins does not supply unbranded 
independent retailers and, currently, for a grocery retailer to be serviced by Franklins, it must either be 
corporately owned by Franklins or under the Franklins banner.

Franklins is able to operate a vertically integrated operation with its own distribution centre because its 
stores are in close proximity, with nearly all stores located in the greater Sydney area. Such proximity 
provides Franklins with the benefits of lower costs through economies of density. Grocery retailers such 
as FoodWorks that operate on a national basis do not have this same degree of density and would 
presumably find it much harder to establish in-house distribution options. Franklins’ ability to access 
capital through its established parent company may also have provided an advantage over other 
independent operators looking to expand or develop their own distribution facilities.

8.3.1 How does Franklins compete with MSCs?

Franklins predominately operates out of medium- or large-format stores with approximately one-third  
of Franklins stores being greater than 2000 m2.14 Franklins sets its prices in a similar manner to the 

13 ACCC, public hearing, Sydney, 1 April 2008, p. 48.

14 MapInfo.
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MSCs. It states that its policy is to ‘establish pricing that allows it to actively compete with the MSCs’.15 
Franklins states that it will adopt zone or regional pricing when necessary to remain competitive with 
the MSCs.16

8.3.2 Evidence of local price competition provided by Franklins

The ACCC is aware that both MSCs price check Franklins stores as part of their regular price 
monitoring of other retailers. This suggests that the MSCs consider Franklins pricing to be relevant to 
their own pricing.

The ACCC’s analysis of the MSCs’ local store pricing indicates that the local presence of a Franklins 
stores appears to affect Coles local store pricing, particularly for dry groceries (see appendix D). For 
example, over 2007, consumers shopping at a Coles store with the nearest Franklins store within 3 km 
paid prices for dry groceries that were on average around 0.8 per cent lower than the prices paid by 
consumers at Coles stores without a Franklins store within 5 km. Nationally, around 8 per cent of Coles 
stores have a Franklins store within 3 km (see chart 8.2). Looking only at New South Wales, around 
24 per cent of Coles stores have a Franklins store within 3 km. This effect on Coles’ local pricing is 
similar to the local presence of a Woolworths store, and is a larger effect than the local presence of an 
ALDI store. 

Franklins appears to have little effect on Woolworths’ local store pricing in any trading department. This 
does not necessarily mean that Franklins has no impact on the prices Woolworths offers its customers. 
It is possible that the effect Franklins has on Woolworths pricing occurs across all its stores in New 
South Wales, rather than at the individual store level.

Chart 8.2  Proximity of Coles and Woolworths stores to Franklins stores 

Source: MapInfo

15 Franklins, submission no. 104, p. 9.

16 ibid.
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8.3.3 Conclusion—Franklins

The local presence of a Franklins store has a strong impact on the pricing of Coles, particularly for dry 
groceries. Franklins has only recently moved to a vertically integrated model of grocery wholesaling and 
retailing. It is possible that its competitive influence on the MSCs may increase as it fully establishes this 
model. 

8.4 SPAR
SPAR commenced operations in Australia in 2002 by acquiring the Woolworths-owned Australia 
Independent Wholesalers distribution business located in Brisbane.17 While SPAR operates 
independently in each country, it states that SPAR International is the world’s largest food retailer, with 
approximately 15 000 stores in 35 countries.18

In Australia, SPAR is an independent grocery wholesaler that services 300 customers from a 40 000 m2 
distribution centre located in Brisbane, which stocks approximately 14 000 stock keeping units (SKUs). 
SPAR’s customers are located in Queensland, New South Wales, the Australian Capital Territory, the 
Northern Territory and the Pacific Islands. SPAR also provides marketing and retail support to over 130 
independently owned retail supermarkets and convenience stores under the SPAR and 5 Star banner 
groups.

8.4.1 Competition provided by SPAR

Most of the retail outlets supplied by SPAR are smaller format stores, servicing the convenience or 
‘express’ market. Only 11 SPAR supplied stores are above 1000 m2 in size.19 Many of the SPAR 
supplied stores are located in regional or rural areas. Both SPAR and 5 Star-branded stores have their 
own private label products.

The extent to which SPAR provides a competitive constraint on Metcash (as an alternative wholesaler) 
in the regions it operates is unclear. Based on evidence provided by SPAR to the ACCC, over 30 stores 
have shifted from the Metcash supply network to become customers of SPAR, indicating a degree of 
churn between the two wholesalers.20

SPAR informed the ACCC that it is seeking to expand its wholesale operations and establish a second 
distribution centre. It considers the ability to obtain sites as one of the main hurdles to expansion. SPAR 
stated that it would be able to increase its SKUs if it were to gain customers who required a larger 
range of SKUs.

8.4.2 Conclusion—SPAR

From the evidence available, it appears that SPAR-supplied retail outlets do not provide a significant 
constraint on the pricing of the MSCs. 

Given the evidence of customer churn between Metcash and SPAR, it would appear that some 
retailers consider the two wholesalers as substitutes. Given SPAR’s stated aim to expand its wholesale 
operations, it remains to be seen what impact a second independent wholesaler will have on Metcash 
in the geographic regions in which SPAR operates.

17 SPAR was then known as Australian Retail Logistix Limited. The current name emerged in October 2006.

18 See www.spar.com.au/corporate.asp.

19 SPAR, submission no.195, p. 1.

20 Email from SPAR to ACCC, 25 June 2008.
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8.5 Costco
Costco is one of the world’s largest retailers and operates an international chain of over 500 
membership warehouses in eight countries. It reported net sales of over US$63 billion in the 2007 
financial year.21 Costco operates out of simple warehouses and stocks a large range of products. 
Costco also operates petrol stations at a number of its United States and Canadian locations. It stocks 
3500 to 4000 SKUs across categories that include groceries, sporting goods, jewellery and office 
supplies. The company claims that size and efficiency of these warehouses allow for lower costs than 
traditional retailers. Costco is only open to members, offering business and individual memberships. 
Currently, the annual fee for membership in the US is US$50.

Media reports indicate that Costco intends to open its first Australian store in Melbourne’s Docklands 
precinct by mid-2009.22 The reports state that Costco will occupy a 14 000 m2 warehouse format 
store in the Docklands with construction to begin in September 2008. It is expected to stock about 
4000 product lines of groceries, whitegoods, electronics, cosmetics, jewellery, hardware and furniture. 
Costco has not announced a membership structure for its Australian store.

8.5.1 What competition will Costco offer?

The arrival of Costco will introduce a new style of ‘big box’ retailing to Australia. Media reports state 
that, as Costco derives the majority of its revenue through annual membership fees, it is able to price 
goods at between 8 per cent and 15 per cent above cost.23

Given that Costco will initially only have one outlet, it is unlikely that Costco will provide much of a 
competitive constraint on the MSCs, other than perhaps in a localised area. Also, given its different 
format, the extent to which consumers view it as a substitute to a full service supermarket remains to 
be seen.

The reported introduction of Costco appears to have initiated a competitive response from Metcash, 
which is reported to have said it may look to set up a wholesale membership club similar to the Costco 
model operating in the US. Metcash stated that it has previously unsuccessfully applied to operate 
Campbells Cash and Carry in this manner in areas not zoned as retail.24

21 Costco, 2007 annual report, p. 2.

22 C. Vedelago, ‘Costco warehouse retailer appeals to the big spenders’, The Age, 23 June 2008.

23 ibid.

24 Australian Financial Review, ‘Metcash tries to match Costco’, 25 June 2008.



Report of the ACCC inquiry into the competitiveness of retail prices for standard groceries 173

8.6 Competition between supermarkets and  
specialty stores

Supermarkets face competition from an array of specialty stores including butchers, fishmongers, 
bakeries, greengrocers, produce markets, pharmacies and Asian grocers. Australian Bureau of 
Statistics (ABS) data indicates that there are approximately 22 000 specialty stores in Australia.25 
The majority of specialty stores focus on fresh groceries and are a major reason the MSCs (and 
supermarkets overall) have a smaller percentage of retail sales of fresh groceries than packaged 
groceries. Specialty stores are diverse in nature, and source their products in a variety of ways. For 
example, bakeries often manufacture their own products, while greengrocers generally rely on local 
wholesale produce markets. Speciality stores may be stand alone stores owned on an individual basis, 
or part of a banner group, such as Harris Farm. 

Because of the vast number of specialty stores, it is difficult to assess the impact specialty stores 
have on the pricing of the MSCs. The ACCC is not in a position to quantify the price effects specialty 
retailers may have on the MSCs. However, it is possible to make qualitative comments regarding 
the interaction between supermarkets and specialty grocery retailers. This section draws on several 
sources of information including ACNielsen, Roy Morgan, the ACCC’s consumer survey and evidence 
given to the inquiry.

Competition between supermarkets and specialty retailers has evolved over time, as supermarkets 
have expanded their retail offer into areas that were traditionally the domain of specialty retailers. 
It is likely that deregulation of trading hours in many states and territories facilitated this move by 
supermarkets, enabling them to offer items that consumers would have otherwise purchased from 
specialty retailers. For example, in 1995 the Trade Practices Tribunal noted26:

The older classification of retail stores into supermarkets, top-up stores and convenience stores, 
with the chains dominating the first category, is becoming outmoded by reason of extended trading 
hours and increased customer mobility: a supermarket may be used for all categories of purchases.

Woolworths stated that there is vigorous competition between specialty stores and supermarkets as 
consumers ‘cross-shop’ between supermarkets and specialty stores. Woolworths submitted that this 
competition ‘is evidenced through the reality that:

consumers regularly compare the meat, seafood, delicatessen, bakery and fruit and vegetable  •
departments in supermarkets with comparable offers of speciality retailers;

Woolworths’ fresh produce departments closely monitor development in the range and pricing  •
of product ranges offered by speciality stores and

speciality stores monitor the fresh produce on offer at supermarkets such as Woolworths. • 27

Chart 8.3 shows the relative sales of various product categories achieved by MSCs, other 
supermarkets and specialty stores. The MSCs have a much lower share of sales of fresh produce 
than packaged groceries. The category of fresh produce where the MSCs have the highest share is 
deli (60 per cent). Across the other three fresh categories, the MSCs share of sales is fairly even at 
approximately 45 per cent to 50 per cent.

25 ABS, Counts of Australian businesses, including entries and exits, June 2003 to June 2007, cat. no. 8165.0.

26 Re Queensland Independent Wholesalers Ltd (1995) ATPR 41-438.

27 Woolworths, submission no. 134, p. 22.
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Chart 8.3 Sales of packaged and fresh groceries by retailer type

Source: AC Nielsen ScanTrack data and Roy Morgan survey data

The majority of respondents to the ACCC’s consumer survey shop at specialty stores as well as 
supermarkets. Chart 8.4 indicates that while 48 per cent of those surveyed had not been to a 
specialty store in their last 10 shopping trips, 27 per cent had visited between two and four times, and 
15 per cent between five and 10 times. Woolworths’ submission to the inquiry appears consistent with 
these finding, stating:

Over a third of shoppers visit speciality fresh outlets most often to buy their fresh produce, 
illustrating the strength of non-supermarket stores in providing a competitive fresh produce 
offering.28

Chart 8.4 Number of visits to specialty stores out of last 10 shopping trips

Source:  respondents answers to the question, ‘How many of the last 10 household grocery shops were made at a supermarket, 

how many at specialty grocery stores such as bakers and butchers and how many were at convenience stores or service 

stations?’, ACCC Consumer survey, April 2008.

28 Woolworths, submission no. 134, p. 1.
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The ACCC’s consumer survey found that overwhelmingly the most common reason given for shopping 
at specialty stores was the quality of the produce. This can be seen in chart 8.5, which illustrates that 
price was the second most important consideration when shopping at specialty stores, particularly in 
the fruit and vegetable category.

Chart 8.5 Reasons for shopping at specialty stores by product category

Source:  respondents answers to the questions, ‘Why do you make most of your meat and fish/bread/fruit and vegetables 

purchases at the speciality store?’, ACCC Consumer survey, April 2008.

Speciality retailers provide a competitive constraint on supermarkets for the fresh groceries category 
and, while most of the competition appears to be based on quality, there also appears to be an element 
of price competition. The extent to which specialty retailers compete with full-service supermarkets for 
the weekly shop, as opposed to top-up shopping, is unclear. Full service supermarkets would appear 
to have the advantage over specialty stores of being able to offer a one-stop shopping experience.

Supermarkets offer consumers the convenience of purchasing packaged groceries and fresh 
produce in the one store. While this may provide supermarkets with an advantage over specialty 
stores, the popularity of specialty stores indicates that the convenience factor is not overwhelming. 
For supermarkets located in a shopping centre, the convenience factor is likely to be minimal. This is 
consistent with the preference of specialty retailers to be located close to supermarkets. Bakers Delight 
submitted that the optimal position for it to be located is within a shopping centre, around other fresh 
food retailers and near the exit of the major supermarket.29

Further, there is evidence that the MSCs do compete on prices with specialty retailers, particularly at 
stores with specialty retailers nearby. For instance, the ACCC is aware that the MSCs monitor prices of 
some specialty retailers, particularly at the local level.30

29 ACCC hearing, Melbourne, 30 May 2008, transcript in confidence, p. 84, cited with the consent of Bakers Delight.

30 Woolworths, submission no. 134, p. 22; Coles, submission no. 157, p. 4.
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8.6.1 Conclusion—specialty stores

While supermarkets have a lower percentage of sales in fresh groceries than packaged groceries, 
they still command a substantial share of sales across the fresh categories. Sales of fresh groceries in 
Australia do not currently appear to be highly concentrated with sales spread between MSCs, other 
supermarkets and specialty stores. 

Specialty stores exert competitive pressure on supermarkets in the fresh categories. Speciality retailers 
are frequented by consumers both as top-up shopping visits (e.g. purchasing fruit from the local high 
street) and in conjunction with a major supermarket shop (e.g. buying fresh bread from a bakery and 
meat from a butcher co-located in a shopping centre with a supermarket).

8.7 Conclusion
ALDI provides strong price competition to the MSCs, especially in private label products. ALDI’s stores 
offer 900 products, have a limited range of brands for each product type, and stock products on 
shelves in pallets or boxes. Given the barriers to entry into grocery retailing (see chapter 9), grocery 
retailing models such as ALDI (or Costco) are the most likely source of greater price competition in 
grocery retailing in Australia. 

At the wholesale level, currently SPAR appears to only provide a weak competitive constraint on 
Metcash due to its limited volumes and geographic reach. Given its expansion plans, it remains to be 
seen to what extent SPAR can further compete with Metcash in the future.

Specialty stores command a significant share of retail sales in fresh groceries, and the ACCC 
recognises that they represent an important part of the grocery industry. Specialty retailers provide 
consumers with a significant alternative to supermarkets in purchasing fresh products. The vast number 
of specialty retailers and the low barriers to setting up specialty grocery outlets mean specialty retailers 
provide a strong competitive force in retailing fresh products.
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9 Barriers to entry and expansion in 
grocery retailing

Key points 

Lack of access to suitable sites is a significant barrier to the entry or expansion of supermarkets. •

Developers and shopping centre managers prefer to lease space to the MSCs over other  •
supermarkets. Having a Coles and/or Woolworths located in a shopping centre is almost 
essential for centre operators. While there are sound economic reasons for the MSCs being 
preferred, this significantly impedes the ability of competing supermarkets to access prime 
locations.

