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Executive summary
Coles welcomes the opportunity to contribute to the Inquiry by the Australian
Competition and Consumer Commission (ACCC) into the competitiveness of retail
prices for standard groceries (Groceries). Coles views the Inquiry as an important
opportunity to raise awareness of the many factors currently affecting retail prices of
groceries and to demonstrate the strengths and highly competitive nature of the
Australian retail food sector.
Coles wishes to respond to the ACCC by first providing context for our business and
then to focus upon the issues raised by the ACCC in the ACCC Issues Paper.
To assist the ACCC, Coles has also commissioned a report by Freshlogic that
addresses in detail some of the issues raised by the ACCC and in particular areas of
their specialist expertise in determinants of food pricing analysis from farmgate to
supermarket checkout.

Coles delivers value
Coles is committed to delivering value to customers every day.
As well as seeking to offer our customers competitive grocery prices, Coles also
offers customers a range of ways to help them reduce their cost of living:
o

Each week, Coles provides a range of weekly specials on everyday items that
help make a real difference to shopping bills.

o

Over the past two years, Coles has revitalised its own brand or housebrands 1
to introduce a new three-tiered range of products that offer customers quality
products at a low price. Strong growth is being experienced in the sales of
these products as more customers choose them to increase the value of their
shopping budget. Housebrands together with traditional branded products
give consumers more choice.

o

The Coles fuel discount program, available to all customers who spend $30 or
more in our supermarkets and liquor outlets, continues to be extremely
popular, with millions of customers choosing to redeem their fuel discount
offer every month. Since its inception in 2005, the fuel discount has delivered
tens of millions of dollars of fuel savings to Coles’ customers.

o

Coles’ customers also benefit from an extensive range of rewards through the
Fly Buys program, Australia’s most popular shopper loyalty program – there is
no cost to this program and it is available to all who wish to participate.

We are conscious of the increasing costs of everyday living and seek to provide our
customers value and choice.

1

Sometimes referred to as Private label
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Competition in the food retailing and wholesaling industry
Coles’ experience is that the Australian grocery industry sector is fiercely competitive.
The Australian food and grocery sector has three major national supermarket chains
(Coles, Woolworths and Metcash IGAs), an emerging fourth chain, Aldi, numerous
national specialty food chains, a number of smaller state-based grocery chains and
some 30,000 independently owned specialty food retailers.
The growth in specialty food retail outlets and the entry and strong growth of Aldi
over the last decade, the resurgence of the Metcash supplied IGA chain and the
reported impending entry of US based retailer Costco, all point to a competitive
market and an increase in the range of grocery services available to consumers.
The consumer driven competitive tension that exists between Coles and other food
retailers can and does keep a downward pressure on prices, and also manifests itself
in the relatively low profit margins seen in food retailing overall.

Price is key for customers
Price is a key driver of customer behaviour in Australia and Coles seeks to ensure
that its supermarkets remain competitive by continuing to offer good value.
In addition, to delivering everyday value across the range of products sold in its
supermarkets, Coles has also made a significant investment in the development of
new housebrand products that give customers quality products at lower prices.
Coles’ commitment to low prices does deliver value customers. The most recent
grocery price survey ‘Best Value Shopping’ by consumer group Choice 2 , found Coles
was the cheapest national grocery chain for Choice’s basket of groceries in each of
the 23 regions surveyed. Such food basket surveys confirm the fact that the
supermarket sector offers consumers competitive prices for their grocery needs and
that Coles, in particular, is very price competitive.
While price is a key factor in winning customers in a highly competitive retail market,
consumer behaviour is strongly influenced by other factors. These include range, the
quality and availability of that range, convenience of the shopping experience and
service.
The ability and willingness of customers to switch to other retailers also demonstrates
that the food retailing industry is highly competitive. Coles’ experience is that
customers will ‘vote with their feet’ and shop elsewhere if a retailer fails to deliver on
price or any other key factor in their overall shopping experience.

