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Executive Summary

Australian grocery retailing is extremely concentrated, with the two major vertically integrated chains supplying around 76 per cent of dry groceries nationally.  The ‘third force’ in the industry comprises the independent retailers, supplied largely by Metcash in the eastern states.  Over the years the independent sector has been characterised by consolidation of previously state based players, but continuing decline in market share.  Part of this decline can be attributed to the relentless flow of ‘creeping acquisitions’ of the largest and most successful independent supermarkets by the chains: between January 1995 and July 2001, 60 independent retailers were acquired in NSW, Victoria, Queensland and South Australia alone.  Since Metcash acquired Davids wholesaling operations, the market share of independents has recovered somewhat.  In part this has resulted from the acquisition of new customers as a result of the Franklins break-up and the closure of AIW; but market share has also been growing on a constant store basis.  Buying prices have improved, banner groups and promotional activity have been rationalised and retail support services improved.  

The independent sector is now in a position to provide a real and potentially increasing competitive constraint on the chains.  There are good reasons to believe that three players will be significantly more competitive than two in an industry such as grocery retailing, characterised by visible pricing, relatively high variable costs and geographic differentiation.  Absent creeping acquisitions, the independent sector can provide this competitive tension in the industry.  Independent retailers cover a broad spectrum, in terms of the price/product/service package they offer.  Some compete aggressively on price, while others place greater emphasis on service and convenience.  Nevertheless, all independents can place an effective (quality adjusted) price constraint on the chains, particularly given the importance which consumers place on non-price factors.

A resurgence in creeping acquisitions, however, threatens to undermine this competitive constraint, both by directly removing retailers from particular local retail markets and by undermining the customer and cost base of Metcash’s wholesaling operations, loosening or potentially loosening the price constraint which independents can impose on the chains.  This report analyses the impact or potential impact of creeping acquisitions on competition in the Australian grocery industry with regard to s.50 of the Trade Practices Act (the Act).

We define three relevant markets, or sets of markets, for the purpose of analysing creeping acquisitions under s.50 of the Act:

· A broad market for the distribution of groceries to the public;

· Multiple overlapping retail grocery markets; and

· Multiple product specific markets for the acquisition of groceries by retailers and wholesalers from manufacturers and growers.

Our major focus is on the first two markets, but the third set of markets has been the cause of increasing concern by competition authorities around the world and was raised as an issue of concern in our interviews with suppliers.

The first market captures the broad level of competition between the chains and Metcash and its retail customers.  The effect of creeping acquisitions is to shift the demand curve facing Metcash to the left, forcing it to move up its cost curves, both in terms of logistics costs and buying prices.  Depending on the likely reaction of the chains, these cost increases may be absorbed by Metcash, its retail customers, or passed through into higher retail prices to consumers.  We analyse these impacts in detail in section 3 of this Report. Our analysis is based on an expected current round of creeping acquisitions involving 16 stores, which collectively account for 1.77 per cent of Metcash’s sales volume.  In the short time since that analysis was completed, a further four stores have been added to this list, bringing the collective total to 2.18% of Metcash’s sales volume.  The cumulative effect of creeping acquisitions since 1995 has been equivalent to 12.9 per cent in current prices.  The effects of volume reductions on Metcash’s cost base are broken down into on-invoice discounts, off-invoice rebates and logistics costs.  We quantify these impacts in relation to both the 1.77 per cent volume loss initially expected and a range of values up to 10 per cent, which is well within the realms of possibility given historical experience, and very recent developments.  

If Metcash chose to absorb the cost impact of the initial round of 16 creeping acquisitions, its EBIT would decline by 17 per cent, ceteris paribus.  A loss of 10 per cent volume would almost wipe out Metcash’s EBIT.  If the cost increases were passed on to retailers, the 1.77 per cent volume reduction would increase retailers’ costs by 0.4 per cent, equivalent to a 12.4 per cent increase in the wholesale service fee.  A ten per cent volume reduction would increase retailers’ costs by 2.4 per cent, equivalent to a 56 per cent increase in the wholesale service fee.  If this increase was passed through to final consumers and matched by the chains, it would equate to an additional $10.92 on the average household’s monthly grocery bill, and likely increase the chains after tax net profit by more than 50 per cent.  If cost increases are not passed through to consumers, the viability of Metcash and/or its independent retailers will be threatened well before a ten per cent loss of volume is reached.  With as little as a six per cent loss of volume, we estimate that Metcash would no longer be able to raise equity finance.  Well before this, Metcash’s ability to provide retail support services would be squeezed, which would flow through to deteriorating customer service at the retail level.  If the cost increases were absorbed by the retailers, we estimate that a seven per cent loss of volume would reduce the retailers return on assets to less than the interest rate.

Whether the independent sector’s viability is squeezed or its prices increase to reflect the cost increases associated with creeping acquisitions, the competitive constraint which independent retailers are able to exert on the chains will be diminished.  This would matter less if barriers to entry were low, such that any significant increase in prices and/or margins would attract new entry and competition would eventually drive prices and margins back down to competitive levels.  However, barriers to entry for a new player in this market are substantial.  As the Tribunal observed in Re Queensland Independent Wholesalers, the most critical barrier to entry is the acquisition of a ‘critical mass’ of retail sales, to minimize buying prices and logistics costs and spread the other fixed systems costs associated with the distribution of groceries.  This in turn makes barriers to retail entry critical.  While potential retail sites may not be scarce in some absolute sense, valuable sites are both scarce and difficult to access for new players without an established track record.  Retail shopping centre developers tend to favour the established chain stores.  Accordingly, effective entry, either by a new wholesaler or a new full range grocery chain, is unlikely to replace the competitive constraint from the independent sector which could be lost through creeping acquisitions.

Turning to the second set of markets, our analysis of local pricing patterns suggests that while there is considerable uniformity in the chains pricing across different geographic locations, there is still significant variation associated with variations in the local market structure.  The number of products with the lowest average chain store price increases both with the number of local players and when the composition of a local duopoly or triopoly shifts towards independents.  Regression analysis of individual product prices confirms that more competitive local market structures give rise to lower consumer prices for a large number of products. Given the incentives for the chains to price uniformly across locations and the limitations of our data and modelling, this is a surprisingly strong result.  Most relevantly for the purposes of this Report, the presence of an independent supermarket in a local retail market was found to have a significant downward impact on the prices of a large number of products in the basket of goods we examined, particularly for Coles.  

This implies that local retail markets are incompletely protected from local market power by uniform pricing policies. In other words, the presence of competing sources of supply in any one area is not sufficient to fully protect consumers in another. Prices vary across locations according to the degree of price constraint imposed by the local market structure.  The more local market players there are, and specifically the more independent supermarkets there are, the lower will be chain store prices.  As a result, individual acquisitions which reduce the number of local rivals, and specifically remove an independent supermarket from a location, are likely to have an adverse effect on local prices, and most likely on non-price competition as well. 

Finally, creeping acquisitions will not only increase concentration in the distribution of groceries to consumers, but they will also increase concentration in the acquisition of groceries from manufacturers.  While this might be thought to benefit consumers by increasing the countervailing power of the chains, resulting in lower buying prices, there are reasons to expect that the benefits will not be passed on to consumers, because the increased countervailing power simultaneously increases the selling power of the chains as well as their buying power.  Our interviews with suppliers echoed concerns which have been raised by the UK Competition Commission and others regarding this increase in buyer power and its potential to be used both against suppliers and against smaller retail competitors, resulting in poorer outcomes for consumers. Substantial monopsony power (that is, market power exercised by buyers) can be as harmful to efficiency as market power on the selling side.

These findings naturally raise the issue of the appropriate policy response. In one sense, creeping acquisitions present different issues from those which arise normally when considering the competitive implications of mergers.  In some instances, an individual acquisition may substantially lessen competition in the local retail market; but in many cases, the impact of individual acquisitions, considered separately, will be too small to qualify as ‘substantial’.  However, when viewed as a long-term trend, the potential for creeping acquisitions to substantially lessen competition in the broader market for the distribution of groceries to the public is clearly there.   There is no magical point at which this substantial lessening of competition will occur.  Rather it is an incremental process, with each acquisition reducing the effectiveness of the competitive constraint which independents can impose on the chains.

Even on the narrowest of assessments, the current round of acquisitions takes us a long way towards a substantial lessening of competition.  If we wait until that point is reached, the damage will already have been done.  Metcash and/or its retail customers’ viability will be threatened and/or the competitive discipline they are able to impose on the chains will have been seriously eroded and could not be rectified by blocking additional acquisitions at that point.  Rather, the problem of creeping acquisitions must be stopped in its incipiency, by blocking any further acquisitions, and ‘competition on the merits’ allowed to deliver consumers the best price/product outcome.  In the words of s.50, creeping acquisitions must be prevented before they “…have the effect, or be likely to have the effect, of substantially lessening competition…”.  Like all merger regulation, prevention is better than cure for the problem of creeping acquisitions.  Indeed, the problem is even more acute in the case of creeping acquisitions because there is no discrete point at which the substantial lessening of competition occurs, but once the patient is sick, it cannot be cured.  It should be noted that incipiency is not a novel approach to merger regulation.  Indeed it underpins the foundations of merger regulation in the United States.

We do not believe that this is, as the Dawson Review suggested, a matter of industry policy rather than of competition. On the contrary, preserving a competitive market structure from being undone by acquisitions is the essence of merger control, which in turn is an indispensable element in an effective competition policy. Consumers, who depend on grocery retailing for many of the goods central to the quality of life, have every right to expect competition policy to be implemented as vigorously and effectively in this industry as in others.
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1 Introduction

The Australian grocery industry is one of the most concentrated in the world, with consumers across Australia being served by only two
 major vertically integrated chains (the chains), who together accounted for around 76 per cent of dry grocery sales in the calendar year 2002
, plus the limited range discounter Aldi in NSW and parts of Victoria
 and a range of independent retailers.  The independent sector has long been regarded as an important actual or potential ‘third force’
 to promote competitive outcomes for Australian grocery consumers, both price and non-price — one of the defining features of the independent sector is the diversity it offers consumers, in terms of service and quality, associated with the fact of independent ownership, compared to the relatively standardised offering of the chains.  The Trade Practices Tribunal, as it then was, recognised the importance, or potential importance, of this role for the independent grocery sector in its decision authorising the acquisition of Composite Buyers Ltd by Davids Ltd (Davids) in 1995.

Despite recognising the importance of creating such a third or fourth force, and eventually succeeding in merging all the independent wholesalers in the eastern states
 apart from Australian Independent Wholesalers (AIW), which was acquired by Woolworths Ltd (Woolworths), and the Tasmanian based Statewide Independent Wholesalers (SIW), which is jointly owned by Woolworths and the Northern Wholesalers Co-operative, Davids continued to lose ‘market’ share.
  This trend is demonstrated in Figure 1, which shows the independent sector’s share of dry grocery warehouse withdrawals in each of the eastern states
 on an annual basis from 1995–2002.  Davids’ share of grocery sales reached a trough in 2000, shortly after its acquisition by Metcash Trading Ltd (Metcash) in 1998.   Part of this long term downward trend in market share was associated with the ‘creeping acquisition’ of independent retailers by the chains.  Between January 1995 and July 2001, 60 independent retailers in Queensland, NSW, Victoria and South Australia were acquired by the chains.
  Targeted stores tend to be the larger and most profitable independent retailers, involving significant loss of volume to Davids and Metcash.

Through a combination of good management and good fortune, Metcash has managed to rebuild the ‘market’ share of the independent sector in the eastern states, as can be seen in Figure 1.  It has rationalised banner groups and promotional programs
, increased independent store discipline in relation to pricing and store standards
; renegotiated supply terms with manufacturers, both of grocery items sold in the stores and other inputs used by retail grocers, from shopping trolleys and storage racks to delivery vans; and improved retail support services, such as assisting retailers with store design and refurbishment plans.

Figure 1:  Metcash’s share of packaged grocery sales (excluding tobacco) 

1995–2002
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Note: 
Data includes all volume through the Metcash warehouses, including IGA, Franklins,  Foodworks, AUR and Campbells Cash & Carry.

In 2001 Dairy Farm, who owned Franklins Ltd, decided to undertake a managed exit from the Australian grocery industry.  Woolworths acquired 72 stores, with the balance of 200 stores being offered to independent retailers through the joint independent divestiture alliance (JIDA) program, operated jointly by Franklins and Metcash.   Metcash customers eventually acquired 104 stores
.  This process resulted in the entry of two new independent retail chains in the eastern states, Interfrank Holdings Pty Ltd (Interfrank), who also acquired the ‘Franklins’ brand, and Foodland Associated Ltd (Foodland), operating under the Action brand.   As a result of various undertakings given to the Australian Competition and Consumer Commission (ACCC) in relation to the Woolworths and JIDA acquisitions, there was a twelve month  moratorium on the acquisition of any JIDA stores by the chains. 

The JIDA process boosted Metcash’s ‘market’ share significantly, since the former Franklins stores acquired by independents
 were now supplied by Metcash.   In 2002 Metcash’s market share was further boosted by winning contracts to supply Foodworks and Foodway stores, previously supplied by Woolworths AIW wholesale operations, which subsequently closed down.  Importantly, this boost to market share further contributed to strengthening the competitive position of all independent retailers because it has assisted Metcash in gaining improved terms of trade from grocery manufacturers.
  

However, even excluding the impact of the Franklins and Foodworks acquisitions, Metcash’s market share has been growing, albeit less rapidly, adding approximately two percentage points in market share in each state other than NSW
 between 2000 and 2002.  This most likely reflects the improved terms of trade, rationalisation of banner groups, retail support and store discipline which Metcash has introduced to the business.

Accordingly, by the second half of 2002, independent retailers, supported by Metcash, were in a strong position to provide a significant competitive challenge to the chains.  This is reflected in A. C. Nielsen Homescan data showing that ‘other supermarkets’ (IGA, Action and Aldi) made the greatest gains from shoppers switching stores in 2002, with Woolworths  and Bi-Lo actually showing a net loss to these stores.
  However, this position is now threatened by the re-emergence of the creeping acquisition of independent retailers, particularly by Coles Myer Ltd (Coles), who we understand have been looking to acquire 30–60 new stores, which threatens to undermine the independent sector’s volume and hence the competitive position of all independent retailers.  

There is no simple relationship, that holds true across all industries, between market concentration and market outcome. That said, there is both empirical and theoretical literature to suggest that in many markets, three players will result in significantly greater competitive pressure than two players, as the presence of a third player undermines any tendency for a ‘cosy duopoly’ to emerge.  Kwoka found that the number of firms does not influence the relation between the market structure and the market performance when it is sufficiently high.  Empirical evidence shows the threshold is as low as three.
 Kwoka concludes his empirical analysis of concentration indices and market performance by pointing out that:

 “… the empirical superiority of the two-firm concentration ratio suggests that an industry’s ability to coordinate behaviour and raise price-cost margin may be determined not by twenty, eight, or even four firms, but by the leading two.”
 

This confirms his earlier analysis where he explains that:

“large market shares for the two leading firms seems most decisive for industry cost-margin, with a depressing effect from a sufficiently large third share.  Moreover, these effects appear to be discontinuous …. [Estimates] imply that industry margin are unaffected until output control by one or two firms reaches 25% to 35%, that past some point further domination by them has no effect on performance, and that three-firm coordination problems are so severe as to make a large third firm more likely as a rival”.
 

Theoretical reasons for this non-linear relation between the number of firms and market performance includes some basic results from oligopoly theory as well as some insight from collusion theory, which shows that the opportunities for collusive outcomes are increasingly unsustainable as the number of firms increases.  First, in a wide class of oligopoly models, the impact on price of decreasing the number of firms by one is indeed much lower if the initial market structure is fragmented as against being already concentrated
.  Second, when a small number of firms control most or all of the output of an industry, they individually and collectively profit more by cooperation than by competition.  These few companies, therefore, will usually cooperate.
 The sustainability of collusive agreement, however, depends negatively on the number of firms. This is because the larger the number of parties to a collusive agreement is, the higher the transaction costs required to maintain the agreement and the less likely a particular cheater will be uncovered.  Also, the larger the number of participants, the lower the gain from collusion and hence the more attractive the cheating and the less dissuasive the punishment.

The manner in which these forces play themselves out will differ from industry to industry, as industry-specific characteristics will affect the ease with which firms, even in relatively concentrated market structures, can as a practical matter coordinate their pricing behaviour. There are, however, a number of reasons for thinking that retail grocery markets could lend themselves to ‘cosy duopoly’ outcomes, at least in the longer run. These include the fact that the prices charged are readily observable, variable costs account for a high share of total costs and major outlets tend to be geographically differentiated. While these factors would not prevent competition from occurring, for example by means of special offers and targeted rebates, the risk must be that a duopoly structure would avoid head-to-head price competition on the vast bulk of items purchased by consumers. 

However, this risk is substantially reduced when an independent sector is present. Independents will generally operate to a somewhat different cost structure from the chains and may well have differing objectives from the chains. Additionally, the fact that there is a degree of vertical separation between the independent sector and the chains makes price coordination in the presence of an effective independent ‘third force’ extremely unlikely.  

Were this the case, a further move to a chain store duopoly, effected through a sequence of individually small scale acquisitions of independent supermarkets, could substantially lessen competition in Australian grocery markets. Such an effect is all the more likely to occur if the barriers to entry into these markets are significant (see the discussion at section 3.4 below), so that competition, once removed, is not readily re-established.

So as to assess the extent of this risk, this report analyses the impact of creeping acquisitions on competition in the Australian grocery industry and the impact on consumers, not just the impact on the competitive position of Metcash, as relevant under s.50 of the Trade Practices Act (the Act).  Six acquisitions were cleared by the Commission at the end of 2002 and a further ten or so are currently under consideration.  However, these acquisitions should not be seen in isolation, but rather as part of a broader pattern that has been occurring for some time and will likely continue in the future if not checked.  While any single acquisition is unlikely to result in a “substantial lessening of competition” in breach of s.50, the cumulative effect may be significant and hence an incipiency issue arises.  The extent of that cumulative effect and its economic consequences are the central concerns of the analysis set out below. 

Industry and Market Framework

1.1 Demand for Groceries and Industry Structure

Products supplied through retail grocery outlets comprise a range of food and non-food items, such as cleaning products and toiletries, designed to meet basic household needs.  Household grocery shopping tends to be characterised by a large regular supermarket shop plus additional ’top up’ and ’convenience’ purchases in between.
  In recent years there has been a trend towards more frequent grocery shopping trips, but this is now edging down with the national average number of shopping trips being 2.6 trips per week in 2002 compared to 2.8 in 2000.
  These shopping patterns are reflected in the range of grocery store types, with large supermarkets
, able to carry the necessary product range, catering to the ’weekly shop’
 and smaller stores catering for ’top up’ and ’convenience’ purchases.  Increasingly supermarkets also cater for the latter, particularly since the deregulation of shopping hours in most states.   Some ’top up’ and ’convenience’ items are also supplied by a range of specialist stores, such as butchers, green grocers, delicatessens and pharmacies.  

The supply side of the supermarket industry in the eastern states is characterised by three main players, Woolworths, Coles/Bi-Lo and the independent sector, plus the limited range discounter Aldi.  Woolworths and Coles are both vertically integrated chains, buying products direct from manufacturers and growers and distributing these to stores via a network of state based warehouses.  Coles has differentiated its retail offering between its Coles and Bi-Lo stores, with the latter targeting the more price conscious consumers.  Both Coles and Woolworths have expanded their range of store types to include a number of smaller stores, called ‘Metro’ and ‘Express’ stores, catering to the ’top up’ and ’convenience’ shopper.  Both Woolworths and Coles have now launched or announced a petrol offering, through Petrol Plus and Shell outlets respectively, which links their convenience shopping offer with petrol stations.

Aldi offers a strictly limited range and depth of product lines compared to the chains and independent supermarkets.  Its stores tend to be relatively small, the store environment is very basic and they do not accept credit cards.  Geographic coverage is also limited, though growing.  Their focus is on providing very low prices for a limited range of basic items, which are largely house brand products.
  According to A. C. Nielsen data, only 21 per cent of households in NSW shopped at Aldi in the 26 weeks up to 3 August 2002, compared to 70–90 per cent who shopped at Coles and Woolworths.
  Those who did shop there  spent around the same amount per trip as for trips to Coles and Woolworths, but made only about one third as many trips there compared to trips to Coles and Woolworths.
  This is consistent with the common perception that consumers tend to use Aldi to stock up on basic items at low prices at infrequent intervals: for example, they may go there every second week or even monthly compared to a weekly or more frequent shop at Coles or Woolworths.  Evidence in the UK, where Aldi and other limited range discounters have been established for longer, suggests that consumers do not regard the product range and depth offered by these stores to be a close substitute for the one-stop shopping available at mainstream supermarkets.
  Clearly, while offering a degree of pricing constraint on the other industry players
, Aldi provides a very imperfect substitute, in both the product and geographic dimensions of competition.

Following the series of mergers between state based independent wholesalers in the 1990s and the closure of AIW in 2002, Metcash is now virtually the sole supplier of wholesale groceries to independent retailers in the eastern states, other than the Action supermarkets in Queensland which are suppled by Foodland.
  These independent retailers comprise both supermarkets, top up stores and convenience stores.  Figure 2 shows the distribution of these stores by wholesale purchases and indicates that Metcash’s customer base comprises a core of larger supermarkets, who account for the majority of wholesale purchases and a ‘tail’ of numerous smaller top up and convenience stores.  

Figure 2:  Metcash’s Customer Base in Order of Wholesale Purchases 2002
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Not only does the independent sector display great diversity in terms of size, but also in terms of its price/product/service offering.  Independent supermarkets include the ‘new Franklins’ chain, owned by Interfrank, which appeals to the budget conscious consumer, as well as a whole range of independently owned ‘IGA supermarkets’, many of which offer a high level of customer service compared to the chains.

All of these stores compete with the vertically integrated chains to a greater or lesser degree depending on product range and location.  Their ability to compete effectively depends on the product range, terms and conditions and support services provided by Metcash, as well as their own efforts and entrepreneurship.  As will be discussed in detail in section three, Metcash’s ability to secure and offer competitive trading terms is in turn significantly affected by the market share of its independent customers and hence the volume Metcash can acquire from suppliers and put through its warehouses and distribution operations.  This competitive structure is illustrated in Figure 3.

Figure 3:  Competitive Structure of the Grocery Industry
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Research by A C Nielsen
 indicates that consumers choice of grocery store is most strongly influenced by location and convenience, followed by product range and choice, with price lagging behind these factors in importance.   This has important implications for market definition and market power in the grocery industry.  First, location confers significant market advantage on individual stores and hence a degree of market power.  Most shoppers were not prepared to travel to any particular store unless it was as easy to get to as their most convenient store.  However, shoppers were prepared to travel somewhat further to go to a Coles or Woolworths supermarket than other types of supermarkets.  Woolworths, which has around 50 per cent more stores nationally than Coles,
 derives significant market share advantage from this.  Interestingly, A.C. Nielsen report that the market share per 100 stores is almost identical for Woolworths and Coles.

Second, both Coles and Woolworths appear to have strong brand loyalty, derived from their perceived superiority in terms of fresh food, product range and store environment.  A high percentage of people described themselves as mainly Woolworths or mainly Coles shoppers, at 48 and 36 per cent respectively.  These shoppers also tend to be particularly loyal compared to people describing themselves as mainly a Franklins or other store type shopper, spending a higher percentage of their total grocery spending at their main store.  A. C. Nielsen has constructed a ‘store equity index’ for each of the chains, which is essentially a measure of brand loyalty, reflecting shopper loyalty and their willingness to pay more to shop at that particular store type.  A score of three or more is regarded as strong brand loyalty: the store equity index is 4.1 for Woolworths and 3.2 for Coles, compared to 0.9 for IGA and Action, 0.8 for Aldi and 0.3 for Franklins.  It is also interesting to compare these stores to brand equity indexes for manufacturers: only 15 per cent of manufacturers had a brand equity index greater than three.  

Both of these factors have implications not only for market definition and market power in relation to the supply of groceries to final consumers, but also in relation to the market power of the chains as acquirers of groceries from manufacturers and growers: because of the importance of location and the brand loyalty of consumers to Coles and Woolworths, suppliers will only be able to reach certain groups of consumers if they can get their product onto Coles or Woolworths shelves.

1.2 Relevant Markets

To breach section 50 of the Act an acquisition must result, or be likely to result, in a substantial lessening of competition in a market.  We do not reiterate here an exposition of the methodology of market definition, but simply note that we adopt the conventional approach of the Australian Courts and the Competition Tribunal (the Tribunal), as adopted in the ACCC’s Merger Guidelines, based on an examination of demand and supply side substitution.  We also note that market definition in Australia has always been a purposive exercise, designed to expose the competitive constraints on the firm and conduct under scrutiny.  Furthermore, market delineations need not necessarily be discrete from one another, but may be overlapping, depending on the starting point for determining substitution constraints.  These two factors are particularly relevant in the grocery industry.

In our view, there are three markets, or sets of markets, which are relevant for considering the competitive implications of creeping acquisitions:

· A broad market for the distribution of groceries to the public; 

· Multiple overlapping local retail grocery markets; and

· A series of product specific markets for the acquisition of groceries by retailers and wholesalers from manufacturers and growers.

The first market is that defined by the Tribunal in Re: Queensland Independent Wholesalers (Re: QIW)
, being a single functional market comprising the wholesale and retail levels.  The Tribunal defined such a market in order to best expose the competition and public benefit implications of a merger between two independent grocery wholesalers.  In our view such a market is also relevant for analysing the implications of creeping acquisitions in the grocery industry.  This is because the volume impacts of creeping acquisitions on the ability of Metcash to provide an effective competitive constraint on the chains will be felt broadly, impacting on the competitive constraint offered by all retailers, both larger supermarkets and convenience and top up stores (see Figure 3 and the associated discussion).  

The Tribunal defined this as a national market, based on a view that each of the chains and independent wholesalers make their strategic business decisions on a ‘national’ basis, negotiate with suppliers on a national basis and present a national product image.
  A national market delineation was also seen as particularly relevant for analysing the public benefit claims advanced by Davids for the creation of a ‘fourth force’ in the grocery industry, and the Tribunal took care to note that a market defined for the purposes of analysing a merger under the authorisation provisions of the Act would not necessarily be the relevant market for the purposes of analysing mergers under s.50.
  

While certain strategic decisions may be taken on a national basis, it is clearly the case that the distribution of groceries to the public by each of the major players is organised on a state by state basis, reflecting a trade-off between economies of scale in warehouse logistics and transport costs.  When Foodland entered the retail sector in the eastern states in 2001, through the acquisition of a number of ex-Franklins stores, now operated under the Action brand, it established separate warehouse facilities in that state (through the acquisition of the old Franklins warehouse).  This is consistent with the Organisation for Economic Co-operation and Development (OECD)’s observation in 1992 that: 

“In the grocery trade, for example, where logistics costs are high, retail enterprises have tended to expand in such a way as to allow sites to be economically serviced from centrally located warehouses.  This imprints a distinct regional pattern on the growth of  chains — with their geographical scope expanding in a concentric model from their original site.”

It is also the case that Woolworths adopts a different brand in Victoria as compared to NSW, with the Safeway and Woolworths fascia respectively.  

The fact that negotiations with suppliers occur on a national basis, another factor considered relevant by the Tribunal, appears more relevant to the third set of markets discussed below.  That said, national negotiations with suppliers are relevant in as much as they impact on the real and pecuniary economies available through volume related terms with suppliers, which makes wholesale expansion into additional states easier than de novo entry.
 

Hence, it is not entirely clear whether this market is more appropriately defined as a national or state based one, and the Tribunal adopted the approach of defining state-based sub-markets, recognising the fact that warehousing and logistics were organised on this basis.  For practical purposes it probably makes little difference — each of Coles, Woolworths, Metcash and Foodland compete across more than one state. 

This broad market cannot, however, capture localised competitive effects at the retail level.  Accordingly, we consider it is necessary to capture these by delineating separate local retail markets.   It is clear that grocery stores are differentiated in both the product and geographic dimensions.  In the product dimension, while supermarkets compete with small and specialist stores for convenience and top up shopping, to varying degrees depending on location and product range, the reverse is not the case: by their very nature, small and specialist stores are unable to supply the required product range for the weekly shop. We agree with the UK Competition Commission that large supermarkets offering the full range of grocery products required for the one-stop ‘weekly shop’ compete in a separate market to smaller stores offering ‘top up’ and ‘convenience’ items.  It is the former stores which have been the target of ‘creeping acquisitions’ and it is competition between these stores which is the primary focus of this report.  We refer to this sector as the supermarket industry, or the market for supermarket services.

In the geographic dimension, as discussed above, each supermarket has a unique locational advantage, conferring some degree of market power, depending on the proximity of other stores, and in particular whether they are located within the first store’s catchment area, from which its customers are primarily drawn.  Given the importance attached to convenience, the closer these other stores are geographically, the more substitutable they will be in the geographic dimension.  Accordingly, local retail markets can be defined in relation to each store, or each group of stores located in close proximity, in line with the primary catchment area of that store or stores.
  These areas are unlikely to correspond to any uniform radius, but rather will depend on specific local factors, such as drive times and distances from other stores — shoppers will travel further in one direction if the closest store in the other direction is also some distance away.  