The MSCs also engage in deliberate strategies designed to ensure they maintain exclusive  •
access to prime sites. In particular, the MSCs include terms in their leases that effectively prevent 
centre managers leasing space in centres to competing supermarkets. These lease agreements 
can be considered under Part IV of the Trade Practices Act 1974. The ACCC is considering the 
application of Part IV of the Act to a number of these arrangements.

Supermarket operators also use planning laws on occasion to frustrate competitive entry,  •
sometimes in circumstances where they have no legitimate planning concerns.

More generally, state planning regimes, while designed to preserve public amenity, also act as  •
a barrier to new supermarkets being established in local areas. The ACCC recommends that 
consideration of planning decision should have specific regard to competition issues, particularly 
where the application contemplated would facilitate the entry into an area of a supermarket 
operator not currently trading in the area.

The MSCs have broadened their retail offer in recent years into areas such as petrol, liquor and  •
banking. While such expansion is often pro-competitive, it can potentially make it more difficult 
for new supermarkets to establish themselves if they have to match this broader retail offer to 
attract customers.

The most significant link between grocery retailing and other industries is petrol shopper docket  •
programs. While these programs may have increased barriers to entry, particularly for smaller 
retailers, they are only one part of the retail offer on which grocery retailers compete. Further, 
evidence suggests that these schemes have delivered benefits to consumers and promoted 
competition from other retailers.

9.1 Introduction
The ACCC considers that there are several barriers to entry that potential new entrants to grocery 
retailing face, as well as barriers to expansion for smaller players wanting to compete in supermarket 
retailing. Issues include the need to obtain the necessary scale to be competitive, natural barriers to 
entry (which may mean there is limited room for more major grocery retailers) and the need to obtain 
wholesale groceries at a price that enables other retailers to compete with the MSCs. These issues are 
discussed in detail in chapter 7 and are only briefly noted again in this chapter.
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Other important potential barriers to entry and expansion in grocery retailing are:

access to suitable sites for supermarkets •

the possible need to establish links with other forms of retailing (e.g. petrol).  •

These potential barriers to entry and expansion are discussed in this chapter.

9.2 Examples of entry
ALDI is the best example of a recent new entry to grocery retailing in Australia. ALDI is located across 
the eastern seaboard and has grown to have around 170 stores since opening its first Australian store 
in 2001. Many ALDI stores were developed on vacant or ‘greenfield’ sites, but more recently stores 
have been established in developed areas. ALDI stores are located primarily in metropolitan and urban 
areas, but there are also in excess of 20 stores in rural areas. ALDI states that an attractive prospective 
location should have an immediate catchment population in excess of 20 000 people. 

ALDI has raised concerns in relation to the barriers to entry it has faced. These predominantly relate to 
site access and are analysed in detail in section 9.4.2.

Despite this evidence of rapid and extensive entry, ALDI’s entry into grocery retailing in Australia should 
be considered in the context of its grocery offering. The sites it utilises are typically significantly smaller 
than the sites of major supermarkets. As was discussed in the previous chapter, ALDI only offers 900 
products, compared to a typical MSC, which will generally offer over 20 000 product lines in a store. 

This is not to suggest that ALDI does not provide a competitive tension in respect of the MSCs’ 
grocery offer. However, in the context of the issues being considered in this chapter—in particular, 
access to suitable sites—the fact that ALDI cannot meet the needs of a one-stop grocery shopper 
means that it does not face the same difficulties in accessing suitable sites as other potential entrants. 
Rather, as discussed further in section 9.4.1, after an initial reluctance, the MSCs have become more 
accommodating of ALDI in recent years in relation to site access. 

Other evidence of entry includes Costco, which has recently announced its intention to open its first 
Australian store in the Docklands, Victoria, in 2009.

Costco is a no-frills discount retailer that operates out of large warehouses and attempts to attract bulk 
shoppers. Costco Wholesale is one of the world’s largest retailers and operates an international chain 
of over 500 membership warehouses in eight countries. It reported net sales of over US$63 billion in 
the 2007 financial year.1 Costco stocks 3500 to 4000 stock keeping units (SKUs) across categories 
such as groceries, sporting goods, jewellery and office supplies, to name a few. This range includes a 
number of exclusive brands like the private label Kirkland Signature. 

Costco claims that the size and efficiency of these warehouses allow for lower costs than traditional 
retailers. Costco is open to members only, offering business and individual memberships. Currently, its 
annual fee for membership in the United States is US$50. Costco has not announced a membership 
structure for its Australian stores.

Other full-line, large-format retailers are also attempting to expand, the largest being Franklins in New 
South Wales. Others include Foodland in South Australia, FoodWorks, Supabarn in New South Wales 
and the Australian Capital Territory and Supa IGAs. 

Expansion of large full-line supermarkets is, however, slow. The main reason for this, according to those 
who gave evidence to the inquiry, is access to suitable sites.

1 Costco, 2007 annual report, p. 2.
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9.3 Barriers to entry and expansion due to economies of 
scale and scope

Chapter 7 considered cost savings that can be achieved by expanding the operations of a wholesaling 
business. Utilisation of economies of scale provides a business with a competitive advantage over 
smaller competitors and can act as a barrier to entry into the relevant market. The conclusions 
reached in chapter 7 with regard to economies of scale in grocery wholesaling are briefly restated here. 
Economies of scale in grocery retailing are also briefly considered in this section.

Economies of scale exist in the grocery industry as a high proportion of costs are either fixed or vary 
only marginally with product volume. Accordingly, at least up to a certain scale, businesses can lower 
the cost of their operations (per unit of output) through expansion. 

Economies of scale may be available to grocery retailers at the store level and organisation level, as well 
as at the wholesaler level. 

9.3.1 Retail store level

Economies of scale at the retail store level are obtained by increasing the volume of goods sold in 
the store. Economies are generated as operating and capital costs do not increase in proportion to 
product volumes or store size (e.g. administration and management costs, distribution costs, labour, 
rent and advertising). 

The cost structure of retail stores means that economies of scope—where the cost of supplying each 
product is reduced by increasing the range of products available—may also be available. A greater 
product range may also generate larger customer volumes as the trend towards ‘one-stop-shopping’ 
continues. 

9.3.2 Retail organisation level

Increasing the number of retail stores in a chain may lower the cost of operating each store. Savings 
are likely to come from four main sources:

Joint brand and product marketing. Product marketing will be more cost effective if all stores offer a  •
standard range of products and prices.

An allocation of administration, management and business support costs over a larger base. •

Potential for greater investment in operating systems and processes which allow for enhanced  •
information and data management capability.

Savings generated by buying larger volumes from suppliers. •

Independent supermarkets typically attempt to take advantage of some of the saving potential  •
available to the larger chains by operating under a banner group (e.g. IGA or Foodland). 

9.3.3 Wholesale level

Economies of scale in grocery wholesaling come from a range of sources. Larger wholesaling 
operations can spread the costs of distribution centres over greater volumes and can often better 
manage their working capital. Economies of density refer to reduction in unit costs in serving more 
stores within a given area. For example, increasing the number of stores serviced within a given area 
can reduce transport costs through better route planning and reduce working capital.
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Whether or not a company needs to be national or just regional to take advantage of these scale 
economies depends on the typical supply chain for different product lines (i.e. whether the products are 
sourced nationally or regionally). Although purchasing for some product lines may occur on a national 
level, most distribution occurs on a state, regional or store level—indicating that a new entrant may 
not necessarily need to operate nationally to be cost competitive. This is demonstrated in the industry 
presently, with Franklins operating in New South Wales only and ALDI operating only on the east coast.  

The availability of scale opportunities in the supply chain may differ between product categories. 
Factors such as the ability to centralise product distribution, product shelf life and concentration of 
retailers will all affect the level of economies that can be achieved. 

The ACCC believes that the difficulty for vertically integrated players such as Franklins and ALDI to 
build a ‘critical mass’ of stores within new regions—to gain access to these economies of scale and 
density—has hampered their ability to expand in Australia. 

The ACCC considers that there are substantial barriers to entry to setting up a new wholesale operation 
on either a national or state-wide basis. It is not conceivable that a new wholesaler will be immediately 
profitable. For a new wholesaler to be profitable, based on evidence received during the inquiry, the 
ACCC considers that it would be necessary to attract a significant number of retailers to ensure that 
significant volumes are passing through the wholesaling operation. 

The ACCC also considers that the wholesaler would need to not only attract individual retailers, but 
also larger chains of retailers, such as FoodWorks or Ritchies. As noted in chapter 7, this may be 
difficult for a new wholesaler to do, as Metcash has recently taken minority shares in some of the larger 
independent chains. Another alternative may be for an independent chain to break away from Metcash 
and set up their own wholesaling operation (as done by Franklins.)

Further, the ACCC considers that a wholesaling operation run on a state-wide basis rather than a 
national operation may more easily achieve the economies of scale needed. This is particularly true in 
some of the heavily populated east coast states. That said, it is impossible to comment definitively on 
the exact conditions needed in the wholesale grocery market to allow a second large wholesaler to 
compete against Metcash. As noted in chapter 7, Franklins, which has 80 stores, has publicly stated 
that it has reached the critical mass required to run a profitable, vertically integrated chain in New 
South Wales.2 As such, the ACCC considers that on a state basis, a wholesaler would need to have 
guaranteed sales of between $800 million and $1 billion to remain viable. 

9.4 Access to suitable sites 
Submissions to the inquiry raised concerns that access to suitable sites was a significant barrier to the 
establishment of independent supermarkets in local areas. 

Concerns related to the MSCs’ acquisition of vacant land suitable for development, duplication of sites 
by MSCs to exclude competitors and the MSCs developing shopping centres themselves or taking 
over existing centres. These issues are considered in detail in chapter 19, which examines acquisitions 
by the MSCs.

While all these issues were of concern, the most significant concerns raised by independent 
supermarket operators with relation to access to sites were:

shopping centre landlords’ preference to lease sites to MSCs over independent supermarkets •

2 ACCC, public hearing transcript, Sydney, 1 April 2008, p. 54.
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favourable lease arrangements for the MSCs •

restrictive provisions in the MSC leases that prevent landlords offering space in centres to other  •
supermarkets

planning laws restricting the development of new supermarkets. •

9.4.1 Access to sites—negotiations with landlords

As noted, a number of parties raised concerns regarding shopping centre landlords’ preference to 
lease sites to MSCs over independent supermarkets and favourable lease arrangements for the MSCs.

Evidence provided at hearings and in submissions to the inquiry

Access to sites within shopping centres
Metcash submitted that, as most customers undertake shopping activities in either shopping centres or 
retail activity centres, retailers must be able to secure sites in these locations to be competitive.3

Independent supermarkets gave evidence that developers prefer MSCs to anchor their centres, 
reflecting the MSCs’ proven track record and ability to drive foot traffic. The National Association of 
Retail Grocers of Australia (NARGA) also stated that independent supermarkets have trouble getting 
access to shopping centres because of landlords’ preferences to lease sites to the MSCs.4

Colonial First State (CFS) and Westfield expressed the view that anchor tenants are very important to 
shopping centres because the strength of the anchor tenant is crucial to the viability of the centre. They 
stated that they choose anchor tenants based on research and knowledge regarding which anchor 
tenant would be likely to generate the largest sales, and typically that is Woolworths and Coles. CFS 
and Westfield further stated that if other proven operators capable of driving sales existed, they would 
also be considered as anchor tenants but that typically this is not the case.5

Stockland indicated that supermarkets it would consider as anchor tenants in its developments were 
Woolworths, Coles, ALDI and, in some cases, IGA. Stockland indicated that, depending on the size 
of the development, smaller operators—for example, Harris Farm in New South Wales—could also 
be considered.6

Westfield submitted that the consequence of an anchor tenant refusing to come into a development 
would be that less retail space would be built than otherwise, including less space for specialty stores, 
as there would be less customer traffic to sustain specialty stores.7

A specialist fresh food retailer also provided confidential evidence that its sales would be significantly 
affected if it was trading in a centre where it was located close to an independent supermarket instead 
of one of the MSCs.

Tenant mix and number of supermarkets in centres
With respect to the number of supermarkets within centres, landlords generally indicated that the 
tenant mix depends on the size of the centre and getting the right mix of large anchor tenants and 

3 Metcash, submission no. 181, p. 33.

4 ACCC, public hearing transcript, Canberra, 9 April 2008, p. 20.

5 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 72; ACCC, public hearing transcript, Melbourne, 15 May 2008, p. 128; 
ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 61.

6 ACCC, public hearing transcript, Sydney, 2 April 2008, p. 44.

7 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 68.
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smaller specialty shops.8 Landlords indicated that there are no major disincentives to offering more than 
one supermarket site within a centre if the centre is of sufficient size to accommodate more than one 
supermarket.9

CFS stated that it is not in their interest to have a third full-line supermarket that undertrades in their 
centres. CFS submitted that there are not many centres in Australia with three full-line supermarkets all 
trading well. While some centres include three full-line supermarkets, CFS contended that one is usually 
making a very poor consumer offer.10 CFS argued that, in these circumstances, they would be better off 
bringing in a different type of retailer that does trade well and adds value to the centre.11

Coles also stated that there would be very few shopping centres in Australia able to accommodate 
three successful full-line supermarkets.12 

Westfield stated that, where a centre can clearly only accommodate one supermarket, one of the 
factors it looks at is competition within the area with a view to creating a point of difference within the 
centre that is likely to make it more attractive to customers.13 Specifically, Westfield stated that if one of 
the MSCs was dominant in the area they would generally seek to get the other chain into their centre.14

Lease terms
Master Grocers Australia (MGA) submitted that the MSCs’ market dominance affords them an unfair 
bargaining position in negotiating access to high-quality retail sites. The MGA stated that while this 
is a measure of the success of the MSCs, it compounds the difficulties independent retailers have in 
obtaining quality retail sites.15 The MGA stated that one consequence of this is higher rents charged to 
independents, which discourages them from expanding their businesses.16

Landlords submitted that anchor tenants are charged lower comparative rents for a number of reasons, 
including that they lease greater areas of space, enter into substantially longer leases (up to 25 years 
versus five years), and drive foot traffic for the centre and drive the success or otherwise of the centre.17 

NARGA and Metcash stated that the long-term leases entered into by MSCs require a substantial 
financial commitment which independents would not be able to match.18

Competition test for lease arrangements
In response to a question regarding the possibility of any new lease arrangement or developments 
being subject to a competition test, Woolworths stated that this would add a considerable cost to 
applications, which would eventually be reflected in grocery prices.