Continuity of supply is vital
Because Coles is a high-volume, low-margin business, it is essential that it has
certainty of supply for all of its 750 supermarkets all year round. Achieving this, in a
seasonal growing market like fresh produce, demands a good partnership between
Coles and its suppliers.

2

Choice publishes irregular price surveys of a basket of food items consisting of five staple items and
28 branded products. The latest survey was conducted in July 2007.
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The relationship with suppliers is premised on the need to ensure an ongoing supply
of quality products that meet consumers’ needs and preferences. To achieve this,
the supplier relationship must be open, fair and ensure a reasonable, mutually
beneficial return. While it is not unusual for there to be some commercial tension in
negotiations between suppliers and resellers, it is not in Coles’ long term commercial
interest to undermine these relationships by setting out to achieve one-sided
outcomes. The vast majority of Coles’ suppliers continue to value the relationship –
some have been suppliers to Coles for more than 20 years.

Coles seeks to absorb cost increases
Coles has experienced steady increases in the cost of sourcing goods in recent
years.
Research by supply chain price experts, Freshlogic, establishes that these increases
are principally the result of international markets affecting the price of grain, meat and
dairy products and prolonged adverse weather conditions in Australia. Freshlogic’s
findings are set out in a report attached to this submission.
In response to these factors, Coles’ objective has been to absorb as many costs as
practicable within our business model. For example, following Cyclone Larry in 2006,
the high price of bananas resulted in Coles reducing its gross margin by two thirds in
order to minimise the cost impact on its customers.

Consumer Price Index comparisons
Coles believes there are limitations with the current methods used to measure food
price inflation and would support moves to change the approach to food monitoring to
more accurately reflect the dynamics of consumer buying patterns than the current
foods component of the Consumer Price Index (Food CPI).
Coles commissioned food price experts Freshlogic to examine this issue in more
detail and their findings are attached.

Restrictive trading hours limit consumer choice
Coles believes removal of restrictive trading hour regulations that persist in some
states would increase competition to the of benefit customers. Coles’ experience is
that restrictive trading hour regimes reduce competition by favouring one competitor
over another and by limiting consumer choice. This issue is compounded by lifestyle
and consumer preference changes. Increasingly consumers seek to “top-up” their
food needs and the pace of modern life is seeing a growing desire for the
convenience extended shopping hours provide.
Currently, Western Australia, Queensland and South Australia have the most
restrictive trading hour regimes. Coles commends and encourages moves towards
reform of restrictive trading hours. Ultimately customers will be the winners, with
trading hours’ reform providing access to a greater range of retailers, and more
competitive pricing.
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Specific comments on topics identified in the ACCC
Issues Paper
Freshlogic Report
Coles has commissioned a report from Freshlogic ("Freshlogic Report") that
addresses most of the broad topics identified in the ACCC Issues Paper released on
11 February 2008. The Freshlogic Report is included in Attachment A to this
submission.
This section of the submission sets out Coles’ specific comments on the topics
identified in the ACCC Issues Paper. More detailed information is contained in the
Freshlogic Report.
Freshlogic has substantial expertise in these matters. In 2004 Steve Spencer and
Martin Kneebone, Freshlogics’ Directors, authored a major study for the Federal
Department of Agriculture, Forest & Fisheries 3 into the determinants of food pricing
which included the analysis of pricing through the supply chain from farm gate to
supermarket checkout.

Context of the Inquiry
The ACCC Issues Paper refers to OECD data that suggests that, over the past few
years, food price inflation has been higher in Australia than in many other
industrialised countries.
Coles believes such international comparisons based on published CPI data are
inherently flawed and need to be treated with caution. The Freshlogic Report
contains a detailed analysis of this issue and concludes that an assessment of
comparative food costs and affordability based on a comparison of CPI statistics
across a number of countries is unreliable due to inconsistencies in the underlying
method, basket and trade policies.
Coles believes the comparison in the ACCC Issues Paper may overstate the rate of
food price inflation in Australia relative to other countries. Additionally, Coles
believes the inflationary pressures that are driving up food prices are beyond the
control of retailers who have little choice, given retail profit margins, but to pass on
increases in the cost of goods they receive.
Fig 1 shows the relative affordability of food in comparable OECD countries. It
presents a ratio of:
•
The latest average full time adult weekly earnings (reported in each case
by the Government statistics agency); to
•

The current total cost of common food basket items

The higher the number, the higher the spending power and therefore lower the
relative food prices.