Accordingly, there will be a large number of circles of retail competition, emanating from particular stores or clusters of stores, which will overlap to varying degrees, particularly in metropolitan areas.  For any particular retail acquisition, or group of acquisitions, a unique market or group of markets will need to be delineated.  As discussed in paragraph 5.55 of the Merger Guidelines, it may be relevant to link some circles of competition into a single market where the areas of overlap are substantial, such that pricing constraints are transmitted from one to another through a ‘ripple effect’.  Whether this is in fact the case will likely vary across locations, depending on specific details of local competition.  However, local pricing data collected for the purpose of this Report
 suggests that such overlap is far from pervasive.  Considerable variations were observed in average prices across locations.  Price variations of 50 per cent and more were not uncommon.
  Furthermore, the regression analysis discussed in section 4.4 suggests that local price variations for a significant range of products reflect local market structure and local prices are not entirely protected by greater competition in other locations (as would be the case if ‘ripple effects’ were strong).

Turning finally to the markets for the acquisition of groceries from manufacturers, we do not seek to define each of these precisely in product and geographic dimensions.  Rather we note that there are likely to be a very large number of such markets, whatever the specific extent of substitution between particular products.  Retailers and wholesalers demand for these products is derived from consumer demand, and the substitution options faced by those consumers.  It is clearly the case that substitution between, for example, toothpaste and baked beans is strictly limited, and the same will be the case for the many hundreds of product groups supplied through supermarkets.  On the supply side, substitution is also clearly limited, with manufacturers and primary producers having specialised facilities for particular products or groups of products.  Furthermore, within these markets, substitution is likely to be somewhat limited.  To the extent that supermarkets need to offer consumers an acceptable range of brands for any particular product, they may be limited in their ability to substitute one for another.  On the other side of the market, in order to access particular groups of consumers, suppliers will need to access their regular supermarket, and hence Coles and Woolworths, for example, may be poor substitutes.

The geographic dimension of these markets will likely be national in the case of many manufactured products, but more local in relation to perishable products, such as fresh milk, fruit and vegetables.  In some cases inter-state distribution may also still be limited by regulation.

In our view, the competitive effects of creeping acquisitions need to be analysed in relation to each of these markets.  We address them in turn in the following three sections.

Market for the Supply of Groceries to the Public

1.3 Analytical Framework

As previously discussed, this market is characterised by a chain store duopoly plus the highly differentiated independent sector, which provides a ‘third force’ or competitive tension in the industry, with the potential to undermine any tendency to price coordination by the chains.  The ‘market’
 shares of the chains and the independent sector, based on packaged grocery warehouse withdrawals in each of the east coast states and nationally is provided in Table 1.

Table 1:  Packaged Grocery (excl. tobacco) Shares 2002

	
	Coles/Bi-Lo
	Woolworths/

Safeway
	Metcash
	Foodland
	Other

	NSW
	32.5
	45.5
	18.2
	-
	3.8

	Victoria
	38.5
	40.5
	18.7
	-
	2.3

	Queensland
	33.7
	43.1
	14.9
	6.2
	2.1

	South Australia
	41.2
	33.0
	25.8
	-
	-

	National 
	34.6
	41.3
	15.7
	5.2
	3.2


Source:  A. C. Nielsen

Despite recent gains, the independent sector’s market share still lags behind each of the chains.  As will be discussed in detail below, this volume is critical to Metcash’s cost base and hence to the price constraint which it can impose on the chain store duopoly.  While some independent retailers charge higher prices than the chain stores (see Section 4) reflecting their locational advantages, differential service levels and associated higher costs, as well as higher buying prices, their pricing will still provide a price constraint on chain store prices with the chains always seeking to price at or below the level of the independents.

Each ‘wholesaler’, including Coles and Woolworths vertically integrated operations, faces a derived demand for its products, based on the sum of its local retail outlets, which are differentiated in both product and geographic space.  Absent price coordination, they each face an imperfectly elastic demand curve.  The A. C. Nielsen data discussed in Section 2
 suggests that Coles and Woolworths will face a less elastic demand curve than Metcash, as a result of stronger buyer loyalty and geographic coverage.  Metcash’s derived demand is, however, likely to be inelastic in the top portion, deriving from those stores which provide convenience shopping and service disadvantaged shoppers with poor mobility in locations with limited geographic competition.

The effect of creeping acquisitions is to shift the (derived) demand curve facing Metcash to the left, forcing them to move up their cost curves, while actually moving Coles (or the acquirer) down their cost curve.
  Of course the success of the strategy depends on the inability of Metcash and its customers to either outbid Coles or expand their customer base through new stores.  There would seem to be considerable obstacles to the former occurring, including the transactions costs of coordinating such a response across the multitude of independent retailers affected and the imperfection of capital markets, where Metcash and particularly its customers would need to rely on external finance as compared to Coles’ ability to finance such acquisitions internally.  The latter is also unlikely to occur due to barriers to retail entry faced by independent retailers, discussed in section 3.4.  The effect on Metcash is illustrated in Figure 4.

Figure 4:  Creeping Acquisitions and Metcash’s Cost Base
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This provides Coles (and Woolworths to a lesser extent, because their customer base has not initially expanded) with a further cost advantage over Metcash.  If Metcash and its retail customers increase their prices, Coles can use its cost advantage either to expand its market share by lowering relative (not necessarily absolute) prices in areas where they compete, or to increase prices and profits in line with higher Metcash (and independent retailer) costs and prices across the board.  Any price premium paid for the stores can likely be recouped from increased profits across all their operations in the future.  If Metcash and/or its retailers do not increase prices, their profitability and eventually their viability will inevitably be squeezed.  This is likely to be reflected in non-price factors such as retail support and customer service in the short run and, if Metcash and its retail customers become unviable, exit or contraction to the supply of groceries through a fringe segment of stores supplying isolated consumers unable to access competitive prices, in the longer run.

In order to evaluate the impact of creeping acquisitions on wholesale competition between the chains and the independent sector, we have taken a two step approach.  First, we have quantified the relationship between a wholesaler’s costs and its sales volume.  While it is fairly self-evident in a qualitative sense that certain economies of scope and scale can be achieved in wholesaling, it needs to be established whether these economies pass a materiality test in the present circumstances.  Second, we have identified thresholds at which cost increases imposed by creeping acquisitions would seriously impact on the viability of a wholesaler of Metcash’s size, or a typical independent grocery retailer.  We will demonstrate that the present round of contemplated acquisitions, small though they appear to be, take both Metcash and the typical independent retailers a significant part of the way toward these threshold points.

1.4 Sales volume — cost relationships for a wholesaler

Broadly speaking, there are three types of cost impacts of decreased sales volume on a wholesaler:

1. On-invoice discounts, also known as quantity buy allowances, are reduced;

2. Off-invoice rebates, promotions, and other incentive benefits provided by suppliers to wholesalers are reduced or eliminated; and

3. Average costs associated with warehouse, logistics and freight operations increase because the rate of recovery of fixed costs worsens with declining volumes.

Before these impacts can be explored meaningfully, the magnitude of the sales volume effect needs to be established.  That is done in the following subsection.  The three subsequent subsections deal in turn with the three types of impact listed above.  Section 3.3 (two subsections) evaluates the combined impact of all three effects on the wholesaler and the retailers, respectively.

1.4.1 Magnitude of the sales volume effect

The current proposed acquisitions should be seen as part of a long-term trend.  The period from January 1995 to December 1999 saw aggressive acquisitions by the chains.  Then in the period from January 2000 to mid 2001 the earlier acquisitions were bedded down.  From mid 2001 to mid 2002 there was a moratorium on the resale of Franklins stores acquired by the independent sector to Woolworths and Coles.  From mid 2002 onwards the aggressive acquisition programme was resumed by Coles.
The six acquisitions completed at the end of 2002 plus the ten proposed earlier this year would reduce Metcash sales volume by more than 1.77 per cent.  Our analysis focuses on this figure, but in the short span of time since it was completed, a further four stores have been added to the list of proposed creeping acquisitions, taking the figure to 2.18%.  The cumulative effect of acquisitions since 1995 (not including the latest four proposals), expressed in 2002 dollars, represents a loss of independent wholesale volumes equalling 12.9 per cent of Metcash current sales volume.  These trends can be seen in Figure 5, which omits acquisitions by the major chains in Western Australia and Tasmania because Metcash does not operate in those states. This chart depicts the loss of warehouse withdrawals (sales by the wholesaler to the retailer) by the independent sector as a result of creeping acquisitions over an eight-year period.  This trend is consistent with the longer-term trend dating back to the 1970s.

Given this background, we employ a figure of 1.77 per cent loss of sales volume to represent the magnitude of the currently proposed acquisitions (including the six stores which were acquired last year but not including the latest proposal).  We also contemplate a range of likely future acquisitions up to 10 per cent of Metcash’s current sales volume.  Given the history of creeping acquisitions, and the most recent proposals, this level of volume loss is eminently plausible.

Figure 5
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1.4.2 On-invoice discounts

Suppliers achieve cost savings by delivering their products in whole truckloads or some other minimum order quantity.  In order to incent wholesalers to order in quantities which are convenient to deliver, it is common practice for suppliers to offer quantity buy allowances, or volume discounts.  These discounts appear on the wholesaler’s invoice and they are generally passed directly on to the wholesaler’s own customers.

A firm the size of Metcash deals with a great many suppliers, and for many of these the quantity buy allowance is not under immediate threat.  Nevertheless, there are a  number of important product lines where Metcash’s quantity buy allowance would be affected in the event of a relatively small but sustained decrease in market share.  Metcash identified those suppliers whose quantity buy allowances would be at risk if Metcash reduced order quantities by 10 per cent.  Some information on these ‘at risk’ quantity buy allowances is provided in Table 2.

Table 2:  On-invoice Costs  [CONFIDENTIAL]
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Source:
NECG analysis of confidential Metcash data

Ten suppliers were chosen on the following basis.  They were each important suppliers to Metcash; they each offered significant quantity buy allowances; and these allowances would be likely to be withdrawn (or reduced by the amount shown in the middle column of Table 2) in the event that Metcash ordered 10 per cent less from the supplier on a sustained basis.  Note that the second column from the left identifies a typical product for each supplier, but the quantity buy allowances apply to all products supplied by that supplier.  
As the table shows, these ten suppliers represent 20 per cent of Metcash’s purchases of groceries.  We have weighted each quantity buy allowance by the relative importance of the supplier.  The final column represents a weighted impact.  Essentially this table shows that a 10 per cent reduction in Metcash’s sales volume would increase its weighted average on-invoice costs by 1.1 per cent.  Given the complexity of assembling the data shown in this table, it has not proven practical to present a series of such points at different levels of market share loss.  However it seems likely that the quantity buy allowance — sales volume relationship is approximately linear in the neighbourhood of this point.
It could be argued that in the event of a reduction in sales volume, Metcash could retain its quantity buy allowance by ordering the same amounts less frequently.  This is certainly true, but it cannot be done costlessly.  By maintaining order sizes when sales volumes decrease, Metcash would incur higher average warehouse costs per sale, and the inventory turn would slow, increasing the working capital costs Metcash faces.  In our analysis we have assumed that the magnitude of higher on-invoice costs calculated here would not be changed if Metcash responded to falling sales volumes by ordering less frequently.  All that would happen is that different types of cost would be incurred, and we assume (and believe) the financial effect would be approximately equal in magnitude to the on-invoice cost effect calculated here.
1.4.3 Off-invoice benefits

Volume effects on ‘off-invoice’ contributions are likely to be the most important effects in dollar terms.  These contributions consist of such things as rebates paid by suppliers to a wholesaler to reward achievement of certain pre-determined sales volume, sales growth, or promotional success targets on a whole of relationship basis.  These rewards are not invoice-specific, as they do not relate to any specific product or any specific purchase.  They include promotional monies, prepayment of advertising expenses, and a range of benefits which are commercially negotiated between suppliers and wholesalers.  The range of possible forms these benefits might take is wide, making it somewhat difficult to be systematic in analysing them.  Nevertheless, two facts have given our analysis the required level of objectivity.  First, the benefits are all quantified in supplier agreements and captured in Metcash’s profit and loss (P&L) accounts.  Second, the benefits are all contingent upon Metcash continuing to succeed in selling the supplier’s product.  Any reduction in Metcash’s sales of a supplier’s product will have adverse consequences for these off-invoice benefits.

Our quantification of the volume-benefit relationship considers the following facts, and makes the following assumptions: 
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· Noting that increased rebatable sales have led historically to increased ‘off-invoice’ benefits to Metcash, we assume that a reduction in Metcash’s rebatable sales would reduce ‘off-invoice’ benefits to Metash according to the same numerical relationship.

These assumptions have all been validated with Metcash’s commercial staff.
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Table 3:  Off-invoice contributions [CONFIDENTIAL]
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Source:
NECG analysis of confidential Metcash data
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1.4.4 Fixed cost recovery
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1.4.5 Combined impact on wholesaler’s cost base
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Table 4:  Combined Impact of Volume Reductions on Metcash EBIT 
(assuming no pass-through) [CONFIDENTIAL]
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Source:
NECG analysis of confidential Metcash data  
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1.4.6 Impacts on independent retailers’ costs
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Table 5:  Combined Impact of Volume Reductions on Retail Costs
(assuming pass-through) [CONFIDENTIAL]
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Source:
NECG analysis of confidential Metcash data

1.5 Link between wholesale costs and the state of competition

A. C. Nielsen research discussed in section 2
 suggests that Coles and Woolworths are a differentiated retail duopoly with strong brand loyalty at the core of the market for the distribution of groceries to the public, while Metcash and their customers represent the fringe players, albeit a substantial fringe, with less brand loyalty and pricing discretion, apart from that derived from their locational advantages.  While some independents may charge higher prices to reflect some greater levels of service and convenience and associated higher costs, as well as higher buying prices, their ability to increase margins is likely to be limited given weak brand loyalty.  Additionally, to the extent that independents have some scope for marking-up over costs, that scope is likely to be already reflected in their current prices. This in turn suggests that either Metcash and its customers will be unable to pass through cost increases to any significant extent without losing further substantial market share and suffering further cost increases, placing their very viability in danger if creeping acquisitions continue; or that Metcash will pass through cost increases to consumers with Coles and Woolworths able to increase their prices correspondingly.

Whether the higher costs arising from creeping acquisitions are likely to be borne ultimately by Metcash, its retail customers or final grocery consumers, will depend on the strategies adopted by both independent and chain players in the grocery industry. We have seen in the previous section that volume reductions of ten per cent could result in a 2.4 per cent increase in retailers’ cost of acquiring groceries. If costs are passed through to consumers and matched by the chains, this would increase costs to consumers by approximately 1.9 per cent, on the basis that acquiring groceries represents 79 per cent of retail sales.
  Such an increase would add approximately $10.92 to the average household’s monthly shopping bill for groceries
 and likely increase the chains net profit margins after tax by over fifty per cent.

However, if Coles and Woolworths do not increase prices to match the cost increases faced by Metcash and/or its retail customers, a more likely scenario is that Metcash and or independent retailers will be forced to absorb the cost increases, with the likely effect of decreasing retail support services and quality of service to final consumers in the short run and threatening the viability of the independent sector in the long run.  

In this section we will explore the significance of the wholesale cost — volume relationships for the viability of a wholesaler such as Metcash and the independent retailers who depend on such a wholesaler.  The viability of these types of players is a critical determinant of the state of competition in the market for the supply of groceries to the public.  We identify for each some critical cost thresholds for viability.  We then explore how close to these thresholds the independent wholesaler and retailers will come as market share is lost through creeping acquisitions.  The following subsection does this for the wholesaler.  The subsequent subsection does this for the retailers.  The concluding subsection assesses these thresholds in light of the actual and potential future volume reductions due to creeping acquisitions.

As discussed earlier, there is theoretical and empirical economic literature to support the general proposition that absent an effective ‘third force’ in grocery retailing, the remaining players will be more likely to increase prices, and quite possibly by a greater margin than the increase in independent costs arising from creeping acquisitions.  The price constraint which the independent sector currently imposes on the chain store duopoly will be effectively removed.  This possibility is made even more likely by the observed uniformity of many prices across chain outlets (see Section 4).  If Coles and Woolworths are able to coordinate their prices, such a price increase will only be constrained by the limited competitive constraint offered by Aldi and/or the threat of entry, which we do not consider significant and discuss below in section 3.4 in greater detail.

1.5.1 Critical cost thresholds for a wholesale business
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Figure 6:  Impact of Volume Reductions on Wholesaler Viability 
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Long before Metcash reached the point of non-viability, its ability to provide effective support services to its retail customers, which are reflected in a more competitive offering to final consumers, will be compromised.  Metcash has developed these services to the point where they provide an infrastructure of support services which parallels that provided by the chains.  They identify opportunities for new store development and assist retailers with everything from planning to co-ordinating equipment supplies, finance (through agreements with third parties and extended credit) and legal services.  Older stores are assisted to improve the quality of their store environment
, through upgrading fitouts and improving store layouts.  Preferred supplier arrangements have been negotiated to acquire fittings and other services and equipment, such as telephone services and EFTPOS facilities, at prices which reflect Metcash’s total volume.  Training courses are organised for retailers in areas such as business development and customer service.  All of these support services are in the nature of overhead services and the ability of Metcash to provide them effectively will be compromised by declining volumes and profitability.  Supplier deals negotiated on the basis of certain volume purchases will be directly threatened by the loss of volume.

1.5.2 Critical cost thresholds for a typical independent grocery retailer
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Figure 7:  Impact of Volume Reductions on Retailer Viability
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NECG calculations.
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1.5.3 Scope of proposed acquisitions vs. these critical thresholds
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1.6 Barriers to Entry

Creeping acquisitions can only be effective in decreasing competition and raising costs to consumers if there are significant barriers to entry in the market for the distribution of groceries to the public.  Otherwise the threat or reality of entry would replace the competitive constraint imposed by the independent sector.  Indeed it is really barriers to entry at the retail level that are the most critical.  Given the decreasing average costs (both real and pecuniary) associated with the scale of wholesaling operations (whether independent or vertically integrated), a potential entrant at the wholesale level must be able to accrue a critical mass of customers to compete effectively with the chains.  If creeping acquisitions have undermined the cost base of Metcash, any potential independent wholesale entrant would have to be able to both acquire and expand the Metcash customer base in order to provide an equivalent effective competitive constraint on the chains, and hence would have to be able to attract or sponsor new retail entry.  Similarly, to replicate the competitive constraint currently imposed by the independent sector, a vertically integrated entrant would have to establish enough of its own retail outlets, either by acquiring some or all of the remaining independent customer base and/or by establishing its own new outlets.
  (Even then, a vertically integrated operator may not impose the same degree of competitive constraint as the independent sector now does as its cost structures and objectives are likely to be more closely similar to those of the chains). In either case, it is clear that the ability of a new player to replace the competitive constraint the independent sector now imposes depends critically on barriers to entry at the retail level.

Barriers to entry at the retail level arise from access to scarce retail sites, economies of scale and sunk costs.  While there may be no shortage of potential retail sites in some absolute sense, there is clearly a scarcity of valuable sites.  A potential retail site is only valuable if it is likely to attract a critical mass of customers.  This will depend on its location in relation to population and other supermarkets and retail outlets and convenience of access.  

The importance of attracting a critical mass of customers is, in turn, linked to economies of scale at the store level. Retail operating costs (excluding the cost of goods) comprise primarily property costs, heat and power bills, equipment and vehicle costs, insurance, wrapping and other consumables, wages and advertising costs.
  Wages and labour on-costs comprise approximately half of a retailers’ total operating expenses.  While a retailer has some scope to adjust these costs in relation to volume, there will also be a base level of staffing that is required to fill shelves, operate checkouts and so on.  The UK Competition Commission’s examination of retail labour costs found significant scale economies up to store sizes of 3,000m2 and, more significantly, increases in sales density (sales per m2) of stores was associated with significantly smaller increases in staff costs.
  Other operating costs are essentially fixed, apart from the extent to which rent is linked to retail turnover.  Again the UK Competition Commission found significant scale economies, and more especially economies of sales density, associated with these costs.  Accordingly, there will be significant cost economies associated with a larger customer base.  Sunk costs at the retail level would include the unrecoverable elements of property costs, stock costs, the costs of store fitout, advertising and promotion.  Obviously these costs will vary by location and store size.  In 1995 the Tribunal put the cost of a new supermarket development, in terms of fit out and stock, at approximately $4 million and the cost of a major refurbishment at around $1 million.
  Applying a CPI adjustment
 to these figures, in 2002 prices the cost of a new supermarket development would be $4.7m, and the cost of a major refurbishment would be $1.18m.  The combination of significant economies of scale together with some level of sunk costs at the retail level can be a significant barrier to entry: a potential entrant must sink costs in establishing a new store, but will be unable to recover those costs and is unlikely to be profitable unless it can capture a critical mass of customers. 

Access to retail sites is also a significant barrier to retail entry, most particularly for independent retailers.  As discussed above, there is necessarily a shortage of valuable supermarket sites.  In addition, independent retailers face particular problems in accessing these sites because the stores are owned and operated by individuals who do not generally present developers and potential buyers of retail developments with a ‘known entity’, such as Coles, Woolworths and Aldi.
  As the OECD noted in 1992: 

“A close link exists between the planned shopping centres and the large multi-site, diversified retail chains.  Developing a shopping centre entails high sunk costs — and hence considerable exposure to risk.  To control this risk, developers seek tenants whose product mix and operating type are known and successful, and with a predictable ability to attract customers and generate revenue”

If a developer can secure one of the chains as an anchor tenant, the site becomes more valuable to potential buyers and hence they are able to pay more to acquire it.  Rents are calculated in relation to retail turnover and property owners are often prepared to accept a lower but less risky return from a chain store than the unknown entity of an independent supermarket.  In addition, specialty stores are prepared to pay higher rents to be co-located in a shopping centre with a Coles or Woolworths than with an independent.  The Tribunal noted the difficulties encountered by independent retailers in gaining access to retail sites in its 1995 determination Re: QIW, and noted the significance of Foodland’s role in securing independent access to retail sites in Western Australia through direct involvement in shopping centres, which had assisted the independent sector to maintain its market share in that state. 

The sunk costs of entry as a pure wholesaler are not huge in an absolute sense.  Warehousing can be rented and transport services sub-contracted.  Other sunk costs would include the establishment of logistics and other systems such as pricing support, and the not insignificant, but difficult to quantify, costs of establishing relationships with suppliers and developing a reputation for reliability in the marketplace.  For a player such as Foodland, with an established base in Western Australia, many of these systems and relationships are already in place.
 However, regardless of this, the substantial cost economies associated with large scale wholesaling, as detailed in section 3.2, make the establishment or acquisition of a critical mass of retail customers essential for entry.  While a base of 40 supermarkets may be sufficient to achieve the major cost economies associated with warehousing and logistics
, this is clearly not the case in relation to the cost economies associated with on- and particularly off-invoice terms available from manufacturers, as discussed earlier in section 3.2.  This is consistent with the findings of the Tribunal in 1995, which recorded the evidence of one industry participant that effective new entry to compete against the chains would be “almost impossible” because of the advantages of scale in relation to buying power, access to capital, advertising effectiveness and so on.  Given the importance of achieving a large critical mass of retailers for effective wholesale entry, the barriers to retail entry also become barriers to wholesale entry.  The Tribunal concluded that “this massing of retail sales volume is the key ‘sunk cost’ that would make new entry on a national scale almost impossible.”
 This implies that once lost, the competitive discipline imposed by the independent sector is unlikely to be regained.

Local Retail Grocery Markets

In this section we explore local pricing issues and the potential impact of specific acquisitions in local retail grocery markets.  It is important to realise that an examination of local price variations across geographic space does not provide a complete analysis of the impact of competition, particularly from the independent sector, on price levels.  The latter will be determined in the broader market analysed in Section 3.  What an examination of local price variations can show is the impact of variations in the number and type of local players on relative prices, in the broader competitive context of three major east coast players.

In the following two sections we set out the manner in which the locations were specified for data collection and analysis and the nature of the data we have used.  Next we explore the pattern of retail price variations across locations and types of store.  As set out in greater detail in section 4.3, the data is characterised by limited geographic variation of chain store prices and a higher degree of price diversity across the independent sector.  This pattern of local pricing is likely to reflect a number of factors, particularly transactions costs and variations in quality and service.  In section 4.4 we analyse this local price data using regression analysis of prices against market structure and other variables.  Given the limitations of the data and the significant advantages to the chains of uniform pricing, it is surprising that significant negative coefficients were found against the structural variables for quite a large number of product price equations.

1.7 Specification of Locations

In order to explore local price variations we focused on Victoria to remove the influence of any state based pricing effects.  As discussed in section 2, our approach to defining local retail markets is to identify the ‘circles of competition’ surrounding particular stores or groups of stores.  The price/quality/service package offered at the centre of the circle will be constrained by other stores in the circle to a greater or lesser extent, depending on the distance and travel time between the stores.  This analytical approach to retail markets has informed the way in which we approached the analysis of local prices.   

In order to explore local pricing issues in Victoria, we selected a sample of 100 postcodes, with a distribution of independent retailers ‘share of stores’
 which matched the distribution for the whole state.  Recognising that postcodes do not equate to catchment areas, we refined the delineation of local markets, or circles of competition, by consulting with Metcash staff in Victoria to determine whether all stores within each postcode were regarded as being in competition (i.e. whether a significant increase in prices at one store would result in a significant shift in customers away from that store to the other stores in the postcode) and which stores outside the postcode area were in competition with those inside the postcode area.  For each location, we distinguished stores at the ‘centre’ of the circle, for which prices were collected, and stores in the ‘fringe’ of the circle, which were outside the centre but still considered to be in competition with stores in the centre.   This process resulted in some postcodes being split into two or three separate centres, where these were so far apart as to not be regarded as in competition with one another; and in one case it was necessary to merge two postcode centres, which were close together, but on either side of a postcode boundary.  

1.8 Price Data

Initially we had hoped to use retail scanning data to derive local price data.  However, confidentiality restrictions over store level data prevented this.  Accordingly, we had to have price data collected specifically for the purpose by an independent company.  We used Creative Field Marketing, who were able to collect data from all postcodes in our sample.  

Prices were collected only for full scale supermarkets catering for the one-stop weekly shop, i.e. Coles, Bi-Lo, Safeway and independent A type stores.
  A number of postcodes were accordingly dropped from the initial sample because they did not contain any full scale supermarkets.
  A further number of stores were dropped from the sample when Creative Field Marketing were refused access to the store.  The list of 96 local areas and stores for which prices were finally collected is included at Appendix A. 
Prices were collected over a three day period from Thursday through Saturday, May 15–17.  This period was chosen to avoid, as far as possible, the problem of ‘specials’ at particular stores being identified in some locations but not others, simply because the data were collected on different days for those locations.  While products will still have been on special at some store types, e.g. Safeway, and not others, e.g. Coles, specials in any given store type are unlikely to have changed during the period of data collection.

Prices were collected for a basket of 200 products, based on an analysis of the CPI and turnover figures for particular brands in Victoria.  It was hoped to use the data to construct a weighted average price for each supermarket and to use this as the dependent variable in our regression equations.  The basket of goods and associated weights is included at Appendix B.  Unfortunately, the number of prices that were unavailable for different products at different stores meant that it was impossible to salvage a representative CPI basket of goods for a large enough sample of stores to get any statistically reliable results.  Accordingly, our analysis proceeded on the basis of analysing prices on a product-by-product basis.
  However the weights still provide useful information regarding the relative importance of particular items in grocery expenditure.

An important distinction can be made between grocery products which are ‘known value items’ (KVIs) and other grocery products.  KVIs are the products which supermarkets believe consumers to be particularly price conscious of and which they tend to use as the basis of their competitive price monitoring.
  Having selected our sample of 200 products based on an analysis of CPI weights and Victorian warehouse turnover, we later asked Metcash staff to identify which of these products they would characterise as KVIs.  These products, which comprise almost half of our basket, are shaded in Appendix B.  We subsequently used this information to assist our understanding and analysis of local pricing patterns.

1.9 Pricing Patterns

Before proceeding to try to model local price variations, it is useful to examine the extent of those variations, across locations and types of stores.

The distribution of prices for thirty different products, and three different store types — Coles, Safeway, and the Independent stores as a group
 — are presented in Appendix C. These products were selected to provide a reasonable product range and to include items which are important in the CPI basket.  Most of these items are KVIs.
  The figures represent relative frequency distributions by ‘price point’, indicating the proportion of retail prices surveyed (on the vertical axis) that are exactly equal to the retail price in question (the horizontal axis). 

Two features of local price variations clearly emerge from the charts in Appendix C:

· each of the chain stores tend to have a limited number of price points for each product, frequently with just one or two dominant price points; and

· the independent sector is characterised by a much greater degree of local price variation.

While, ceteris paribus, local variations in cost and demand conditions, including the level of local competition, would provide incentives to maximise profits by varying local prices, there are also strong incentives for the chains to maintain uniform prices:

· there may be transactions cost advantages in having either uniform prices or a small number of price points, e.g. for advertising and promoting ‘specials’ and for producing shelf tickets and pricing databases for use at store checkouts; 

· uniform pricing provides consumers with a ‘price guarantee’ which may benefit the chain’s overall customer numbers and loyalty; and

· simplified pricing would also make price co-ordination between the chains easier, by increasing the clarity of the price signal and reducing monitoring costs.