In response to the same question, CFS stated that, if, for example, such a requirement resulted in 
CFS having to lease space to an independent instead of an MSC, this may jeopardise the viability of a 
development. CFS stated that strong anchor tenants are important to developments and, if forced 

8 ACCC, public hearing transcript, Sydney, 2 April 2008, p. 46.

9 ACCC, public hearing transcript, Sydney, 2 April 2008, p. 47; ACCC public hearing transcript, Melbourne, 15 May 2008, p. 127. 

10 ACCC, public hearing transcript, Melbourne, 15 May 2008, p.137.

11  ibid., p.138.

12 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 90.

13 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 62.

14 ibid., p. 64.

15  Master Grocers Australia, submission no. 96, p. 10.

16  ibid., p. 11.

17 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 68; ACCC, public hearing transcript, Melbourne, 15 May 2008, p. 136.

18 ACCC, public hearing transcript, Canberra, 9 April 2008, p. 21.
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to lease to an independent instead of an MSC, there was a risk the independent would not generate 
sufficient sales to sustain the centre.19

Westfield stated that the impact of such a test would depend on the circumstances. If, for example, 
such a test could be used to exclude Coles or Woolworths from a centre, or require that ALDI or 
FoodWorks be granted access as an alternative to an MSC, this could change the viability of the 
development and potentially result in it not proceeding. Westfield considered that the impact of 
exclusion of an MSC from a centre could depend on whether they were replaced with a true ‘like for 
like’ operator.

ALDI’s access to sites
Evidence was provided to the inquiry that ALDI has been successful in obtaining leases in a number of 
shopping centres.

Generally speaking, landlords considered ALDI to be a beneficial addition to their tenant mix as they 
generate additional sales. Westfield and CFS stated that initially there was a level of concern by the 
MSCs regarding the introduction of ALDI to centres. However, that has now dissipated to the point 
where, if an ALDI is to be introduced to the centre, the MSCs would rather have the ALDI located 
nearby rather than in another part of the centre.20 

Similarly, Coles stated that ALDI is a complementary retailer and that in terms of foot traffic Coles would 
rather have ALDI located nearby in competition than away from a Coles supermarket.21

NARGA contended that ALDI has been successful in obtaining sites because the MSCs do not 
consider ALDI to be a serious competitor across the full grocery range that the MSCs offer.22

Assessment

As noted in evidence to the inquiry, faced with a choice, shopping centre owners have a strong 
preference for Woolworths and/or Coles as supermarket tenants in their centres compared with other 
supermarket operators. 

Anchor tenants, such as supermarkets, generate sales and foot traffic, which benefit all tenants and 
drive the success or otherwise of the centre. Woolworths and Coles have a proven track record of 
driving sales and are considered by many developers to be the only supermarkets that can successfully 
anchor a shopping centre development. Therefore, Coles and/or Woolworths are essentially considered 
almost ‘must have’ tenants for any successful, large-scale shopping centre. Almost inevitably, where 
there are two large supermarket sites available within a centre and Coles and Woolworths both wish to 
be present in the centre, they will be offered the sites. 

While the preference of centre owners to have Coles and/or Woolworths as tenants is a reflection of 
their importance to the success or otherwise of centres, it does create a significant barrier to entry for 
other supermarket operators, particularly given consumer preferences to undertake grocery shopping 
activities in these centres.

The extent to which the dominant presence of the MSCs in centres inhibits the ability for other 
supermarkets to successfully enter local markets is exacerbated by the fact that very few shopping 
centres in Australia are able to successfully maintain three full-line supermarkets. This, combined with 

19  ACCC, public hearing transcript, Melbourne, 15 May 2008, p. 144.

20 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 69; ACCC, public hearing transcript, Melbourne, 15 May 2008, p. 137.

21 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 84.

22 ACCC, public hearing transcript, Canberra, 9 April 2008, p. 20.
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the ‘must have’ status of Coles and/or Woolworths for centre owners, all but forecloses access to 
major shopping centres for independent retailers in most instances.

In short, developers are reluctant to offer prime sites to independent operators as they are unlikely to 
trade as successfully as the MSCs. Conversely, one reason, among others, that independent operators 
are unable to trade as successfully as the MSCs is an inability to access prime sites. 

As discussed in chapter 4, given that much of the competition that takes place between grocery 
retailers necessarily occurs at a local level, such barriers have the potential to impact significantly on 
local competition among grocery retailers. 

As well as affecting competition at the local level, the dominance of the MSCs in obtaining prime 
supermarket sites has broader network effects as it affects the ability of independents to establish a 
successful chain of stores necessary to compete with the MSCs at a regional, state or national level. 

Generally speaking, new supermarket developments will be pro-competitive. While it is clearly the case 
that alternative large-format supermarkets’ lack of access to prime sites creates a significant barrier to 
entry into local areas, forcing landlords to deal with alternative operators may not improve competition. 
Because the foot traffic driven by anchor tenants is a major consideration for both landlords and 
tenants in considering sites, removing one or both of the MSCs as a possible tenant may have the 
consequence of undermining the viability of a development.

In relation to ALDI, as noted above evidence was provided to the inquiry that ALDI has been successful 
in obtaining leases in a number of shopping centres and that the MSCs’ initial reluctance to have ALDI 
in centres in competition with them has dissipated over time. 

This is not to suggest that ALDI does not compete with the MSCs. Rather, it suggests that, given that 
ALDI is not a full-line supermarket the MSCs view ALDI customers as likely to make purchases from an 
additional grocery retailer. This means that if ALDI is going to enter a local area, the MSCs would rather 
have ALDI located nearby to them where they will be able to capture the additional customer spend.

Further, ALDI’s business model, which concentrates on limited lines in stores of around 1000 m2, also 
makes it less difficult for ALDI to obtain sites than larger full service supermarkets.

In these circumstances, given the differences in the ALDI business model, the ACCC considers that 
ALDI’s ability to obtain leases in major shopping centres is not indicative of the significant difficulties that 
other supermarkets encounter. 

As with the acquisition of land or a business, the ACCC is able to consider the acquisition of leases, by 
supermarkets or any other business, under the substantial lessening of competition test in s. 50 of the 
Act and other sections of Part IV of the Act. The ACCC will actively investigate lease arrangements or 
other acquisitions where there is evidence put before it that indicates that there is a likely breach of the 
substantially lessening of competition test.

9.4.2 Restrictive provisions in leases

A number of parties raised concerns regarding restrictive provisions in leases between shopping centre 
owners and MSCs. Broadly, these concerns related to clauses which:

prohibit the landlords from introducing a second, or third, supermarket over a certain size to the  •
centre for a specific period of time, or

provide for a significant reduction in the rent payable by the MSC if a second, or third, supermarket  •
over a certain size is introduced to the centre within a specified timeframe.
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Evidence was also provided of clauses in leases that give existing tenants first or last right of refusal 
over access to additional space in centres, such as for a discount department store or petrol site, 
and of clauses in deeds of surrender for leases which provide that the relevant site cannot be re-let to 
another supermarket operator.

Investigation of claims

Using its information gathering powers under s. 95ZK of the Act, the ACCC required Coles and 
Woolworths to provide copies of all leases between them and landlords which prohibit the landlord 
from granting a lease to a competitor or which contained any penalty, rent reduction or change 
in lease terms if the landlord grants a lease to a competitor. The ACCC also used its information 
gathering powers to obtain copies of leases and other information from shopping centre landlords and 
developers. 

Information provided by the MSCs and developers in response to the ACCC’s information requests 
confirmed that many leases entered into by the MSCs do contain restrictive provisions. These 
provisions most commonly take the form of a prohibition on the introduction of an additional 
supermarket, or provision of a sufficient reduction in an MSC’s rent if an additional supermarket is 
introduced so as to make it financially unviable for the centre to do so. These provisions generally have 
effect for a stipulated period of time, commonly around 10 years, although periods ranged from five 
years to the duration of the lease.

Relevant clauses in leases for smaller centres often prohibit the introduction of a second supermarket. 
In larger centres the prohibition is generally in relation to the introduction of a third supermarket. 

The restriction on new supermarkets entering a centre does not generally apply to grocery retailers 
below a size specified in the lease—generally somewhere between 500 m2 and 2000 m2 but most 
commonly around 1000 m2 or 1500 m2.

Submissions

A number of submissions identified clauses in specific leases which, they contended, had the effect of 
preventing them from establishing supermarkets in the centres in question. These submissions were 
generally made on a confidential basis.

It was submitted that these clauses restrict the ability of competitors of the MSCs to access sites in 
prime locations, often forcing them to pursue opportunities in less desirable locations or preventing 
them entering the relevant area altogether. In a public submission, Metcash argued that such clauses in 
leases entrench the position of MSCs.23

ALDI submitted that these clauses are used by the MSCs to reduce competition. ALDI stated that 
the MSCs have hundreds of such provisions in place in centres around Australia which restrict ALDI’s 
access to shopping centres that they would otherwise be interested in moving into.24

How are such restrictions justified?
Coles stated that its standard leases generally have a restrictive provision in them; however, these 
standard documents form the basis of negotiations such that the clause may or may not be included 
in executed lease depending on the specific circumstances and negotiations between Coles and the 
developer.25

23 Metcash, submission no. 181, p. 33.

24 ALDI, submission no. 241, p. 2.

25 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 81.
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Woolworths stated that it generally enters leases for periods of around 20 years. In agreeing on 
applicable rent or other terms and conditions, consideration is given to a whole range of issues that 
creates the environment in which Woolworths can operate in that particular area, including tenant mix.26 

Based on representations from the landlord about what the makeup of the centre will be, Woolworths 
makes an assessment of sales potential. Such assessments are influenced by issues such as how 
many other supermarkets will be in the centre. Leases and base rent negotiated with the landlord are 
determined on the basis of potential sales.27 

Woolworths stated that restrictive provisions in leases are a mechanism by which the environment 
promised by the landlord, on which rent is based, is protected.28

Woolworths also provided a submission, supported by econometric analysis from Concept Economics, 
which argued that restrictive provisions:

have no adverse effect on the likelihood of a competitor being located within 3 to 5 km of a  •
Woolworths supermarket (or in the same centre in the case of independents)

are not associated with a statistically significant impact on average store level prices and in fact  •
are associated with somewhat lower store level prices, although the effect is not statistically 
significant.29

CFS stated that restrictive provisions are sometimes included in leases but, when agreeing to 
these provisions, CFS will look at the potential sales opportunity for the site and will generally time 
limit restrictive provisions to the point in time when the centre could successfully sustain another 
supermarket.30 

CFS also noted that the other way in which restrictive provisions are limited to the point in time when 
the centre could successfully sustain another supermarket is by a provision that they expire when a 
certain level of turnover is reached.31

CFS stated that they would not be concerned if restrictive provisions in their leases were banned.32 
Westfield also stated that such a ban would not be a bad thing and would be unlikely to have any 
substantial ramifications on its business.33 

Woolworths stated that, in relation to such a prohibition, rents paid by supermarkets reflect the 
environment that has been agreed with the landlord at the commencement of the lease and involve a 
significant capital commitment from Woolworths.34

Assessment

Application of the Act to restrictive provisions
A number of supermarket operators provided the ACCC with specific examples of leases between the 
MSCs and shopping centres which, they contend, have prevented or delayed their entry into a centre. 
This evidence was credible and specific.

26 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 75.

27 ibid., p. 76.

28 ibid., p. 75.

29 Woolworths, submission no. 237, p. 5.

30 ACCC, public hearing transcript, Melbourne, 15 May 2008, p. 132.

31 ibid., p. 132.

32 ibid., p. 143.

33 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 81.

34 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 91.
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Given that the ACCC is satisfied that most competition between grocery retailers occurs at the local 
level, any agreement which has the effect of blocking competitive entry has the potential to limit 
competition and potentially raises concerns under the Act.

Section 47(4) of the Act regulates the acquisition of goods or services, which includes leases. It covers 
any acquisition made on condition that the supplier will not supply, or will limit the extent to which they 
will supply, goods or services to another person. Acquisition on such a condition is prohibited where 
the purpose or likely effect of the acquisition is a substantial lessening of competition. 

Section 46 of the Act may also be applicable in circumstances where a party with a substantial degree 
of market power has taken advantage of that market power to prevent entry.

ACCC’s approach to restrictions
The ACCC accepts that there are some circumstances, particularly in areas of projected future 
population growth where centre developments are occurring, where a guarantee of a period of 
exclusivity may encourage a supermarket operator to enter a centre that they may not otherwise enter. 
Accordingly, these provisions play a role in attracting an anchor tenant to a complex which may not be 
built without that tenant. In these circumstances, provided there is no evidence of an anti-competitive 
purpose and good evidence that there would be no competitive entry even if the clause were removed, 
the ACCC may not have significant concerns.

However, in the vast majority of leases in larger metropolitan centres, there appears to be little 
justification for these clauses other than to prevent competitive entry. While such clauses guarantee 
a return on a supermarket’s investment by creating certainty as to the competitive environment, at 
least within the centre, it does not appear that the commercial risk undertaken by the supermarket in 
entering the centre in these instances justifies such exclusivity. 

Rather, it would appear that in these cases restrictive provisions are sought so as to maximise the 
profitability of the supermarket by restricting its exposure to competing grocery offerings. 

Such clauses, by their nature, restrict the ability of other supermarkets to compete with the operator 
entering into the restrictive provision as they create a significant barrier to entry to competing 
supermarket proprietors. While potential competitors are only excluded from the particular centre by 
any individual arrangement, as discussed above in section 9.4.1, many consumers have a strong 
preference for conducting grocery shopping in major centres. Indeed, such exclusivity would not be 
so valued if tenants considered that supermarkets outside of the centre were likely to be as strong a 
competitive constraint as those within the centre. 

The ACCC is satisfied that landlords already have a strong incentive to ensure that the tenant mix in a 
centre is such to ensure tenants trade profitably, and there are few incentives for competitors to enter a 
centre if the potential turnover does not justify it. These market factors should be enough to ensure that 
investments are appropriately protected.35

Further, while potential competitors are only excluded from the particular development where the 
restrictive provision is in place, the prevalence of such provisions, along with the scarcity of suitable 
large sites, particularly in built-up metropolitan areas, means that the effect of restrictive provisions can 
be far broader than simply excluding potential entrants from the particular development. 

35 The ACCC is aware of a number of instances where landlords have refused a request by one of the MSCs for an exclusivity clause in a 
lease but none where the MSC has chosen not to enter the centre as a consequence of the refusal.
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As well as acting as an impediment to entry into local areas, restrictive provisions in leases also act as 
a broader barrier to entry, particularly for independent chains, as access to prime sites across a range 
of locations is restricted, which serves to entrench the dominance of the MSCs both in localised areas 
and more broadly.

The barriers to competitive entry created by restrictive provisions are further entrenched given the 
preference Australia’s retail planning laws give to existing centre developments over new developments, 
as discussed in section 9.4.3.

Developers questioned by the ACCC in relation to inclusion of restrictive provisions in leases stated that 
they would not be concerned if such provisions were prohibited. This tends to indicate that landlords 
do not consider such clauses necessary in order to attract supermarket tenants to developments. 

Time limits on restrictive provisions
Some landlords stated that they will generally time limit restrictive provisions to the point in time when 
the centre could successfully sustain another supermarket; therefore, absent the restrictive provision, it 
would be unlikely that they would add a new supermarket prior to the provision expiring.