3

Department of Agriculture Forests and Fisheries (DAFF) The Determinants of Food Pricing by
Whitehall Associates 2004
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The comparison indicates that Australian supermarket prices provide purchasing
power parity with other countries, being close to UK food prices in terms of relative
affordability, and less expensive than US and NZ prices. A more detailed explanation
of the food basket is contained in the Freshlogic submission.

relative affordability index

Fig 1
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Structure of the grocery industry

Other than food service, there are three national food and grocery distribution
channels in Australia; Coles, Woolworths and Metcash supplied IGA 4 supermarkets.
Competing with these three channels are Aldi 5 , arguably a fourth chain, Franklins 6
and smaller chains such as FoodWorks 7 plus over 30,000 independent owned or
franchised specialty retailers selling meat, bread or fruit and vegetables. US retailer
Costco has also announced that is prepared to enter the Australian market in 2009.

What shapes the structure?
Factors contributing to the structure of the Australian retail food industry include:
• The needs of consumers which shape the retail offer
• The adoption of new technologies such as automated warehousing and
warehouse and transport management systems (eg electronic tracking of
merchandise) in the supply chain
• Profitability within the supply chain (Retail EBIT margins are among the lowest in
the Australian economy )
• Government regulation of food in the areas of food safety10 and labelling , eg.
country of origin
• The entry (and exit) from the industry of farmers, food processors and food
retailers such as Aldi and Franklins 8 .
4

IGA banner stores have some 1384 stores nationally – Fresh Logic Page 20
Aldi is a privately owned German supermarket chain, which was established in Australia in 2001.
Aldi currently operates 166 stores in the eastern states - Fresh Logic Page 20
6
Franklins is owned by South African Pick n Pay and operates 80 stores mainly in NSW Fresh Logic
Page 20
7
FoodWorks operates 708 stores nationally – Fresh Logic page 20
10
HACCP Hazard Analysis Critical Control Points where suppliers are required to meet minimum
standards and specifications to minimise health risks to consumers from food allergens, chemical
residues etc
5

7

Superimposed over any structural changes are evolving community and technology
changes, common in most developed countries, which oblige retailers to alter their
customer offer to remain relevant and competitive. These include:
• Improvements in transport and communications that:
o
Increase the relative efficiency of larger grocery distribution outlets like
supermarkets; and
o
Facilitate greater community convenience via one-stop shopping at times
and locations most suitable to consumers
• Social changes such as a higher percentage of dual income houesholds and
smaller households which impact on how often and where consumers buy food
and groceries and the type of groceries sought
• Technological changes and product innovation that allow a greater range of
foods, including ready to eat meals, to be purchased, stored and prepared or
cooked in the home much faster than in previous decades.
The accumulation of these and other competitive factors within each stage of the
food supply chain has generally led to the adoption of larger scale enterprises that
bring improvements in productivity and greater supply chain efficiency.

Market changes
Over the last decade significant changes suggest that the market remains open,
contestable and competitive. These include the:
• Entry of Aldi in 2001 (currently 163 stores but projected to grow to 500 stores)
• Sale and break up of the Franklins in 2001 9
• Re-branding and growth of the IGA banner group and co-ownership, by
Metcash, of key independent chains like Richies in Victoria and Drakes in
South Australia
• Rebranding and growth of FoodWorks (over 700 stores)

•
•
•
•

Growth of franchised chains of specialty food retailers like Lenard’s Poultry
and Bakers Delight
Growth of specialised fresh food chains 10 such as Harris Farm Markets, Joes
Meats, & Coco’s
Sale of Foodland (FAL) to Metcash in 2006
Sale of the Coles Group to Wesfarmers in 2007.