One way in which Coles may be able to benefit from both local price variations and uniform pricing within a store format is by selectively locating its differentiated Coles and Bi-Lo stores.  Appendix D shows median prices for each product by type of store,
 with KVI products highlighted.  Coles median price exceeds the Bi-Lo median price for 87 out of the 200 products surveyed, which represents 43.5% of product lines; the Coles and Bi-Lo median prices are the same for 69 product lines, which is 34.5% of all products surveyed; while the Bi-Lo price exceeds the Coles median price for the remaining 44 products, which is 22% of products surveyed. The relatively high percentage of Bi-Lo median prices that exceed or equal Coles prices, which is over half of the product lines surveyed, suggests that Coles believes it is the perception of low prices that is important for their business as much as actual low prices. 

While there will also be some transactions cost advantages to Metcash in minimising retail price variations across the independent sector, particularly in relation to the promotion of ‘specials’, Metcash does not have the chains vertical control over retail prices more generally.  Furthermore, the independent sector covers a much broader range of store types and service levels.  Standardisation is limited to the discipline and membership requirements of the various banner groups, but even within these there is considerable price variation.  

While it is clear from Appendix C that the most common price points among independents are equal or close to the most common price points for the chains, reflecting competition between the sectors, it remains the case that the independent sector offers a differentiated service, in terms of product range, quality, service levels and store environment.  As evidenced by the median price data in Appendix D, an independent store charged the lowest median price in the case of 79 (39.5%) of the 200 products surveyed; a chain store charged the lowest median price for 97 (48.5% of) product lines; and both an independent store and a chain store charged the same lowest median price for 24 (12% of) products.  For the 96 KVI products, the results were similar:  an independent had the lowest median price for 37 (38.5% of) product lines; a chain had the lowest median price for 51 (53.1% of) products; and a chain store and independent had equal lowest median price for 8 (8.3% of) products.  Overall then, chain stores are somewhat more likely to charge the lowest price for any given item, but this is by no means universally the case.

Considerable caution is necessary, however, in drawing inferences from these simple price comparisons. To begin with, price, properly measured, ought to reflect the total costs acquisition imposes on consumers. Groceries may be priced more cheaply at a store located at some distance from consumers, but the consumer cost of obtaining goods at that store, taking account of travel costs, may be no lower than that of buying from a store that is located closer to the consumer’s home. As independents tend to locate closer to consumers, their effective prices may be lower than those of the chains, even if their sticker prices are in some cases higher. Additionally, independents seek to provide a higher level of service than the chains, and that too should enter into the price comparisons.

As a result, we believe relatively little can be drawn from high level comparisons of prices among different types of stores other than the point that the chains tend to standardise their prices across locations to a greater extent than do the independents. The question then is whether what variation there is in the chains’ prices across locations reflects a competitive constraint imposed by the independent sector. To examine this issue we rely on a regression analysis of local variation in chain prices, with the methodology and outcomes of that analysis being presented below.

1.10 Regression Analysis

1.10.1 Introduction

In this section we present the results of our regression analysis, which seeks to explain variations in local prices.  The hypothesis that the regression analysis is being used to test is that relative prices at the store or stores at the centre of a ‘circle’ of competition will be significantly affected by the structure of the market in that circle.  

There are a number of reasons why we would not expect to get very strong results from this analysis:

· the transactions cost and other advantages, particularly to the chains, from uniform prices;

· the non-hedonic nature of the price data;

· limitations in our ability to capture local cost variations; and

· possible endogeneity problems in the equations.

The first point was discussed earlier in section 4.3.  

The second point refers to the fact that the price data is unable to capture variations in quality and service.  We are only able to observe individual product prices and not the total price/product/service/quality package, which is the basis on which stores compete for grocery shoppers.
  This is particularly relevant for the independent sector whose supermarkets exhibit considerable differentiation, both within the sector and as compared to the chains, in terms of service, product range and location.  We tried to minimise this problem by testing separate price equations for each of Coles (not including Bi-Lo) and Safeway.
  As chain stores, they tend to have a more uniform offering in terms of product range, store environment and customer service.

The third point refers to the fact that local variations in price will in part reflect local variations in cost.  As described in the following sub-section, we have proxied some of these cost variations using postcode level census data.  However, this is necessarily imprecise and cost variations could only be fully controlled with access to detailed local cost data.

Finally, while at any point in time local market structure is given, over time it is likely to adjust, depending on the intensity of local entry barriers, in response to the very price variations we are seeking to explain.  Indeed, even if there were no transactions costs associated with local price variations and costs, and service and quality were uniform across stores, absent barriers to entry at the retail level we would expect to find no variation in local supermarket prices.  If prices in one location diverged from the norm, entry would rapidly occur and bring prices back into line.  In such circumstances we would expect to find no variation in retail prices despite local variations in market structure.  Additionally, under those circumstances, a test of whether independents exercised competitive constraint could conclude that they did not (if it failed to explicitly account for endogenity) as there would be no price variation as a function of market structure. That said, there clearly are retail barriers to entry, as discussed in section 3.4.  Nevertheless, barriers to expansion into additional locations for an established player, who already has critical mass, will be somewhat easier and we would expect some adjustment to local market structure in response to local variations in retail prices, or more correctly local variations in retail margins. We do not expect, however, that such market structure endogeneity will significantly impact on the regression results to follow in section 4.4 because our investigation takes place at a snapshot in time, and the dependent variable is not the aggregate retail margin but the retail price of a single product line.  Furthermore, the use of chain specific regression equations will also minimise this problem, because entry is less a function of a single firm’s price than the market price.

The UK Competition Commission had mixed results from its analysis of local price variations.
  In particular, they found that the prices of KVIs identified by the supermarkets were relatively invariant across locations, reflecting particularly uniform pricing policies for those products. 

Before proceeding to the regressions, it is useful to present some further descriptive statistics.  Appendix E presents average chain store prices
 by type of market structure at the centre of the circle for each product line, with KVI products highlighted.  The results are summarised in Table 6.

Table 6:  Number of Lowest Average Chain Store Prices by Number of Suppliers

	Total Suppliers
	All Products
	KVIs

	1
	23 (10.80%)*
	9 (8.41%)

	2
	54 (25.35%)
	26 (24.3%)

	3
	71 (33.08%)
	33 (32.39%)

	4
	65 (30.52%)
	37 (34.58%)


Note: The terms in parentheses are the percentages of products for which a given market structure has the lowest average chain price.

Table 6 suggests that the number of lowest average chain prices appears to increase as the number of suppliers increase, particularly in the movement from one to two and from two to three suppliers and in the case of the KVIs also in the movement from three to four suppliers.   Not revealed in Table 6 is the impact that different configurations of two and three suppliers have on the number of lowest average chain prices. This is summarised in Table 7.

Table 7 suggests that, in the case of duopolies, the average chain price is likely to be lowest for a greater number of product lines when the chain store competes alongside an independent in the same location compared to if the chain were to compete with another chain. A similar result holds for the case of triopolies.  Triopolies that consist of 1 chain store and 2 independents are likely to have a larger number of the lowest average chain prices then triopolies that consist of 2 chains and 1 independent. 

Table 7:  Number of Lowest Average Chain Store Prices in Duopoly and Triopoly Locations

	
	Duopoly
	
	Triopoly
	

	
	2 Chains
	1 Chain + 1 Independent
	2 Chains + 1 Independent
	1 Chain + 2 Independents

	All Products
	13 (6.1%)
	41 (19.25%)
	30 (14.08%)
	41 (19.25%)

	KVIs
	5 (4.67%)
	21 (19.63%)
	15 (14.02%)
	18 (18.37%)


Note: The terms in parentheses are the percentages of products for which a given market structure has the lowest average chain price.

Piecing the results of Tables 6 and 7 together, they suggest that the more suppliers that operate in a location the greater the pressure that is brought to bear on average chain prices in that location, and the higher the proportion of those suppliers that are independent supermarkets, the greater is the lower price pressure placed on chains.  This suggests that the independent stores place considerable competitive pressure on local chain store pricing — more pressure than competing chain stores place on each other. 

The regression results to follow shed more light on these descriptive statistics results by also controlling for the impact of cost and demographic influences on retail price variations across locations.

1.10.2 Specification of the Regression Equations

The dependent variables for the two sets of equations being tested are the average
 Coles and Safeway prices at the centre of the circle.

Five market structure variables are used in the regressions.  These variables are designed to separately capture the influence of competition at both the centre of the circle (which we expect to be stronger) and the effect of competition from the fringe of the circle, as well as the competitive influence of different types of stores.  

In the case of the Coles regression equations the market structure variables include those that represent the forces that place a competitive constraint on Coles retail prices. These include the competitive constraints imposed on Coles by Safeway stores at the centre of the circle of competition (denoted “CENTRES”), type-A independent stores at the centre of the circle of competition (denoted “IND”), type B and C stores both at the centre and the fringe of the circle of competition (denoted “CIRCLEBC”) fringe Safeway and type-A independent stores (denoted “FRINGEC”) and Aldi stores located within the circle of competition (ALDI). 

Analogously, the Safeway regression equations include market structure variables that represent the forces that place a competitive constraint on Safeway retail prices. These include the competitive constraints imposed on Safeway by Coles and Bi-Lo stores at the centre of the circle of competition (denoted “CENTRECo”), type-A independent stores at the centre of the circle of competition (denoted “IND”), type B and C stores both at the centre and the fringe of the circle of competition (denoted “CIRCLEBC”), fringe Coles/Bi-Lo and type-A independent stores (denoted “FRINGES”) and Aldi stores located within the circle of competition (ALDI). 

The CENTRES and CENTRECo variables are constructed as binary dummy variables, which take a value of one if that chain store is present in the centre of the location and zero if it is not.  Dummy variables were used rather than the number of Safeway or Coles stores because where there is more than one outlet of the same chain in a given location they are not likely to compete with one another and should not be classified as two separate entities that exert competitive influence on the location, but just one entity that exerts competitive influence on the location.

The second market structure variable is the number of type-A independent stores that operate at the centre of the circle, denoted IND. A dummy variable was not used for the type-A independent stores as these stores operate under independent ownership.  Because they operate independently, each is likely to exert their own, separate competitive influence on retail grocery prices at the centre of the circle of competition.

The third market structure variable is the number of type B and C stores that operate in the centre plus the fringe of the circle of competition. This is denoted CIRCLEBC. The fourth market structure variable is the total number of both A independent stores and competing chain stores
 that operate in the fringe of the circle of competition.  This is denoted FRINGEC and FRINGES respectively, and is expected to exert less competitive pressure on prices than the centre structural variables.

Finally, the fourth market structure variable is the number of Aldi stores located within the circle of competition, denoted ALDI.  Of the seven Aldi stores that were open at the time of the price surveys, only five were found to exist in circles of competition for the locations investigated by this report.

The control variables are used to account for the likelihood that average retail prices differ across locations, not only because of the different degrees of competition across locations, but also because different locations have different demographic and other characteristics. The econometric rationale for their inclusion in the analysis is that if they weren’t included then the coefficients on the market structure variables would be biased. The reason for this bias is that differences in retail grocery prices across locations are not likely to be due to just different market structures but also because in different locations reside consumers with different abilities to pay and, on the supply side, there are different costs that stores face.  If these factors are correlated with market structure, then omitting them from the analysis will distort the assessment of market structure’s impact on the dependent variable.

Six control variables are used in the regression analysis, each defined at the postcode level. These variables and the expected signs of their coefficients are as follows:

· the unemployment rate (“UE”), which is used to determine the tightness of location-specific labour markets as a proxy for the impact of that tightness on supermarket labour costs and thus retail grocery prices (sourced from the Australian Bureau of Statistics 2001 Census) — the expected sign of UE is negative;

· the level of average weekly household income (“INC”), which is a proxy for the impact on retail grocery prices of consumers (flow) ability to pay (sourced from the Australian Bureau of Statistics year 2001 Census) — the expected sign of INC is positive;

· the level of average weekly rent (“RENT”), which is used both as a proxy for supermarket rents and to approximate property values or wealth, which in turn is used as a measure of the consumers (stock) ability to pay (sourced from the Australian Bureau of Statistics year 2001 Census) — the expected sign of RENT is positive on both counts;

· the size of the population (“POP”), which is used to determine the impact of potential economies of scale on retail grocery prices (sourced from the Australian Bureau of Statistics year 2001 Census) — the expected sign of POP is negative;

· retail crime levels (“CRIME”), as proxied by the average number of ‘shop steal’ offences relative to the size of the population, which is used to approximate the impact of crime on supermarket costs and thus retail prices (sourced from the Statistical Services Division of the Victorian Police and collected for the year 2001/02) — the expected sign of CRIME is positive;
 and

· the distance between the Melbourne Central Business District and the location in question (“DIST”), as a proxy for transport costs between the wholesaler and retailer (constructed using www.findmap.com.au) - the expected sign of DIST is positive.

The Coles and Safeway regression specifications respectively to be estimated for the jth product line at the kth location take the following forms:
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) is a mean zero normally distributed disturbance term for the jth product line and ith store whose variance is assumed to be location-independent (or homoskedastic).

It is often expected in cross-sectional econometric investigations that heteroskedasticity is a problem, that is, where the residual variance is not constant across all locations. If heteroskedasticity is present and not corrected this will impact on the precision of the coefficient ((mj and (mj) estimates, which in turn biases any tests of the statistical significance of those coefficients, including the coefficients attached to the market structure variables. Special care was therefore taken to establish whether heteroskedasticity was present or not using a series of standard diagnostic tests.
 If heteroskedasticity is found to be present it is explicitly modelled in two ways. The first is by modelling the disturbance variance as a linear function of the square of the dependent variable and the second is by modelling the disturbance variance as a linear function of the square of the set of independent variables. Once the heteroskedasticity is explicitly modelled, the regression specification with the heteroskedasticity correction is then estimated using a maximum likelihood procedure. The heteroskedasticity-corrected regression model that is chosen, of the two varieties, is based on observing a number of indicators, including the maximum value for the likelihood function, whether a global maximum could be found, the number of significant t-values and the sensibility of the coefficient estimates.

In the case where estimated regression equations yield estimates for the control variables that were incorrect in sign based on the theoretical expectations outlined above, this was likely to reflect problems of co-linearity between the control variables.  Accordingly, the relevant variables were omitted from the final regression equation estimates.

The estimation of (1) and (2) takes place over fewer locations than surveyed since not all Coles and Safeway stores are present in all 96 locations investigated and for some product lines Coles and Safeway prices were unavailable 
 Unavailability of price data meant that 25 Safeway regressions and 7 Coles regressions could not be estimated.

1.10.3 Regression Results

By virtue of the vast number of regression equations estimated, which number approximately 1,200, including those regressions that involved heteroskedasticity corrections, it is not feasible to present in any detailed way all of the regression output for each and every regression.  Nor is it feasible to present summarised results of coefficient estimates for each and every product line, for this numbers over  13,000 parameter estimates. Instead, a summary of the most interesting and significant parameter estimates for the purpose of this report are tabulated. The entire set of regression equation estimates, however are available upon request.

Where the market structure variables have an unambiguous effect on local prices, the market structure elasticities that were found to be significantly less than zero at the 10% level of significance are presented in Tables 8 and 9 for the Coles and Safeway price regressions respectively.  A zero entry indicates that the variable was insignificant at the 10% or lower levels of significance.  KVIs are shaded in both tables.

Table 8: Responses to Market Structure: Coles Regressions

	Product Line
	Weights
	CENTRES Elasticity
	IND Elasticity
	FRINGEC Elasticity
	Aldi Elasticity
	HETERO
Correction

	Milo
	0.005405391
	0.000
	-2.466
	0.000
	-6.215
	No

	Diploma Milk Skim powder
	0.012447859
	0.000
	0.000
	-0.439
	0.000
	Yes

	Coon Tasty Cheese block
	0.010764333
	0.000
	0.000
	-1.013
	0.000
	Yes

	Yoplait Le Rice Classic Vanilla
	0.001463534
	0.000
	0.000
	0.000
	-23.928
	No

	Streets Blue Ribbon Icecream Vanilla
	0.004323791
	0.000
	-4.581
	0.000
	0.000
	Yes

	Peters Frosty Fruits Tropical
	0.002020419
	0.000
	0.000
	0.000
	-4.248
	No

	Tip Top Sunblest white
	0.047253586
	0.000
	-7.901
	0.000
	0.000
	Yes

	Helgas Traditional White Bread
	0.047253586
	0.000
	-8.904
	0.000
	0.000
	No

	Tiptop white Hamburger rolls
	0.005246414
	0.000
	-6.781
	0.000
	0.000
	No

	Arnotts SAO
	0.021319748
	0.000
	0.000
	-1.502
	0.000
	No

	Arnotts Shapes BBQ
	0.012043358
	0.000
	-8.004
	0.000
	0.000
	No

	Herb Adams Party Meat Pies
	0.008141402
	-0.652
	0.000
	0.000
	0.000
	No

	Nanna Apple Danish
	0.007397072
	0.000
	-2.641
	0.000
	0.000
	No

	Fanta Orange Cans
	0.003845504
	-6.787
	-20.873
	0.000
	0.000
	Yes

	Mars Chocolate Mini M&M’s Fun Size
	0.006814445
	0.000
	0.000
	-6.154
	-24.123
	Yes

	Mars Maltesers Funsize
	0.006100879
	0.000
	0.000
	0.000
	-25.409
	No

	Nescafe Gold Blend
	0.019577344
	0.000
	0.000
	-2.361
	-10.013
	Yes

	Heinz Tomato Sauce
	0.005509627
	0.000
	0.000
	0.000
	-1.088
	Yes

	MasterFoods Mixed Herbs
	0.000153070
	0.000
	-2.200
	0.000
	0.000
	Yes

	Crisco Oil Vegetable
	0.026500000
	0.000
	0.000
	-1.472
	0.000
	No

	KR Rindless Shortcut Bacon
	0.000089740
	-1.765
	0.000
	0.000
	0.000
	No

	Birds Eye Peas
	0.001704358
	-3.604
	0.000
	0.000
	0.000
	No

	McCains Family Supreme Pizza
	0.000954202
	0.000
	-10.367
	0.000
	0.000
	No

	McCains Family Ham and Pineapple Pizza
	0.000898966
	0.000
	-9.908
	0.000
	0.000
	No

	McCains Margherita Pizza Slices 6 Pack
	0.000587999
	0.000
	0.000
	0.000
	-3.779
	Yes

	Edgell Mushrooms in butter sauce
	0.000381539
	0.000
	-22.922
	0.000
	0.000
	Yes

	Aeroplane Jelly Raspberry
	0.000647778
	0.000
	-10.207
	0.000
	0.000
	Yes

	Pantene Pro-V Conditioner Classic Care
	0.000930915
	0.000
	-7.895
	0.000
	0.000
	Yes

	Pantene Pro-V Conditioner Smooth and Sleek
	0.001437551
	0.000
	-7.895
	0.000
	0.000
	Yes

	Pantene Pro-V Shampoo Clarifying
	0.001005888
	0.000
	-9.701
	0.000
	0.000
	Yes

	Pantene Pro-V Shampoo Smooth and Sleek
	0.001364282
	0.000
	-9.000
	0.000
	0.000
	Yes

	Palmolive Gold Soap
	0.000391052
	0.000
	-1.743
	0.000
	0.000
	Yes

	Colgate Family Cool mint Toothpaste
	0.000977205
	0.000
	-5.451
	0.000
	0.000
	Yes

	Colg T/paste Sprklng Gel 120gm
	0.001764848
	0.000
	-25.310
	0.000
	0.000
	Yes

	Colgate Flex Soft toothbrush
	0.000654594
	-6.991
	0.000
	-6.956
	0.000
	Yes

	Pedigree Meatybites Beef
	0.000914586
	0.000
	0.000
	-1.033
	0.000
	Yes

	Mr Sheen regular Furniture Polish
	0.000372593
	0.000
	0.000
	-4.393
	0.000
	Yes

	Maggi Chicken Stock Powder
	0.000378557
	-2.713
	-4.804
	0.000
	0.000
	Yes


Table 9: Responses to Market Structure: Safeway Regressions

	Product Line
	Weights
	CENTREC Elasticity
	IND Elasticity
	FRINGEC Elasticity
	Aldi Elasticity
	HETERO
Correction

	Pura Lite Start Red Fat Calcium Rich
	0.01550665
	0.000
	-0.676
	-0.632
	0.000
	yes

	Nesquik Chocolate
	0.00310526
	-0.131
	0.000
	0.000
	0.000
	yes

	Milo
	0.00540539
	0.000
	0.000
	0.000
	-4.396
	no

	Sanitarium So Good Regular
	0.02786694
	0.000
	0.000
	0.000
	-28.287
	no

	Coon Tasty Cheese block
	0.01076433
	0.000
	-0.449
	0.000
	0.000
	yes

	SKI Yoghurt D’Lite Van/crm
	0.00274834
	0.000
	0.000
	0.000
	-1.170
	yes

	Pura Ultra Lite Sour Cream
	0.000914
	0.000
	0.000
	0.000
	-2.122
	yes

	Yoplait Le Rice Classic Vanilla
	0.00146353
	0.000
	0.000
	0.000
	-20.349
	no

	Streets Blue Ribbon Icecream Vanilla
	0.00432379
	0.000
	0.000
	0.000
	-5.437
	yes

	ETA Five Star Table Spread
	0.00191085
	-6.065
	0.000
	0.000
	0.000
	yes

	Tiptop white Hamburger rolls
	0.00524641
	-10.387
	0.000
	0.000
	0.000
	no

	Arnotts assorted creams
	0.00885337
	0.000
	0.000
	0.000
	-11.989
	no

	Arnotts Chocolate Tim Tam
	0.01901741
	-5.656
	0.000
	0.000
	0.000
	yes

	4n20 Traditional Meat Pies 4S
	0.01254035
	0.000
	0.000
	0.000
	-3.100
	no

	Herb Adams Party Meat Pies
	0.0081414
	0.000
	-0.658
	0.000
	0.000
	yes

	Sanitarium Weet Bix
	0.01249346
	0.000
	-2.639
	0.000
	0.000
	no

	Kelloggs Special K
	0.00309326
	-7.146
	-4.575
	0.000
	0.000
	no

	Kelloggs Sultana Bran
	0.00254121
	-1.204
	-0.690
	-0.967
	0.000
	yes

	Uncle Tobys Quick Oats
	0.00128052
	0.000
	0.000
	0.000
	-0.634
	yes

	White wings self raising flour
	0.00556414
	-1.624
	0.000
	0.000
	0.000
	yes

	San Remo Fettuccine Plain
	0.00328154
	-2.373
	0.000
	0.000
	0.000
	yes

	Mount Franklin Still Water Bottle
	0.00190756
	-0.101
	0.000
	0.000
	0.000
	no

	Berri Juice Tomato
	0.00154021
	-3.667
	0.000
	0.000
	0.000
	Yes

	CC’s Nacho Cheese Corn Chips
	0.00679935
	0.000
	0.000
	-5.954
	0.000
	yes

	Cadbury’s Chocolate Hazelnut
	0.02245253
	-10.144
	0.000
	0.000
	0.000
	yes

	Pace Farms Free Range Large Eggs
	0.015100000
	0.000
	0.000
	0.000
	-21.758
	yes

	Capilano Clear Honey
	0.004073089
	0.000
	0.000
	-0.337
	0.000
	yes

	Kraft Vegemite
	0.009029821
	0.000
	0.000
	0.000
	-8.666
	no

	Bushells Blue Label Tea Bags 100 Pack
	0.000547908
	0.000
	-7.238
	0.000
	0.000
	yes

	Nescafe Blend 43
	0.019577344
	-1.620
	0.000
	0.000
	0.000
	no

	La Gina Diced Italian Tomatoes
	0.000606884
	-5.313
	0.000
	0.000
	0.000
	yes

	Saxa Iodised Salt
	0.023401151
	-1.193
	-1.183
	-3.158
	0.000
	yes

	KR Rindless Shortcut Bacon
	0.000089740
	0.000
	0.000
	0.000
	-2.900
	yes

	McCain Beans and Carrots
	0.000184025
	-2.786
	0.000
	0.000
	0.000
	no

	Birds Eye Beans Sliced
	0.001023353
	0.000
	-1.014
	0.000
	-3.474
	yes

	Edgell Mushrooms in butter sauce
	0.000381539
	-5.023
	-1.255
	0.000
	0.000
	yes

	Sanit Apricot Delight
	0.000237273
	0.000
	0.000
	-1.458
	0.000
	yes

	Heinz Nurture Starter
	0.000263826
	0.000
	-1.121
	0.000
	0.000
	no

	Heinz All Ages Custard Banana
	0.000359530
	0.000
	-3.264
	0.000
	0.000
	no

	Continental Soup Chicken Noodle
	0.002009504
	0.000
	-2.529
	0.000
	0.000
	no

	Maggi 2 Minute Noodle Beef
	0.001111674
	-1.645
	-0.864
	0.000
	0.000
	yes

	Aeroplane Jelly Raspberry
	0.000647778
	0.000
	0.000
	-0.836
	0.000
	yes

	Glad tuff stuff Tidy liner bags large
	0.000672343
	0.000
	-6.468
	0.000
	0.000
	yes

	Thick and thirsty paper towel print
	0.002208864
	0.000
	0.000
	0.000
	-5.246
	yes

	Kleenex Toilet Rolls Classic White 2P
	0.002042589
	0.000
	0.000
	0.000
	-22.144
	yes

	Panadol Capsules Mini
	0.001178695
	0.000
	-1.853
	0.000
	0.000
	yes

	Pantene Pro-V Conditioner Classic Care
	0.000930915
	0.000
	0.000
	-0.006
	0.000
	yes

	Pantene Pro-V Shampoo Clarifying
	0.001005888
	-0.360
	-0.644
	-0.258
	0.000
	yes

	Colg T/paste Sprklng Gel 120gm
	0.001764848
	0.000
	0.000
	0.000
	-23.021
	yes

	Oral B Medium Indicator Plus 40
	0.000398720
	0.000
	-1.602
	0.000
	0.000
	yes

	Colgate Flex Soft toothbrush
	0.000654594
	0.000
	0.000
	-9.245
	0.000
	No

	Gillette Blue 2 Plus Disposable razor
	0.000317357
	0.000
	-8.925
	0.000
	0.000
	yes

	Libra Pads U/thn Reg
	0.000902800
	-0.239
	0.000
	0.000
	0.000
	no

	Pine-O-Cleen Disinfect Pot Pourri
	0.000217393
	-0.804
	0.000
	0.000
	0.000
	yes

	OMO High Performance Concentrate
	0.001394527
	-0.351
	-0.278
	0.000
	0.000
	yes

	Whiskas Beef and Chicken Casserole
	0.000594104
	-0.855
	0.000
	-1.237
	0.000
	yes

	Whiskas Jellymeat
	0.000953492
	0.000
	-5.224
	0.000
	0.000
	yes

	PAL Pedigree L/Champs Chicken
	0.001061124
	-0.303
	0.000
	-0.882
	-0.592
	Yes

	Harpic Liq Citrus
	0.000369895
	-2.903
	0.000
	0.000
	0.000
	yes

	Rexona Pump Spray Deodorant Classic
	0.000124955
	0.000
	0.000
	0.000
	-8.261
	yes

	Maggi Chicken Stock Powder
	0.000378557
	0.000
	0.000
	-2.956
	0.000
	yes

	Sunbeam Dried Fruits Apricots
	0.000286545
	-7.573
	0.000
	0.000
	0.000
	yes

	Sunbeam Dried Sultanas
	0.000456370
	0.000
	0.000
	0.000
	-1.870
	yes

	Masterfoods Mild English Mustard
	0.000443874
	0.000
	0.000
	0.000
	0.000
	yes


The elasticity estimates are interpreted as the percentage reduction in the relative retail grocery price for Coles or Safeway in a particular location for a particular product line when one more chain or type-A independent store enters the centre of the location, in the case of the CENTRES, CENTRECo and IND elasticities respectively, when one more type-A store enters the fringe of the location in the case of the FRINGE elasticities and one more Aldi store enters the circle in the case of the ALDI elasticity. The elasticities are constructed by taking the relevant estimated (ij and (ij coefficients of the estimated equations (1) and (2) and dividing these through by the Coles and Safeway retail prices respectively of the product line in question. To illustrate how the elasticities should be interpreted, the entry –2.466 in the fourth column of Table 8 for Milo suggests that when one more independent store enters the centre of a location, on average, the impact on Coles price of Milo is approximately a 2.5% reduction, ceteris paribus.  Similarly, the entry –6.215 in the sixth column indicates that when one more Aldi store enters the circle of competition, on average the price of Milo falls by approximately 6.2% ceteris paribus.  A zero entry indicates the coefficient was insignificant at the 10% level.