While this may be true in many cases, the ACCC also heard evidence from landlords that, in some 
instances, inclusion of these clauses in leases is a result of the bargaining power of the MSC, based 
on specific circumstances in the local area and/or circumstances surrounding the negotiation of the 
particular lease.

The ACCC considers that landlords having the freedom to add new supermarkets to centres as 
consumer demand dictates will be of far greater benefit to the competitiveness of the grocery industry 
than MSCs enjoying the benefits of restrictive provisions insulating them from the competitive tension 
that competing supermarkets provide.

Deeds of surrender
The ACCC also received evidence during the inquiry of deeds of surrender for supermarket sites, 
including a clause preventing the landlord re-letting the site to another supermarket operator.36 This was 
done in centres where both MSCs were represented and a third alternative supermarket was a possible 
new tenant on the site. 

The ACCC sees no reasonable basis on which such clauses would be entered into other than to 
prevent a competing supermarket establishing itself in the local area, and no evidence was provided in 
response to questions posed by the ACCC to suggest a contrary intention.

The ACCC considers that such clauses serve to restrict competition between grocery retailers, 
particularly in the context of Australia’s planning and zoning laws, which, as discussed in section 9.4.3, 
place strict limits on the availability of new sites for retail developments.

Conclusion

The ACCC acknowledges that there are some circumstances where the guarantee of a period of 
exclusivity to a supermarket may assist in encouraging a development or may assist the entry by a 
supermarket into the relevant centre. This is likely to result in greater competition in the local area and in 
these circumstances the lease arrangements will be unlikely to raise concerns under the Act.

36 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 79.
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However, in many cases, restrictive provisions in supermarket leases appear to be employed simply to 
maximise the profitability of a supermarket by restricting its exposure to competition. 

As noted, restrictive provisions in supermarket leases are prohibited under Part IV of the Act in 
circumstances where they have the purpose or effect of substantially lessening competition. However, 
prior to this inquiry, very few concerns had been raised with the ACCC regarding these lease 
arrangements and the arrangements have not, to date, been a focus of the ACCC’s enforcement 
activities. 

During this inquiry, however, significant concerns have been raised with the ACCC in relation to the 
impact of some of these arrangements on competition in local areas, and considerable information 
regarding the operation of these clauses has been collected. Flowing from this, the ACCC is 
considering the application of Part IV of the Act to a number of these arrangements. The ACCC 
encourages independent retailers who have evidence that existing arrangements affect their ability to 
establish new sites to contact the ACCC. The ACCC’s assessment as to the competitive effect of any 
particular arrangement will depend on the specific nature of the restriction and the characteristics of the 
market in which the restriction applies.

Some parties suggested to the inquiry an outright ban on restrictive provisions in leases, or restrictions 
on their enforceability beyond a certain point—for example, five years after the lease is entered into. 
However, the ACCC does not propose to recommend an industry specific legislative amendment in 
circumstances where the application of the existing provisions of the Act to restrictive provisions in 
leases is yet to be fully explored.

The ACCC’s consideration of a number of relevant lease arrangements flowing from information 
obtained during the inquiry will provide an opportunity for the application of Part IV of the Act to these 
arrangements to be considered. If, following this assessment, the ACCC is not satisfied that the 
existing provisions of Part IV provide an effective mechanism for dealing with restrictive provisions in 
supermarket leases, consideration should be given to whether legislative amendment to address these 
concerns is appropriate. 

9.4.3 Planning and zoning laws

Many interested parties raised concerns during the course of the inquiry that state planning and zoning 
laws act as a barrier to entry to the establishment of new supermarkets in local areas.

The Productivity Commission’s consideration of planning issues

On 13 December 2007 the Productivity Commission released its draft report into the market for retail 
tenancy leases in Australia.37 Among other issues, the report considered the extent to which planning 
laws affect competition between retailers. The draft report recommended the following:

While recognising the merits of planning and zoning controls in preserving public amenity, States 
and Territories should examine the potential to relax those controls that limit competition and restrict 
retail space and its utilisation.

The Productivity Commission’s considerations and findings in respect of this draft recommendation are 
summarised below. 

37 The information in this section is taken from: Productivity Commission, The Market for Retail Tenancy Leases in Australia, draft report, 
November 2007, pp. 58–60, 191–96, 215.
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State and territory governments have formed planning policies around the ‘centres policy’. Centres 
policy seeks to set in place systems that exploit the benefits of concentrating activities in one location. 
This is based on the notion of combining major trip-generating activities in the one location to reduce 
car usage and traffic congestion and make better use of public road and transport infrastructure.

Other benefits, it is argued, of centres policy include:

improved access to retail, commercial, health, education, leisure, entertainment and cultural  •
facilities, along with cultural and personal services

increased competition, collaboration and innovation among businesses from clustering. •

In terms of retail zoning, the centres policy has concentrated retail activity into specific locations. A key 
determinant in this respect has been access to public transport and other infrastructure. These policies 
are aimed at reducing or eliminating the emergence of new retail concentrations outside identified 
centres. Instead, planning policies aim to induce new retail investments in underdeveloped or poorly 
maintained existing developments—particularly strip shopping centres in main transport corridors. 

Limiting ‘non-centre’ developments has also been prompted by concerns over congestion and 
availability of infrastructure. Creation of trip-generating activities outside of centres for which 
infrastructure has been developed (and for which continued development is planned) has the potential 
to put strain on existing infrastructure and create externalities such as congestion.

Submissions to the inquiry contended that these restrictions could limit the supply of supermarket 
space, particularly at the shopping centre level, create barriers to new retail concentrations and 
increase ownership concentration of retail space.

The Productivity Commission’s draft report concluded that the extent that planning laws and zoning 
regulations have altered market provision of retail space is unclear and needs further consideration. 
However, while important for urban development, planning and zoning restrictions restrict competition 
in the supply and use of retail space.

The Productivity Commission concluded that there is scope to increase retailing opportunities and 
competition in the retail tenancy market for the benefit of new entrants to the sector and consumers 
more generally. While recognising the merits of zoning and planning controls in preserving public 
amenity, the Productivity Commission’s draft report concluded that the application of such controls 
restricts the availability and use of retail space and in some circumstances could reduce competition 
in this market. The Productivity Commission considered that it would be appropriate for state and 
territory governments to examine the potential impacts that zoning and planning controls might have on 
competition in the market for retail space. 

Evidence provided at hearings and in submissions to the grocery inquiry

Impact on competition of existing planning and zoning laws
The MGA, the Koundouris Group, Franklins and Urban Taskforce Australia argued that by making it 
difficult to obtain sites, local planning laws act as a barrier to expansion of independent supermarkets.38

Metcash and Franklins also submitted that delays in planning application processes are a significant 
impediment to new developments. Franklins cited an example where, they claimed, it had taken them 
six years to negotiate and build due to the planning process.39

38 Master Grocers Australia, submission no. 96, p. 11; Koundouris Group, submission no. 35, p. 4; Urban Taskforce Australia,  
submission no. 62, p. 3.

39 ACCC, public hearing transcript, Sydney, 1 April 2007, p. 56.
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Franklins stated that planning laws are not attuned to commercial reality and areas zoned as retail 
are not necessarily in appropriate locations. Further, Franklins submitted that government initiatives 
to increase population density have created demands for retail space that cannot be met by existing 
planning criteria.40

Submissions also raised concerns that planning laws favour the expansion of existing centres over new 
developments so as to concentrate retail developments in established centres.

The Shopping Centre Council of Australia (SCCA) stated that Australian planning laws have not resulted 
in a shortage of retail space.41

The SCCA submitted that, while planning laws control and restrict the location and usage of retail 
space, they do not impose any greater constraint on the retail property market than they do on other 
property markets. The SCCA submitted that government intervention in this respect is designed to 
minimise environmental and economic costs to the community of dispersed retail and commercial 
development, and maximise public benefits.42 

Urban Taskforce Australia argued that new supermarkets and larger food stores are being denied the 
opportunity to compete with existing shopping centres, resulting in less choice and higher prices for 
groceries and everyday household goods.43 

The Koundouris Group, NARGA and Urban Taskforce Australia each argued that local government and 
planning bodies should be more attuned to competition issues.44 

Stockland stated that, although there are exceptions, as a general rule competition issues are not 
considered by councils in considering development proposals.45

NARGA submitted that planning issues need to be addressed to prevent further consolidation of 
local markets. NARGA noted that competition issues are not generally considered by state or local 
government planning authorities. NARGA cited an example in Hurstville where, it states, Coles was 
allowed to open a new supermarket within 100 metres of an existing Coles stores. NARGA argued that 
in an ideal world Coles would have been required to divest its existing store before opening the new 
store so as to allow another competitor into the area.46

Urban Taskforce Australia argued that planning systems should be about protecting the community 
from congestion, noise and the loss of cultural and environmental assets but, instead, planning laws are 
protecting existing retail landlords from the threat of competition. Urban Taskforce Australia argued that 
the centres policy also gives landlords the opportunity to charge higher rents.47

Franklins stated that rezoning applications are a long and slow process and local council development 
approval processes are too complicated.48 The MGA contended that, while the MSCs are well 
resourced to fight public protests and engage in public relations campaigns highlighting the benefits of 
developments, the independent sector is not.49 

40 Franklins, submission no. 104, p. 10.

41 Shopping Centre Council of Australia, submission no. 203, cover letter.

42 ibid., p. 29.

43 Urban Taskforce Australia, submission no. 213, cover letter.

44 Koundouris Group, submission no. 35, p 4; NARGA, submission no. 129, p. 33; Urban Taskforce Australia, submission no. 213, cover 
letter.

45 ACCC, public hearing transcript, Sydney, 2 April 2007, p. 49.

46 National Association of Retail Grocers of Australia, submission no. 129, p. 33.

47 Urban Taskforce Australia, submission no. 213, cover letter.

48 Franklins, submission no. 104, p. 10.

49 Master Grocers Australia, submission no. 96, p. 11.
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Use of planning laws by the MSCs to deter new entry
In response to questions asked by the ACCC in a public hearing, Woolworths stated that planning 
objections lodged by it, while lodged under the grounds allowable under the relevant legislation, are 
generally lodged to protect Woolworths’ commercial interests.50

In response to questioning by the ACCC regarding Woolworths’ use of planning objections to prevent 
competitive entry to a market, Woolworths’ CEO, Michael Luscombe, stated:

We’re a public company that is in retailing and the way we grow our company is by growing 
our sales and one of the ways we grow our sales is to both have our opportunity for new stores 
protected and secondly, to try to protect existing business.51

Woolworths stated that lodging planning objections to prevent competitive entry was engaged in 
fairly regularly by other retailers and was a practice adopted by Woolworths where Woolworths had a 
commercial interest, be it an existing or planned future interest, to protect.52

Woolworths stated that it was more common for its competitors to lodge planning objections in respect 
of its developments than vice versa and that Woolworths had only objected to 22 developments  
since 2005.53

Coles stated that they do, on occasion, lodge planning objections to protect their own commercial 
interests but that it is not standard practice.54 

Submissions to the inquiry stated that leases between shopping centre landlords and MSCs sometimes 
require the landlord to object, as a matter of course, to competing developments.

Woolworths confirmed that their leases with shopping centre landlords sometimes do contain such 
clauses. Woolworths noted that such appeals will not be successful if the development application 
conforms with the law.55 Coles stated that such provisions are rare in its leases.56

Urban Taskforce Australia submitted that objections to proposed developments are also routinely 
lodged by shopping centre owners to protect their existing business.57

Independent supermarket operators also gave confidential evidence at the hearings that MSCs have 
objected to their liquor licence applications in order to protect their own commercial interests. In this 
respect, independent supermarkets contended that attaching a liquor arm to their grocery business 
would add value to the business and allow them to compete more effectively with the MSCs. The 
Koundouris Group submitted that opposition from MSCs to it obtaining liquor licences has been an 
impediment to expansion of its chain of Supabarn stores.58

Woolworths stated that, similar to planning objections, it will on occasion object to applications 
by competing grocery retailers for licences to establish liquor stores. As with planning objections, 
Woolworths stated that such objections are lodged to protect Woolworths’ existing business.59

50 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 64.

51 ibid.

52 ibid., p. 65.

53 ibid., p. 66.

54 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 73.

55 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 80.

56 ACCC, public hearing transcript, Melbourne, 26 May 2008, p. 74.

57 Urban Taskforce Australia, submission no. 240, p. 1.

58 ACCC, public hearing transcript, Canberra, 8 April 2008, p. 31.

59 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 66.
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Amendments to planning laws to take account of competition issues
The MGA submitted that local governments should be able to take into account the long-term benefits 
of independent supermarkets and in particular their strong community ties when assessing planning 
applications.60 

NARGA suggested that competition issues should be required to be taken account of in local planning 
decisions. In particular, NARGA suggests that any development in the grocery retailing sector should be 
subject to a competition or public interest test specified or approved by the ACCC.61

Urban Taskforce Australia stated that an overhaul of state governments’ centres policies would mean 
greater competition and would give people more choice. Urban Taskforce Australia submitted that 
planning laws should encourage retail developments that would take pressure off these highly congested 
areas and promote more pedestrian friendly communities while still facilitating transport use.62

Westfield stated that amending planning laws to take account of competition issues would add another 
layer of complexity to the process and may result in developments happening more slowly, developments 
not getting built and, in fact, less competition. Westfield considered that the merits of such a proposal 
would depend on how it operated and the number of players that were in the market overall.63

Metcash contended that simply reducing the level of planning regulation risks further restricting 
competition as it may result in the MSCs, which have significant capital reserves, securing large masses 
of sites, locking out independents.64

Urban Taskforce Australia recommended that planning authorities should not be able to consider the 
impact on other retail businesses, such as loss of trade by incumbents to potential new entrants, when 
making zoning decisions or assessing individual developments.65

ACCC assessment

State and territory planning laws which limit the availability of retail space by definition restrict 
opportunities for new supermarkets to establish within areas. 

The majority of new retail developments are required to be supported by an economic impact 
assessment that concludes there is a community need for a new retail development. This conclusion 
is reached having regard to the provisions of the relevant planning scheme and the impact of the new 
retail development on existing retail developments. However, broadly speaking, little regard is had to 
competition issues in considering zoning or planning proposals. 

Restrictions created by planning laws, and in particular the adoption of centres policies, are particularly 
acute for independent supermarkets who, for the reasons outlined in sections 9.4.1 and 9.4.2, find it 
comparatively more difficult to obtain access to sites within existing shopping centres and therefore rely 
more heavily on the availability of new sites in an area to establish themselves.

60 Master Grocers Australia, submission no. 96, p. 11.

61 National Association of Retail Grocers of Australia, submission no. 129, p. 34.

62 Urban Taskforce Australia, submission no. 213, p. 10.

63 ACCC, public hearing transcript, Melbourne, 12 May 2008, p. 81.

64 Metcash, submission no. 217, p. 4.

65 Urban Taskforce Australia, submission no. 222, p. 4.
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Further, the complexities of planning applications, and in particular the public consultation and 
objections processes, while soundly based, provide the opportunity for incumbents to ‘game’ the 
planning system to frustrate or prevent potential competitors entering local markets.

