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3 March 2010 
The Director

Prices Development, Economic Analysis and Reporting Branch

Australian Bureau of Statistics

PO Box 10

Belconnen ACT 2616

Email: cpi.review@abs.gov.au
Dear Sir or Madam,

Review of the Consumer Price Index 2010 
   NARGA represents the independent retail grocery sector comprising over
   5000 stores employing more than 225,000 people Australia wide.  

We use this submission to outline the links between the CPI and the practical issues confronting the independent grocery sector.

NARGA supports the current approach to the CPI as a measurement of the increases in costs faced by households in their acquisition of goods and services and the measurement of the CPI at least at quarterly intervals.

We understand that the weighting of the CPI is governed by the Household Expenditure Survey (HSE) which is conducted every six years as this survey determines the makeup of the ‘basket’ of goods whose prices are to be sampled at regular intervals.

We believe that the link between the CPI and HES is a valid one but that it may be appropriate to conduct the HES more frequently in order to keep the basket and hence the CPI more aligned with current purchase patterns.

Given that food and other grocery supplies make up a substantial proportion of the CPI basket it is important that the way grocery items are sampled and priced accurately reflects purchase patterns both in terms of the products purchased and the locations at which these purchases take place.  Of particular importance is the way that weekly ‘specials’ are treated as a ‘special’ in one chain is not reflective of the price for that item across the sector.
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The impact of food prices on the CPI is highlighted by the above chart taken from a paper published in the RBA Bulletin
.  The authors show that, whilst the CPI has increased at an average rate of 2.7% p.a. since 1993, food inflation has averaged 4.0%, and make the point that:
 ‘This average, however, masks considerable variation in the pace of price growth of the various goods and services included in the Consumer Price Index (CPI), reflecting the varying underlying trends in productivity, input costs, margins and changes in government policy.’

and:

Food, beverages and tobacco prices also currently comprise about 20 per cent of the total CPI and collectively have increased by an average annualised rate of 4 per cent over the past decade and a half (Table 3 and Graph 6).
We believe that one of the factors affecting food prices is the increasing concentration of the retail grocery market as shown in the graph below:
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This graph is taken from a study of the grocery industry conducted by PriceWaterhouse Coopers
.

We note here that the first half year profit results reported by Woolworths recently showed an increase in profits from the food and liquor division of 11.4% on an increase in sales of 6.8%.  Profits growing faster than sales, or prices increasing faster than inflation, have been a feature of the Woolworths results over many years as shown in the extract below taken from the Woolworths 2009 Annual Report.
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Given that, as indicated in the above quote from the RBA paper, ‘Food, beverages and tobacco prices also currently comprise about 20% of the total CPI’ the rate at which these prices increase affect the CPI as a whole.

Because the CPI also affects RBA interest rate settings, consumers are doubly affected if food prices are increasing at a greater rate than they otherwise would in a more competitive market.  (It could be argued that consumers get a triple whammy because the banking market also lacks effective competition and therefore is capable of extracting higher margins on mortgage rates.)
The lack of competition in the retail grocery sector (and in other concentrated markets – fuel, airlines, telecommunications) suggests that the use by the RBA of higher interest rates as a means of combating inflation is less than optimally efficient because the mechanism that keeps margins in check – competition – is largely absent.  

Fatter margins keep inflation high.

These and other factors make it imperative that Australia continues to have access to a well structured CPI measurement system.
Please contact me should you need any further information.

Yours faithfully,

Ken Henrick
Chief Executive Officer
� Trends in relative consumer prices, David Orsmond, Tim Roswall, RBA Economic Analysis Department, RBA Bulletin, July 2009


� The economic contribution of small to medium sized grocery retailers to the Australian economy with a particular focus on Western Australia, July 2006, PriceWaterhouse Coopers