The results show broadly that market structure exerts an important and statistically significant downward impact on the local retail prices of the major chain stores for a number of the products tested.   Of the 38 product lines presented in Table 8, about half of which are KVIs, an additional Safeway store that enters the centre of a circle of competition that includes a Coles store, will force a reduction in the Coles price of 6 of those 38 product lines. The size of the price reduction ranges from around 0.652% for Herbert Adams Party Meat Pies to as high as 7% for Colgate Flexible Soft Toothbrush. A-type independent stores that enter a location in which Coles competes will force Coles to lower even more product prices, evidence that the type-A independent stores have a stronger downward influence on Coles prices than Safeway stores. Out of the 38 products presented in Table 8 there are 21 that provide evidence of the independents exerting competitive influence on Coles. Specifically, the results show that an additional independent store will lower Palmolive Gold Soap prices charged by Coles by 1.743%, ceteris paribus, and Colgate Toothpaste Sparking Gel by 25.310%. Table 8 also shows that the fringe and Aldi stores also carry some competitive punch in terms of the number of product lines significantly affected, more punch than a Safeway at the centre of the circle although less punch than the type-A independents at the centre of the circle.   It is notable that Aldi appears to exert a large negative influence on the price of a narrow range of groceries, which is consistent with their product offering.  If consumers are using Aldi to stock up infrequently on a few core items, which they then do not buy in their weekly trip to a chain store, the chains may be expected to try to induce consumers to return to them for those items by reducing prices for those particular items closer to Aldi levels.

The Safeway elasticity estimates in Table 9 suggest that market structure has a much more widespread impact, in terms of the number of product prices affected, on Safeway prices compared to Coles prices at the centre of the circle of competition. The Safeway regressions have at least one significant market structure variable in 64 regressions, about half of which are KVIs, compared to 38 for the Coles regressions. A new Coles store at the centre of a location in which a Safeway store operates will force Safeway to drop prices for 25 of the 64 product lines presented in Table 9. A new type-A independent will cause the Safeway store to reduce the price of 21 out of the 64 product lines presented. The fringe and Aldi stores have a negative influence on the prices of 14 and 9 product lines respectively.

In the case of the product lines that do not enter Tables 8 and 9 their prices were found, in the majority of cases, to be unaffected by any of the market structure variables.  In the case of the Coles regressions, 121 product lines were unaffected by the market structure variables while 91 product lines were unaffected in the case of the Safeway regressions.  Some product lines also do not enter Tables 8 and 9 because there were insufficient observations to perform the estimation routines.  This is true for 7 and 25 product lines for the Coles and Safeway regressions respectively.  For the remaining relatively few product lines that do not feature in Tables 8 and 9, including 34 and 20 product lines for the Coles and Safeway regressions respectively, there is a positive, perverse coefficient on at least one of the market structure variables.  The positive coefficients occur reasonably uniformly across the market structure variables.  These perverse coefficients are likely to be the result of residual problems of non-hedonic prices and endogeneity, discussed above, which were not eliminated by running product and store specific regressions.

 The explanatory power of the Coles and Safeway regressions, as measured by the coefficients of multiple determinations, average 17% and 16% respectively. These are in the order of what is expected in cross-sectional studies.

As noted above, there are a number of reasons why we did not expect to find a strong relationship between local price variations and local market structure in this modelling exercise.  It is all the more surprising, therefore, as evidenced in Tables 8 and 9, that local market structure, including the independents content of local market structure, clearly influences local variations in Coles and Safeway retail prices across numerous product lines. As a summary of the strength of the impact that local market structure has on Coles and Safeway retail prices it is possible to compute the weighted average elasticity responses, averaged across each of the product lines, using the information contained in Tables 8 and 9. The weights used are those described in the second columns of those Tables. Elasticities that are found to be zero are omitted in the computation of the weighted average, and the weights are re-configured to sum to unity. The weighted average impact elasticities are summarised in Table 10.

The results of Table 10 suggest that in the case of the impact on Coles retail prices, the independent stores have a stronger influence on prices, both in terms of magnitude and number of product lines affected, than Safeway and to an even greater extent the fringe stores.  This finding is reversed in the case of the impact on Safeway retail prices, where Coles has the strongest influence followed by the competitive fringe, which includes independent stores, and the independent stores at the centre of the circle of competition.  Although Aldi appears to have the strongest impact on Coles and Safeway retail prices it does so only for a limited range of product lines — less than 40 per cent of the product lines that the independent stores impact. 

Table 10: Weighted Average Responses to Market Structure

	
	Coles Regressions
	Safeway Regressions

	Response to one new Coles Store at the centre
	
	-4.323% (25 products)

	Response to one new Safeway Store at the centre
	-2.924% (6 products)
	

	Response to one new Independent Store at the centre
	-8.238% (21 products)
	-1.442% (21 products)

	Response to one new fringe Store
	-1.849% (9 products)
	-2.368% (14 products)

	Response to one new Aldi Store in the circle
	-12.655 (8 products)
	-15.533% (8 products)


Although the elasticities presented in Table 10 seem small in absolute terms, at least for the non-Aldi stores, it is important to note that they are not small relative to the size of the typical grocer’s retail margin. As discussed in section 3.3.2, a typical grocery retailer’s gross margin over the cost of goods sold is around 21%, and the net profit margin is around 2.2%. This means that a price reduction on a particular product line in the vicinity of just 1% is equivalent to a 5% increase in gross margin and could wipe out 50% of the net profit margin on that product (depending on the product’s margin relative to the average margin). For price reductions that are greater in magnitude the profit margin could be wiped out altogether. The fact that the independent stores on average pressure Coles prices to fall by around 8.2% and Safeway prices to contract by 1.4% on average across at least 21 products suggests that, given margins are small, the independents are able to place an enormously tight squeeze on the margins enjoyed by the chain stores, especially Coles to the benefit of consumers.  Since the gross margins are the appropriate measure of the ‘price’ of the retailing service,
 the results confirm the extent of the competitive constraint the independents impose even on a location-by-location basis.

In addition to the impact of local market structure on local price variations, other aspects of supermarkets competitive offering may also be affected.  The Nielsen data examined in Section 2, suggests that grocery shoppers place a high priority on non-price aspects of the grocery offer, such as product range, store ambience and service levels.  While difficult to measure, these aspects of competition may also be affected by changes in the local retail structure. 

1.11 The Proposed Acquisitions

The ACCC ‘cleared’ six acquisitions at the end of 2002 and is or has been considering at least a further 14, some of which we understand have also been completed.  These 20 stores are listed, together with information regarding local competitors, in Table 11.

Most of the recent and proposed acquisitions appear to have been carefully selected by Coles to limit any perceived impact on local competition.  However, this is not universally the case, and while the immediate impact on local prices may be limited, there will likely be a reduction in the range of price/product/quality/service offerings in some locations, notably Melton, Brunswick, Palm Beach and Keysborough.

Table 11:  Target Stores

	Location
	Target Store
	Local Competitors

	Narrandera
	IGA Supermarket
	Foodworks

	Merimbula
	Foodworks
	Woolworths;

IGA Everyday

	Melton South
	Foodworks
	Safeway;

Coles (Melton West);

IGA Supermarket (Melton)

	Mooroopna
	IGA Supermarket
	Foodworks

	Ararat
	IGA Supermarket
	none

	Broken Hill South
	Foodland (Star Discount)
	Woolworths;

Foodland

	Brunswick West
	IGA Supermarket
	Safeway (Brunswick); 
Coles (Brunswick)

	Myrtleford
	IGA Supermarket
	Foodworks

	Blayney
	Tuckerbag
	None

	Coonabarabran
	IGA Supermarket
	None

	Umina
	IGA Supermarket
	Flemings (Woolworths)

	Gulgong
	IGA Supermarket
	None

	Palm Beach
	IGA Supermarket
	Food for Less (Woolworths);

Coles (Elanora)

	Charters Towers
	IGA Supermarket
	Woolworths

	Barmera
	Foodland
	None

	Daylesford
	IGA Supermarket
	Foodwise

	Cowes
	IGA Supermarket
	IGA Everyday

	Keysborough
	IGA Supermarket
	Coles;
Safeway

	Wallan
	AUR
	None

	Drouin
	AUR
	Budgetrite (Jindivick)


Source: information obtained from NARGA, Metcash and relevant websites.

1.12 Conclusions on Local Retail Markets

Our analysis of local price data suggests that the chains exhibit limited price variations across local retail markets, that is prices for many of the items supplied by the chains appear to be set on a multi-location basis.  This likely reflects the considerable transactions cost and other advantages from uniform pricing.  The greater the extent to which that is the case, the less the extent to which the impact of the independent sector will be felt in location-by-location variations in prices as a function of market structure (and in particular as a function of the presence or absence of independents in each particular locality) and the greater the extent to which it will be felt in the level of prices overall. 

However, our analysis suggests that consumers in a particular location are by no means protected from local variations in market power by the adoption of uniform pricing.  Typically the chains employ a small number of price points and lower chain store prices tend to be associated with both more local players and in particular the presence of independents. Our regression analysis suggests that local market structure has a significant impact on which price point is adopted in a particular location for a large number of products.  Specifically, the prices of many products in the chain stores are reduced when an independent is present in a location.  This is a surprisingly strong result given the advantages of uniform pricing to the chains and the problems associated with modelling local price variations. 

Accordingly, where a particular acquisition reduces the number of players in a location, and specifically where it removes an independent retailer, it is likely to increase at least some chain store prices in that location.  Furthermore, non-price aspects of competition are likely to be adversely affected.   

Market for the Acquisition of Groceries from Manufacturers
The third set of relevant markets are the markets for the acquisition of grocery products from manufacturers and growers.  The market power of the chains vis a vis suppliers was a major  focus of concern for the Joint Select Committee on the Retailing Sector (the Baird Committee), which reported in August 1999.
  This was followed subsequently by the ACCC’s report to the Senate on prices paid to suppliers by grocery retailers.
  If the market share of the chains increases as a result of creeping acquisitions, these concerns will only intensify.  

1.13 Analytical Framework

Markets for the acquisition of groceries are characterized by oligopsony on the demand side and a range of supply side market structures, from competitive fragmented markets for many primary products to highly differentiated manufactured products (food and non-food).  Within the latter there are some markets characterized by a single brand leader, e.g. coke and soft drinks, while others have several strong brands, which may be more or less substitutes for consumers, e.g. bread or breakfast cereals.  

While the demand side of the market is an oligopsony, it is not a simple oligopsony, in which one buyer provides a substitute source of demand to the others.  First, while the demand for groceries from manufacturers is a derived demand from the final demand by consumers, it is ‘filtered’ through the one-stop shopping characteristic of supermarkets.  Hence, if consumers cannot find their preferred brand of one particular product  in their regular supermarket, they will not necessarily go to another store for that product.  They may just make up their shopping trolley with another brand of the same product or some alternative.  Second, as discussed in section two, each of Coles and Woolworths have a strong degree of brand loyalty, stronger than most manufacturers, based particularly on their locational advantages.  Accordingly, Coles, Woolworths and other supermarkets are not closely substitutable customers from the perspective of the supplier: if a manufacturer cannot access Woolworths shelves, it cannot access the ‘Woolworths shopper’.
Primary product markets are often characterised by fragmented suppliers with upward sloping supply curves.  This is the classic textbook situation in which buyer power can be exerted to depress price and output below efficient levels.
  For example, the debate between Jacobson and Dorman
 and Blair and Harrison
 a decade ago essentially revolved around the extent to which buyer power was likely to be a symmetric problem to supplier power for antitrust.  Blair and Harrison argued that it is an equivalent problem, while Jacobson and Dorman argued that it is not often likely to be a problem in practice.  The reasons they suggest for this are that supply curves rarely slope upwards, high buyer concentration is unusual and even where buyers are concentrated, they generally sell into broader (more competitive) downstream markets.
  However, in the case of the Australian supermarket chains buying from growers, none of these factors are true.  Supply curves will generally, if not always, slope upwards; buyers are highly concentrated and differentiated; and their downstream selling markets are equally so.  The problems facing primary producers were clearly recognised by the Baird Committee.  As a result, a voluntary Retail Grocery Industry Code of Conduct and Ombudsman were established in 2000, covering the relationship between the supermarkets and growers.
 
Markets for manufactured grocery products may often be better characterised as a bargaining process between large buyers and sellers, each with varying degrees of market power depending on their options.  Given the strong brand loyalty and geographic coverage of Coles and Woolworths, if suppliers are delisted by either of these chains the lost sales will be hard to replace.  By contrast, the chains can often maintain the customer by selling them an alternative brand of that one item to complete their ‘one stop shop’.
  Accordingly, manufacturers are vulnerable to threats of delisting by the supermarket chains.  Even where a firm has strong brand loyalty in one product, they may be weak in another, leaving them vulnerable to threats of delisting their weaker product lines.

Dobson and Waterson model the impact of retail buying power as a two-stage game, in which individual suppliers bargain with oligopolistic retail buyers, who then compete in a differentiated downstream market.  A decrease in the number of buyers will increase buyer power and generally reduce wholesale prices.  However, the reduction in the number of retailers will also increase seller power in the downstream retail market, unless retailers are close substitutes for final consumers.  The result is that increased retail concentration will reduce buying prices for retailers, but those lower prices will only be passed through to consumers where the downstream retail services of the reduced number of suppliers are highly substitutable.
 Ungern-Sternberg finds similar results.
  As discussed earlier, supermarkets are not close substitutes: they are differentiated in terms of location, product range and service, resulting in strong brand loyalty for the two chains.  This translates into both buyer and seller power.

Dobson and Waterson developed their model in response to what was (then) perceived as a rather benign approach to retail concentration on the part of UK competition authorities, based on a belief that lower costs would be passed through to consumers.  This attitude has since changed, as recently expressed in the Competition Commission’s 2000 report.
  The Competition Commission expressed concern about a large number of buyer practices, both price and non-price, such as the payment of slotting allowances, retrospective changes to contractual terms, shifting risk onto suppliers and threats of delisting.
  The Competition Commission concluded that the five major UK retailers, with market shares varying from 9.8 to 23 per cent, each had sufficient buyer power to engage in these practices and thereby distort competition.  The market share of Coles and Woolworths is, of course, much greater, at 35.2 and 41.4 per cent of national dry grocery sales respectively.

The concern with buyer power is not just about the ability of the supermarket chains to depress prices paid to suppliers, either.
  There are also broader concerns, both expressed by the UK Competition Commission, regarding the potential impact of buyer practices on the structure of and competition in both manufacturing and retail markets.

In relation to manufacturing markets, a number of concerns have been expressed.  First, many of the practices engaged in by retailers, such as listing fees and delisting products to ‘punish’ suppliers, may serve to distort competition between suppliers and raise barriers to entry.
  Consumers may not be able to access, without incurring significant search costs, their preferred brands, while other potentially competitive products may never make it to market.  Second, depressing the prices of branded products may effectively remove the ‘brand premium’ from suppliers, depressing the manufacturer’s returns from brand and product innovation, with potential implications for the future development of new products.

In relation to retail markets, the concerns relate to retailers exercising buyer power over suppliers to disadvantage their downstream rivals, either through discriminatory pricing or boycotts, increasing their costs relative to the retailer engaging in the conduct.
  These tactics can succeed in the grocery industry, where markets for many grocery items are characterised by branded products and high barriers to entry, such that actual and potential sources of supply to the retailers adversely affected are limited; and suppliers are vulnerable to the exercise of buyer power in this way because the large retailer provides manufacturers with access to a substantial and unique section of the downstream market.   

A number of cases have highlighted the ability of powerful retailers, both here and overseas, to adversely affect downstream retail competition through the exercise of market power.  This was the issue at stake in the Safeway case
, where Safeway delisted the entire product range of bread manufacturers who supplied discounted generic type bread to independent retailers.  Manufactured factory bread in Australia is a classic example of a concentrated market, but one in which consumers regard the two or three market leading brands as highly substitutable.  Accordingly, the supermarkets are readily able to do without any one such brand; but if a manufacturer is delisted by a supermarket, they lose access to the group of shoppers who use that store for their weekly shop: those shoppers will simply substitute an alternative brand of bread in the shopping trolley.  In the United States, the Toys R Us
 case involved a similar exercise of buyer power by a powerful toy retailer applying pressure to suppliers not to supply other retailers who engaged in price discounting.  Because of the importance of ‘impulse buying’ in the toy market, losing access to the shelves of Toys R Us meant losing access to a significant proportion of the market.
1.14 Supplier Interviews
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Conclusions: a substantial lessening of competition?

The Australian grocery industry is one of, if not the, most concentrated in the world, with the two vertically integrated chains supplying over around 76 per cent of groceries across the country.  Apart from Aldi, the remainder of the industry comprises independent retailers, including independent chains such as Franklins and Action
.  

There are good theoretical and empirical reasons in the economic literature to suggest that, in the conditions which characterise the grocery industry, such as price transparency and a high proportion of variable to total costs, the presence of three significant players as compared to two, is likely to severely inhibit price co-ordination.  This is all the more so where the third player is vertically disintegrated, so that retail prices are set by several hundred independently owned grocers.  

The independent sector has been strengthened in recent years by a combination of good fortune and good management, increasing its market share and wholesale volumes, rationalising banner groups and marketing and improving support services to independent retailers.  Accordingly, it is well positioned to provide a third force or competitive tension in the industry, delivering lower prices and better services to consumers.

The competitive constraint provided by the independent sector operates at two levels:  the broad market for the distribution of groceries to the public, which determines the overall level of prices and product/service quality; and local retail grocery markets, which determine price and service variations around that broad level. 

There are significant advantages to the chain stores in having uniform prices, in terms of transaction costs, promotional activity and the broader competitive advantages of providing consumers with a ‘price guarantee’.  Accordingly we observe a much greater degree of price uniformity across chain store outlets as compared to independents.  This suggests that the broad constraint on price levels will be the more significant.  However, the price distributions indicate that for a significant number of products, multiple price points are maintained and the regression results suggest that local market structure and specifically the presence of independents, does affect geographic price variations on a significant number of products.  Accordingly, the presence of independents in a locality protects consumers from local market power and higher prices that would otherwise prevail.  Additionally, non-price factors in the local supermarket offering are likely to be significant, and (though we were not able to test this proposition rigorously) the presence of independents likely adds to the pressure on the chains to provide a greater range of amenities.

The phenomena of ‘creeping acquisitions’ presents a challenge for competition law.  Normally we are confronted with analysing the competitive impact of discrete and significant mergers or acquisitions.  What distinguishes creeping acquisitions is that each individual acquisition is only likely to have a significant impact on competition in its particular local retail market.  Our analysis of local pricing patterns suggests that particular acquisitions are likely to materially affect both price and non-price competition in local retail markets.  

Over time, however, creeping acquisitions will have a cumulative effect on the broader competitive constraint which independent grocers are able to place on price and non-price aspects of the chains offer to consumers.  If creeping acquisitions are only examined individually, this effect will be missed. By shifting Metcash’s demand curve to the left, creeping acquisitions increase the unit costs and buying prices faced by Metcash.  This in turn affects the ability of the independent sector to place an effective competitive constraint on the chains. We have analysed this effect in detail in section 3 of this report.

The acquisitions originally before the ACCC represented almost two per cent of Metcash’s wholesale turnover.  However, already more acquisitions are proposed and these increase the effects on Metcash’s turnover to more than two per cent.  Even this will have a significant impact on Metcash’s costs.  However, looked at in the broader context of a long term trend for the chains to acquire market share through creeping acquisitions, the potential impact is much more significant.  If Metcash were to lose ten per cent of its wholesale turnover, a prospect which is consistent with what has actually occurred since 1995, this could result in grocery price increases of almost two per cent, if cost increases are passed through and matched by the chains, increasing the latter’s retail margins by over fifty per cent.  If, instead, Metcash tries to remain competitive by absorbing the cost increases, their EBIT would be wiped out.  Well before this occurred, Metcash’s ability to provide support services to its retail customers would begin to be squeezed and with the loss of just six per cent of wholesale turnover, it would lose the ability to raise equity finance, which must place their future viability seriously in jeopardy, unless prices are increased to reflect the cost increase.  Accordingly, while the original 16 and now 20 acquisitions currently under consideration may not alone amount to a substantial lessening of competition, it is clearly the case that if the longer term trend is not checked, they are likely to result in a substantial lessening of competition in the market for the distribution of groceries to the public.   There is no magical point at which this substantial lessening of competition will occur.  Rather, it is a gradual process of undermining the competitive constraint which the independent sector can impose on the chains. 

Additionally, competition concerns are raised in relation to the markets for the acquisition of groceries from suppliers.  This has not been the focus of our study, but in our interviews with suppliers a number of concerns were raised which mirrored those raised by the UK Competition Commission and others.  There are sound reasons to expect that increasing the ‘countervailing power’ of the supermarkets vis a vis suppliers will not benefit consumers.  Furthermore, experience suggests that retailers may be able to exercise their buyer power to the detriment of competition in both the upstream and downstream markets.

Halting creeping acquisitions is not about protecting individual competitors for their own sake, it is about protecting the process of competition, by maintaining a viable independent grocery sector.  Metcash is not losing market share by failing to deliver a competitive product to consumers, indeed its market share on a constant store basis has been increasing since 2000.  Rather, Metcash’s customer base is being removed by acquisition, driving up its cost base and reducing its ability to constrain chain store pricing.  Competition ‘on the merits’ is undermined by creeping acquisitions.

How should creeping acquisitions be dealt with?  Like any other acquisition, the appropriate remedy against creeping acquisitions is an injunction against further acquisitions.   The problem of creeping acquisitions is one of incipiency.  It is clear that if allowed to continue unchecked the process will substantially lessen competition in the broad market for the distribution of groceries to the public.  If we wait until that point is reached, it will be too late to unravel the process and restore the competitive constraint currently provided by the independent sector.  Accordingly, the process needs to be arrested now, before, in the words of s.50, creeping acquisitions “…have the effect, or be likely to have the effect, of substantially lessening competition…”.  Like all merger regulation, prevention is better than cure for the problem of creeping acquisitions.  Indeed, the problem is even more acute in the case of creeping acquisitions because there is no discrete point at which the substantial lessening of competition occurs, but once the patient is sick, it cannot be cured.

This is not a market share cap, as was once proposed by NARGA, which would diminish the incentives for the chains to compete on the merits.  They can still increase their market share by increasing the turnover of existing stores and/or building new stores.  Rather it is a structural remedy to a structural problem.  If there are public benefits, such as efficiency gains, to be obtained from particular acquisitions, then authorisation is available.  

Nor do we believe that this is, as the Dawson Review suggested
, a matter of industry policy rather than of competition. On the contrary, preserving a competitive market structure from being undone by acquisitions is the essence of merger control, which in turn is an indispensable element in an effective competition policy. Consumers, who depend on grocery retailing for many of the goods central to the quality of life, have every right to expect competition policy to be implemented as vigorously and effectively in this industry as in others.

Appendix A:  Sample of locations and stores for the Retail Pricing Analysis

	Location
	Store Type
	Address

	3012
	IGA Supermarket
	IGA Supermarket: 2- 8 Hampstead Rd, Maidstone 3012

	 
	Sims Supermarket
	Sims, 511 Barkley St, West Footscray 3012

	3016
	Safeway
	Safeway, 71 Kororoit Creek Rd, Williamstown 3016

	 
	Coles
	Coles, 29 Douglas Pde, Williamstown 3016

	3020
	Safeway
	Safeway, 569 Hampshire Rd, Sunshine 3020 

	 
	Safeway
	Safeway, 80 Harvester Rd, Sunshine, 3020

	 
	Bi-Lo
	Bi-Lo, 294-298 Hampshire Street, Sunshine, 3020

	 
	Foodworks 
	Foodworks, 20 Sun Crescent, Sunshine 3020

	 
	Sims 
	Shop 57 Hamshire Rd, Sunshine 3020

	3023
	Safeway
	Safeway, Station Rd (cnr Neale Rd), Deer Park, 3023

	 
	Bi Lo
	Bi-Lo, Cnr Station & Neale St, Deer Park, 3023

	3029
	Safeway
	Safeway, Hogan Rd (cnr Derrimut Rd), Hoppers Crossing, 3029

	 
	Safeway
	Safeway, Werribee Plaza, Derrimut Rd, Werribee, 3029/3030

	3030A
	Bi Lo
	145 Watton St, Werribee, 3030

	 
	Sims 
	Sims S/market, Corner Shaws & Tarniet Rds, Werribee, 3030

	3030B
	Coles
	Coles, Cnr Point Cook Rd & Jamieson Way, Point Cook, 3030

	3031
	Safeway
	Safeway, Newmarket Plaza, 338-339 Racecourse Rd, Kensington, 3031

	3038
	Safeway
	Safeway, Watergardens Shopping Centre, Taylors Lakes, 3038

	 
	Coles
	Coles, Keilor Downs Plaza S/C, Taylors Rd, Keilor Downs, 3038

	3039
	Safeway
	Safeway, Pratt St (cnr Puckle St), Moonee Ponds, 3039

	 
	Coles
	Coles, 693 Mt Alexander Rd, Moonee Ponds, 3039

	3040-41
	Bi Lo
	Bi-Lo, 1144-1146 Mt Alexander Rd, Essendon, 3040

	 
	IGA
	IGA Supermarket, 347 Buckley Street, Essendon West 3040

	 
	IGA 
	IGA Supermarket, 25 Kielor Rd, Essendon Nth, 3041

	3046
	Safeway
	Safeway, West St (Cnr Geum St), Hadfield, 3046

	 
	Coles
	Coles, Cnr Glenroy Rd & Morgan Ct, Glenroy, 3046

	 
	IGA 
	IGA Supermarket, 358-364 Waterloo Rd, Glenroy, 3046

	3047
	Safeway
	Safeway, 145 Pascoe Vale Rd, Broadmeadows, 3047

	 
	Bi Lo
	Bi-Lo, 1 Dobell Place, Broadmeadows, 3047

	 
	Bi Lo
	Bi-Lo, 1099-1169 Pascoe Vale Rd, Broadmeadows, 3047 

	3051
	IGA 
	IGA Supermarket, 20-26 Errol St, North Melbourne, 3051

	3055
	Coles
	Coles, 190 Union Sq S/CentreWest Brunswick, 3055

	3058
	Safeway
	Safeway, Cnr Munro & Louisa Sts, Coburg Station, 3058

	 
	Coles
	Coles, 451-459 Sydney Rd, Coburg, 3058

	 
	Bi Lo
	Bi-Lo, 28 Victoria St, Coburg, 3058

	3068
	IGA 
	IGA Supermarket Piedimontes, 37-49A Best St, Fitzroy North, 3068

	3070
	Coles
	Coles, Northcote Plaza S/C, Separation St, Northcote, 3070

	 
	Bi Lo
	Bi-Lo, Separation St, Northcote, 3070

	3073
	Safeway
	Safeway, 820 Plenty Rd, Reservoir, 3073

	 
	Coles
	850 Plenty Rd, Reservoir, 3073 

	 
	Coles
	323-325 Spring St, Reservoir, 3073

	3074
	IGA 
	IGA Supermarket, 122 Main St, Thomastown, 3074

	3083
	Safeway
	Safeway, 69-85 Plenty Rd, Bundoora, 3083

	 
	Coles
	Coles, Cnr Settlement & Plenty Rds, Bundoora, 3083

	3087
	IGA 
	IGA Supermarket Andres, 97 Watsonia Rd, Watsonia, 3087

	 
	IGA 
	IGA Supermarket Lees, Orana Dr & Kardinia St, Watsonia, 3087

	3095
	Safeway
	Safeway, 7 Arthur St, Eltham, 3095

	 
	Coles
	Coles, Shop 1 Eltham Village S/C, Cnr Main Rd & Arthur St, Eltham, 3095

	3108
	Safeway
	Safeway, Devon Drive (cnr Doncaster Rd), Doncaster, 3108

	 
	Coles
	Coles, Doncaster S/C, Cnr Doncaster & Williamsons Rds, Doncaster, 3108

	3121
	Coles
	Coles, 240 Church St, Richmond, 3121

	 
	Coles
	Coles, 188 Swan Street, South Richmond, 3121

	3122
	Coles
	Coles, 689-699 Glenferrie Rd, Glenferrie, 3122

	 
	IGA 
	IGA Supermarket Renaissance, Glenferrie Rd, 550 Glenferrie Rd, Hawthorn, 3122

	3131
	Safeway
	Safeway, 117-125 Canterbury Rd, Blackburn South 3130/Forest Hill 3131

	 
	Coles
	Coles, Forest Hill S/C, Cnr Mahoneys & Canterbury Rds, Forest Hill, 3131

	3133
	Safeway
	Safeway, Canterbury Rd (cnr Stevens Rd), Vermont, 3133

	 
	Coles
	Coles, Vermont South S/C, Cnr Burwood Hwy & Hanover Rd, Vermont South, 3133

	3135A
	Bi Lo
	Bi-Lo, 434 Maroondah Hwy, Ringwood East, 3135

	 
	Safeway
	Safeway, 171 Maroondah Hwy, Ringwood (Eastland

	 
	IGA 
	IGA Supermarket Pauls, 82-86 Railway Avenue, Ringwood East, 3135

	3135B
	IGA 
	IGA Supermarket Scenro, 116-120 Canterbury Rd, Heathmont, 3135

	 
	Foodworks 
	Foodworks, 163 Canterbury Rd, Heathmont, 3135

	3136
	Safeway
	Safeway, 224-238 Mount Dandenong Rd, Croydon, 3136

	 
	Coles
	Coles, Croydon Market S/C, Cnr Kent & Wicklow Avenues, Croydon, 3136

	 
	IGA 
	IGA Supermarket, 66-92 Main St, Croydon, 3136

	 
	Bi Lo
	Bi-Lo, Cnr Exeter Rd & Maroondah Hwy, Croydon North, 3136

	3140
	Safeway
	Safeway, Hutchinsons St, Lilydale, 3140

	 
	Coles
	Coles, Cnr Maroondah Hwy & Castella St, Lilydale, 3140

	 
	Bi Lo
	Bi-Lo, 118 Main St, Lilydale, 3140

	3142
	Safeway
	Safeway, 569 Malvern Rd, Hawksburn, 3142 

	 
	Safeway
	Safeway 459-465 Toorak Rd, Toorak, 3142

	3150A
	Safeway
	Safeway, The Glen Shopping Centre, Springvale Rd, Glen Waverley, 3150

