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Acronyms

Acronym Meaning

ABARE Australian Bureau of Agricultural and Resource Economics

ABS Australian Bureau of Statistics

ACCC Australian Competition and Consumer Commission

ACT Australian Capital Territory

ASX Australian Stock Exchange

AWE Average Weekly Earnings

BRW Business Review Weekly

CPI Consumer Price Index

FTE Full Time Equivalent

FUM Funds Under Management

GDP Gross Domestic Product

GSP Gross State Product

GVA Gross Value Added

IGA Independent Grocers of Australia

IGA>D IGA-Distribution

IGP Industry Gross Product

IVA Industry Value-Added

MGR Major grocery retailers (eg Woolworths, Coles)

NARGA National Association for Retail Grocers of Australia

NSW New South Wales

NT Northern Territory

PwC PricewaterhouseCoopers

QLD Queensland

SA South Australia

SMEs Small to medium-sized enterprises (also referred to as
independent retailers)

SOI Southern Oscillation Index

TAS Tasmania

TPA Trade Practices Act 1974

UK United Kingdom

USA United States of America

VIC Victoria

WA Western Australia
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Concentration of the retail sector

Australia has one of the most concentrated grocery markets internationally. The
dominance of the major grocery retailers (MGRs) is clearly established with the market
share of the top two MGRs being approximately 78-79%.

Due to the concentrated nature of the supermarket and grocery retailing sector in
Australia, MGRs have financial power and growing market power, stemming from their
high market share. The MGRs, and to a lesser extent the IGA group, utilise economies
of scale and associated lower unit costs, to offer very competitive prices for high
volume or headline products bringing benefits to consumers, but there is often less
discounting applied to lower volume products. This arguably can moderate headline
grocery price inflation but under state the change in grocery costs when it is measured
over a large range of grocery products.

It would be expected that lower unit costs should translate into consistently lower
prices across a wide range of products for consumers. However, concerns exist that
the growing market dominance of the MGRs and the decline in the number of
independent grocery stores over the past decades has arguably moderated
competition in the grocery industry which has potentially added to food price inflation.

Whilst the Trade Practices Act 1974 (TPA) prohibits acquisitions which substantially
lessen competition within defined markets, the nature of this test means that minor or
so called “creeping acquisitions” by MGRs, (ie purchases of existing independently-
owned stores or opening of new stores) are not precluded by the TPA. Hence MGR
activity in minor acquisitions and new store openings has lifted market share
concentration in the grocery sector.

Therefore, SMEs clearly have an important role in promoting and maintaining
competition in the supermarket and grocery retail industry and the economic
efficiency, consumer choice and quality that are associated with a successful
competitive industry.

Economic contribution and wealth creation

Small enterprises alone represented 96.8% of total retail trade businesses in Australia
in 1999/2000, demonstrating their strong economic contribution. In addition, small
businesses which tend to be independently and locally-owned often play a vital role in
generating and retaining wealth in local economies.

The business value of grocery SMEs in WA suggests that each independent retailer
has an average value of $1.615 million. SMEs in WA tend to reinvest most of their
earnings within the local and WA economies. MGRs are comparatively less likely to be
reinvest at a local community level and they typically distribute over 60% of earnings
as dividends to institutional and retail shareholders who are largely on the eastern
seaboard of Australia.

The intra-industry flows between retail trade and a diverse range of sectors
emphasises the important flow-on effects of the retail trade industry. In 1996/97, the
retail trade sector procured supplies from 90 industries (of a total of 106 as defined by
the ABS) valued at over $23.3 billion.

Studies show that although the total wealth contribution of SMEs in the supermarket
and grocery industry is smaller than that of MGRs on a national aggregate level, the
wealth contribution to local economies by SMEs can be 2-3 times greater at a local
level than that of MGRs. This is related to the fact that SMEs source a greater
proportion of their goods and services from local producers and local service-
providers, and account for a larger proportion of grocery employment than the market
share they hold, thereby providing relatively more stimulus to local economies.
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Furthermore, a decrease in independent grocery market share would also have
detrimental impacts on businesses which support independent grocery retailers (e.g.
local accountants, local printers, smaller primary producers and local storage,
warehousing and wholesalers). Most of these support services would be likely to be
procured interstate or centrally by MGRs. Therefore, the local businesses and
employees supported by independent retailers, and the communities in which
independent grocery retailers operate who gain significant social and community
benefits as a result of the economic participation of SMEs, would be adversely
impacted by any reduction in their market share.

While there are risks associated with operating in one of the most concentrated
grocery retail markets in the world, the rationalisation of SMEs into banner groups
such as IGA and FoodWorks and their alliance with Metcash may offer an opportunity
for independent retailers to challenge the MGRs. PwC’s 2007 publication of Retail &
Consumer Outlook Australia – Changes in play highlights that:

“While independent retailers can feel confident that they have a bright future,
they still have to plan how they will deal with the tectonic forces generated by
Australia’s two grocery retailing giants.”

It is important that policymakers are cognisant of the policy settings pertinent to the
retailing industry. This will be critical to ensuring that competition is promoted in the
grocery industry and that competitors are not disadvantaged by the extending
dominance of MGRs under pressure to deliver increased earning.

In addition, particularly in the retailing sector, SMEs are disproportionately burdened
by compliance imposts and regulatory requirements. Due to the cumulative economic
size of SMEs, reductions in “red tape” could be expected to deliver significant
productivity and other net benefits to the Australian economy.

It is also important that the significant beneficial economic impact of SMEs is
acknowledged and appreciated. Whilst it may be a small component of the total
economy and MGRs generate significantly greater volumes of sales, SMEs constitute
the majority of grocery stores and make a critical contribution in their own right to
servicing customers in more regional and remote areas, as well as providing greater
choice for consumers. Independent retailers have an economically valuable role as a
balancing competitive force against the MGRs and as enhancers of consumer choice
and welfare in the grocery retailing industry.
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