In evidence provided to the inquiry, Woolworths stated that they lodge planning objections where it 
is in their general interest to do so. When questioned about a specific planning objection lodged by 
Woolworths in respect of a proposal to upgrade an independent supermarket in Appin, New South 
Wales, Woolworths acknowledged that the grounds on which it had lodged the appeal—traffic and 
access, heritage, noise impact and overshading—had no impact on Woolworths. Rather, Woolworths 
acknowledged, the objection was lodged for the purpose of pursuing a commercial opportunity.66

Woolworths stated that lodging planning objections to prevent competitive entry was engaged in 
fairly regularly by other retailers and was a practice adopted by Woolworths where Woolworths had a 
commercial interest, be it an existing or planned future interest, to protect.67

It is clear that in these instances the commercial interest at stake is the ability to continue to trade in 
the area, or move into the area in the future, free of the competitive tension that the competing retailer 
lodging the planning application would otherwise provide.

Further, the ACCC has previously considered instances where the MSCs have entered into anti-
competitive agreements by which they objected to liquor licence applications by other parties and then 
proposed restrictive agreements with those parties aimed at limiting the extent to which the parties 
would compete with Woolworths and Liquorland (a wholly owned subsidiary of the Coles Group) in 
return for withdrawing their objections.

In May 2005 Liquorland admitted that it had entered into illegal agreements with five applicants for 
liquor licences and was subsequently penalised $4.75 million by the Federal Court. On 30 June 2006 
the Federal Court found that four agreements entered into by Woolworths with liquor licence applicants 
contravened s. 45 of the Act. On 22 December 2006, the Federal Court imposed pecuniary penalties 
totalling $7 million on Woolworths.68

As discussed in greater detail in section 9.5.2, attaching a liquor arm to a grocery business adds value 
to the business and allows other grocery retailers to compete more effectively with the MSCs. Any 
impediment to liquor retailing that the MSCs seek to impose on other grocery retailers therefore not 
only restricts competition in liquor retailing but also has the potential to insulate the MSCs’ grocery 
businesses from a greater level of competition as they would otherwise be subjected to. 

The ACCC also heard evidence during the inquiry that leases between MSCs and landlords sometimes 
contain clauses requiring the landlord to object if a competing development is proposed in an area. The 
ACCC obtained copies of leases between shopping centres and MSCs that confirmed the existence of 
these clauses. 

The ACCC considers there is no justification for provisions in leases that require landlords to object if 
competing developments are proposed in an area. Where a landlord has legitimate concerns about a 
development, they would be likely to object regardless of any obligation placed on them through their 
lease with an MSC to do so. Where such objections are lodged solely to protect the interests of the 
MSC, transparency would dictate that such objections should be lodged directly by the MSC. 

66 ACCC, public hearing transcript, Melbourne, 19 May 2008, p. 64.

67 ibid., p. 65.

68 ACCC, Woolworths penalised $7 million for anticompetitive liquor deals, media release, 22 December 2006.
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Woolworths argued that its planning objections will only be successful if the proposed development 
does not conform to relevant planning legislation. However, unsuccessful objections lodged purely to 
protect the appellant’s commercial interest still drain significant resources from the party proposing the 
development and can be used to delay and frustrate entry as well as creating disincentives to explore 
development opportunities in the first instance.

In response to a question regarding the possible consequences of its lease arrangement or 
developments being subject to tighter regulatory scrutiny, Woolworths stated that this would add a 
considerable cost to applications, which would eventually be reflected in grocery prices. This argument 
is equally applicable to unsuccessful planning objections by MSCs, lodged purely to protect their own 
commercial interest. 

Conclusion 
Zoning and planning regimes act as an artificial barrier to new supermarkets establishing in areas 
with a, likely unintended, consequence of thereby potentially impacting on competition between 
supermarkets to supply consumers. As noted, the barriers to entry created by planning laws are 
particularly pronounced for independent supermarkets. 

In particular, the centre’s policy, combined with the strong preference of existing centre owners to lease 
space to the MSCs rather than independent supermarkets or new entrants, is likely to lead to a greater 
concentration of supermarket sites in the hands of the MSCs. 

The ACCC recognises that zoning and planning policies are designed to preserve public amenity. In 
particular, zoning and planning laws are designed to encourage:

the proper management,  • development and conservation of land for the purpose of promoting the 
social and economic welfare of the community and a better environment 

the promotion and coordination of the orderly and economic use and  • development of land 

the provision and coordination of community services and facilities •

the protection of the  • environment.69

The ACCC is not in a position to assess the merits of these objectives or the effectiveness of state and 
territory zoning and planning laws in achieving these outcomes, nor is it the ACCC’s role to do so.

However, as noted, zoning and planning regimes, including existing centres policies, act as an artificial 
barrier to new supermarkets establishing in areas, thereby potentially impacting on competition 
between supermarkets to supply consumers. In particular, such policies, by limiting opportunities for 
new developments, contribute to increasing the level of concentration in the retail grocery sector.

The ACCC considers that zoning and planing polices, and, in particular, consideration of individual 
planning applications, should have specific regard to competition issues—specifically, whether 
proposed developments would assist in facilitating the entry into an area of a supermarket operator that 
is not presently operating in the area. 

Recommendation

The ACCC recommends that all appropriate levels of government consider ways in which zoning and 
planning laws and decisions in respect of individual planning applications where additional retail space 
for the purpose of operating a supermarket is contemplated should have specific regard to the likely 

69 Section 7 of the Environmental Planning and Assessment Act 1979 (NSW).
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impact of the proposal on competition between supermarkets in the area. Particular regard should be 
had to whether the proposal will facilitate the entry of a supermarket operator not currently trading in 
the area.

9.4.4 Foreign investment rules

Existing rules regarding investments in Australia by foreign companies, in effect, require that any vacant 
land acquired by foreign companies be developed within 12 months of acquisition. ALDI submitted that 
these rules inhibit their ability to expand their networks of stores.

The entry into contracts for the purchase of real estate in Australia by foreign persons is governed by 
the Foreign Acquisitions and Takeovers Act 1975 (FATA) and the Foreign Acquisitions and Takeovers 
Regulations 1989 (FATR). 

Unless specifically exempted by the FATR, approval from the Treasurer is required when a foreign 
person or company wishes to:

acquire vacant land, regardless of value •

develop commercial property valued at $50 million or more •

enter into commercial leases where the likely term of the lease is more than five years. •

Acquisitions of vacant land for development by foreign interests are normally approved subject to 
continuous substantial construction on the vacant land commencing within 12 months of acquisition.

ALDI submitted that the stringency of this requirement represents a significant regulatory barrier to the 
timely and efficient expansion of ALDI’s commercial operations in Australia. Further, ALDI contended 
that this regulation also puts it at a significant competitive disadvantage to the MSCs and other 
domestically owned supermarkets that are able to acquire land on the basis of long-term business 
planning without these constraints.70

On 23 April 2008 the Hon. Chris Bowen MP, Assistant Treasurer and Minister for Competition Policy 
and Consumer Affairs, announced changes to foreign investment rules. Specifically, he announced that 
the timeframe for the development of vacant commercial land by foreign companies would be extended 
to five years.71

The Minister stated that the current time limit discourages new competitors from entering markets and 
prevents some existing competitors from expanding because they cannot secure forward purchases of 
land in growth areas and greenfield sites.72

The Minister cited the grocery sector as a particular area of the economy that may benefit from 
increased competition as a result of the proposed change.73

The ability to landbank is particularly important to vertically integrated retailers such as ALDI and 
Franklins as profitable expansion of their wholesale distribution networks requires a critical mass of 
stores in a given area. Conversely, it is difficult to develop a critical mass of stores without first having a 
viable distribution network. 

70 Aldi, submission no 81, p. 11.

71 The Hon. Chris Bowen MP, Assistant Treasurer and Minister for Competition Policy and Consumer Affairs, Government looks to increase 
competition across the economy with changes to foreign investment rules, media release, Treasury, 23 April 2008.

72 ibid.

73 ibid.
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Landbanking allows a number of sites to be identified and acquired and then developed simultaneously 
once a critical mass of suitable sites is reached.

This proposed change to foreign investment rules to allow foreign companies five years to develop 
acquired vacant land appears to address the concerns raised by ALDI.

9.5 Links to other industries 
In recent years the MSCs have expanded their consumer offer beyond their traditional domain of 
grocery items into areas such as petrol, liquor, banking, pharmacy and general merchandise. The 
MSCs have also expanded into new categories that would have been typically sold only in pharmacies 
or general merchandise stores. 

The broadening of the retail offer in supermarkets and connections with other business operations is 
not in itself a prima facie competition concern. In fact, often such changes are pro-competitive as they 
introduce a new strong competitive dynamic. However, the expansion into other business areas can 
raise barriers to entry to supermarket retailing. If consumer preferences change to the extent that it 
becomes necessary to offer these additional goods and services in order to compete effectively as a 
supermarket, this may make it harder for new entrants or smaller players to expand. 

9.5.1 Petrol retailing (shopper dockets)

One possible barrier to entry could be the need to establish links with petrol retailing as the MSCs have 
done with their shopper docket arrangements. 

Shopper docket arrangements providing discounts on petrol upon purchasing a minimum amount 
of groceries and other items have aided the establishment and expansion of supermarkets in petrol 
retailing. The ACCC considered shopper docket arrangements in its December 2007 report on its 
inquiry into the price of unleaded petrol (referred to as the ACCC’s petrol inquiry).74 The focus of that 
report was on the impact of shopper docket arrangements on competition in the retail market for petrol. 
As discussed below, the ACCC analysis of price data suggests that petrol prices were lower after the 
introduction of the MSCs’ shopper docket schemes.

The focus of the consideration of shopper docket arrangements in this inquiry is on the impact of these 
arrangements on grocery prices and competition between grocery retailers. 

Woolworths shopper docket scheme
Woolworths routinely offers a 4 cents per litre (cpl) discount on the price of fuel to customers who 
present a voucher obtained upon purchasing $30 or more from a Woolworths or Safeway supermarket, 
a Big W store or another Woolworths subsidiary. From time to time, Woolworths offers a greater 
discount on petrol to customers who have purchased a minimum value of goods from a particular 
retailer in the Woolworths’ group.

Woolworths commenced its shopper docket scheme in 1996 when it became the first Australian 
supermarket to enter petrol retailing. In August 2003 Woolworths and Caltex announced a joint 
venture arrangement for the retailing of motor fuel through up to 450 petrol retail sites. Longer term 
arrangements (involving up to 500 sites) were announced in March 2004. As at 30 March 2008, 
Woolworths operates from 515 petrol outlets across Australia. Of these, 381 outlets are owned and 

74 ACCC, Petrol prices and Australian consumers: report of the ACCC inquiry into the price of unleaded petrol, December 2007.
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operated directly by Woolworths and the remaining 134 are owned by Caltex and operated by them 
directly or through their franchisees under an alliance arrangement in which Caltex supplies petrol to 
Woolworths for retail sale. 

Estimates provided to the ACCC’s petrol inquiry suggest that transactions for around 60 per cent of fuel 
sold at Woolworths service stations involve a shopper docket. 

Woolworths advised the ACCC as part of this inquiry that the shopper docket fuel reward has no 
impact on the pricing of Woolworths supermarkets at a local, regional or national level. Woolworths 
indicated that the ‘cost’ of the fuel discount is small, amounting to less than 0.5 per cent of grocery 
sales. Woolworths stated that it treats the fuel discount as a loyalty program for its customers and that, 
if this loyalty program did not exist, it would need to implement some other marketing program which, 
Woolworths argued, it is likely would not be as effective or as directly rewarding to its customers. 

Recently, Woolworths has begun replacing its petrol shopper dockets paper vouchers with a swipe 
card that stores rewards electronically. Known as Everyday Rewards, the scheme comprises fuel 
e-vouchers and extra rewards or prizes offered from time to time.75 Customers who spend the 
qualifying amount in a single transaction at participating Woolworths or Safeway supermarkets or 
participating Big W stores can accrue fuel saving offers on the Everyday Rewards card. As with petrol 
shopper dockets, the rewards accrued on the card expire 28 days after the date of issue. 

Coles shopper docket scheme
In July 2003 Coles and Shell entered into an alliance under which Coles took over the management 
of Shell’s core franchise network across Australia. The roll out of the Coles Express network was 
completed in March 2004 and there are currently just over 600 Coles Express service station sites.76 

Coles Express routinely offers a 4 cpl discount on petrol to customers who purchase $30 or more from 
Coles Supermarkets and liquor outlets, or other retailers in the Coles Group. From time to time, Coles 
Express offers discounts above the standard 4 cpl. Coles submit that millions of customers choose to 
redeem their fuel discount offer every month.77

Coles advised the ACCC’s petrol inquiry that Coles Express funds 1 cent of the 4 cpl discount on 
petrol while the remaining 3 cents are funded by the business area which elects to offer a shopper 
docket promotion. Any additional discounts offered above 4 cpl are funded by the business area. Coles 
advised that the cost of its shopper docket scheme is not a factor in determining the price of individual 
grocery items. It is treated as a promotional option in the same category as a catalogue or television 
advertising, and the cost is treated as a marketing expense. Coles advised that the objective of offering 
a shopper docket promotion is to drive additional sales volumes.

Other shopper docket schemes 
Some grocery retailers have introduced their own shopper docket schemes. For example, IGA 
has introduced a scheme in New South Wales, Queensland, Victoria and South Australia where 
customers who spend over $30 in-store and present a petrol docket from any petrol retailer receive a 
4 cpl discount off their groceries. In Western Australia, consumers who spend at least $25 in an IGA 
supermarket are eligible for a 4 cpl discount off fuel at participating United Petroleum, Peak or BP 
service stations.78

75 Woolworths Ltd, viewed 1 July 2008, www.everydayrewards.com.au.

76 Coles Group Limited, Annual Report 2007, p. 8.

77 Coles, submission no. 157, p. 3.

78 IGA Distribution Pty Ltd 2001, viewed 19 June 2008, www.iga.net.au/igafresh/index.cfm?page_id=2296&breadcrumb=About%20IGA%20
<%20Search%20Fuel%20Deal&branch_ID=2298.
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Additionally, information presented to the ACCC’s petrol inquiry suggests that a number of petrol 
retailers, including Neumann Petroleum and APCO Service Stations, have introduced their own shopper 
docket arrangements, while Mobil and Matilda Fuel Supplies offer fuel discounts based on convenience 
store purchases, and BP has introduced a credit card discount scheme which applies to purchases of 
both fuel and goods from its convenience stores.