	 
	Coles
	Coles, The Glen Shopping Centre, O'Sullivans Rd, Glen Waverley, 3150

	3150B
	Safeway
	Safeway, Jells Rd, Wheelers Hill, 3150

	3152
	Coles
	Coles, Cnr Stud Rd & Burwood Highway, Wantirna South, 3152

	 
	Bi Lo
	Bi-Lo Knox, Cnr Stud Rd & Burwood Highway, Wantirna South, 3152

	 
	Foodworks 
	Foodworks Knoxgate, 1324 High Street Rd, Wantirna South, 3152

	 
	IGA 
	IGA Supermarket Ritchies, 24-29 The Mall, Wantirna, 3152

	3155
	Safeway
	Safeway, Boronia Shopping Village, 159 Boronia Rd, Boronia, 3155

	 
	Safeway
	Safeway, 127 Boronia Rd (cnr. Dorset Rd), Boronia Junction, 3155

	 
	Coles
	Coles, Boronia S/C, Cnr Floriston & Turner Rds, Boronia, 3155

	3161
	Foodworks
	Foodworks Alma Village, 356-362 Orrong Rd, Caulfield North, 3161

	3166
	Safeway
	Safeway, Oakleigh Central Shopping Centre, Station St, Oakleigh, 3166

	 
	Coles
	Coles, Station Square S/C, Cnr Hanover & Portman Sts, Oakleigh, 3166

	3168
	Coles
	Coles, 2-4 Cooke St, Clayton, 3168

	 
	Bi Lo
	Bi-Lo, 1389 Centre Rd, Clayton, 3168

	3170A
	Safeway
	Safeway, Police Road (cnr Jacksons Road), Waverley Gardens, 3170

	 
	Bi Lo
	Bi-Lo, Cnr Police & Jacksons Rd, Mulgrave, 3170

	3170B
	Coles
	Coles, Brandon Park S/C, 608 Ferntree Gully Rd, Brandon Park, 3170

	3181
	Safeway
	Safeway, Wattle St (cnr Cato St), Prahran, 3181

	 
	Coles
	Coles, 303 Chapel St, Prahran, 3181

	3182
	Safeway
	Safeway, 117 Acland St, St Kilda, 3182

	 
	Coles
	Coles, 183-187 Barkly St, St Kilda, 3182

	3186
	Safeway
	Safeway, 104 Church St, Middle Brighton, 3186

	3192
	Safeway
	Safeway, Southland S/Centre, Nepean Hwy, Cheltenham

	 
	Coles
	Coles, Westfield Shoppingtown,Southland, 1239 Nepean Hwy, Southland, 3192

	 
	Bi Lo
	Bi-Lo, 1239 Nepean Hwy, Southland, Cheltenham, 3192

	3195
	Safeway
	Safeway, 600 Main St, Mordialloc, 3195

	 
	IGA
	IGA Ritchies Supermarket, Shop 1, 11 Narelle Crescent, Aspendale Gardens, 3195

	 
	Foodworks
	Foodworks, 130-131 Stattion St, Aspendale, 3195

	3196
	Safeway
	Safeway, 426 Nepean Highway, Chelsea, 3196

	 
	Foodworks 
	Foodworks, 407 Nepean Hwy Chelsea, 3196

	3199A
	Safeway
	Safeway, Shop 211 (PO end), Karingal Hub S/C, Cranbourne Rd, Frankston, 3199

	 
	Safeway
	Safeway, (Bank End), Karingal Hub S/Centre, Cranbourne Rd

	3199B
	Coles
	Coles, Cnr Keys & Ross Smith St Mall, Frankston, 3199

	 
	IGA
	IGA Ritchies Supermarket, Towerhill S/C, Frankston, 3199

	 
	IGA
	IGA Ritchies Supermarket, 207-213 Beach St, Frankston, 3199

	 
	IGA
	IGA Rounds Supermarket, 93A Young St, Franston, 3199

	3204
	Safeway
	Safeway, 524 Centre Rd, Bentleigh, 3204

	 
	Coles
	Coles, 5-7 Vickery St, Bentleigh, 3204

	3214A
	Safeway
	Safeway, 290-300 Anakie Rd, Bellpost, 3214

	3214B
	Safeway
	Safeway,Backus Marsh Rd (cnr Purnell Rd), Corio 3214

	 
	Coles
	Coles, Corio Village S/C, Cnr Bacchus Marsh & Purnell Rds, Corio, 3214

	3216A
	Safeway
	Safeway, Pioneer Rd (Cnr Princess Hwy), Waurn Ponds, 3216

	 
	Coles
	Coles, Cnr Pioneer Rd & Princess Hwy, Waurn Ponds, 3216

	3216B
	Coles
	65 High Street, Belmont 3216

	3216C
	Bi Lo
	Bi-Lo, 158-162a High St, Belmont, 3216

	 
	Safeway
	Safeway, Bellevue Avn (cnr Roslyn Rd), Highton

	3218
	Safeway
	Safeway, 166-168 Shannon Ave, Geelong West, 3218

	 
	Safeway
	Safeway, Market Square, Yarra St (cnr Mallop St), Geelong West 3218

	 
	Sims
	Sims, Cnr Hope & Weller St, Geelong West, 3218

	3220
	Safeway
	Safeway, Shannon Ave (Cnr Aberdeen St), Newtown, 3220

	 
	Coles
	Coles, Bay City Plaza S/C, Cnr Moorabool & Brougham Sts, Geelong, 3220

	3264
	IGA 
	IGA Supermarkt, Terang Co-op, 30-38 High St, Tarrang, 3264

	3300
	Safeway
	Safeway, Thomsons Plaza, Brown St, Hamilton, 3300

	 
	Coles
	Coles, 179-193 Gray St, Hamilton, 3300

	 
	IGA 
	IGA Supermarket, 72 Lonsdale St, Hamilton, 3300

	3304
	IGA
	IGA Supermarket Piedemontes, 366-368 Bell St, Pascoe Vale

	3331
	Foodworks
	Foodworks Nardi's, 4 High St, Bannockburn, 3331

	3337
	Safeway
	Safeway, 523-531 High St, Melton, 3337

	 
	Coles
	Coles, Melton Regional S/C, Cnr Western Hwy & Coburns Rd, Melton West, 3337

	 
	IGA 
	IGA Morgans Melton, 335-345 High Street, Melton, 3337

	3340
	Coles
	Coles, Bacchus MarshS/C, Cnr Main & Young Sts, Bacchus Marsh, 3340

	 
	IGA 
	IGA Supermarket, 126-130 Main St, Bacchus Marsh, 3340

	 
	Foodworks 
	Foodworks, 1-9 Bennet St, Bacchus Marsh, 3340

	3350
	Safeway
	Safeway, Eastwood Street, Cnr Sharwood St, 3350

	 
	Coles
	Coles, 6-20 Peel St, Ballarat, 3350

	 
	Bi Lo
	Bi Lo, 73 Victoria St, Ballarat, 3350 

	 
	Foodworks
	Foodworks, Cnr Norman & Doveton Sts, Ballarat, 3350

	 
	Foodworks 
	Foodworks, cnr Sturt St & Pleasant St, Ballarat, 3350

	3355
	Safeway
	Safeway, 1201-1205 Howitt St, Wendouree, 3355 

	 
	Safeway
	Safeway, Wendouree Village S/C, Cnr Gillies and Norman Sts, Wendouree, 3355

	 
	Coles
	Coles Wendouree Village S/C, Cnr Gillies and Norman Sts, Wendouree, 3355

	 
	Maxi
	Maxi, 306-312 Creswick Rd, Ballarat, 3350

	3356
	Safeway
	Safeway, Albert St (Cnr Hertford St), Sebastopol, 3356

	 
	Bi Lo
	Bi Lo, 210 Albert St, Sebastopol, 3356

	 
	Foodworks 
	Foodworks, 1174 Geelong Rd, Mt Clear, 3350 (cnr. Whitehorse St)

	3400
	Safeway
	Safeway, Wison St (Cnr Darlot St) Horsham, 3400

	 
	Coles
	Coles, Cnr Darlot & Roberts Ave, Horsham, 3400

	 
	Maxi 
	Maxi Foods Horsham, Horsham Plaza, Horsham, 3400

	3429
	Safeway
	Safeway, 27-47 Horne St, Sunbury, 3429

	 
	Coles
	Coles, Cns Evans & Riddell Rds, Sunbury, 3429

	 
	Bi Lo
	Bi Lo, 80-90 Evans St, Sunbury, 3429

	 
	IGA
	IGA Supermarket Morgan's, 98-122 O'Shannessy St, Sunbury, 3429

	3437
	IGA 
	IGA Supermarket Morgan's, Brontome & Robertson Sts, Gisborne, 3437

	 
	Foodworks 
	Foodworks, 24 Hamilton St., Gisborne, 3437

	3450
	IGA
	IGA Maxi, Cnr Moyston & Hargreaves Sts, Castlemaine, 3450

	3500
	Safeway
	Safeway, Mildura Centre Plaza, Cnr 15th St & Deakin Ave, Mildura 3500

	 
	Coles
	Coles, 149 Eighth St, Mildura 3500

	 
	IGA
	IGA Supermarket Fishers, 107 Deakin St, Mildura, 3500

	3549
	IGA 
	IGA Supermarket Fishers, 1-12 Latje Rd, Robinvale, 3549

	3556
	IGA
	IGA Supermarket 93 Victoria St, Eaglehawke, 3556

	3568
	Foodworks 
	Foodworks, 13-15 Market St, Cohuna, 3568

	 
	IGA
	IGA Supermarket, 49 King George St, Cohuna, 3568

	3579
	Safeway
	Safeway, Nolan St, (Cnr Shadforth St), Kerang, 3579

	 
	IGA 
	IGA Supermarket, 60A Victoria St, Kerang, 3579

	3585
	Safeway
	Safeway, Beveridge St, Swan Hill, 3585

	 
	Bi Lo
	Bi Lo, Cnr Beveridge & McRae Sts, Swan Hill, 3585

	3630
	Safeway
	Safeway, 316 High St, Shepparton, 3630

	 
	Coles
	Coles, Cnr Muade & Corio Sts, Shepparton, 3630

	 
	IGA 
	IGA Supermarket Nye's, Shop 1, 1210-1216 Corio St, Shepparton, 3630

	 
	IGA
	IGA Supermarket Fairleys, Numurkah Rd, Shepparton, 3630

	3660
	Safeway
	Safeway, William St, Seymour, 3660

	3677
	Safeway
	Safeway, Ovens St, Wangaratta, 3677

	 
	Coles
	Coles, Cnr Riley St & Greta Rd, Wangaratta, 3677

	 
	IGA
	IGA Supermarket - Docker St, Wangaratta, 3677

	3690
	Safeway
	Safeway, Wodonga Plaza, Hume Hwy Wodonga, 3690

	 
	Safeway
	Safeway, High St (cnr Elgin St) Wodonga 3690

	 
	Coles
	Coles, 182-184 High St, Wodonga, 3690

	 
	Bi Lo
	Bi Lo, Cnr Elgin & Watson Sts, Wodonga, 3690

	3722
	Foodworks 
	Foodworks, 12-22 Highett St, Mansfield, 3722

	 
	IGA 
	IGA Supermarket, 47 High St, Mansfield, 3722

	3741
	IGA 
	IGA Supermarket, 16 Ireland St, Bright, 3741

	3796
	IGA
	IGA Supermarket, 38-40 York Rd, Mt Evelyn, 3796

	3802
	Safeway
	Safeway, Heatherton Rd (Cnr Mathew Flinders Drv), Endeavour Hills, 3802

	 
	Coles
	Coles, Endeavour Hills S/C, Mathew Flinders Ave, Endeavour Hills, 3802

	3806
	Safeway
	Safeway, 1-9 Lyall Rd, Berwick, 3806

	 
	Bi Lo
	Bi Lo, 215-225 Parkhill Drive, Berwick 3806

	 
	IGA 
	IGA Ritchies Supermarket, Shop 1/2 Richardson Grove, Berwick, 3806

	3825
	Safeway
	Safeway, George St, (Cnr, Anzac St), Moe, 3825

	 
	Coles
	Coles, 92 Albert St, Moe, 3825

	 
	AUR 
	AUR, Shop 21 Pervis Plaza, Moe, 3825

	3840
	Safeway
	Safeway, Mid Valley S/C, Princes Hwy, Morwell, 3840

	 
	Coles
	Coles, 82 George St, Morwell, 3840

	3850
	Safeway
	Safeway, Reeve St, (Cnr Cunningham St), Sale, 3850

	 
	Coles
	Coles, Gippsland S/C, 37-39 Cunningham Rd, Sale, 3850

	 
	IGA 
	IGA Ritchies Supermarket, 177-179 York St, Sale, 3850

	3912
	Safeway
	Safeway, 17 Eramosa Rd, Somerville, 3912

	 
	IGA
	IGA Ritchies Supermarket, 2 Eramosa Rd, Somerville, 3912

	3922
	IGA
	IGA Supermarket, 68-80 Thompson St, Cowes, 3922

	3931
	Safeway
	Safeway, Main St, Mornington, 3931

	 
	Coles
	Coles, Mornington Central S/C, 78 Barkly St, Mornington, 3931

	 
	Bi Lo
	BiLo, 117-133 Main St, Mornington, 3931

	3936
	IGA
	IGA Ritchies Supermarket, Dromana Hub S/C, Dromana, 3936

	3971
	IGA 
	IGA Supermarket Strands, Nicol St, Yarram, 3971 

	3976
	Safeway
	Safeway, 55 Hallam St, Hampton Park, 3976

	 
	Bi Lo
	BiLo, Hallam Rd, Hampton Park, 3976

	3977
	Safeway
	Safeway, Cranbourne S/C, High St, Cranbourne, 3977

	 
	Safeway
	Safeway, South Gippsland Highway (cnr Thompson St), Cranbourne North 3977

	 
	Coles
	Coles, Cranbourne S/C Cnr High & Clarendon Sts, Cranbourne, 3977

	 
	IGA 
	IGA Ritchies Supermarket, 23 High St, Cranbourne, 3977


Appendix B:  The Bundle of Goods to be Surveyed 
and CPI Weights

	CPI Category
	Code
	Product
	Unit
	Weights

	
	
	
	
	

	A. Dairy Products
	
	
	
	

	A.1 Milk
	
	
	
	

	Unflavoured Milk
	1.
	Pura Dairy Full Cream Milk
	1 litre
	0.016857779

	
	2.
	Pura Lite Start Red Fat Calcium Rich
	1 litre
	0.015506654

	
	3.
	Pura Tone Fat Milk
	1 litre
	0.009461445

	Flavoured Milk
	4.
	Nesquik Chocolate
	250 gm
	0.003105263

	
	5.
	Milo
	450 gm
	0.005405391

	Milk Substitutes
	6.
	Sanitarium So Good Regular
	250 ml
	0.027866940

	
	7.
	Pura Long Life full cream milk
	1 litre
	0.012348669

	
	8.
	Diploma Milk Skim Powder
	1 kg
	0.012447859

	A.2 Cheese
	9.
	Coon Tasty Cheese block
	
	0.010764333

	Cheese Blocks
	10.
	Bega Cheese Tasty
	250 gm
	0.005694679

	
	11.
	Kraft Cheese Cheddar Sliced Singles
	250 gm
	0.013754498

	Cheese Slices
	12.
	Kraft Cheese Cheddar Light Singles
	250 gm
	0.006209638

	
	13.
	Kraft Cheese Cheddar X/Light Singles Sliced
	250 gm
	0.002732031

	Grated/Shredded Cheese
	14.
	Coon Tasty Shredded cheese
	250 gm
	0.005344822

	
	
	
	
	

	A.3 Icecream and Other Products
	
	
	
	

	Yoghurt
	15.
	SKI Yoghurt Div Wild Strawberry 
	 2 x 200 gm 
	0.001279465

	
	16.
	SKI Yoghurt D’Lite Van/crm 
	 2 x 200 gm 
	0.002748345

	
	17.
	Yoplait Yoghurt F/F Strawberry 
	 2 x 200 gm 
	0.003081072

	
	18.
	Nestle Yoghurt A/Nat B/Chry LF 
	 2 x 200 gm 
	0.001111097

	Cream
	19.
	Bulla Thickened Cream 
	 300 ml 
	0.016116251

	
	20.
	Pura Ultra Lite Sour Cream 
	 300 ml Carton 
	0.000913999

	
	21.
	Bulla Lite Sour Cream 
	 200 ml Tub 
	0.00059263

	Desserts and Custards
	22.
	Pauls Vanilla Custard 
	 1 litre 
	0.000853534

	
	23.
	Yogo Chocolate 
	 2x150 gm Tub 
	0.003689069

	
	24.
	Yoplait Le Rice Classic Vanilla 
	 2 x 180 gm Tub 
	0.001463534

	Icecreams
	25.
	Streets Blue Ribbon Icecream 
Vanilla 
	 2 litre 
	0.004323791

	
	26.
	Peters Frosty Fruits Tropical 
	 8 Pack 
	0.002020419

	Butter/Margarine
	27.
	Western Star Butter pats 
	 500 gm Tub 
	0.001876772

	
	28.
	ETA Five Star Table Spread 
	 500 gm Tub 
	0.001910846

	
	29.
	Meadow Lea Margarine 
	 750 gm Tub 
	0.002519177

	B. Bread and Cereal
	
	
	
	

	B.1 Bread
	30.
	Tip Top Sunblest white 
	 650 gm pack 
	0.047253586

	Sliced
	31.
	Helgas Traditional White Bread 
	 750 gm pack 
	0.047253586

	
	32.
	Helgas Continental White Kaiser Rolls 
	 6 pack 
	0.005246414

	Rolls
	33.
	Tiptop white Hamburger rolls 
	 6 pack 
	0.005246414

	B.2 Cakes and Biscuits
	
	
	
	

	Biscuits
	34.
	Arnotts assorted creams 
	 500 gm 
	0.008853371

	
	35.
	Arnotts Chocolate Tim Tam 
	 200 gm 
	0.01901741

	
	36.
	Arnotts SAO 
	 250 gm 
	0.021319748

	
	37.
	Arnotts Shapes BBQ 
	 200 gm 
	0.012043358

	Pastries
	38.
	4n20 Traditional Meat Pies 4S 
	 700 gm 
	0.012540349

	
	39.
	Herb Adams Party Meat Pies 
	 600 gm Pack 
	0.008141402

	
	40.
	Golden Crumpets Rounds 
	 6 pack 
	0.005663383

	
	41.
	Buttercup pikelets 
	 8 pack 
	0.004854328

	Muffins
	42.
	Tip top English Muffins 
	 6 pack 
	0.006347612

	Cakes
	43.
	Sarah Lee Lge Chocolate Bavarian 
	 600 gm 
	0.004821966

	
	44.
	Nanna Danish Apple
	 400 gm 
	0.007397072

	B.3 Breakfast Products
	
	
	
	

	
	45.
	Sanitarium WeetBix 
	 750 gm 
	0.012493462

	
	46.
	Kelloggs Corn Flakes 
	 525 gm 
	0.004348008

	
	47.
	Kelloggs Special K 
	 360 gm 
	0.00309326

	
	48.
	Kelloggs Nutri-Grain 
	 600 gm 
	0.005855489

	
	49.
	Kelloggs Sultana Bran 
	 475 gm 
	0.002541211

	
	50.
	Kelloggs Sustain 
	 775 gm 
	0.001388052

	
	51.
	Uncle Tobys Quick Oats 
	 1 kg 
	0.001280517

	
	52.
	White Wings Plain Flour 
	 1 kg packet 
	0.002590331

	B.4 Other
	
	
	
	

	Flour
	53.
	White wings self raising flour 
	 1 kg packet 
	0.005564138

	
	54.
	White wings Cornflour 
	 300 gm packet 
	0.00623776

	Rice
	55.
	Sunrice White Calrose Rice 
	 2 kg packet 
	0.004758633

	
	56.
	Sunrice Premium White Long Grain Rice 
	 5 kg packet 
	0.001088886

	Pasta
	57.
	San Remo Spaghetti Thick 
	 500 gm 
	0.005079889

	
	58.
	San Remo Fettuccine Plain 
	 500 gm 
	0.003281536

	
	
	
	
	

	
	59.
	San Remo Small Shells NO28 
	 500 gm pack 
	0.001717193

	
	60.
	San Remo Large Spirals NO53 
	 500 gm pack 
	0.002681635

	C. Drinks and Snack Foods
	
	
	
	

	C.1 Softdrinks, waters, juices
	
	
	
	

	Softdrinks
	61.
	Coca Cola bottle 
	 1.25 litres 
	0.06128379

	
	62.
	Diet Coke bottle 
	 1.25 litres 
	0.017842964

	
	63.
	Lift Lemon bottle  
	 1.25 litres 
	0.003184387

	
	64.
	Sprite Lemonade 
	 1.25 litres 
	0.007774627

	
	65.
	Fanta Orange 
	 1.25 litres 
	0.004030592

	
	66.
	Coca Cola Cans 
	 24 x 375 ml 
	0.034051143

	
	67.
	Diet Coke Cans 
	 24 x 375 ml 
	0.013388957

	
	68.
	Sprite Lemonade Cans 
	 24 x 375 ml 
	0.0018728

	
	69.
	Fanta Orange Cans 
	 10 x 375 ml 
	0.003845504

	Waters
	70.
	Evian Natural Spring Water Bottle 
	 1.5 litre 
	0.002152468

	
	71.
	Mount Franklin Still Water Bottle 
	 1 litre 
	0.001907563

	Cordials
	72.
	Cottees Cordial Orange 
	 2 litres 
	0.005086939

	
	73.
	Cottees Diet Cordial Orange Crush 
	 2 litres 
	0.001635725

	Juices
	74.
	Just Juice Apple 100%  
	 1 litre 
	0.002054756

	
	75.
	Just Juice Orange 100% Unsweetened 
	 1 litre 
	0.001941073

	
	76.
	Berri Juice Cranberry 
	 1.5 litres 
	0.000406504

	
	77.
	Berri Juice Tomato 
	 1 litre 
	0.001540206

	Snacks and Confectionary
	
	
	
	

	Snacks
	78.
	Doritos Corn Chips Cheese Supreme 
	 230 gm 
	0.006799355

	
	79.
	Smiths Original Potato Chips  
	 250 gm Pack 
	0.01465289

	
	80.
	Lays Chips Original 12 Pack 
	 240 gm 
	0.011059191

	
	81.
	CC’s Nacho Cheese Corn Chips 
	 230 gm Pack 
	0.006799355

	
	82.
	Uncle Tobys Le Snak Tasty Cheese 
	 6 pack 
	0.006128905

	
	83.
	Uncle Tobys Chewy Choc Chip Bars  
	 8 Pack 
	0.012637228

	
	84.
	Uncle Tobys Yoghurt Bars Variety 
	 16 Pack 
	0.009513492

	
	85.
	Uncle Tobys Chewy Fruit Variety Pack 
	 16 Pack 
	0.006391911

	Chocolates
	86.
	Cadbury’s Chocolate Dairymilk 
	 150 gm 
	0.033679873

	
	87.
	Cadbury’s Chocolate Hazelnut 
	 150 gm 
	0.02245253

	
	88.
	Mars Chocolate Mini M&M’s Fun Size 
	 210 gm Pack 
	0.006814445

	
	89.
	Allens Minties Super size 
	 375 gm 
	0.007969947

	
	90.
	MARS Maltesers Funsize 
	 192 gm 
	0.006100879

	D. Other Food
	
	
	
	

	Eggs
	91.
	Pace Farms Free Range Large Eggs 
	 12 Pack 
	0.015100000

	Jams, honey and sandwich spreads
	92.
	Capilano Clear Honey 
	 375 gm 
	0.004073089

	
	93.
	Cottees Strawberry Jam 
	 500 gm 
	0.004983509

	
	94.
	Kraft Crunchy Peanut Butter 
	 375 gm 
	0.003413580

	
	95.
	Kraft Vegemite 
	 235 gm 
	0.009029821

	Tea and Coffee
	96.
	Bushells Blue Label Tea Bags 100 Pack 
	 180gm 
	0.000547908

	 
	97.
	Lipton Jiggler Tea Bags 25 Pack 
	 45 gm Pack 
	0.000597404

	
	98.
	Nescafe Blend 43 
	 150 gm 
	0.019577344

	
	99.
	Nescafe Gold Blend 
	 100 gm 
	0.019577344

	Food Additives and Condiments
	100.
	Leggo’s Tomato Paste 2 pack 
	 140 gm 
	0.000512458

	
	101.
	La Gina Diced Italian Tomatoes 
	 400 gm Can 
	0.000606884

	
	102.
	Cornwells White Vinegar 
	 750 ml 
	0.000389774

	
	103.
	Heinz Tomato Sauce 
	 1 litre Bottle 
	0.005509627

	
	104.
	CSR Caster Sugar 
	 1 kg 
	0.002227323

	
	105
	Saxa Iodised Salt 
	 750 gm 
	0.023401151

	
	106
	Saxa Ground Black Pepper 
	 50 gm 
	0.013989222

	
	107
	MasterFoods Mixed Herbs 
	 40 gm 
	0.000153070

	Fats and Oils
	108
	Crisco Oil Vegetable 
	 750 ml 
	0.026500000

	SmallGoods
	109
	Makers Choice Shaved English Ham 
	 250 gm packet 
	0.000082641

	
	110
	KR Rindless Shortcut Bacon 
	 175 gm packet 
	0.000089740

	
	111
	Makers Choice Shaved Smoked chicken 
	 100 gm packet 
	0.000134043

	
	112
	Primo Devon 
	 100 gm 
	0.000117429

	Frozen Foods
	113
	BirdsEye Homestyle Chunky Chips 
	 1 kg 
	0.000821863

	
	114
	McCain Beans and Carrots 
	 500 g packet 
	0.000184025

	
	115
	Birds Eye Peas 
	 500 gm 
	0.001704358

	
	116
	Birds Eye Beans Sliced 
	 500 gm 
	0.001023353

	
	117
	McCains Family Supreme Pizza 
	 500 gm 
	0.000954202

	
	118
	McCains Family Ham and Pineapple Pizza 
	 500 gm 
	0.000898966

	Canned Foods
	119
	McCains Margherita Pizza Slices 6 Pack 
	 600 gm 
	0.000587999

	
	120
	J/West Herring Flt/Tomato 
	 210 gm 
	0.000196236

	
	121
	Heinz Baked Beans in Tomato Sauce 
	 420 gm 
	0.001569180

	
	122
	Dolmio Spaghetti Bolognese Red Wine 
	 340 gm 
	0.000174653

	
	123
	Golden Circle Sliced Beetroot 
	 450 gm 
	0.000329143

	
	124
	Edgell Taters Baby 
	 410 gm 
	0.000872839

	
	125
	Edgell Mushrooms in butter sauce 
	 130 gm can 
	0.000381539

	
	126
	Sanit Apricot Delight 
	 250 gm 
	0.000237273

	
	127
	Golden Circle Pine Pieces 
	 450 gm 
	0.000649198

	Baby Food
	128
	Heinz All Ages Egg Custard 
	 120 gm 
	0.000418741

	
	129
	Heinz Nurture Starter
	 900 gm 
	0.000263826

	
	130
	Heinz All Ages Custard Banana 
	 110 gm 
	0.000359530

	Prepared Meals
	131
	Continental Soup Chicken Noodle 
	 45 gm 
	0.002009504

	
	132
	Maggi 2 Minute Noodle Beef 
	 85 gm 
	0.001111674

	Cake Mixes
	133
	White Wings Cake Chocolate Pudding 
	 255 gm 
	0.000807948

	
	134
	White Wings Golden Butter Cake Mix 
	 340 gm 
	0.000745044

	Jellies
	135
	Aeroplane Jelly Strawberry 
	 85 gm 
	0.000806670

	
	136
	Aeroplane Jelly Raspberry 
	 85 gm 
	0.000647778

	Wraps, Foil and Plastic
	137
	Glad Plastic Wrap 33 cm 
	 15 m pack 
	0.000450406

	
	138
	Glad tuff stuff Tidy liner bags large 
	 20 pack 
	0.000672343

	Napkins, Rolls and Tissues
	139
	Thick and thirsty paper towel print 
	 2 pack 
	0.002208864

	
	140
	Kleenex Toilet Rolls Classic White 2P 
	 4 pack 
	0.002042589

	
	141
	Sorbent Toilet Rolls White 
	 6 pack 
	0.002302154

	Toiletries and Remedies
	142
	Kleenex Blue Facial Tissues 
	 24 Pack 
	0.001056722