There are in fact over 30,000 food retailers, 96 per cent of which are independent
retailers 11 . Australia’s three publicly listed national grocery distribution chains, Coles,
Woolworths and Metcash, service some 21 million people. This is about the same
ratio as other OECD countries on a population basis 12 . Market concentration is
determined by a number of factors including size and dispersion of the population.

9

Franklins, was divested by Dairy Farm International in 2001. Most of the stores were sold to
independents and Woolworths with South African supermarket operator Pick N Pay retaining some 50
stores and retaining the Franklins name. Franklins currently operate 80 supermarkets.
10
Specialty food retailers, including franchised chains, make up nearly 50 per cent of the increase in
number of outlets over the last five years; ABS Cat. # 8165 ABS Food Retail Division counts of
Australian Businesses
11
ABS Cat # 8501
12
Access Economics: Submission to the Joint Select Committee on Retailing 1999 p.41
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The level of concentration is generally higher where the population or its degree of
dispersion is lower.

Market concentration
The ABS devised a number of market share measures in 1999 and advised the Joint
Select Committee on the Retailing Sector 13 , that its ‘Measure 2’ was “the
most realistic measure” of the food and grocery market 14 . This measure was
subsequently adopted by the ACCC in its evidence to the Select Committee.
Measure 2 includes all grocery items, plus fresh meat, fish and poultry, fruit
and vegetables, bread and other specialised food retailing. On this basis
Coles market share is in the order of 23 per cent.
The ABS Measure 1, a narrower market definition, is based on AC Nielsen’s
packaged grocery scan data, and is regularly used to report sales of
packaged goods in trade publications. This measure suggests a combined
market share for Coles and Woolworths at around 80 per cent, but it
substantially understates the food market and omits a large number of food
retailers competing in this market.
The Freshlogic report also discusses this issue. Regardless of how the market is
defined:
•
Coles’ achievements have come about as a result of providing a service that
customers want and not as a result of anti-competitive strategies or conduct
•

Coles does not exert undue influence on suppliers in a manner that increases
prices for consumers (witness the low margins made in retail in Australia vs.
suppliers) or that prevents successful new entry or competitive conduct by
efficient and financially viable companies; evidenced by the growth of
companies like Aldi and Bakers Delights.

•

At the product sourcing level, Coles’ efficiencies of scale and volume are
matched by Woolworths, Metcash and other wholesalers. Coles buy prices
from suppliers are similar to other large wholesalers with similar volumes 15 .

•

At the retail level, prices are constrained by the competitive offers of other
retailers at a national and local level including new entrants such as Aldi,
together with specialty retailers in many areas;

•

Coles rejects claims by some in the retail sector that the ACCC should
intervene to prevent Coles successfully competing against them. Such claims
reflect a misunderstanding of the purpose of competition laws (which is to
protect the competitive process not to protect individual competitors) and the
operation of a competitive market - competition laws should be of general
application and apply equally and not favour one group of businesses over
others - competition laws and competition generally should benefit the
consumer

•

Coles’ position and size in the market has not led to customers paying too
much for grocery items. Coles’ prices are competitive in Australia,
comparable to other OECD countries, and reflect its costs of supply with a
relatively small net profit margin.

13

Report by the Joint Select Committee on the Retailing Sector August 1999 page 42
Measure 2 comprises ANZSIC classes 5110 plus 5123, 5121, 5122, 5124 and 5129 ABS Cat # 1292
15
ACCC Terms of Trade Report 2002
14
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Access Economics 16 state that these factors, the retail to population density and
change of ownership, demonstrate that barriers to entry in the retail industry are no
greater than for other sectors of the economy, and that changes in ownership control
suggest that there are low barriers to entry for retail businesses.
Coles submits that “concentration” is not the relevant factor in assessing
competitiveness. The issue is whether, consistent with all competition law principles,
the market remains contestable and competitive through the dynamic elements of
rivalrous behaviour in the grocery industry. The Australian retail industry clearly
remains open, contestable and competitive. The entry of Aldi and reported intention
of Costco to enter this market is powerful support for this openness.