The Servo Savers arrangement is a widely established shopper docket scheme not affiliated with the 
MSCs. Under this scheme, consumers may receive a discount of 6 cpl off the cost of the first 30 litres 
of fuel by presenting a docket from participating businesses. As many as five dockets from participating 
businesses may be presented at once to receive a cumulative discount of 30 cpl off the cost of the first 
30 litres of fuel purchased.79

Shopper docket notifications

Exclusive dealing and third line forcing notifications
Shopper docket arrangements may raise issues under the exclusive dealing provisions of the Act. 
One form of exclusive dealing, third line forcing, involves the supply of goods or services on condition 
that the purchaser acquires goods or services from a particular third party, or a refusal to supply 
because the purchaser will not agree to that condition—for example, the provision of discounted fuel 
on condition that the purchaser has acquired groceries from a third party. Such conduct is prohibited 
under ss. 47(6) and 47(7) of the Act.

While third line forcing is prohibited under the Act, parties are able to obtain immunity for third line 
forcing conduct by ‘notifying’ the ACCC of the arrangement. Immunity from legal action begins 14 days 
after notification, provided the ACCC does not object in that period by issuing a draft notice. The ACCC 
may at any stage remove the immunity provided by a third line forcing notification if it is satisfied that 
the likely benefit to the public from the notified conduct would not outweigh the likely detriment to the 
public resulting from the conduct.

Under amendments to the Act that came into effect on 1 January 2007, shopper docket arrangements 
between related companies (including many of the supermarket arrangements) will no longer constitute 
a contravention of ss. 47(6) or 47(7).

ACCC consideration of shopper docket notifications
In 2004 following a period of change in the grocery and petrol sectors, including the commencement 
of Coles’ arrangements and the announcement of the Woolworths and Caltex joint venture, the ACCC 
conducted a public review of shopper docket arrangements. The ACCC report, released in February 
2004, found that there were significant benefits to consumers from shopper docket petrol discount 
schemes and that the schemes had not had an anti-competitive effect on independent petrol retailers. 

Most recently, the ACCC considered shopper docket arrangements as part of its inquiry into the price 
of unleaded petrol in 2007. The ACCC concluded that the general emergence of supermarket shopper 
docket arrangements has not had an anti-competitive effect but has delivered discounts that are to the 
benefit of consumers and has promoted competition from other retailers. 

The ACCC noted that shopper docket arrangements have aided the establishment and expansion of 
supermarkets in petrol retailing and have created significant challenges for those retailers not aligned 
with the supermarkets. It also noted that retailers have responded to shopper docket arrangements in a 

79 Servo Savers (Aust) Pty Ltd, viewed 1 July 2008, www.servosavers.com.au.
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variety of ways, including competitive promotions and a renewed focus on delivering consumer choice 
and convenience. Some independent retailers have introduced their own shopper docket discounts 
and loyalty schemes. However, the ACCC acknowledged that no competing scheme can have the 
pulling power of those offered by the two main supermarkets.

Submissions to the inquiry

The issue of shopper dockets was raised in a number of submissions and during hearings. Several 
parties raised concerns about the impact of the MSCs’ shopper docket arrangements on competition 
in grocery retailing and questioned whether consumers are paying more for their groceries in order to 
obtain ‘cheaper’ petrol.

A number of parties raised concerns about the impact of shopper dockets on consumer behaviour 
and consumer choice. The Consumer Action Law Centre (CALC) submitted that petrol shopper docket 
arrangements create a barrier to switching by tying consumers to particular retailers.80 In CALC’s 
view, the recent introduction by Woolworths of a card to replace shopper dockets aligns customers 
more tightly to the retailer.81 Choice advised that its Choice survey indicates that shopper dockets are 
influencing the purchasing decisions of a sizeable minority of consumers.82 NARGA referred to a 2003 
survey conduct by Roy Morgan which indicated that around 50 per cent of shoppers viewed discount 
petrol as a significant incentive to shop at the associated MSC; however, NARGA also noted that 
shopper dockets no longer have a large effect on consumers’ buying habits.83 Metcash considered that 
petrol shopper docket schemes are widely used by consumers and have influenced consumer choice 
in petrol retailers.84

Many parties consider that shopper docket arrangements have had an adverse effect on competition. 
CALC, Choice and the Public Transport Users Association (PTUA) raised concerns that the shopper 
docket arrangements result in market distortions associated with bundling and cross-subsidisations.85 
The PTUA considers that the cross-subsidisation of petrol consumption resulting from shopper dockets 
should be discouraged.86

Several parties, including Choice and the Australian Manufacturing Workers Union, seek greater 
transparency around the financial arrangements and costs associated with shopper docket schemes.87

Other parties, including French’s Youngtown Supermarket, raised concerns about the impact of the 
MSCs’ shopper docket arrangements on other grocery retailers.88 

SPAR considered that it is not able to effectively compete with the incentives offered by petrol shopper 
docket arrangements.89 Franklins considered that the MSCs’ presence as petrol retailers and their 
shopper docket schemes provided them with a substantial advantage that is not available to other 
market participants.90

80 Consumer Action Law Centre, submission no. 124, p. 10.

81 ibid.

82 CHOICE, submission no. 143, p. 4.

83 National Association of Retail Grocers of Australia, submission no. 129, p. 60.

84 Metcash, submission no. 181, p.17.

85 Consumer Action Law Centre, submission no. 124, p. 10; CHOICE, submission no. 143, p. 2; Public Transport Users Association, 
submission no. 76, p. 4.

86 Public Transport Users Association, submission no. 76, p. 4.

87 CHOICE, submission no. 143, p. 3; Australian Manufacturing Workers Union, submission no. 123, p. 10.

88 ACCC, public hearing transcript, Launceston, 14 April 2008, p. 40.

89 SPAR Australia, submission no. 195, p. 8.

90 Franklins, submission no. 104, p. 8.
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Metcash submitted that shopper docket arrangements create barriers to entry for grocery retailers as 
any new entrant into grocery retailing must not only provide competitive grocery prices but also provide 
customers a discount for their petrol purchases.91 Metcash noted that the limited availability of petrol 
partners would add to the difficulty of a new entrant setting up a shopper docket scheme.92

Franklins submitted that shopper docket schemes have had a dramatic effect on the ability of smaller 
retailers to compete with Coles and Woolworths.93 Franklins advised that it experienced a 13.5 per 
cent drop in its sales in New South Wales following the introduction of the MSCs’ shopper docket 
schemes.94 In a limited number of rural locations in New South Wales, Franklins has established 
localised petrol shopper docket programs but these have had limited and varied success.95

Against this, FoodWorks submitted that shopper docket schemes do not really impact on the ability of 
the smaller grocery retailers to compete because the smaller retailers’ offering is focused on non-price 
factors such as convenience.96 FoodWorks submitted that the new Woolworths petrol card may build 
increased loyalty with existing customers but it is unlikely to further impact smaller grocery retailers.97 
FoodWorks also considered that the initial advantage provided to the MSCs by their shopper docket 
schemes has been negated because many retailers now offer similar schemes.98 

Some parties, including Mr Brian Barlin, Mr John Gallo and the Sydney Food Fairness Alliance, 
submitted that the entry of the MSCs into the fuel sector has resulted in higher grocery prices.99 
Metcash submitted that shopper docket schemes enable retailers to raise their ‘headline’ prices while 
still retaining customers through the scheme, which offers a lower ‘bundled’ price overall.100

Against this, Mr Bernie Kingston argued that, given the maximum discount is 4 cpl, it would have little 
impact on the overall bottom line of the supermarkets after allowing for the profit on the sale of the 
groceries and the fuel.101 

Several parties noted the impact of shopper docket arrangements in the context of the operation 
of convenience stores. Mr Bob Katter MP and NARGA considered that the MSCs’ move into petrol 
retailing provided them with the opportunity to open and operate a significant number of convenience 
stores, to the detriment of independent retailers.102

Several parties, including ALDI, SPAR, Franklins and FoodWorks, described their responses to MSCs’ 
shopper docket arrangement. 

ALDI advised that it does not provide shopper dockets or fuel vouchers because it considers that the 
costs of running these schemes are inconsistent with its strategy of transparency and everyday low 
prices as ultimately the cost of any discount must be recouped through higher prices elsewhere.103 ALDI 
considered that its customers recognise that the savings they achieve from shopping at ALDI outweigh 
any perceived savings from shopper dockets or fuel vouchers.104
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SPAR noted that it does not own petrol outlets and it is only able to provide a fragmented petrol 
shopper docket system by partnering with other small suppliers.105

Franklins advised that it established a customer loyalty program in 2007 to counter the effect of the 
shopper docket schemes by Coles and Woolworths.106 Under the program, customers earn loyalty 
points for every dollar spent at Franklins.107 Once 2000 points have been accrued, customers can 
redeem the points for payment of grocery purchases or for Franklins vouchers. Bonus points offers and 
other special offers are available exclusively to loyalty program members.108 While Franklins is pleased 
with the early impacts, it is difficult to gauge the full effect of the program given the relatively short time 
that the program has been in operation.109

FoodWorks has introduced a reverse docket system where customers who spend over $30 in-store 
and present a petrol docket from any petrol retailer receive a 4 cpl discount off their groceries.110 
FoodWorks notes that, under this type of scheme, every petrol station remains available to its customer 
base.111 FoodWorks advised that, to date, the amount of redemption has been limited and it is not 
considered an important driver of customer traffic unless the offer is at a higher discount level or tied to 
other promotions.112 

Metcash noted the benefits of a ‘reverse scheme’ in preserving competition in the petrol retailing 
market as it does not require an alliance with a specific petrol retailer.113 Further, Metcash noted that 
reverse docket schemes do not create artificial price dependencies between grocery retailing and 
petrol retailing.114

The Motor Trades Association of Australia submitted that the entry of the supermarket chains into the 
retail petroleum industry has seen the development of market circumstances that place independent 
fuel retailers at a competitive disadvantage.115

ACCC analysis

Impact of shopper docket arrangements on grocery retailing
A central concern expressed by submissions is that the introduction of shopper docket arrangements 
has had an adverse impact on competition in the grocery retailing sector.

In particular, concerns have been raised that shopper docket arrangements influence the purchasing 
decisions of consumers and create a barrier to switching by tying consumers to particular grocery 
retailers. Concerns have also been raised that shopper docket arrangements create barriers to entry for 
grocery retailers and the presence of the MSCs in the operation of service station convenience stores 
is having a detrimental impact on grocery retailers. Submissions suggest that, when introduced, the 
MSCs’ shopper docket arrangements provided a significant competitive advantage, and some grocery 
retailers continue to find it difficult to effectively compete with the incentives offered by petrol shopper 
docket arrangements. 
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It appears that the initial impact of the MSCs’ shopper docket arrangements on their grocery 
competitors was significant, with Franklins submitting that it experienced a 13.5 per cent drop in its 
sales in New South Wales following the introduction of petrol shopper docket arrangements by the 
MSCs.116 

However, over time, grocery retailers appear to have responded to the MSCs’ shopper docket 
arrangements in a variety of ways, including by:

establishing their own shopper docket arrangements  •

establishing ‘reverse’ shopper docket arrangements whereby customers who purchase a certain  •
amount of groceries and present a petrol receipt (from any petrol retailer) receive a 4 cpl discount off 
their grocery purchase

introducing customer loyalty programs. •

The ACCC understands that the success of some of these initiatives has been varied while others have 
only been operating for a relatively short period of time.

As acknowledged in the ACCC’s 2007 report about the price of unleaded petrol, no competing 
shopper docket scheme can have the pulling power of those offered by the MSCs. In the context of the 
grocery industry, this pulling power, all else being equal, is likely to result in some consumers exhibiting 
a preference for purchasing groceries at the MSCs in order to obtain access to a petrol discount 
through a shopper docket. As noted, several parties submitted that shopper docket arrangements 
affect consumers’ choice of grocery retailers.

However, as discussed in chapter 4, while 32 per cent of consumers questioned in the ACCC’s 
Millward Brown survey indicated that they considered fuel discount schemes to be an important factor 
when choosing where to shop for groceries, of the 12 factors which consumers were asked to rate, fuel 
discount schemes were considered to be the third least important factor.

More generally, as discussed in chapter 4, supermarkets compete across their entire retail offering 
including price, quality, range, convenience, service and in-store amenities. The offering of loyalty 
programs, such as shopper docket arrangements, is only one element of this retail offer.

With respect to convenience stores, the ACCC notes Coles’ submission to the ACCC’s petrol inquiry 
that convenience stores provide an important source of income to petrol retailers. In its petrol report, 
the ACCC noted that the potential for growth in convenience store sales has become the focus of 
many petrol retailers competing against Coles Express and Woolworths shopper docket arrangements. 
Any increased competition with respect to convenience store offerings by petrol retailers will have an 
impact on the grocery sector, and some grocery retailers are likely to find the changing environment 
extremely challenging. However, while market evolution as a result of competition may present 
difficulties for some, it is generally to the benefit of consumers.

Impact on grocery prices 
In addition to examining whether shopper docket arrangements are a barrier to entry, the ACCC has 
also considered the direct impact of these arrangements on grocery prices.

A concern raised by many is that shopper docket arrangements have not been beneficial to consumers 
because they have resulted in increased grocery prices. It is alleged that the supermarkets have 
increased the price of grocery items to recoup the discount provided on petrol under their shopper 
docket arrangements.

116 Franklins, submission no. 104, p. 7.
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As grocery pricing is complex it is not possible to accurately gauge the effect that petrol discount 
vouchers may have on grocery prices. For this reason, it is not possible to accurately measure any 
impact on grocery prices as a result of shopper dockets.

However, it is possible to measure the cost of shopper docket schemes in terms of the total value of 
the discounts offered and to gain some understanding of the relative size and importance of these 
costs in the context of the broader businesses of Woolworths and Coles.

Woolworths and Coles offer similar discount schemes, with a standard discount of 4 cpl and greater 
discounts periodically associated with the purchase of a minimum value of groceries or other items. 

Both advise that the cost of their respective shopper docket schemes is not taken into account in 
setting prices for individual grocery items but rather is treated as a marketing expense. 

This practice is mirrored by members of FoodWorks, which advises that the discount is funded from 
their store margin or marketing expense and submits it is not aware of any grocery price increases by 
its members to fund the cost of shopper dockets. 

Based upon information provided to the ACCC, it is difficult to conclude this expense in isolation could 
have a significant effect on grocery prices. No evidence has been put forward to support a view that the 
supermarkets recoup the cost of their shopper docket schemes via higher grocery prices. Furthermore, 
in the context of business groups which annually generate billions of dollars in sales and hundreds 
of millions of dollars in profit, the cost of the shopper docket scheme is unlikely to be significant.117 

Woolworths has indicated that the cost of the shopper docket schemes is in the order of half of one 
per cent of the total annual sales. Both Woolworths and Coles also stated that their shopper docket 
programs are loyalty programs for customers, which, Woolworths stated, would need to be replaced 
with some other form of market program if they did not exist. This suggests, at worst, any effect on 
grocery prices of the shopper docket schemes is likely to be insignificant.

Impact of shopper docket arrangements on petrol prices
While not directly relevant to this inquiry, a related issue is the potential impact of shopper docket 
arrangements on petrol prices.

The ACCC recently considered whether shopper docket arrangements inflated retail petrol prices as 
part of its petrol inquiry.