	
	143
	Panadol Capsules Mini 
	 24 Pack 
	0.001178695

	
	144
	Pantene Pro-V Conditioner Classic Care 
	 400 ml 
	0.000930915

	
	145
	Pantene Pro-V Conditioner Smooth and Sleek 
	 400 ml 
	0.001437551

	
	146
	Pantene Pro-V Shampoo Clarifying 
	 400 ml 
	0.001005888

	
	147
	Pantene Pro-V Shampoo Smooth and Sleek 
	 400 ml 
	0.001364282

	
	148
	Palmolive Gold Soap 
	 6 pack 
	0.000391052

	
	149
	Colgate Family Cool mint Toothpaste 
	 140 gm Tube 
	0.000977205

	
	150
	Colgate T/paste Sparkling Gel 120GM 
	 120 gm Tube 
	0.001764848

	
	151
	Oral B Medium Indicator Plus 40 
	 1 packet 
	0.000398720

	
	152
	Colgate Flex Soft toothbrush 
	 1 packet 
	0.000654594

	
	153
	Gillette Blue 2 Plus Disposable razor 
	 5 pack 
	0.000317357

	
	154
	Schick Xtreme 3 Disp Razor Sport 
	 4 Pack 
	0.000284983

	
	155
	Gillette Venus Razor Cartridges 
	 4 Pack 
	0.000219523

	
	156
	Gillette Series Cool Shave Cream 
	 125 gm Can 
	0.000536313

	
	157
	Libra Pads U/thn Reg 
	 16 Pack 
	0.000902800

	Cleaning Products
	158
	Pine-O-Cleen Eucalyptus Disinfect Bottle 
	 1.25 litre 
	0.000264535

	
	159
	Pine-O-Cleen Disinfect Pot Pourri 
	 500 ml 
	0.000217393

	
	160
	Morning Fresh Dishwashing Liquid 
	 1 litre 
	0.000393608

	
	161
	Finish Regular Dishwashing Powder Reg Box 
	 1 kg 
	0.000499394

	Insect and Fly Sprays
	162
	Mortein Fly Spray Dry 
	 225 gm 
	0.000558748

	
	163
	Mortein Srf/spry Esy Rch 
	 250 gm 
	0.000455092

	Laundry Products
	164
	Preen Lemon Pre Washing Aid 
	 300 gm 
	0.000471847

	
	165
	Preen Odourless Pre Washing Aid 
	 300 gm 
	0.000357826

	
	166
	OMO High Performance Concentrate 
	 1 kg 
	0.001394527

	
	167
	Cold Power Laundry Power 
	 1.5 kg 
	0.000620231

	Pet Products
	168
	Whiskas Casserole Beef and Chicken Casserole 
	 400 gm 
	0.000594104

	
	169
	Whiskas Jellymeat 
	 400 gm 
	0.000953492

	
	170
	PAL Pedigree L/Champs Chicken 
	 185 gm Can 
	0.001061124

	
	171
	Chum Canned Beef and Chicken 
	 1.2 kg 
	0.000858924

	
	172
	Pedigree Meatybites Beef 
	 3 kg 
	0.000914586

	
	173
	Lucky Dog Adult Beef 
	 3 kg 
	0.000388355

	
	174
	Breeders Choice Cat Litter 
	 5kg Bag 
	0.004630010

	Rubber Gloves
	175
	Ansell Disposable Handy Latex 
	 50 Pack 
	0.001483415

	Scourers and Scrubbers
	176
	Chux Non-Scratch Super Scrub 
	 1 Pack 
	0.000259992

	
	177
	Scotch Brite Scourer 
	 4 Pack 
	0.000219381

	Furniture polish
	178
	Mr Sheen regular Furniture Polish 
	 250 gm 
	0.000372593

	Toilet Cleaners
	179
	Harpic Liq Citrus 
	 500 ml 
	0.000369895

	Window Cleaner
	180
	Windex Surface Glass Refill 
	 500 ml bottle 
	0.000520693

	First Aids
	181
	Johnsons Pure Cotton Wool Balls 
	 180 Pack 
	0.000149520

	
	182
	Dove Box Cotton Wool Tips 
	 100 Pack 
	0.000388213

	
	183
	Dencorub
	 100 ml 
	0.000294212

	
	184
	Bandaid Adhesive Plastic Dressing 
	 100 pack 
	0.000052538

	
	185
	Dettol Antiseptic 
	 125 ml Bottle 
	0.000319487

	Sunscreens
	186
	UV Triplegard Sunscreen Lotion SPF 30 
	 250 ml Bottle 
	0.000083919

	Deodorants
	187
	Rexona Pump Spray Deodorant Classic 
	 150 ml Bottle 
	0.000124955

	Salad Dressings
	188
	Kraft Salad Dressing 1000 Island 
	 500 ml Bottle 
	0.000210720

	
	189
	Kraft Mayonnaise 
	 760 gm Jar 
	0.000175505

	Breadcrumbs
	190
	Tip Top Krummies Breadcrumbs 
	 375 gm Pack 
	0.000564854

	Gravy
	191
	Gravox Traditional Gravy Maker 
	 200 gm Pack 
	0.000630739

	Stock
	192
	Maggi Chicken Stock Powder 
	 150 gm Pack 
	0.000378557

	
	193
	Maggi Beef Stock Powder 
	 50 gm Packet 
	0.000140858

	Dried Fruits
	194
	Sunbeam Dried Fruits Apricots 
	 200 gm Packet 
	0.000286545

	
	195
	Sunbeam Dried Sultanas 
	 1kg Packet 
	0.000456370

	
	196
	Angus Park Pitted Prunes 
	 500 gm Packet 
	0.000275043

	Mustard
	197
	Masterfoods Mild English Mustard 
	 175 gm jar 
	0.000443874

	Quick and Easy Meals
	198
	Kraft Macaroni Cheese Deluxe Dinner 
	 350 gm Pack 
	0.000243236

	
	199
	Health Choice Bowls Lamb Mongolian 
	 320 gm Pack 
	0.000227191

	
	200
	Healthy Choice Beef Satay 
	 270 gm Pack 
	0.000227191


Note:  Shaded products are KVIs

Appendix C:  Price Points by Product and Store Type

	Figure 8:  Frequency Distribution of Arnotts Assorted Creams
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	Figure 9:  Frequency Distribution of Tiptop Sunblest White
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	Figure 10:  Frequency Distribution of Sanitarium WeetBix
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	Figure 11:  Frequency Distribution of Kelloggs Corn Flakes
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	Figure 12:  Frequency Distribution of  Pura Daily Full Cream milk

	[image: image31.emf]A. Coles

0%

10%

20%

30%

40%

50%

 $1.51   $1.55   $1.84   $1.91   $1.98   $1.99 

Price

Relative Frequency


	[image: image32.emf]B. Safeway

0%

15%

30%

45%

60%

75%

 $1.31  $1.50  $1.55  $1.60  $1.61  $1.84  $1.85  $1.98  $1.99 

Price

Relative Frequency


	[image: image33.emf]C. Independents

0%

8%

16%

24%

32%

40%

 $1.47   $1.52   $1.55   $1.56   $1.58   $1.59   $1.60   $1.62   $1.75   $1.79   $1.80   $1.84   $2.15 

Price

Relative Frequency



	Figure 13:  Frequency Distribution of Pura Lite Start
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	Figure 14:  Frequency Distribution of Pura Tone Fat Milk
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	Figure 15:  Frequency Distribution of Sanitarium So Good Regular
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	Figure 16:  Frequency Distribution of Coon Tasty Cheese Block
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	Figure 17:  Frequency Distribution of Bega Tasty Cheese
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	Figure 18:  Frequency Distribution of Ski Yoghurt Wild Strawberry
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	Figure 19:  Frequency Distribution of Bulla Thickened Cream
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	Figure 20:  Frequency Distribution of Pace Farms Free Range Large
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	Figure 21:  Frequency Distribution of Omo High Performance
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	Figure 22:  Frequency Distribution of Milo
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	Figure 23:  Frequency Distribution of Bushell Tea Bags x 100
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	Figure 24:  Frequency Distribution of Nescafe Blend 43
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	Figure 25:  Frequency Distribution of  Nescafe Gold Blend

	[image: image70.emf]A. Coles

0%

15%

30%

45%

60%

75%

90%

 $4.82   $5.99   $6.41   $6.55   $6.98 

Price

Relative Frequency


	[image: image71.emf]B. Safeway

0%

20%

40%

60%

80%

100%

 $5.99   $6.55   $6.59   $6.98 

Price

Relative Frequency


	[image: image72.emf]C. Independents

0%

5%

10%

15%

20%

25%

30%

 $2.69   $3.30   $6.25   $6.55   $6.61   $6.64   $6.69   $6.75   $6.84   $6.90   $7.20   $7.25   $7.42   $7.53 

Price

Relative Frequency



	Figure 26:  Frequency Distribution of Cadbury Choc Dairy Milk
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	Figure 27:  Frequency Distribution of Crisco Oil Vegetable
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	Figure 28:  Frequency Distribution of Coca Cola Bottle
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	Figure 29:  Frequency Distribution of Diet Coke Bottle
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	Figure 30:  Frequency Distribution of Coca Cola Cans
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	Figure 31:  Frequency Distribution of Diet Coke Cans
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	Figure 32:  Frequency Distribution of Mount Franklin Water
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	Figure 33:  Frequency Distribution of Just Juice Orange
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	Figure 34:  Frequency Distribution of Streets Blue Ribbon Vanilla
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	Figure 35:  Frequency Distribution of Birds Eye Peas
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	Figure 36:  Frequency Distribution of McCain Margharita Pizza
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	Figure 37:  Frequency Distribution of Sorbent Toilet Rolls
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Appendix D:  Median Prices by Product and Store Type
	 
	NECG Code
	 Product
	Safeway
	Bi Lo
	Coles
	Foodworks
	IGA
	Maxi
	AUR
	Sims

	Milks
	1
	 Pura Dairy Full Cream Milk
	1.55
	1.48
	1.84
	1.85
	1.55
	1.62
	 
	1.55

	 
	2
	 Pura Lite Start Red Fat Calcium Rich
	1.84
	1.84
	1.84
	1.95
	1.81
	1.84
	 
	1.99

	 
	3
	 Pura Tone Fat Milk
	1.99
	1.99
	1.99
	1.89
	2.00
	2.02
	 
	1.99

	 
	4
	 Nesquik Chocolate
	2.44
	2.44
	2.43
	2.57
	2.52
	2.52
	2.70
	2.44

	 
	5
	 Milo
	4.67
	4.67
	4.48
	4.99
	5.04
	5.14
	4.89
	5.14

	 
	6
	 Sanitarium So Good Regular
	1.94
	2.09
	1.95
	2.49
	1.27
	2.04
	 
	2.10

	 
	7
	 Pura Long Life full cream milk
	1.45
	1.56
	1.56
	1.50
	1.44
	0.96
	 
	1.45

	 
	8
	 Diploma Skim Milk Powder
	7.09
	6.65
	6.95
	7.22
	7.06
	7.16
	7.68
	7.09

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cheeses
	9
	 Coon Tasty Cheese block
	2.94
	2.69
	2.94
	3.03
	3.04
	2.94
	3.28
	2.94

	 
	10
	 Bega Cheese Tasty
	2.50
	2.96
	2.96
	3.12
	3.07
	3.07
	3.30
	2.96

	 
	11
	 Kraft Cheese Cheddar Sliced Singles
	2.21
	2.21
	2.21
	2.63
	2.27
	2.21
	2.77
	2.21

	 
	12
	 Kraft Cheese Cheddar Light Singles
	2.21
	2.21
	2.21
	2.39
	2.25
	2.21
	2.36
	2.21

	 
	13
	 Kraft Cheese Cheddar X/Light Singles Sliced
	2.21
	2.21
	2.21
	2.72
	2.23
	2.21
	2.36
	2.21

	 
	14
	 Coon Tasty Shredded cheese
	4.59
	4.50
	4.68
	4.95
	4.76
	4.85
	5.22
	4.68

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Yoghurts
	15
	 Ski Yoghurt Div Wild Strawberry
	2.21
	2.19
	2.19
	2.28
	2.25
	2.23
	2.44
	2.20

	 
	16
	 Ski Yoghurt D’Lite Van/crm
	2.21
	2.19
	2.19
	2.29
	2.22
	2.23
	2.44
	2.20

	 
	17
	 Yoplait Yoghurt F/F Strawberry
	2.04
	1.99
	2.04
	2.02
	2.12
	2.04
	2.02
	2.04

	 
	18
	 Nestle Yoghurt A/Nat B/Chry LF
	1.96
	2.15
	2.05
	2.12
	2.09
	2.09
	 
	1.99

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Other Dairy
	19
	 Bulla Thickened Cream
	1.21
	1.21
	1.21
	1.20
	1.21
	1.21
	1.21
	1.20

	 
	20
	 Pura Ultra Lite Sour Cream
	1.66
	1.65
	1.63
	1.50
	1.52
	1.52
	1.77
	1.66

	 
	21
	 Bulla Lite Sour Cream
	1.31
	1.34
	1.25
	1.50
	1.35
	1.96
	1.53
	1.32

	 
	22
	 Pauls Vanilla Custard
	2.47
	2.47
	2.37
	2.10
	2.47
	2.27
	 
	2.47

	 
	23
	 Yogo Chocolate
	1.87
	1.87
	1.87
	1.98
	1.90
	2.51
	2.09
	1.87

	 
	24
	 Yoplait Le Rice Classic Vanilla
	2.92
	2.86
	2.92
	3.08
	3.05
	3.06
	2.91
	2.92

	 
	25
	 Streets Blue Ribbon Icecream Vanilla
	5.29
	5.18
	4.48
	5.42
	5.29
	5.29
	5.52
	5.29

	 
	26
	 Peters Frosty Fruits Tropical
	4.84
	4.84
	4.84
	4.39
	4.90
	4.85
	5.40
	4.69

	 
	27
	 Western Star Butter pats
	2.27
	2.19
	2.96
	2.97
	2.36
	2.46
	2.19
	2.96

	 
	28
	 ETA Five Star Table Spread
	1.85
	1.81
	1.85
	1.85
	1.85
	1.85
	1.85
	1.83

	 
	29
	 Meadow Lea Margarine
	2.86
	3.38
	4.99
	2.40
	2.65
	2.65
	4.79
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Breads
	30
	 Tip Top Sunblest white
	2.84
	2.87
	2.34
	2.49
	1.99
	2.87
	2.87
	2.85

	 
	31
	 Helgas Traditional White Bread
	3.27
	3.24
	2.69
	3.27
	3.25
	3.25
	3.25
	3.25

	 
	32
	 Helgas Continental White Kaiser Rolls
	3.12
	3.19
	3.18
	2.91
	3.24
	3.23
	 
	2.28

	 
	33
	 Tiptop white Hamburger rolls
	2.28
	3.26
	2.76
	2.82
	3.19
	3.16
	 
	2.82

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Biscuits
	34
	 Arnotts assorted creams
	3.76
	3.97
	3.68
	4.19
	4.05
	3.74
	3.79
	3.99

	 
	35
	 Arnotts Chodcolate Tim Tam
	2.67
	2.55
	2.67
	2.28
	2.63
	2.68
	2.60
	2.68

	 
	36
	 Arnotts SAO
	1.79
	1.79
	1.85
	1.91
	1.88
	1.85
	1.75
	1.85

	 
	37
	 Arnotts Shapes BBQ
	2.08
	2.04
	1.68
	2.07
	2.08
	2.04
	1.89
	2.02

	 
	38
	 4n20 Traditional Meat Pies 4S
	5.49
	5.28
	5.39
	5.60
	5.39
	4.72
	6.12
	5.39

	 
	39
	 Herb Adams Party Meat Pies
	4.59
	4.44
	4.59
	4.85
	4.82
	4.75
	5.12
	4.59

	 
	40
	 Golden Crumpets Rounds
	1.98
	1.89
	1.98
	1.49
	1.96
	1.46
	1.96
	1.89

	 
	41
	 Buttercup pikelets
	2.56
	2.50
	2.60
	2.71
	2.80
	2.81
	 
	2.71

	 
	42
	 Tip top English Muffins
	2.76
	2.63
	2.73
	2.80
	2.67
	2.16
	2.39
	2.65

	 
	43
	 Sarah Lee Lge Chocolate Bavarian
	4.00
	4.99
	5.29
	5.58
	5.37
	4.82
	 
	5.29

	 
	44
	 Nanna Danish Apple    
	2.98
	3.86
	3.69
	3.97
	3.86
	3.99
	3.75
	3.86

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cereals
	45
	 Sanitarium Weet Bix
	3.40
	3.33
	3.40
	3.82
	3.49
	4.03
	2.75
	3.73

	 
	46
	 Kelloggs Corn Flakes
	3.28
	3.21
	3.28
	3.55
	3.32
	3.03
	3.67
	3.32

	 
	47
	 Kelloggs Special K
	3.76
	3.76
	3.76
	4.18
	3.87
	3.88
	4.15
	3.82

	 
	48
	 Kelloggs Nutri-Grain
	6.03
	5.91
	4.88
	6.41
	6.39
	6.37
	6.95
	6.29

	 
	49
	 Kelloggs Sultana Bran
	4.37
	4.37
	4.37
	4.49
	4.39
	4.45
	4.63
	4.37

	 
	50
	 Kelloggs Sustain
	4.72
	6.07
	6.07
	4.57
	6.29
	6.18
	 
	6.10

	 
	51
	 Uncle Tobys Quick Oats
	4.43
	4.43
	4.43
	4.25
	4.53
	4.59
	3.95
	4.45

	 
	52
	 White Wings Plain Flour
	2.28
	2.28
	2.28
	2.40
	2.28
	2.27
	2.43
	2.20

	 
	53
	 White wings self raising flour
	2.28
	2.28
	2.28
	2.37
	2.27
	2.27
	2.43
	2.20

	 
	54
	 White wings Cornflour
	1.68
	1.67
	1.68
	1.84
	1.77
	1.75
	1.86
	1.68

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rice & Pasta
	55
	 Sunrice White Calrose Rice
	3.31
	3.33
	3.33
	3.44
	3.42
	3.68
	3.68
	3.33

	 
	56
	 Sunrice Premium White Long Grain Rice
	7.40
	7.51
	8.91
	2.52
	8.48
	7.74
	8.30
	2.84

	 
	57
	 San Remo Spaghetti Thick
	1.78
	1.82
	1.86
	1.68
	1.69
	2.35
	 
	1.84

	 
	58
	 San Remo Fettuccine Plain
	1.78
	1.82
	1.86
	1.68
	1.69
	1.89
	1.69
	1.84

	 
	59
	 San Remo Small Shells No28
	1.78
	1.82
	1.86
	1.68
	1.69
	1.89
	1.69
	1.78

	 
	60
	 San Remo Large Spirals No53
	1.78
	1.82
	1.86
	1.81
	1.69
	1.49
	1.69
	1.12

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Soft drinks, water and juices
	61
	 Coca Cola bottle
	1.35
	1.32
	1.35
	1.29
	1.75
	1.75
	1.39
	1.75

	 
	62
	 Diet Coke bottle
	1.35
	1.32
	1.35
	1.29
	1.75
	1.75
	1.39
	1.75

	 
	63
	 Lift Lemon bottle 
	1.35
	1.32
	1.35
	1.29
	1.75
	1.75
	1.39
	1.75

	 
	64
	 Sprite Lemonade
	1.35
	1.32
	1.35
	1.29
	1.75
	1.75
	1.39
	1.75

	 
	65
	 Fanta Orange
	1.35
	1.32
	1.35
	1.39
	1.75
	1.75
	1.39
	1.57

	 
	66
	 Coca Cola Cans
	15.98
	11.97
	15.87
	17.48
	16.87
	17.05
	13.79
	16.87

	 
	67
	 Diet Coke Cans
	15.98
	11.97
	15.87
	17.68
	16.87
	17.05
	13.79
	16.87

	 
	68
	 Sprite Lemonade Cans
	12.98
	11.97
	15.87
	15.89
	16.87
	17.07
	 
	16.87

	 
	69
	 Fanta Orange Cans
	7.98
	8.13
	7.39
	9.10
	6.99
	8.40
	 
	8.14

	 
	70
	 Evian Natural Spring Water Bottle
	2.67
	2.91
	3.19
	2.65
	2.81
	2.83
	2.40
	2.74

	 
	71
	 Mount Franklin Still Water Bottle
	1.48
	1.37
	1.48
	1.56
	1.53
	1.53
	1.64
	1.45

	 
	72
	 Cottees Cordial Orange
	2.98
	3.32
	3.52
	3.58
	2.99
	3.56
	2.99
	3.56

	 
	73
	 Cottees Diet Cordial Orange Crush
	2.98
	3.29
	3.52
	3.58
	2.99
	3.56
	2.99
	3.56

	 
	74
	 Just Juice Apple 100% 
	1.59
	1.58
	1.59
	1.90
	1.67
	2.43
	1.81
	1.59

	 
	75
	 Just Juice Orange 100% Unsweetened
	1.59
	1.58
	1.59
	1.90
	1.67
	2.43
	1.81
	1.59

	 
	76
	 Berri Juice Cranberry
	4.28
	4.77
	4.99
	3.55
	4.85
	5.37
	 
	4.89

	 
	77
	 Berri Juice Tomato
	1.59
	1.49
	1.69
	3.43
	1.59
	1.64
	1.69
	4.59

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Confectionary
	78
	 Doritos Corn Chips Cheese Supreme
	2.49
	2.44
	1.98
	2.56
	2.60
	2.64
	2.75
	2.60

	 
	79
	 Smiths Original Potato Chips 
	3.68
	2.27
	3.39
	2.82
	3.65
	3.12
	3.39
	3.68

	 
	80
	 Lays Chips Original 12 Pack
	4.50
	4.95
	4.95
	2.56
	4.77
	4.69
	 
	4.63

	 
	81
	 CC’s Nacho Cheese Corn Chips
	2.60
	2.60
	2.51
	1.99
	2.61
	2.65
	2.88
	2.61

	 
	82
	 Uncle Tobys Le Snak Tasty Cheese
	3.28
	3.28
	3.40
	3.52
	3.41
	3.41
	3.77
	3.41

	 
	83
	 Uncle Tobys Chewy Choc Chip Bars 
	2.98
	3.70
	3.78
	3.87
	3.78
	3.78
	3.78
	3.78

	 
	84
	 Uncle Tobys Yoghurt Bars Variety
	6.98
	5.77
	5.77
	3.78
	5.77
	5.85
	 
	5.95

	 
	85
	 Uncle Tobys Chewy Fruit Variety Pack
	6.98
	5.77
	5.77
	3.78
	5.77
	5.85
	 
	6.98

	 
	86
	 Cadbury’s Chocolate Dairymilk
	2.56
	2.86
	2.86
	3.03
	2.79
	2.90
	3.16
	2.86

	 
	87
	 Cadbury’s Chocolate Hazelnut
	2.56
	2.86
	2.86
	3.03
	2.81
	2.90
	3.06
	2.86

	 
	88
	 Mars Chocolate Mini M&M’s Fun Size
	2.98
	4.10
	3.99
	3.99
	4.46
	4.58
	 
	 

	 
	89
	 Allens Minties Super size
	4.95
	4.10
	4.35
	4.18
	4.42
	3.67
	 
	4.35

	 
	90
	 Mars Maltesers Funsize
	2.98
	4.10
	3.99
	3.29
	4.51
	4.58
	4.98
	2.99

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Eggs
	91
	 Pace Farms Free Range Large Eggs
	3.69
	 
	5.16
	3.89
	3.45
	4.52
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Spreads
	92
	 Capilano Clear Honey
	3.57
	3.57
	3.57
	4.19
	3.65
	3.19
	3.94
	3.57

	 
	93
	 Cottees Strawberry Jam
	2.55
	2.89
	2.95
	2.95
	2.69
	2.88
	2.49
	2.85

	 
	94
	 Kraft Crunchy Peanut Butter
	3.40
	3.18
	3.25
	3.48
	3.46
	3.40
	3.25
	3.40

	 
	95
	 Kraft Vegemite
	3.28
	3.28
	3.28
	3.29
	3.28
	3.28
	3.15
	3.28

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Tea and Coffee
	96
	 Bushells Blue Label Tea Bags 100 Pack
	3.65
	3.65
	3.65
	4.00
	3.79
	3.75
	3.89
	3.65

	 
	97
	 Lipton Jiggler Tea Bags 25 Pack
	1.30
	0.95
	1.30
	1.35
	1.36
	1.34
	1.44
	1.30

	 
	98
	 Nescafe Blend 43
	6.41
	4.97
	6.41
	4.99
	4.99
	6.41
	6.41
	6.34

	 
	99
	 Nescafe Gold Blend
	6.55
	6.55
	6.55
	7.07
	6.61
	6.63
	6.55
	6.55

	 
	100
	 Leggo’s Tomato Paste 2 pack
	2.04
	2.05
	2.05
	1.90
	2.09
	2.05
	2.36
	2.05

	 
	101
	 La Gina Diced Italian Tomatoes
	1.24
	1.23
	1.23
	1.37
	1.24
	1.29
	1.37
	1.24

	 
	102
	 Cornwells White Vinegar
	1.78
	1.90
	1.90
	2.11
	1.98
	1.97
	2.18
	1.97

	 
	103
	 Heinz Tomato Sauce
	2.80
	3.22
	3.20
	3.37
	3.30
	3.28
	3.56
	3.22

	 
	104
	 CSR Caster Sugar
	1.51
	1.51
	1.51
	1.60
	1.53
	1.57
	1.69
	1.53

	 
	105
	 Saxa Iodised Salt
	2.16
	2.14
	2.19
	2.25
	2.21
	2.53
	 
	2.15

	 
	106
	 Saxa Ground Black Pepper
	2.72
	2.72
	2.72
	2.86
	2.85
	2.92
	3.10
	2.72

	 
	107
	 MasterFoods Mixed Herbs
	2.87
	2.87
	2.87
	3.10
	2.99
	2.79
	1.92
	2.87

	 
	108
	 Crisco Oil Vegetable
	2.84
	2.84
	2.84
	3.00
	2.79
	2.65
	2.85
	2.85

	 
	109
	 Makers Choice Shaved English Ham
	2.89
	3.94
	4.99
	 
	4.67
	 
	 
	 

	 
	110
	 KR Rindless Shortcut Bacon
	3.99
	3.89
	4.16
	4.63
	4.50
	4.10
	 
	4.49

	 
	111
	 Makers Choice Shaved Smoked chicken
	2.89
	2.89
	2.89
	2.85
	3.29
	 
	 
	2.89

	 
	112
	 Primo Devon
	2.70
	2.70
	 
	 
	 
	 
	 
	2.70

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Frozen Vegetables
	113
	 BirdsEye Homestyle Chunky Chips
	1.98
	2.79
	2.85
	2.91
	2.85
	2.85
	2.85
	2.77

	 
	114
	 McCain Beans and Carrots
	2.19
	2.19
	2.19
	2.32
	2.19
	2.27
	2.38
	2.27

	 
	115
	 Birds Eye Peas
	1.71
	1.68
	1.71
	2.39
	1.74
	1.74
	1.73
	1.74

	 
	116
	 Birds Eye Beans Sliced
	1.92
	1.92
	1.92
	2.34
	1.92
	1.89
	1.59
	1.91

	 
	117
	 McCains Family Supreme Pizza
	4.50
	4.50
	3.48
	4.84
	4.59
	4.59
	5.12
	4.59

	 
	118
	 McCains Family Ham and Pineapple Pizza
	4.50
	4.50
	3.48
	4.90
	4.59
	4.59
	5.12
	4.59

	 
	119
	 McCains Magherita Pizza Slices 6 Pack
	4.93
	5.21
	5.32
	5.63
	4.49
	4.41
	 
	5.27

	 
	120
	 J/West Herring FLT/Tomat
	2.63
	2.58
	2.95
	2.89
	2.95
	3.08
	 
	3.06

	 
	121
	 Heinz Baked Beans in Tomato Sauce
	1.24
	1.22
	1.24
	1.16
	1.27
	1.22
	1.25
	1.24

	 
	122
	 Dolmio Spaghetti Bolognese Red Wine
	2.67
	2.65
	2.75
	2.07
	2.15
	2.02
	 
	 

	 
	123
	 Golden Circle Sliced Beetroot
	0.94
	0.94
	0.94
	1.02
	0.96
	0.94
	0.94
	0.93

	 
	124
	 Edgell taters baby
	1.33
	1.34
	1.34
	1.48
	1.42
	1.41
	1.48
	1.36

	 
	125
	 Edgell Mushrooms in butter sauce
	0.80
	0.80
	0.80
	0.85
	0.83
	0.84
	1.05
	0.83

	 
	126
	 Sanit Apricot Delight
	3.59
	3.63
	3.77
	2.63
	3.53
	3.64
	 
	 

	 
	127
	 Golden Circle Pine Pieces
	1.40
	1.42
	1.45
	1.44
	1.45
	1.42
	1.36
	1.44

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Baby Food
	128
	 Heinz All Ages Egg Custard
	0.79
	0.79
	0.79
	0.77
	0.81
	0.79
	1.06
	0.78

	 
	129
	 Heinz Nurture Starter
	11.48
	10.48
	10.48
	12.46
	11.69
	11.76
	13.42
	11.56

	 
	130
	 Heinz All Ages Custard Banana
	0.93
	0.93
	0.96
	0.97
	0.95
	0.99
	1.06
	0.96

	 
	131
	 Continental Soup Chicken Noodle
	0.87
	0.87
	0.87
	1.70
	0.89
	1.11
	0.87
	0.64

	 
	132
	 Maggi 2 Minute Noodle Beef
	0.65
	0.57
	0.61
	0.55
	0.50
	0.64
	0.33
	3.88

	 
	133
	 White Wings Cake Chocolate Pudding
	2.00
	2.34
	2.35
	2.37
	2.19
	2.13
	1.99
	2.00

	 
	134
	 White Wings Golden Butter Cake Mix
	1.78
	1.27
	1.86
	1.29
	1.89
	1.77
	1.39
	1.86

	 
	135
	 Aeroplane Jelly Strawberry
	0.90
	0.90
	0.90
	0.95
	0.92
	0.92
	1.04
	0.90

	 
	136
	 Aeroplane Jelly Raspberry
	0.90
	0.90
	0.90
	0.95
	0.91
	0.92
	1.04
	0.90

	 
	137
	 Glad Plastic Wrap 33 cm
	2.29
	1.65
	1.68
	1.78
	1.75
	3.19
	1.60
	2.02

	 
	138
	 Glad tuff stuff Tidy liner bags large
	3.98
	5.99
	3.99
	4.75
	4.56
	4.44
	5.14
	3.98

	 
	139
	 Thick and thirsty paper towel print
	2.18
	2.51
	2.51
	2.59
	2.39
	1.98
	2.88
	2.61

	 
	140
	 Kleenex Toilet Rolls Classic White 2P
	2.92
	2.78
	3.39
	3.39
	3.35
	3.39
	3.36
	2.89

	 
	141
	 Sorbent Toilet Rolls White
	5.18
	4.88
	5.18
	4.29
	5.04
	4.34
	5.18
	5.18

	 
	142
	 Kleenex Blue Facial Tissues
	2.49
	2.06
	2.13
	2.18
	2.18
	2.18
	2.16
	 

	 
	143
	 Panadol Capsules Mini
	3.29
	3.29
	3.29
	3.29
	3.45
	3.40
	3.73
	3.29

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Shampoos and Conditioners
	144
	 Pantene Pro-V Conditioner Classic Care
	8.95
	8.78
	6.95
	10.15
	6.99
	9.26
	6.97
	8.95

	 
	145
	 Pantene Pro-V Conditioner Smooth and Sleek
	8.95
	8.78
	6.95
	9.49
	6.99
	9.26
	6.97
	8.95

	 
	146
	 Pantene Pro-V Shampoo Clarifying
	8.95
	8.78
	6.95
	10.15
	6.99
	9.26
	6.97
	9.26

	 
	147
	 Pantene Pro-V Shampoo Smooth and Sleek
	8.95
	8.78
	6.95
	9.49
	6.99
	9.26
	6.97
	8.95

	 
	148
	 Palmolive Gold Soap
	3.98
	3.98
	3.75
	3.08
	4.05
	3.57
	 
	3.98

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Toiletries
	149
	 Colgate Family Cool mint Toothpaste
	2.23
	2.28
	2.33
	2.48
	2.36
	2.33
	2.33
	2.33

	 
	150
	 Colgate T/Paste Sparkling Gel 120GM
	2.28
	2.28
	2.33
	2.34
	2.59
	2.35
	 
	4.20

	 
	151
	 Oral B Medium Indicator Plus 40
	3.05
	3.60
	3.60
	3.65
	3.54
	2.59
	 
	5.17

	 
	152
	 Colgate Flex Soft toothbrush
	2.99
	2.99
	2.89
	3.27
	3.09
	3.62
	 
	3.09

	 
	153
	 Gilette Blue 2 Plus Disposable razor
	4.95
	4.09
	4.95
	5.29
	4.71
	4.72
	4.95
	4.95

	 
	154
	 Schick Xtreme 3 Disp Razor Sport
	5.99
	5.49
	5.99
	11.66
	5.99
	8.60
	10.49
	5.99

	 
	155
	 Gilette Venus Razor Cartridges
	12.49
	12.49
	12.49
	13.10
	12.49
	13.01
	13.80
	 

	 
	156
	 Gillette Series Cool Shave Cream
	5.30
	3.16
	3.16
	5.99
	5.58
	5.46
	 
	5.17

	 
	157
	 Libra Pads U/THN Reg
	4.96
	4.13
	4.18
	5.54
	4.79
	5.34
	5.61
	5.08

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cleaning and Laundry Products
	158
	 Pine-O-Cleen Eucalyptus Disinfect Bottle
	4.96
	4.96
	4.96
	5.22
	5.07
	5.13
	 
	4.96

	 
	159
	 Pine-O-Cleen Disinfect Pot Pourri
	2.38
	2.38
	2.38
	2.45
	2.49
	2.48
	2.38
	2.48

	 
	160
	 Morning Fresh Dishwashing Liquid
	5.84
	5.72
	5.84
	5.88
	6.08
	6.08
	6.71
	5.89

	 
	161
	 Finish Regular Dishwashing Powder Reg Box
	5.72
	5.60
	5.65
	6.05
	5.75
	5.61
	6.32
	5.72

	 
	162
	 Mortein Fly Spray Dry
	3.98
	3.90
	3.98
	4.58
	4.45
	4.39
	5.04
	3.98

	 
	163
	 Mortein SRF/SPRY ESY RCH
	8.06
	7.79
	8.99
	6.85
	8.69
	8.70
	9.12
	 

	 
	164
	 Preen Lemon Pre Washing Aid
	3.98
	4.31
	4.31
	4.43
	4.38
	4.31
	4.94
	4.31

	 
	165
	 Preen Odourless Pre Washing Aid
	3.98
	4.31
	4.31
	4.31
	4.33
	4.31
	4.94
	4.31

	 
	166
	 OMO High Performance Concentrate
	5.54
	5.43
	5.54
	6.04
	5.63
	5.63
	5.57
	5.57

	 
	167
	 Cold Power Laundry Power
	5.98
	6.83
	6.25
	7.03
	6.89
	6.83
	6.89
	6.83

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Pet Food Products
	168
	 Whiskas Casserole Beef and Chicken Casserole
	1.10
	1.08
	0.88
	1.10
	1.13
	1.22
	1.10
	1.11

	 
	169
	 Whiskas Jellymeat
	1.10
	1.08
	0.88
	1.10
	1.13
	1.13
	1.10
	1.04

	 
	170
	 PAL Pedigree L/Champs Chicken
	0.97
	0.95
	0.96
	0.98
	0.99
	1.00
	1.07
	1.49

	 
	171
	 Chum Canned Beef and Chicken
	1.97
	1.96
	1.86
	2.00
	2.00
	2.00
	1.85
	5.74

	 
	172
	 Pedigree Meatybites Beef
	5.70
	5.59
	5.75
	6.12
	5.84
	4.93
	6.34
	5.97

	 
	173
	 Lucky Dog Adult Beef
	5.76
	5.70
	6.18
	6.12
	5.69
	6.20
	6.83
	5.73

	 
	174
	 Breeders Choice Cat Litter
	6.54
	7.04
	7.04
	3.31
	6.20
	3.71
	 
	0.86

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Others
	175
	 Ansell Disposable Handy Latex
	4.75
	5.25
	5.58
	5.99
	5.78
	6.36
	5.75
	5.78

	 
	176
	 Chux Non-Scratch Super Scrub
	2.15
	2.15
	2.15
	2.50
	2.35
	2.26
	 
	2.15

	 
	177
	 Scotch Brite Scourer
	2.22
	2.32
	2.25
	2.44
	2.25
	2.43
	4.56
	2.22

	 
	178
	 Mr Sheen regular Furniture Polish
	4.26
	4.26
	4.26
	4.48
	4.35
	4.44
	4.71
	4.26

	 
	179
	 Harpic Liq Citrus
	2.95
	2.86
	2.80
	3.03
	2.98
	3.45
	3.16
	2.86

	 
	180
	 Windex Surface Glass Refill
	2.89
	2.90
	2.89
	2.99
	2.99
	3.01
	 
	2.89

	 
	181
	 Johnsons Pure Cotton Wool Balls
	2.46
	3.01
	3.45
	2.79
	2.79
	2.97
	3.06
	 

	 
	182
	 Dove Box Cotton Wool Tips
	1.78
	1.82
	1.97
	2.11
	1.79
	2.56
	2.19
	1.78

	 
	183
	 Dencorub
	5.53
	5.47
	5.53
	4.75
	5.36
	5.41
	5.72
	5.18

	 
	184
	 Bandaid Adhesive Plastic Dressing
	3.89
	6.79
	6.79
	5.54
	7.02
	7.02
	6.79
	 

	 
	185
	 Dettol Antiseptic
	2.89
	2.89
	2.89
	4.42
	4.51
	4.37
	 
	2.89

	 
	186
	 UV Triplegard Sunscreen Lotion SPF 30
	15.49
	15.99
	15.99
	15.95
	15.95
	10.71
	17.12
	15.49

	 
	187
	 Rexona Pump Spray Deodorant Classic
	5.14
	5.14
	5.19
	4.59
	5.29
	5.37
	5.68
	5.19

	 
	188
	 Kraft Salad Dressing 1000 Island
	2.85
	3.99
	3.99
	3.00
	3.99
	3.53
	4.41
	3.99

	 
	189
	 Kraft Mayonnaise
	4.65
	4.65
	4.18
	3.67
	4.57
	4.59
	 
	4.59

	 
	190
	 Tip Top Krummies Breadcrumbs
	1.45
	1.37
	1.23
	1.38
	1.39
	1.15
	 
	1.45

	 
	191
	 Gravox Traditional Gravy Maker
	1.72
	1.72
	1.72
	1.59
	1.79
	2.13
	1.90
	1.72

	 
	192
	 Maggi Chicken Stock Powder
	1.98
	2.39
	2.19
	2.52
	2.35
	2.47
	2.64
	2.47

	 
	193
	 Maggi Beef Stock Powder
	1.98
	2.39
	2.27
	2.52
	2.35
	2.79
	 
	 

	 
	194
	 Sunbeam Dried Fruits Apricots
	2.99
	2.99
	2.99
	3.16
	2.99
	4.00
	2.79
	2.99

	 
	195
	 Sunbeam Dried Sultanas
	4.75
	4.75
	4.75
	5.21
	4.99
	4.65
	5.41
	4.75

	 
	196
	 Angus Park Pitted Prunes
	4.25
	4.25
	4.25
	2.54
	4.25
	3.17
	4.86
	4.25

	 
	197
	 Masterfoods Mild English Mustard
	1.86
	1.86
	1.86
	1.99
	1.95
	1.85
	2.12
	1.92

	 
	198
	 Kraft Macaroni Cheese Deluxe Dinner
	3.88
	3.88
	3.88
	3.89
	4.00
	3.98
	 
	 