ACCC analysis of petrol price data suggests that retail petrol prices were lower following the entry of 
Coles Express and Woolworths into petrol retailing. The petrol prices of the MSCs have also generally 
been lower than market average prices. However, consumers should not automatically rely on shopper 
docket vouchers to necessarily deliver the lowest price. 

There are often a range of retail prices charged by service stations and on any given day the range from 
the lowest available retail price to the highest is usually between 15 and 20 cpl. 

The ACCC recently highlighted the need for consumers to look at petrol price boards to check the 
competition in their area before filling up their tanks.118 Analysis of petrol pricing in a 9.00 am ‘snapshot’ 
on 7 May 2008 showed that Coles Express sites set the highest prices in all four eastern capital cities. 
It was found that Coles Express was setting the highest prices at a significant number of its sites, which 
is consistent with a recent trend identified by the ACCC. Therefore, loyal shoppers redeeming their 

117 In its 2007 Annual Report, Coles reported sales of $34.7 billion, an underlying net profit after tax of $792 million and advertising expenses 
of $341 million. In its 2007 Annual Report, Woolworths reported total sales of $42 477 million, and a net operating profit after tax of $1294 
million across all its businesses.

118 P Walker (ACCC Commissioner), Coles Express leads petrol prices up in four capitals, media release 120/08, ACCC, 7 May 2008.
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shopper docket vouchers at the highest priced sites are paying more than they need to.

Conclusion

The introduction of shopper docket arrangements is likely to have had an impact on other grocery 
retailers. In particular, the offer of discount petrol schemes may have increased barriers to entry and 
expansion, particularly for smaller retailers. However, evidence also suggests that the schemes have 
delivered discounts to the benefit of consumers and promoted competition from other retailers.

More generally, evidence indicates that some retailers have responded with alternative arrangements. 
Further, shopper docket arrangements are only one part of the total retail offer on which supermarkets 
compete. More generally, there is no evidence to suggest grocery retailers as a whole are in jeopardy as 
a result of the MSCs’ shopper docket schemes.

Further, shopper docket arrangements do not appear to have resulted in a noticeable increase in 
grocery prices.

9.5.2 MSCs’ involvement in other business areas

As noted, along with the expansion into petrol, the MSCs are following a general pattern of expanding 
the range of their business operations into areas such as liquor, banking, pharmacy and general 
merchandise. 

As with petrol retailing, the more general broadening of the MSCs’ retail offer has the potential to raise 
barriers to entry if consumer expectations of the types of goods and services provided by supermarkets 
changes to such an extent that other supermarket operators would be required to offer these goods 
and services in order to compete effectively. 

Liquor

Evidence provided to the inquiry suggested that liquor retailing is an important complement to a 
supermarket’s retail grocery offer as the added convenience of being able to make grocery and liquor 
purchases in the one location is valued by consumers.119 

Against this, as discussed in chapter 4, only 12 per cent of consumers questioned in the ACCC’s 
Millward Brown survey indicated that they considered that having a liquor store attached to a 
supermarket was an important factor when choosing where to shop for groceries. Of the 12 factors 
which consumers were asked to rate, having a liquor store attached to a supermarket was considered 
to be the least important factor.

Another reason grocery retailers may be interested in expanding into liquor retailing is the profitability of 
liquor retailing in its own right coupled with the potential synergies, in distribution and retail operations, 
of having the liquor and grocery retailing operations co-located. However, these benefits of grocery 
retailers expanding into liquor are unlikely to create a barrier to other grocery retailers unless liquor 
operations were being used to cross-subsidise groceries. In this respect, FoodWorks submitted that 
liquor is highly competitive with the MSCs trying to build market share120, and any cross-subsidy is likely 
to be taken from groceries and used in liquor operations.

119 ACCC, public hearing transcript, Canberra, 8 April 2008, p. 31.

120 FoodWorks, submission no. 90, p. 26.
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More generally, while it appears that expansion into liquor retailing could provide some competitive 
advantage to grocery retailers by expanding the range of their consumer offer, it does not appear that 
this expansion creates any significant barriers to entry in itself. To the extent that other grocery retailers 
are unable to match this expanded offer, this is primarily a function of liquor licensing laws and, on 
occasions, associated licence objections lodged by incumbent grocery and liquor retailers to prevent 
competitors similarly expanding their consumer offer.

As such, the ACCC does not consider that the MSCs’ expansion into liquor significantly raises barriers 
to entry. Issues such as site access would seem to be much more significant barriers. However, to the 
extent that selling liquor does create a competitive advantage for a grocery retailer, the need to obtain 
a liquor licence (which provides for more opportunity for incumbents to object) does create additional 
costs and potentially some barriers to entry. 

This is not to suggest that the ACCC considers that a relaxation of liquor licensing laws would be 
appropriate, given the stated aims of such legislation, including the regulation of alcohol sales, having 
regard to the welfare and needs of the community and the minimisation of any harm arising from 
misuse of alcohol.121

Banking

The introduction of EFTPOS in the 1980s paved the way for the introduction of supermarket banking in 
Australia. Offering banking and other financial services is now seen as a good way for supermarkets to 
capitalise on their strong brands and customer base. Woolworths stores, for example, process  
114 million transactions or 11 per cent of all credit card transactions in Australia each year. 

Supermarket banking services are commonplace in the United Kingdom, with retailers such as 
Sainsbury’s, Tesco, and Marks & Spencer among those with dedicated financial services departments 
offering personal loans, insurance, credit cards and other banking products. Australian supermarkets 
are currently predicted to increase their offering in these areas. 

In 2007 following a global tender process, Woolworths negotiated a deal with HSBC to release a 
Woolworths credit card. It has previously offered a Mastercard through their Ezy Banking joint venture 
with the Commonwealth Bank. In 2006 Woolworths also signed a deal with ANZ for the placement 
of co-branded ATMs in their stores. Coles also offers a Mastercard; however, their card is owned and 
controlled by GE. 

The potential risk that access to banks in Australia for independent retailers could be foreclosed by the 
current links with the MSCs does not appear to be of concern at the current scale as these products 
are available from a wide variety of sources. Although small independent retailers are less likely to have 
an incentive to establish links with the banking sector because the establishment costs will not justify 
the investment, there would appear to be few barriers to larger players establishing such links.

Discount department stores

Woolworths Ltd is involved in general merchandise department stores through the Big W brand. 
Coles is affiliated with discount department stores Target and Kmart as they are both owned by the 
Coles parent company, Wesfarmers Ltd. In relation to the grocery products sold by these stores, 
there is some overlap in the products sold, which may result in increased buyer power for the MSCs. 
This is because, for those products that are sold in both the supermarket division and in the general 
merchandise store, they will sell an even larger proportion of the product sold in Australia. 

121 Liquor Act 1992 (Qld), s. 3.
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Currently, the different product offerings of the MSCs and the general merchandise department stores 
mean that they only overlap in relation to a relatively limited number of grocery products (generally in 
the dry groceries range, particularly confectionary) and, as a result, the relationship between these 
stores is not in and of itself typically seen as a competition concern. There is also overlap in the sense 
that the MSCs sell many products (particularly basic stationery, hardware, kitchen, underwear and linen 
ranges) that are also sold in the general merchandise stores. However, there are many other retailers 
that also compete in this area. Furthermore, the focus of this inquiry is on groceries, rather than general 
merchandise. 

In the United States, discount department stores such as Costco and Wal-Mart stock a significant 
range of both grocery and non-grocery items. Such developments have generally been viewed as an 
extension of the one-stop shopping concept, which is regarded as potentially appealing to shoppers 
interested in saving time and travel costs. 

The common ownership between general merchandise stores and MSCs may raise additional buyer 
power issues for some product ranges but it is not generally considered a competition concern in 
and of itself. However, this is not to suggest that the ACCC would not closely analyse any mergers or 
acquisitions in this area in order to identify possible competition effects. 

Convenience store retailing

Woolworths and Coles are both involved in convenience store retailing and Metcash is involved 
in wholesale supply to convenience outlets. The ACCC does not consider that expansion into 
convenience store retailing is an area of competition concern. The scale of the MSCs and Metcash 
may enable them to access lower prices for their convenience outlets. However, this does not inhibit 
competition between the MSCs and other supermarkets.

Pharmacy sales and other new categories

The MSCs currently stock a limited range of non-prescription pharmaceutical products and have 
expressed an interest in expanding into a full range of products if the state and territory laws throughout 
Australia would permit them. The ACCC considers that the extension by the MSCs into the sale of 
a limited number of pharmacy products and the possibility that they may expand into a full range 
of products is unlikely to significantly further raise barriers to entry into grocery retailing in Australia. 
The ACCC considers that the broadening of the MSCs’ offering into pharmacy products may have 
consumer appeal due to the ability to one-stop shop but it is unlikely to be something that on its own 
delivers a sustained competitive advantage to the MSC retailers. 

In noting this, the ACCC is not commenting on the merits, or otherwise, of pharmaceutical products 
being made available to consumers in supermarkets. The ACCC’s consideration of this issue in the 
context of this inquiry has been limited to consideration of whether expanding supermarkets retail 
offer may raise barriers to entry. Consideration of issues related to the appropriateness of a full range 
of pharmaceutical products being made available for sale in supermarkets is beyond the scope of 
this inquiry.

ACCC’s view

The retail offer provided by supermarkets continues to evolve over time. From their traditional base of 
dry groceries, supermarkets have, over time, expanded their offer to include bakery products, fresh 
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fruit and vegetables, deli meat and fish products. In more recent times the retail offering of the MSCs 
has expanded further still, away from food items into other categories of products such as those 
noted above.

The expansion of supermarkets into these areas has brought a new competitive dynamic, both to 
grocery retailing and to retail sectors that have traditionally sold these products, which is likely to be of 
benefit to consumers.

As noted in relation to shopper dockets, supermarkets compete across their entire retail offering 
including price, quality, range, convenience, service and in-store amenities. Expanding into any 
particular new retail area is unlikely, in itself, to significantly impact consumers’ choices of store in the 
long run given the range of factors weighed up in choosing where to shop. However, the broadening of 
the range of the supermarkets’ retail offer is likely to provide a competitive advantage to the extent that 
this broader range is valued by some customers. To the extent that expansion into a broad range of 
areas does influence consumers’ choices about where to shop, this reflects the value consumers place 
on this broader retail offer. 

The expansion of the MSCs into these areas could potentially raise barriers to entry or expansion for 
competitors seeking to develop full-line supermarkets to meet the needs of one-stop grocery shoppers. 
While there is nothing to stop a potential rival matching the expanded retail offer of the MSCs, the 
broader the range of goods and services consumers come to expect their local supermarket to offer, 
the more difficult and costly it becomes for new supermarkets to establish themselves. 
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10 Conclusions on competition at retail level

Key points

Based on the analysis in the previous chapters, the following are the key features relevant to a 
consideration of retail competition in the Australian grocery industry.

Australian food prices have been increasing at a rate greater than the CPI since 1990. Among  •
a number of comparable OECD countries, Australia’s is the only economy that exhibits that 
feature.1 While much of that inflation can be attributed to domestic factors such as floods, 
cyclones and droughts, and international factors including economic growth in Asia, it is 
impossible to rule out factors relating to domestic competition as contributing in some way to 
the gap between CPI and food price inflation. 

Any contribution from increased retailer margins to food inflation is, however, small. Less  •
than one-twentieth of all food inflation in the past five years could potentially be attributed to 
increased gross margins achieved by the major supermarket chains (MSCs) and Metcash. 
Accordingly, retail level competition issues do not lie at the heart of Australia’s food price inflation. 
Competition issues may, however, still be significant.

Supermarkets compete on both price and non-price components of the retail offer (such as  •
convenience). The structure of local markets is strongly influential on the competitiveness 
of prices in each local area. The presence of the MSCs and ALDI has a positive influence 
on the competitiveness of pricing in individual regions. The presence of a Metcash-supplied 
independent or Franklins has a less significant influence.

Competition in grocery retailing appears to be stronger on non-price elements of the retail offer  •
than on price. Non-price elements of the retail offer, such as convenience and product range, are 
significant determinants of where consumers choose to shop. 

Price competition does exist, despite not being a strong feature of the market. Price competition  •
primarily takes two forms. The first is promotional pricing, which the MSCs, Franklins and the 
Metcash-supplied independents engage in. Promotional pricing is, however, often a reflection 
of inter-brand competition rather than supermarket competition, as the promotional program is 
most often funded by the manufacturer or supplier. This is discussed in greater detail in  
chapter 15. 

The second form of price competition between the MSCs occurs on what are called known 
value items, which are about 300 or so items for which consumers commonly remember the 
price and which are used to assess the value of a supermarket’s offering. ALDI, as a low-cost 
retailer with a limited number of product lines, provides effective price competition on many 
known value items. 

The evidence before the inquiry did not suggest that there is strong broad price competition, 
either in the form of sustained supermarket investment in promotional pricing or broad price 
discounting across the entire range stocked by the MSCs. 
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Key points

The stability of the market, high concentration and transparency of pricing limit the benefit to 
an MSC of pursuing a heavy discounting strategy. The fact that most independents receive a 
substantial proportion of their packaged grocery stock from Metcash, on terms that make direct 
price competition difficult, limits the competitive effectiveness of many independents. Only ALDI 
has the incentive to engage in sustained price competition, which it has done since its arrival in 
Australia, albeit on a more limited range of products than are stocked by the MSCs. 

The earnings of the two MSCs are in the average to high range by international standards.  •
Woolworths is currently more profitable than Coles and has increased its EBIT margin 
consistently over the period from 2001–02 to 2006–07. The data is consistent with a relatively 
stronger position for Woolworths compared to Coles. There is evidence that Coles and 
Woolworths have experienced larger increases in categories where the MSCs have a relatively 
larger share of national sales. In wholesaling, Metcash, the only significant supplier of wholesale 
groceries to the independent sector, achieves healthy margins having regard to its role in the 
supply chain.

Barriers to entry to the Australian grocery market in the area of packaged groceries and large  •
format supermarkets are very high. Access to sites and the need to generate large volumes of 
sales to access products on competitive terms are the two main barriers. The ALDI experience 
shows that large capital reserves are essential for entry on a significant scale. The fact that 
Metcash is essentially the only source of packaged groceries for non-vertically integrated 
supermarkets makes organic, competitive market entry difficult. Further, access to suitable sites 
makes it difficult for existing independent chains capable of operating large format supermarkets 
to grow organically. Suitable sites are difficult to obtain because of the MSCs’ customer pulling 
power as anchor tenants and their greater ability to pay premiums for the most attractive sites. 
Difficulties in accessing sites are exacerbated by the deliberate strategies employed by the 
MSCs to ensure they maintain exclusive access to prime sites. In particular, these strategies 
include terms in leases that effectively prevent centre managers leasing space in centres 
to competing supermarkets and the use of the planning appeals process to frustrate new 
developments.

The features of the market summarised in the key points above suggest the retail competition is 
workably competitive, but that a number of factors currently weaken price competition in grocery 
retailing in Australia. Why this is so can be understood in part by examining the behaviour of 
participants in the market. 