	 
	199
	 Health Choice Bowls Lamb Mongolian
	4.45
	4.99
	4.45
	4.69
	4.59
	4.83
	4.96
	4.70

	 
	200
	 Healthy Choice Beef Satay
	4.10
	4.39
	4.39
	4.39
	3.99
	4.41
	 
	4.39

	Number of products for which price is lowest or equal lowest
	
	
	59
	69
	48
	35
	9
	20
	17
	27

	Number of KVIs for which price is lowest or equal lowest
	
	
	20
	36
	26
	14
	3
	6
	12
	12


Appendix E:  Average Chain Prices and Market Structure

	
	 Product Line
	C=1/I=0
	C=1/I=1
	C=1/I=2
	C=2/I=0
	C=2/I=1
	C=2/I=2

	1
	 Pura Dairy Full Cream Milk
	1.660
	1.502
	1.550
	1.617
	1.654
	1.811

	2
	 Pura Lite Start Red Fat Calcium Rich
	1.896
	1.840
	1.840
	1.871
	1.998
	1.865

	3
	 Pura Tone Fat Milk
	1.990
	1.990
	1.990
	2.004
	2.092
	1.992

	4
	 Nesquik Chocolate
	2.439
	2.438
	2.437
	2.436
	2.421
	2.433

	5
	 Milo
	4.691
	4.726
	4.640
	4.648
	4.582
	4.557

	6
	 Sanitarium So Good Regular
	2.015
	1.677
	2.045
	1.865
	1.652
	1.000

	7
	 Pura Long Life full cream milk
	1.507
	1.494
	1.523
	1.511
	1.508
	1.518

	8
	 Diploma Skim Milk Powder
	6.999
	7.034
	6.897
	6.978
	6.998
	6.909

	9
	 Coon Tasty Cheese block
	2.904
	2.924
	2.857
	2.903
	2.920
	2.859

	10
	 Bega Cheese Tasty
	2.752
	2.684
	2.860
	2.779
	2.785
	2.776

	11
	 Kraft Cheese Cheddar Sliced Singles
	2.210
	2.210
	2.210
	2.229
	2.270
	2.207

	12
	 Kraft Cheese Cheddar Light Singles
	2.210
	2.210
	2.210
	2.240
	2.253
	2.207

	13
	 Kraft Cheese Cheddar X/Light Singles Sliced
	2.210
	2.210
	2.210
	2.301
	2.253
	2.205

	14
	 Coon Tasty Shredded cheese
	4.615
	4.610
	4.625
	4.540
	4.611
	4.638

	15
	 SKI Yoghurt Div Wild Strawberry
	2.204
	2.206
	2.200
	2.177
	2.187
	2.194

	16
	 SKI Yoghurt D’Lite Van/crm
	2.202
	2.205
	2.200
	2.185
	2.193
	2.194

	17
	 Yoplait Yoghurt F/F Strawberry
	2.043
	2.040
	2.077
	2.029
	2.025
	2.033

	18
	 Nestle Yoghurt A/Nat B/Chry LF
	2.034
	2.030
	2.000
	2.014
	1.990
	2.022

	19
	 Bulla Thickened Cream
	1.186
	1.210
	1.210
	1.202
	1.190
	1.207

	20
	 Pura Ultra Lite Sour Cream
	1.604
	1.638
	1.613
	1.630
	1.631
	1.637

	21
	 Bulla Lite Sour Cream
	1.319
	1.366
	1.333
	1.327
	1.311
	1.349

	22
	 Pauls Vanilla Custard
	2.461
	2.470
	2.437
	2.424
	2.402
	2.433

	23
	 Yogo Chocolate
	1.870
	1.870
	1.870
	1.870
	1.855
	1.867

	24
	 Yoplait Le Rice Classic Vanilla
	2.835
	2.920
	2.920
	2.848
	2.770
	2.743

	25
	 Streets Blue Ribbon Icecream Vanilla
	5.198
	5.290
	5.020
	4.995
	4.957
	4.992

	26
	 Peters Frosty Fruits Tropical
	4.840
	4.840
	4.840
	4.819
	4.784
	4.832

	27
	 Western Star Butter pats
	2.614
	2.630
	2.730
	2.466
	2.465
	2.533

	28
	 ETA Five Star Table Spread
	1.950
	2.058
	1.850
	1.833
	1.802
	1.839

	29
	 Meadow Lea Margarine
	2.823
	2.893
	2.860
	3.156
	3.209
	2.615

	30
	 Tip Top Sunblest white
	2.799
	2.838
	2.693
	2.702
	2.671
	2.697

	31
	 Helgas Traditional White Bread
	3.211
	3.270
	3.077
	3.064
	3.139
	3.064

	32
	 Helgas Continental White Kaiser Rolls
	3.120
	3.180
	na
	3.034
	3.154
	na

	33
	 Tiptop white Hamburger rolls
	2.874
	3.160
	2.767
	2.806
	2.827
	2.771

	34
	 Arnotts assorted creams
	3.867
	3.886
	3.737
	3.806
	3.743
	3.704

	35
	 Arnotts Chodcolate Tim Tam
	2.659
	2.930
	2.623
	2.649
	2.630
	2.625

	36
	 Arnotts SAO
	1.806
	1.802
	1.810
	1.779
	1.805
	1.707

	37
	 Arnotts Shapes BBQ
	2.036
	2.084
	1.947
	1.999
	1.941
	2.073

	38
	 4n20 Traditional Meat Pies 4S
	5.419
	5.470
	5.490
	5.430
	5.312
	5.398

	39
	 Herb Adams Party Meat Pies
	4.590
	4.590
	4.540
	4.588
	4.562
	4.530

	40
	 Golden Crumpets Rounds
	1.953
	1.980
	1.957
	1.965
	1.968
	1.932

	41
	 Buttercup pikelets
	2.553
	na
	2.550
	2.585
	2.567
	2.530

	42
	 Tip top English Muffins
	2.617
	2.738
	2.707
	2.724
	2.689
	2.557

	43
	 Sarah Lee Lge Chocolate Bavarian
	4.993
	na
	5.290
	5.228
	5.103
	5.290

	44
	 Nanna Danish Apple
	3.534
	3.358
	3.510
	3.572
	3.548
	3.508

	45
	 Sanitarium Weet Bix
	3.461
	3.548
	3.523
	3.508
	3.446
	3.422

	46
	 Kelloggs Corn Flakes
	3.273
	3.280
	3.280
	3.279
	3.275
	3.248

	47
	 Kelloggs Special K
	3.760
	4.162
	3.760
	3.794
	3.764
	3.763

	48
	 Kelloggs Nutri-Grain
	5.862
	6.030
	5.647
	5.710
	5.816
	5.634

	49
	 Kelloggs Sultana Bran
	4.370
	4.370
	4.370
	4.370
	4.417
	4.370

	50
	 Kelloggs Sustain
	5.798
	4.700
	6.070
	5.808
	5.941
	5.975

	51
	 Uncle Tobys Quick Oats
	4.305
	4.084
	3.853
	4.421
	4.370
	4.423

	52
	 White Wings Plain Flour
	2.294
	2.280
	2.330
	2.340
	2.281
	2.277

	53
	 White wings self raising flour
	2.294
	2.280
	2.313
	2.281
	2.286
	2.277

	54
	 White wings Cornflour
	1.679
	1.679
	1.677
	1.695
	1.719
	1.694

	55
	 Sunrice White Calrose Rice
	3.205
	3.315
	3.323
	3.411
	3.331
	3.647

	56
	 Sunrice Premium White Long Grain Rice
	9.931
	7.400
	8.210
	8.432
	6.918
	7.007

	57
	 San Remo Spaghetti Thick
	1.824
	1.812
	1.833
	1.830
	1.837
	1.818

	58
	 San Remo Fettuccine Plain
	1.864
	1.815
	1.833
	1.819
	1.837
	1.818

	59
	 San Remo Small Shells No 28
	1.820
	1.812
	1.833
	1.828
	1.836
	1.811

	60
	 San Remo Large Spirals No 53
	1.873
	1.812
	1.833
	1.844
	1.796
	1.818

	61
	 Coca Cola bottle
	1.347
	1.350
	1.350
	1.348
	1.345
	1.342

	62
	 Diet Coke bottle
	1.347
	1.350
	1.350
	1.346
	1.346
	1.342

	63
	 Lift Lemon bottle 
	1.347
	1.350
	1.350
	1.346
	1.345
	1.332

	64
	 Sprite Lemonade
	1.347
	1.350
	1.350
	1.348
	1.345
	1.342

	65
	 Fanta Orange
	1.338
	1.351
	1.350
	1.346
	1.345
	1.342

	66
	 Coca Cola Cans
	14.917
	15.870
	13.920
	15.167
	15.741
	14.588

	67
	 Diet Coke Cans
	14.916
	15.870
	13.920
	15.254
	15.741
	14.088

	68
	 Sprite Lemonade Cans
	14.360
	na
	13.920
	14.917
	15.822
	13.920

	69
	 Fanta Orange Cans
	8.056
	8.108
	7.890
	8.014
	7.844
	7.825

	70
	 Evian Natural Spring Water Bottle
	2.689
	2.670
	2.950
	2.894
	2.872
	2.798

	71
	 Mount Franklin Still Water Bottle
	1.470
	1.480
	1.443
	1.466
	1.494
	1.448

	72
	 Cottees Cordial Orange
	3.220
	3.098
	3.287
	3.279
	3.314
	3.250

	73
	 Cottees Diet Cordial Orange Crush
	3.397
	3.160
	3.440
	3.546
	3.440
	3.463

	74
	 Just Juice Apple 100% 
	1.578
	1.568
	1.583
	1.586
	1.579
	1.582

	75
	 Just Juice Orange 100% Unsweetened
	1.577
	1.568
	1.583
	1.580
	1.578
	1.582

	76
	 Berri Juice Cranberry
	4.778
	na
	4.815
	4.890
	4.972
	4.893

	77
	 Berri Juice Tomato
	1.667
	1.590
	1.590
	1.626
	1.737
	1.587

	78
	 Doritos Corn Chips Cheese Supreme
	2.434
	2.512
	2.357
	2.311
	2.302
	2.338

	79
	 Smiths Original Potato Chips 
	3.423
	3.680
	3.535
	3.296
	3.226
	3.192

	80
	 Lays Chips Original 12 Pack
	4.950
	na
	4.950
	4.865
	4.741
	4.970

	81
	 CC’s Nacho Cheese Corn Chips
	2.573
	2.578
	2.503
	2.510
	2.550
	2.482

	82
	 Uncle Tobys Le Snak Tasty Cheese
	3.248
	3.342
	3.320
	3.332
	3.207
	3.315

	83
	 Uncle Tobys Chewy Choc Chip Bars 
	3.463
	3.180
	3.513
	3.508
	3.489
	3.447

	84
	 Uncle Tobys Yoghurt Bars Variety
	5.451
	na
	5.770
	5.898
	5.721
	5.962

	85
	 Uncle Tobys Chewy Fruit Variety Pack
	5.273
	3.870
	5.770
	5.766
	5.736
	5.953

	86
	 Cadbury’s Chocolate Dairymilk
	2.740
	2.740
	2.637
	2.739
	2.713
	2.761

	87
	 Cadbury’s Chocolate Hazelnut
	2.810
	2.860
	2.860
	2.818
	2.791
	2.783

	88
	 Mars Chocolate Mini M&M’s Fun Size
	3.794
	2.980
	4.085
	3.809
	3.735
	3.710

	89
	 Allens Minties Super size
	4.608
	na
	4.225
	4.377
	4.495
	4.508

	90
	 Mars Maltesers Funsize
	3.591
	2.980
	3.717
	3.586
	3.632
	3.319

	91
	 Pace Farms Free Range Large Eggs
	4.501
	5.160
	5.180
	4.678
	4.591
	5.210

	92
	 Capilano Clear Honey
	3.548
	3.570
	3.570
	3.565
	3.788
	3.530

	93
	 Cottees Strawberry Jam
	3.036
	2.710
	2.817
	2.817
	2.893
	2.766

	94
	 Kraft Crunchy Peanut Butter
	3.218
	3.385
	3.300
	3.300
	3.354
	3.289

	95
	 Kraft Vegemite
	3.225
	3.280
	3.280
	3.248
	3.226
	3.199

	96
	 Bushells Blue Label Tea Bags 100 Pack
	3.790
	3.250
	3.207
	3.723
	3.654
	3.724

	97
	 Lipton Jiggler Tea Bags 25 Pack
	1.268
	1.313
	1.300
	1.311
	1.334
	1.155

	98
	 Nescafe Blend 43
	6.186
	6.410
	6.410
	6.195
	6.329
	5.977

	99
	 Nescafe Gold Blend
	6.628
	6.636
	6.550
	6.510
	6.498
	6.394

	100
	 Leggo’s Tomato Paste 2 pack
	2.045
	2.042
	2.047
	2.031
	2.064
	2.043

	101
	 La Gina Diced Italian Tomatoes
	1.223
	1.358
	1.215
	1.254
	1.294
	1.232

	102
	 Cornwells White Vinegar
	1.891
	1.878
	1.860
	1.946
	1.924
	1.850

	103
	 Heinz Tomato Sauce
	3.060
	3.048
	3.073
	3.128
	3.069
	3.137

	104
	 CSR Caster Sugar
	1.452
	1.470
	1.510
	1.483
	1.464
	1.463

	105
	 Saxa Iodised Salt
	2.169
	2.166
	2.163
	2.160
	2.159
	2.161

	106
	 Saxa Ground Black Pepper
	2.603
	2.456
	2.720
	2.691
	2.746
	2.718

	107
	 MasterFoods Mixed Herbs
	2.930
	2.870
	2.870
	2.856
	2.869
	2.865

	108
	 Crisco Oil Vegetable
	2.906
	2.842
	2.840
	2.871
	2.863
	3.000

	109
	 Makers Choice Shaved English Ham
	3.415
	2.890
	4.990
	4.425
	4.990
	2.890

	110
	 KR Rindless Shortcut Bacon
	4.078
	4.033
	3.920
	4.059
	4.068
	3.954

	111
	 Makers Choice Shaved Smoked chicken
	2.890
	2.890
	2.890
	2.884
	2.890
	2.890

	112
	 Primo Devon
	2.700
	na
	na
	na
	na
	2.700

	113
	 BirdsEye Homestyle Chunky Chips
	2.450
	2.312
	2.850
	2.625
	2.801
	2.402

	114
	 McCain Beans and Carrots
	2.090
	2.190
	2.173
	2.158
	2.183
	2.121

	115
	 Birds Eye Peas
	1.707
	1.788
	1.720
	1.784
	1.727
	1.743

	116
	 Birds Eye Beans Sliced
	1.920
	1.932
	1.910
	1.914
	1.900
	1.917

	117
	 McCains Family Supreme Pizza
	4.425
	4.500
	4.190
	4.216
	4.193
	4.160

	118
	 McCains Family Ham and Pineapple Pizza
	4.425
	4.500
	4.190
	4.204
	4.169
	4.160

	119
	 McCains Margherita Pizza Slices 6 Pack
	5.181
	4.930
	5.125
	5.155
	5.178
	5.107

	120
	 J/West Herring Flt/Tomat
	2.784
	2.710
	2.713
	2.754
	2.699
	2.780

	121
	 Heinz Baked Beans in Tomato Sauce
	1.238
	1.238
	1.240
	1.238
	1.240
	1.233

	122
	 Dolmio Spaghetti Bolognese Red Wine
	2.310
	na
	na
	3.549
	4.138
	na

	123
	 Golden Circle Sliced Beetroot
	0.940
	0.940
	0.940
	0.937
	0.925
	0.938

	124
	 Edgell taters baby
	1.336
	1.330
	1.335
	1.307
	1.292
	1.495

	125
	 Edgell Mushrooms in butter sauce
	0.933
	0.800
	0.800
	0.800
	0.793
	0.798

	126
	 Sanit Apricot Delight
	3.483
	3.590
	3.585
	3.652
	3.802
	2.795

	127
	 Golden Circle Pine Pieces
	1.370
	1.410
	1.443
	1.421
	1.366
	1.282

	128
	 Heinz All Ages Egg Custard
	0.782
	0.790
	0.790
	0.796
	0.807
	0.778

	129
	 Heinz Nurture Starter
	11.207
	11.529
	10.813
	11.136
	11.079
	10.869

	130
	 Heinz All Ages Custard Banana
	0.880
	0.908
	0.847
	0.899
	0.901
	0.807

	131
	 Continental Soup Chicken Noodle
	0.946
	0.870
	0.870
	0.868
	0.900
	0.832

	132
	 Maggi 2 Minute Noodle Beef
	0.626
	0.642
	0.610
	0.626
	0.646
	0.651

	133
	 White Wings Cake Chocolate Pudding
	2.141
	2.233
	2.345
	2.231
	2.280
	2.168

	134
	 White Wings Golden Butter Cake Mix
	1.773
	1.805
	1.803
	1.849
	1.827
	1.721

	135
	 Aeroplane Jelly Strawberry
	0.936
	0.900
	0.900
	0.918
	0.895
	0.890

	136
	 Aeroplane Jelly Raspberry
	0.986
	0.900
	0.900
	0.918
	0.920
	0.982

	137
	 Glad Plastic Wrap 33 cm
	1.966
	1.680
	1.680
	1.721
	1.775
	1.783

	138
	 Glad tuff stuff Tidy liner bags large
	3.669
	3.958
	4.653
	4.200
	4.035
	3.923

	139
	 Thick and thirsty paper towel print
	2.507
	2.345
	2.400
	2.407
	2.437
	2.427

	140
	 Kleenex Toilet Rolls Classic White 2P
	3.160
	3.390
	3.085
	3.321
	3.322
	3.098

	141
	 Sorbent Toilet Rolls White
	4.924
	5.180
	5.113
	5.139
	5.059
	4.688

	142
	 Kleenex Blue Facial Tissues
	2.490
	na
	na
	2.130
	2.250
	na

	143
	 Panadol Capsules Mini
	3.290
	3.188
	3.020
	3.203
	3.263
	3.290

	144
	 Pantene Pro-V Conditioner Classic Care
	8.679
	8.950
	8.230
	8.253
	8.153
	7.931

	145
	 Pantene Pro-V Conditioner Smooth and Sleek
	8.733
	8.950
	8.230
	8.251
	8.239
	8.236

	146
	 Pantene Pro-V Shampoo Clarifying
	8.679
	8.950
	7.865
	8.241
	8.325
	7.903

	147
	 Pantene Pro-V Shampoo Smooth and Sleek
	8.709
	8.951
	8.230
	8.251
	8.302
	8.236

	148
	 Palmolive Gold Soap
	3.797
	3.980
	3.903
	3.877
	3.857
	3.616

	149
	 Colgate Family Cool mint Toothpaste
	2.391
	2.270
	2.280
	2.311
	2.499
	2.421

	150
	 Colgate T/Paste Sprklng Gel 120gm
	3.491
	3.673
	2.255
	2.625
	2.381
	2.952

	151
	 Oral B Medium Indicator Plus 40
	3.459
	3.096
	3.010
	3.288
	3.434
	3.611

	152
	 Colgate Flex Soft toothbrush
	3.447
	3.115
	2.623
	3.301
	3.439
	2.782

	153
	 Gillette Blue 2 Plus Disposable razor
	4.778
	4.606
	4.090
	4.625
	4.333
	4.248

	154
	 Schick Xtreme 3 Disp Razor Sport
	6.390
	5.990
	5.823
	6.826
	7.872
	5.841

	155
	 Gillette Venus Razor Cartridges
	12.490
	11.340
	12.490
	12.149
	12.541
	12.387

	156
	 Gillette Series Cool Shave Cream
	4.500
	4.565
	5.300
	4.208
	4.535
	5.170

	157
	 Libra Pads U/Thn Reg
	4.939
	4.998
	4.423
	4.677
	4.783
	4.476

	158
	 Pine-O-Cleen Eucalyptus Disinfect Bottle
	4.725
	4.906
	4.960
	4.960
	4.916
	4.952

	159
	 Pine-O-Cleen Disinfect Pot Pourri
	2.380
	2.400
	2.380
	2.381
	2.369
	2.377

	160
	 Morning Fresh Dishwashing Liquid
	5.616
	5.840
	5.840
	5.758
	5.827
	5.807

	161
	 Finish Regular Dishwashing Powder Reg Box
	5.703
	5.600
	5.657
	5.692
	5.698
	5.653

	162
	 Mortein Fly Spray Dry
	4.040
	4.117
	3.980
	3.973
	4.037
	3.953

	163
	 Mortein Srf/Spry Esy Rch
	8.261
	8.468
	8.280
	8.087
	8.072
	8.312

	164
	 Preen Lemon Pre Washing Aid
	4.142
	3.936
	4.200
	4.171
	4.198
	4.175

	165
	 Preen Odourless Pre Washing Aid
	4.129
	4.112
	4.200
	4.227
	4.190
	4.175

	166
	 OMO High Performance Concentrate
	5.531
	5.540
	5.540
	5.549
	5.513
	5.509

	167
	 Cold Power Laundry Power
	6.239
	5.932
	6.373
	6.437
	6.437
	6.378

	168
	 Whiskas Beef and Chicken Casserole
	1.070
	1.100
	1.130
	1.043
	1.061
	1.134

	169
	 Whiskas Jellymeat
	1.074
	1.100
	1.027
	1.045
	0.994
	1.023

	170
	 PAL Pedigree L/Champs Chicken
	0.964
	0.972
	0.960
	0.964
	0.990
	0.983

	171
	 Chum Canned Beef and Chicken
	1.813
	1.943
	1.943
	1.876
	1.962
	1.658

	172
	 Pedigree Meatybites Beef
	5.725
	5.710
	5.717
	5.708
	5.714
	5.699

	173
	 Lucky Dog Adult Beef
	5.862
	5.900
	5.900
	5.956
	5.885
	5.772

	174
	 Breeders Choice Cat Litter
	6.525
	6.665
	7.160
	6.812
	6.514
	6.435

	175
	 Ansell Disposable Handy Latex
	5.165
	4.958
	5.490
	5.352
	5.318
	5.100

	176
	 Chux Non-Scratch Super Scrub
	2.521
	2.150
	2.160
	2.263
	2.084
	2.653

	177
	 Scotch Brite Scourer
	2.263
	2.253
	2.390
	2.314
	2.310
	2.264

	178
	 Mr Sheen regular Furniture Polish
	4.260
	4.260
	4.260
	4.203
	4.242
	4.253

	179
	 Harpic Liq Citrus
	3.032
	2.950
	2.870
	2.981
	3.019
	3.040

	180
	 Windex Surface Glass Refill
	2.893
	3.028
	2.897
	2.899
	2.930
	2.887

	181
	 Johnsons Pure Cotton Wool Balls
	2.908
	na
	na
	3.324
	3.342
	3.147

	182
	 Dove Box Cotton Woll Tips
	1.870
	1.878
	1.857
	1.859
	1.859
	1.851

	183
	 Dencorub
	5.261
	5.390
	5.530
	5.404
	5.373
	5.413

	184
	 Bandaid Adhesive Plastic Dressing
	6.790
	6.790
	na
	6.797
	6.440
	5.602

	185
	 Dettol Antiseptic
	2.890
	2.890
	2.890
	2.893
	2.965
	2.885

	186
	 UV Triplegard Sunscreen Lotion SPF 30
	15.590
	15.290
	15.740
	15.630
	15.732
	15.878

	187
	 Rexona Pump Spray Deodorant Classic
	4.848
	5.363
	4.770
	5.020
	5.031
	5.104

	188
	 Kraft Salad Dressing 1000 Island
	3.802
	na
	3.990
	3.923
	3.603
	3.983

	189
	 Kraft Mayonnaise
	4.533
	na
	4.650
	4.412
	4.410
	4.407

	190
	 Tip Top Krummies Breadcrumbs
	1.392
	1.422
	1.350
	1.375
	1.366
	1.342

	191
	 Gravox Traditional Gravy Maker
	1.720
	1.720
	1.720
	1.748
	1.723
	1.717

	192
	 Maggi Chicken Stock Powder
	2.232
	2.120
	2.187
	2.222
	2.205
	2.161

	193
	 Maggi Beef Stock Powder
	2.280
	2.270
	1.980
	2.279
	2.211
	2.290

	194
	 Sunbeam Dried Fruits Apricots
	2.954
	3.394
	2.720
	2.837
	3.011
	2.985

	195
	 Sunbeam Dried Sultanas
	4.750
	4.833
	4.750
	4.718
	4.749
	4.742

	196
	 Angus Park Pitted Prunes
	3.856
	3.820
	4.250
	4.203
	4.278
	4.250

	197
	 Masterfoods Mild English Mustard
	1.860
	1.860
	1.860
	1.851
	1.839
	1.857

	198
	 Kraft Macaroni Cheese Deluxe Dinner
	3.676
	3.337
	3.880
	3.835
	3.804
	3.880

	199
	 Health Choice Bowls Lamb Mongolian
	4.558
	4.450
	4.450
	4.552
	4.581
	4.540

	200
	 Healthy Choice Beef Satay
	4.293
	4.100
	4.293
	4.325
	4.378
	4.313


Note: C=number of chains; I=number of independents

Appendix F:  The Impact of “Specials” on Coles and Safeway Regressions

	Product
	Specials #
	Coles Regressions
	Safeway Regressions 

	
	
	Safeway Sig?
	Indp Sig?
	Coles Sig?
	Indp Sig?

	Arnotts Assorted Creams
	Coles
	N
	N
	N
	N

	Tip Top Sunblest White
	IGA
	N
	Y
	N
	N

	Weetbix
	None
	Sig. +
	Sig. +
	N
	N

	Cornflakes
	None
	N
	Sig. +
	N
	N

	Milk
	None
	N
	N
	N
	N

	Lite Milk
	None
	Sig. +
	N
	N
	Y

	Tone Milk
	None
	N
	N
	N
	N

	Regular So Good
	None
	N
	N
	N
	N

	Coon Tasty Cheese
	None
	N
	N
	Y
	N

	Bega Tasty Cheese
	None*
	N
	N
	N
	N

	Ski Yog
	None
	N
	N
	N
	N

	Bulla Cream
	None
	N
	N
	N
	N

	Butter
	None
	N
	N
	N
	N

	Eggs
	None
	N
	N
	N
	N

	OMO
	None
	N
	N
	Y
	Y

	Milo
	Coles
	N
	Y
	N
	N

	Tea Bags – Busshells
	None
	N
	N
	N
	Y

	Nescafe Blend 43
	IGA
	N
	N
	Y
	N

	Nescafe Gold Blend
	None
	N
	N
	N
	N

	Cadburys Dairy Milk
	None*
	N
	N
	N
	N

	Crisco
	None
	N
	N
	N
	N

	Coke (bottle)
	None**
	Sig. +
	N
	N
	N

	Diet Coke (bottle)
	None**
	Sig. +
	N
	N
	N

	Mt Franklin
	None
	N
	N
	Y
	N

	Just Juice - Orange
	None
	N
	N
	N
	N

	Blue Ribbon I/Cream
	Coles
	N
	Y
	N
	N

	Birds Eye Peas
	None
	Y
	N
	N
	N

	Pizza Slices
	IGA
	N
	N
	N
	N

	Sorbent Toilet Rolls
	None
	N
	Sig. +
	N
	N


#
Specials as advertised in catalogues.

*
Not a special advertised in a catalogue, but may have been on special in Safeway (significantly lower price point).

**  
Not ‘Specials’ but ‘Everyday Low Prices’ (these occur where retailers and suppliers have reached agreement to supply the product at an EDLP rather than cycling the product through the hi-lo cycle of “specials” — see ”Bernie Brookes… three reasons behind EDLP”, Retail World, May 12-23 2003.
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� 	Franklins Ltd (Franklins) was a third vertically integrated chain operating in the eastern states until 2001.


� 	Based on A.C Nielsen data for dry grocery warehouse withdrawals.


� 	Aldi only recently began its expansion into Victoria, where it now has nine stores, with a further four opening soon (see www.aldi.com.au).  It plans to expand into Queensland in 2004.


� 	When pursuing a number of mergers between different state based independent wholesalers in the early 1990s, Davids Ltd (now Metcash) referred to the creation of a ‘fourth force’ — at that time Franklins was a third vertically integrated chain.  


� 	Re: Queensland Independent Wholesalers (1995), ATPR 41-438.


� 	Independent grocers in Western Australia are supplied by Foodland Associated Ltd.


� 	We do not refer here to a market in terms of Part IV of the Trade Practices Act, but rather to a more layman’s use of the term.  As discussed in section two, the issue of market definition in relation to the grocery industry is somewhat complex.


� 	All references to the ‘eastern states’ in this report refer to Queensland, NSW and the ACT, Victoria, South Australia and the Northern Territory.


� 	Information supplied by the National Association of Retail Grocers of Australia (NARGA).


�  	In 1999, Davids supported 19 different banner groups in NSW, 17 in Victoria, 8 in Queensland and 5 in South Australia (based on information contained in the 1999 Australian Industry Marketing Guide and information from Metcash regarding which banners were supported with promotional programmes).  These multiple banners have since been consolidated into essentially three different IGA banner groups: Supermarkets, Everyday and Friendly.  This has enabled promotional spending by retailers to be more effectively utilised and focused, with each individual banner receiving a much larger share of promotional funds, increasing exposure and the number of promotional slots over the year.  The larger scale of individual promotional programs also makes it worthwhile for manufacturers to invest in unique and dedicated marketing programs for those banners.  


� 	Stores have to meet certain standards, in terms of pricing, product range, floor space and quality of service, to be eligible to join any particular banner group.  The increased promotional funds available to the rationalised banners itself encourages greater promotional price discipline, as the stakes are now higher.


� 	Fifty of these stores are owned by Interfrank (a subsidiary of Pick n Pay), operate under the ‘Franklins’ brand and are supplied by Metcash.  Foodland acquired 40 stores, operating under the ‘Action’ brand and supplied from their own warehouse in Queensland.  Coles/Bi-Lo acquired 32 stores (A C Nielsen).


� 	Apart from the Action stores in Queensland which are supplied by Foodland, who took over the old Franklins warehouse.


� 	Details of the relationships between volume and terms of trade are discussed in section three of this report.


� 	The NSW figure is affected by the loss of 23 Fresco stores to Franklins.  Volume for these stores still goes through the Metcash warehouse, but in 2000 their purchases were included as part of Metcash (excluding Franklins and Foodworks) and in 2002 they are included in the Franklins share.  Hence it is impossible to work out the trend in Metcash’s market share net of the Fresco and Franklins effects.


� 	A C Nielsen (2003), Shopper Trends Australia.   This report is based on a combination of retail and wholesale scanning data, Homescan data (derived from shoppers scanning items into hand held units when they return home from a shopping trip) and interviews with a sample of households in 2002.  The switching data quoted here is based on the Homescan data.  Coles showed a small net gain from ‘other supermarkets’.


� 	See J. E. Kwoka (1979), “The Effect of Market Share Distribution on Industry Performance”, Review of Economics and Statistics, 61-1:101-09; and J. E. Kwoka (1981), “Does the Choice of Concentration Measure Really Matter?” Journal of Industrial Economics, 445-453.


� 	J. E. Kwoka (1981), op. cit.


� 	J. E. Kwoka (1979), op. cit.


� 	See the formulas for the Cournot model in J. Tirole (1988), The Theory of Industrial Organization, MIT Press at p. 220.


� 	G. J. Stigler (1952), “The Case Against Big Business”, Fortune 45 (May): 123. Stigler’s view of oligopoly as a problem of policing a tacitly collusive industry configuration is now the norm. See C Shapiro (1989), “Theories of Oligopoly Behavior”, in R. Schmalensee and R. Willig (eds.) Handbook of Industrial Organization, pp. 356-57.


� 	A. C. Nielsen survey data indicates that a weekly significant shop is the most popular among households, at 43 per cent of households, with 25 per cent of households doing a significant shop twice weekly.  See A. C. Nielsen (2003), op.cit.


� 	A. C. Nielsen (2003), op.cit., based on Homescan data for the 52 weeks ending 26 October 2002 and 28 October 2000.


� 	The Tribunal, in Re: QIW (1995), suggested a minimum floor area of 1,000 m2 for a true ’supermarket’ and this may still be a useful rule of thumb, though clearly many supermarkets are much larger and the range of products they are able to offer correspondingly greater.  According to the ABS retail census the average floorspace across all ‘supermarket and grocery stores’ (which excludes specialist food stores) increased from 558m2 in 1991-92 to 888m2 in 1998-99 (derived from ABS: Retailing in Australia 1991-92 (Cat.No 8613.0), Table 1; and Retail Industry Australia 1998-99 (Cat.No 8622.0), Table 1.2. The UK Competition Commission defined a market for one-stop grocery shopping which it restricted to stores of 1,400m2 or more.  However, it appears that ‘superstores’ are more prevalent in the UK.  See Competition Commission (2000), Supermarkets: a report on the supply of groceries from multiple stores in the UK.


� 	While recognising that not all, or even most, shoppers undertake their major grocery shop on a weekly basis, the term ‘weekly shop’ is used in this report to refer to the large regular shop undertaken by most households.


� 	Estimated to be in the order of 98 percent — their business model is based on the sale of almost entirely corporate brands produced by contract manufacturers.


� 	A. C. Nielsen (2003), op.cit.


� 	21.2 per cent of households visited Aldi compared to 88.8 per cent who visited Woolworths and 73.4 per cent who visited Coles; the average spend per trip was $50 compared to $53 for Woolworths trips and $48 per Coles trip; and the average number of trips (over 26 weeks) was 5.9 compared with 19.2 and 15.5 for Woolworths and Coles respectively.


� 	Competition Commission (2000), op.cit.


� 	The UK Competition Commission’s study of cross-price effects suggests that these stores had less potential to constrain the major supermarkets pricing.


� 	There are also remnants of the old AIW customer base in Queensland which are supplied by a retail consortium, Australian Retail Logistix Ltd.


� 	A. C. Nielsen (2003), op.cit.


� 	A. C. Nielsen (2003), op.cit.  Data does not appear to include Bi-Lo stores, and no separate data is supplied.


� 	A. C. Nielsen (2003), op.cit, based on ScanTrak data, using both store numbers and market shares for Coles only (ie excluding Bi-Lo).


� 	Re: QIW, op.cit.


� 	Re: QIW, op.cit., at 40,950.


� 	Re: QIW, op.cit., at 40,928 and 40,949.


� 	OECD (1992), Structure and Change in Distribution Systems:  An Analysis of Seven OECD Member Countries, paragraph 26.


� 	Indeed, the Tribunal’s view regarding the relevant geographic market was, in part, based on evidence from Foodland regarding the relative ease of expansion into additional states, and they have subsequently expanded into Queensland.


� 	This approach is also consistent with that adopted by the UK Competition Commission (2000) op.cit.


� 	This data is discussed in detail in Section 4.


� 	The distribution of price points for a sample of products is presented in Appendix C.  To some extent these variations are combining the effects of geography and different mixes of store types in different locations since the prices cover  all ‘supermarkets’ across all  locations in the sample.


� 	As discussed in Section 2, we do not consider the precise geographic delineation of this market to be significant.


� 	A. C. Nielsen (2003), op.cit.


� 	A. C. Nielsen Homescan data indicates that ‘other supermarket’ and ‘non-supermarket’ shoppers are disproportionately drawn from the aged population, low income households and the unemployed; and that they trade disproportionately in convenience and top up product categories, such as bread, milk, snack foods and delicatessen items.  See A. C. Nielsen (2003), op.cit.  Note that while disadvantaged consumers may have fewer options in terms of purchasing from more distant stores, the severity of their income constraints limits the scope independents have to exploit them as ‘captive demand.’ So too does the difficulty of effecting price discrimination against these shoppers — given the independents need to attract other shoppers as well, the disadvantaged shoppers are ‘price protected’ by the scope other shoppers have to move to competing retailers.


� 	It does not follow that retail prices will also fall. Indeed, as we discuss later in this section, as the price constraint offered by independent supermarkets is reduced, it is arguably more likely that prices will rise.


� 	Figure 4 is for illustrative purposes only and is not intended to reflect the precise shape and location of Metcash’s cost and demand curves.


� 	A. C. Nielsen, op.cit.


� 	Based on information provided by Metcash regarding the cost structure of a typical independent retailer.  This figure is almost identical to the average of 77 per cent for all supermarkets and grocers derived from the ABS retail survey for 1998-99 (see ABS, Retail Industry, Catalogue No. 8622.0, Tables 1.2 and 3.1).


� 	Based on A.C. Nielsen data for total monthly grocery shopping of $576 per household.  This figure appears broadly consistent with average weekly household expenditure data for 1998-99, contained in the Household Expenditure Survey (HES), for food and non-alcoholic beverages, excluding meals out and fast food, plus cleaning products and foodwraps, oral hygiene, soap, talc & deodorants of $101.13.   See Australian Bureau of Statistics (2000), Household Expenditure Survey: Detailed Expenditure Items, Catalogue Number 6535.0.  Adjusting this by the CPI for food items gives a figure of $120.23 per week or $521 per month.


� 	Woolworths normal net profit after tax represented 2.1 per cent of its sales revenue in 2002 (http://www.woolworthslimited.com.au/shareholdercentre/financialinformation/financialhighlights.asp).  This figure covers all Woolworths retail operations, not just the supermarkets, and hence is likely to slightly overestimate the supermarket margins, though these will dominate the overall figure in volume terms.  Assuming 30 per cent of the price increase was paid in tax, the profit margin would still increase to 3.5 per cent.


� 	Identified as an important factor in store choice by consumers according to A. C. Nielsen (2003), op.cit.


� 	Foodland extended its operations into Queensland and northern NSW through the acquisition of 40 ex-Franklins stores and the old Franklins warehouse.  Its existing customer base in Western Australia provides it with additional volume relevant for obtaining favourable terms with suppliers.  Aldi entered NSW as a vertically integrated chain, with a base of 40 stores, and is now expanding into Victoria.  However, their business model and product offering is quite different from that of the main players and they do not generally sell brand label products, but rather establish contract relationships with suppliers to produce their own ‘branded’ products.


� 	Based on information supplied by Metcash regarding the operating costs of an indicative independent retailer.  Data on average costs across all supermarkets and grocers, derived from the ABS retail survey for 1998-99 are consistent with this (see ABS, Retail Industry, Cat. No. 8622.0, Table 3.1).


� 	Competition Commission (2000), op.cit.


� 	Re: QIW, op.cit, at 40,942.


� 	This may be a conservative approach, as some elements in this cost, such as rent, may have increased by more than the CPI.


� 	While Aldi is new to Australia, it has a long history in Germany and currently operates in twelve countries apart from Australia.


� 	OECD (1992), op.cit.


� 	In 1995, the CEO of Foodland told the Tribunal that to extend its operations to the east coast would simply involve the “establishment of a large tin shed” because it already had a significant operating base in Western Australia and all the necessary computing, financial and management systems in place there (Re: QIW, op.cit, at 40, 957).  At the time it did not have the customer base on the east coast to support such a ‘tin shed’, but expansion of this nature did occur in 2001, when Foodland acquired a base of 40 ex-Franklins stores, which now operate in Queensland under the Action brand.


� 	This is approximately the number of stores which each of Foodland and Aldi have used as a base for entry into Queensland and NSW respectively.  In 1995 the Tribunal recorded the minimum efficient scale of a grocery warehouse as equating to a turnover of $200m (Re: QIW, op.cit., at 40957).  In current prices that is approximately $263m dollars (adjusting by the food group CPI).  40 supermarkets with average wholesale purchases of $6.6m per annum would support such a warehouse.  Based on Metcash data for wholesale purchases by store, this figure would appear to be reasonably consistent with the magnitude of ex-Franklins store purchases and other large independent grocers.


� 	Re:  QIW,  op cit., at 40957.


� 	No information on local shares of sales was available.


� 	Metcash categorises independent retailers into A, B and C type stores.  A type stores are supermarkets; B type stores are ‘top up’ stores, such as “IGA Everyday”; and C type stores are convenience stores, such as the “IGA Friendly Grocer” stores.


� 	These locations were initially selected as having a certain number of independent retailers, but it turned out that those independents were all B or C type stores, i.e. top up or convenience stores.


� 	Because n/a items were randomly distributed across stores, it was still possible to get a reliable sample of prices for individual products, but the sample for each product was different.


� 	See Competition Commission (2000), op.cit.  It is clearly impractical for supermarkets to monitor the prices of all the many thousands of items they stock.


� 	The group of independent stores include IGA supermarkets, Foodworks, Sims supermarkets and an AUR supermarket.


� 	The exceptions are Sanitarium So Good, Bulla Thickened Cream, Cadbury Dairy Milk, Mount Franklin Water and McCains Margharita Pizza.


� 	Independent stores were categorised according to their store identity and median prices for Coles and Bi-Lo were separately computed.


� 	It is interesting to note that the different independent banners appear to adopt different pricing strategies vis a vis the chains. AUR and Foodworks appear to focus their pricing on certain items, with particularly low prices for some products and particularly high prices for others; whereas IGA stores appear to compete across the board and will often provide superior levels of service and convenience.


� 	Furthermore, while we tried to avoid variation in ‘specials’ within a store type, it is likely that a number of products were on ‘special’ at one store type and not the others — this can be seen by comparing the frequency distributions for individual products, presented in Appendix C.  Metcash staff provided us with information relating to advertised ‘specials’ for a sample of products during the period of data collection. This information is presented in Appendix F.  For example, IGA stores had Nescafe Blend 43 on special at the time of the price survey and this is reflected in Figure 24 of Appendix C. However, the total number of specials were relatively few in number and do not appear to have had any systematic effect on the regression results, as can be seen in Appendix F.  


� 	Initially we had planned to run regressions using the average price of all supermarkets in a location as the dependent variable.  However, because some supermarkets charge higher prices to reflect higher levels of service and convenience, this variable was subject to a lot of variation caused by variable composition in different locations.  In other words we weren’t comparing ‘apples and apples’.  When running these ‘average price regressions’ using preliminary price data, we observed a relatively large number of perverse positive coefficients against market structure variables, reflecting these problems.  These perverse positive coefficients are much reduced by specifying chain specific equations.


� 	Similarly, in our experience, modelling of airline fares in relation to market structure have tended to produce perverse positive coefficients against the entrants when average price is used as the dependent variable, but this problem is much reduced when a single firm’s price is used.


� 	Competition Commission (2000), op. cit. 


� 	Only Coles and Safeway prices were used for this purpose (ie excluding Bi-Lo) on the grounds that these store types are most closely matched in terms of the price/product/quality spectrum and these were the prices used in the regression analysis to follow.


� 	In most cases there was only one Coles or Safeway store at the centre, but in some cases there were more.


� 	Calculated as the sum of a fringe Safeway or Coles/Bi-Lo dummy, for the Coles and Safeway regressions respectively, and the number of fringe type A independents.


� 	The weekly household income variable was constructed as the mid-point of an upper and lower range. In the case of locations that were split, the split locations are each assumed to have the same weekly household income. In the case of merged locations the income variable is constructed by finding the midpoint of the population-weighted sum of the lower and upper limits of the household income ranges.


� 	Like weekly household income, the rent variable is determined as the midpoint of the range. Complications caused by split and merged locations are dealt with in the same way as the weekly household income variable.


� 	In the case of split locations the population variable is kept at the pre-split level for all split locations. For merged locations the population variable is the sum of the pre-merged populations.


� 	The complications caused by splitting and merging locations is dealt with in the same way as the population variable.


� 	By virtue of the lack of variation or discreteness of the dependant Coles and Safeway price variables across some product lines a Poisson regression model or slight variations thereof, estimated using two-step non-linear least squares or maximum likelihood techniques, was also considered. The potential benefits of applying the Poisson regression model and its variants over and above the standard OLS estimated regression model were found likely to be outweighed by the costs. See Greene, W.H. (1997) Econometric Analysis, Third Edition, Prentice-Hall International Inc. pp 931-946 for a more detailed discussion of the relevant issues.


� 	See D.N. Gujarati, (1995), Basic Econometrics, International Edition, McGraw-Hill, chapter 11 for a discussion of standard heteroskedasticity tests.


� 	Safeway stores were surveyed over 62 locations and Coles stores were surveyed over 50 locations.


� 	As W.H. Green (1997), Econometric Analysis, third Edition, Prentice-Hall International indicates on p. 256, “[I]n terms of the values one normally encounters in cross sections, an R2 of 0.5 is relatively high. Coefficients of determination in cross sections of individual data as high as 0.2 are sometimes noteworthy”.


� 	This is consistent with the approach taken by the Full Federal Court in Davids Holdings Pty Ltd & Ors v Attorney-General of the Commonwealth & Anor, ATPR 41-304 at 42087.


� 	Parliament of the Commonwealth of Australia, Joint Select Committee on the Retailing Sector (1999), Fair Market or Market Failure?  A Review of Australia’s Retailing Sector, August.


� 	ACCC (2002), Report to the Senate by the Australian Competition and Consumer Commission on prices paid to suppliers by retailers in the Australian grocery industry, September.


� 	See Paul Dobson, Michael Waterson and Alex Chu (1998), The Welfare Consequences of the Exercise of Buyer Power,  Office of Fair Trading Research Paper 16.


� 	J. M. Jacobson and G. J. Dorman (1991), “Joint Purchasing, Monopsony and Antitrust” Antitrust Bulletin; and J. M. Jacobson and G. J. Dorman (1992) “Monopsony revisited: a comment on Blair and Harrison”, Antitrust Bulletin, pp.151-169.


� 	R. D. Blair and J. L. Harrison (1991), “Antitrust Policy and Monopsony”, Cornell Law Review; R. D. Blair and J. L. Harrison (1992), “The Measurement of Monopsony Power”, Antitrust Bulletin; and R.D.Blair and J.L. Harrison (1993), Monopsony-Antitrust Law and Economics, Princeton University Press.


� 	They also point out that there may often be efficiencies associated with joint buying.


� 	The UK Department of Trade and Industry also announced the establishment of a Code of Practice governing supermarkets dealings with suppliers in October 2001, following from the findings of the Competition Commission (2000) report.


� 	The ACCC report on prices paid to suppliers by the supermarkets recognises this imbalance in brand loyalty: see ACCC (2002), op.cit., particularly at pp.47-48.


� 	This effect was observed by the Competition Commission (2000), op.cit.


� 	Paul W Dobson and Michael Waterson (1997), “Countervailing Power and Consumer Prices”, The Economic Journal, No. 107, pp.418-430.  See, also, Paul Dobson and Michael Waterson (1999), “Retail power: recent developments and policy implications”, Economic Policy, August, which discusses empirical evidence and cases relating to issues of buyer (and seller) power in retailing.


� 	Thomas von Ungern-Sternberg (1996), “Countervailing power revisited”, International Journal of Industrial Organisation, Vol.14, pp.507-520.


� 	Competition Commission (2000), op.cit.


� 	Competition Commission (2000), op.cit.


� 	Based on Nielsen ScanTrack data for the year to February 2003.


� 	The ACCC recognises these potential issues in its Merger Guidelines at paragraph 5.22.


� 	See UK Competition Commission (2000), op.cit. and the Federal Trade Commission (2001), Report on the Federal Trade Commission Workshop on Slotting Allowances and Other Marketing Practices in the Grocery Industry, 20 February.


� 	See Paul Dobson et al (1998), op.cit.; and Competition Commission (2000), op.cit..


� 	See particularly Dobson et al (1998), op.cit.


� 	ACCC V Australian Safeway Stores Ltd (2003), FCAFC149, 30 June, unreported.


� 	Toys R Us v Federal Trade Commission (2000), US Court of Appeals for the Seventh Circuit, Docket No.9278, 1 August.


� 	Action is vertically integrated with FAL, who also supply a large number of independently owned retailers in Western Australia.


� 	Review of the Competition Provisions of the Trade Practices Act, January 2003, pp.67-68.
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