10.1 Behaviour of market participants

10.1.1 Woolworths

Woolworths does not have a policy of undercutting on standard shelf pricing. It monitors pricing of 
Coles and nearby competitors and will match cent for cent. It will not, however, lead standard prices 
down.1 Confidential information provided to the ACCC during the inquiry suggests that Woolworths is 

1 ACCC, public hearing transcript, 19 May 2008, pp. 52–55.
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able to keep its prices very close to those set by Coles, thus limiting opportunities for market share to 
be taken from Woolworths. Confidential documentation received also indicates that market conditions 
allow Woolworths to raise its standard shelf pricing in some circumstances. 

Woolworths does, however, invest heavily in promotional pricing. Evidence obtained confidentially from 
suppliers indicates that Woolworths will provide price subsidies for some key products in addition to 
promotional funding provided by the manufacturer. The consumer consequently pays very competitive 
prices for these items during promotions.

10.1.2 Coles

Coles has stated that it still has a lot of work to do to get back into the sort of shape it needs to be 
in to be able to compete strongly in the Australian retail arena. Despite this, Coles remains strongly 
profitable. 

Internal Coles’ documents and public reports show that when Coles attempts to engage in heavy 
promotional pricing, Woolworths matches it. Accordingly, a strategy of heavy promotional pricing is 
unlikely to be adopted in the medium term. 

As discussed in chapter 5, a price war between Coles and Woolworths became apparent during the 
latter half of 2007. It appears that this was instigated by Coles in an attempt to regain some market share. 
Woolworths then matched Coles’ significantly discounted pricing. As discussed in chapter 5, it appears 
that Coles, as a result of Woolworths’ response to Coles pricing, did not obtain any significant benefit 
from the aggressive price reductions. Woolworths stated in the media that its overall margins had not 
been affected. In the ACCC’s view such an outcome indicates that heavy promotional discounting, 
at least on Coles’ current cost base, could not be maintained for any significant length of time, nor is 
it likely to produce any significant benefit to Coles. Accordingly, the ACCC considers that it is unlikely 
Coles will engage in such behaviour in the future. Material accessed by the inquiry on a confidential 
basis reaffirms the ACCC’s view. 

Although Coles invests in promotions, much of the promotional activity engaged in by supermarkets 
is funded by the suppliers according to a schedule negotiated between retailers and suppliers that 
ensures suppliers do not have the same product on promotion in numerous retailers at the same 
time. Much of the promotional activity may well be a reflection of competition between brands at the 
manufacturing level rather than vigorous competition at the retail level.2 

10.1.4 ALDI

ALDI is the only hard discounter operating in the grocery category on a significant scale. Its competitive 
effect is significant, but it is not and does not set out to be a full service supermarket. In order to 
compete strongly on price, Aldi cuts its costs by selling a limited range of products. Consequently a 
large range of items stocked by the MSCs do not come under price pressure from ALDI. The items on 
which Woolworths and Coles price-match ALDI are primarily the private label products that the MSCs 
consider to be directly comparable to ALDI’s products.3 ALDI does not appear to have had a broader 
effect on standard shelf pricing. Further analysis regarding ALDI’s position in the grocery retail sector is 
provided in chapter 8.

2 See chapter 5 of this report for further detail on the manner in which retailers source their promotions.

3 See ACCC, public hearing transcript, 19 May 2008, pp. 16–18; ACCC, public hearing transcript, 26 May 2008, pp. 8–9.
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10.1.5 Metcash-supplied independents

Metcash-supplied independents, for the most part, do not offer direct price competition to the MSCs 
across the range. They tend to compete on convenience, a tailored product range and service. 
However, Metcash-supplied independents do have access to promotions negotiated by Metcash 
and so may offer price competition in that area. Some large-format independents such as Supa IGA, 
Foodland and Supabarn do offer direct price and range competition to the MSCs. However, their 
ability to place downward pressure on the MSCs’ pricing is limited because of the terms on which they 
acquire packaged groceries from Metcash. 

While part of the problem may be that Metcash is not given competitive supply terms by producers 
and suppliers, it is not clear that this is the case. The ACCC notes that Metcash takes a substantial 
wholesale margin. At present it takes a net margin of 3.59 per cent of the final retail price of goods sold 
by IGAs.4 This net margin is slightly above the net margin that Coles takes, notwithstanding that Coles 
performs the retail function as well as conducting its own wholesaling. 

The Metcash margin means that a Metcash-supplied supermarket cannot as a general rule aggressively 
compete with the MSCs on price.5 The large format independent supermarkets appear to be able to 
match Coles and Woolworths on products supplied by Metcash but only by accepting margins that 
either do not, or barely, cover the cost of doing business.6 Where independent supermarkets can 
compete is on goods supplied from sources other than Metcash. These include fruit and vegetables, 
meat, deli, bakery and products sourced directly from manufacturers. Price competition can occur 
in these categories, but is limited by the need to obtain gross margins sufficient to make up for the 
poor margins on packaged groceries supplied through Metcash. The position of Metcash-supplied 
independents is discussed in detail in chapter 7 of the report. 

10.1.6 Franklins

Franklins is independently owned, operates large format stores in New South Wales, and is vertically 
integrated. However, in recent years it has been significantly handicapped by its wholesaling 
arrangements. Initially, problems arose because it was not being provided with groceries from Metcash 
on what Franklins considered to be competitive terms. When Franklins terminated that arrangement, 
its transition to its own warehousing arrangements did not go smoothly. Consequently it has been in a 
period of consolidation in recent years and to date has not provided significant price competition to the 
MSCs; notwithstanding that, it may have the potential to do so.

10.2 How competitive is the market?
Based on the matters outlined above and the evidence before the inquiry, the ACCC considers that:

Competition in retailing groceries in Australia is workably competitive; however, a number of factors  •
currently limit the effectiveness of price competition. Both the MSCs and the major wholesaler, 
Metcash, make average to above average returns by world standards. In particular these three 
players have very dominant positions in the supply of packaged groceries. There is competition in 
the form of promotions and on known value items, but there are weak incentives for any participant 
to intensify competition in this area. Price-matching practices between the MSCs and the weakness 

4 Metcash company results presentations, annual reports 2007–08.

5 An analysis of the terms provided to Metcash, and the terns upon which they on-supply products to independent retailers is contained in 
chapter 7 of this report.

6 This is discussed in more detail in chapter 7 of this report.
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of the independents because of the high Metcash supply prices for packaged groceries mean there 
is little incentive for a market participant to lead prices down across the broader range of products.

The major source of greater competition in recent times has been the introduction and likely  •
continuing expansion of ALDI. Further improvements in the competitive dynamic are most likely 
to be by the potential entry of new grocery retailers. However, the ACCC has seen no significant 
evidence to suggest that such a competitor will enter in the near future.

The level of price and non-price competition in the market might be enhanced if there were  •
expansion in the number of large format independent supermarkets. However, not every 
independent supermarket has the ability or incentive to engage in price competition and the barriers 
to organic growth of even the most efficient independent operators are considerable. First, it is 
difficult to obtain suitable sites in areas that will generate the cash flow necessary to sustain a 
competitive supermarket. Second, there is difficulty obtaining packaged groceries on competitive 
terms while Metcash remains the only viable wholesale supplier for the independent supermarket 
sector.

10.3 Will new entry occur?
It would be a mistake to see the grocery market in Australia as static, with Metcash’s and the MSCs’ 
powerful positions permanently entrenched. 

In recent years the market has seen the introduction of ALDI, which has been a very significant 
development, especially for price-conscious shoppers. Costco’s announced entry into Australia 
suggests that the returns available in the Australian retail grocery market are attractive to foreign 
companies.7

In the fresh category, specialist retailers like Harris Farm have been able to expand in New South Wales, 
and there are strong chains in specialty categories such as bread, deli and fresh chicken. In addition, 
shopping centre developers have suggested that by grouping specialty shops offering a range of fresh 
items, consumers can be attracted away from an MSC for a large proportion of their grocery needs.8

Large format independent supermarkets do exist and in some cases offer serious competition to the 
MSCs in particular local areas.9 However, the barriers to entry are substantial and any change in the 
current structure of the packaged grocery large-format supermarket shopping environment is likely to 
be slow. 

While the ACCC recognises this, it does not consider that the competition issues are so serious that 
structural market intervention is required. As pointed out earlier, any possible lack of retail competition 
is not by any means the most significant contributor to food price inflation in Australia. Accordingly, 
significant restructuring of the market is not justified by the ACCC’s observations on the level of 
competition. Further, many food categories remain strongly competitive and it is not clear that any 
improvement will be made by attempts to structurally interfere with the market.

However, there are steps the ACCC can take using its existing powers under the Trade Practices Act 
1974 (the Act) which have good prospects of promoting new entry at the wholesale level and have the 
potential to increase the range of competitors in local markets accessing appropriate and attractive 
retail sites.

7 See ‘US Firm CostCo to open Melbourne store’, Sydney Morning Herald, viewed 20 June 2008, available at http://news.smh.com.au/
business/us-firm-costco-to-open-melbourne-store-20080620-2u15.html.

8 See, for example, ACCC, public hearing transcript, 12 May 2008, p. 65.

9 For example, Supabarn supermarkets, which are located in the Australian Capital Territory—and, more recently, expanding into  
New South Wales.
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10.4 What interventions will improve competitiveness?
While it is a relatively simple matter to note that a market will be improved by the presence of more 
competitors, it is more difficult to identify appropriate interventions to produce such a result.

10.4.1 Retail market 

Before advocating any particular approach to improving the retail market, it is important to note that 
a competitive process largely produced the current market structure. Woolworths’ and Coles’ market 
shares are the product of millions of consumers preferring the MSCs’ offerings over a host of other 
independent and chain stores. When it was owned by Dairy Farm International in the late 1990s and 
early 2000s, Franklins was the victim of vigorous competition, notwithstanding that it had sites and a 
brand that provided a strong foundation to be competitive.

In addition, greenfield expansion by the MSCs exceeds acquisition as a method of growth. It would 
accordingly be wrong to suggest that the MSCs have succeeded by buying out the competition. 

Now that Coles and Woolworths are the dominant brands in large format supermarkets, they have 
key market advantages which a new entrant will find difficult to overcome. The key advantage is that 
shopping centre developers are dependent on anchor tenants to bring in customers. It is accepted by 
developers that having the MSCs as anchor tenants drives more traffic than any other supermarket 
brand.10 For sensible economic reasons, all other things being equal, a developer of a site in a premium 
location will almost always choose to base a centre around an MSC rather than an independent or 
lesser known supermarket. By including terms in leases that restrict the introduction of competing 
supermarkets to developments, the MSCs are able to further entrench their dominance of prime retail 
sites. 

This creates a significant market impediment to competitor growth. 

10.4.2 Wholesale market

The history of Australian wholesaling to the independent sector has been one of steady consolidation. 
This consolidation has been permitted on the basis that vertically integrated retailers such as the MSCs 
provided sufficient constraint on a monopoly wholesaler, and that the efficiencies available to a single 
wholesaler from the increased scale would deliver greater competition from the independent sector at 
the retail level. 

With the benefit of the material available to the ACCC as a result of this inquiry, it would appear that, 
at least in the last few years, the level of constraint on Metcash has been weaker than anticipated. 
Consolidation of grocery wholesalers has improved the returns available at the wholesale level, but it 
has also produced imperfect incentives for the wholesaler to encourage competition at the retail level. 
Consequently, the returns earned by Metcash are almost certainly higher than they would be if it faced 
a competitor at the wholesale level, and there are large categories of products in which the MSCs face 
little price competition because of the buying advantage they have over the independent retailers that 
buy through Metcash.

These high returns earned by Metcash have prompted market reactions, such as one of its largest 
customers, Franklins (now owned by Pick ‘n Pay, South Africa), discontinuing the relationship. Franklins 
instead brought its warehousing and supply function in-house, despite the high costs of doing so. 

10 See ACCC, public hearing transcript, 12 May 2008, p. 68.
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The ACCC expects that if sufficient volumes can be aggregated to justify the establishment of 
alternative wholesaling arrangements, others in the independent sector may also make alternative 
wholesaling arrangements. However, Metcash has put in place a number of measures that make it 
difficult for any new entrant to the wholesale market to attract sufficient volumes to be viable. These 
include taking equity stakes in the larger independent supermarket groups and using agreements with 
clauses in them that make it difficult for independent supermarkets and franchisees to leave Metcash or 
obtain products elsewhere.

Consequently, it may be difficult for new entry to occur.

10.5 ACCC’s approach
The key impediments to increased intensity in retail competition are:

access to suitable sites for alternative retail offerings •

access to competitive wholesale supply in packaged groceries for the independent supermarkets. •

The ACCC believes that its existing powers can be used to encourage competition and enhance 
dynamic change in grocery retailing. 

In particular, the ACCC will closely scrutinise supermarket site leases. Arrangements whereby the 
MSCs include terms in their leases that effectively prevent centre managers leasing space in centres to 
competing supermarkets can be considered under Part IV of the Act. Before the inquiry, few concerns 
had been raised with the ACCC about these lease arrangements and the arrangements have not, 
to date, been a focus of the ACCC’s enforcement activities. During this inquiry, significant concerns 
have been raised about the impact of some of these arrangements on competition in local areas, and 
considerable information regarding the operation of these clauses has been collected by the ACCC. 
The ACCC will actively pursue such arrangements where it considers that there is a likely breach of the 
substantial lessening of competition test contained in the Act.

During the inquiry it has also become apparent that state planning regimes, while designed to preserve 
public amenity, also act as a barrier to new supermarkets being established in local areas. The ACCC 
has recommended that consideration of planning decisions at all levels of government should have 
specific regard to competition issues, particularly where the application contemplated would facilitate 
the entry of a supermarket operator not currently trading in the area.

The ACCC will also continue to scrutinise acquisitions of supermarket sites and leases that give rise to 
competition concerns under s. 50 of the Act, which relates to mergers and acquisitions. The ACCC will 
pay particular attention to sites in built-up areas where the site is likely to be utilised by a competitor if 
the MSC acquisition does not proceed. In many cases, an MSC opening will be the most competitive 
outcome, but there may be sites where a competitive alternative exists which would permit action 
under s. 50. This issue is considered further in chapter 19. 

In relation to the wholesale supply of packaged groceries to the independent sector, the ACCC will pay 
closer attention to certain conduct by Metcash. In particular, the ACCC will examine: 

any agreements or acquisition of further equity in downstream retailers that inhibit the aggregation  •
of sufficient volume to enable an alternative wholesaler to enter the market on an appropriate scale

any agreements with suppliers or retailers that prevent direct dealings between suppliers and  •
independent retailers
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any use of Metcash’s market power in the supply of packaged groceries to induce independent  •
retailers to shift to IGA Fresh for the supply of fresh produce.

The ACCC considers that efforts in these areas can bring about improvements to the competitiveness 
of the grocery sector in Australia. If, following the taking of these steps, it transpires that the ACCC’s 
powers are inadequate to address these concerns, the ACCC may take steps to identify any legislative 
changes which may be necessary.