B. Consumer behaviour and choice of grocery retailer
The Freshlogic Report illustrates 17 the competitive dynamic of food and grocery
retailing, with consumer expenditure shifting away from supermarkets, albeit slowly,
as Australians eat out more, buy more take away meals and switch some of their
grocery spending towards specialty food retailers. All of which underlines that food
and grocery retailers need to continually re-define their offer and formats to keep the
customers they have or attract new ones as consumer behaviour and preferences
change.
While consumers have access to a broad range of convenient retail formats, the last
major review of food and grocery retailing found: 18
“High levels of efficiency, superior technology and buying power has led the
committee to conclude that consumers are voting with their feet, deciding to
frequent the supermarkets because of their price, range of products,
extended trading hours and the convenience of one stop shopping.”
Consumer tastes and preferences have changed significantly since the inception of
supermarkets in the late 1950’s, in part reflecting changing market demographics:
• Immigration continues to bring varied tastes and preferences in food
•

The number of dual income households is historically high, while the birth rate
and number of children per household has fallen to historic lows as modern
families leave child rearing until later in life. The average age of the
population is rising significantly, again at historic levels.

•

The aging population and changing household structures have had a
significant impact on the definition of a ‘typical’ Australian family.

Additionally, changing work and social patterns have also reduced the time available
for household shopping and cooking.
Coles has adapted to these changes by investing and updating stores to cater to
changing food preferences. This includes for example, improved product ranges and
more ready to consume convenience foods that reflect the preferences of Australian
consumers.

16

Access Economics: Submission to the Joint Select Committee on Retailing 1999 p.28
FreshLogic page 22
18
Fair Market or Market Failure – August 1999 – Report by the Joint Select Committee on the
Retailing Sector – The Baird Review.
17
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Coles consumer research
While price remains the key driver, consumer behaviour is also influenced by a
complex range of factors. As a retailer, Coles is constantly working to better
understand consumer behaviour to anticipate and respond to their preferences. The
Freshlogic Report illustrates the effect consumer trends 19 have on influencing
shopping choices, particularly in food categories, which are discussed in detail in
Section 9 of its report.
Shopping purpose or consumers’ reason for shopping influences consumers’ choice
of shop and store format. The distances consumers are willing to travel differs by the
product(s) they seek and the purpose of their shopping trip, be it a weekly grocery
shop at the supermarket or a convenience shop on the way home from work.
In addition to price, for many Coles’ customers, choice is influenced by the product
quality, accessibility to and in Coles’ stores, as well as service. Are their preferred
products available? Are the choices offered relevant to their needs? Are the prices
right when actually deciding where and when to buy them? The importance of price
and quality form key parts of the everyday decisions consumers make when buying
food. Again while price remains a key determinate, the relative priority consumers
place on these factors vary significantly across the population.

Unit Pricing
Coles supports the provision of simple clear information for customers. Coles already
provides a total price and price per unit on a wide range of products including; deli,
dairy, and most fresh produce both packaged and labelled. These products display a
total price, the price per kilo and weight or, if loose, the details are shown on the
register docket.
While price is the critical factor, Coles’ consumer research and consumer buying
patterns strongly suggest that consumers make more complex judgments on the
packaged groceries. This includes, for example, the suitability or fitness for purpose
of products offered for sale, and the brand and size of the products. We expect that
competitive pressure will continue to ensure innovative and different approaches in
marketing to customers that will deliver more benefit to customers than any
mandated approach to unit pricing.
In addition there are significant practical challenges in any mandated approach,
including difficulties with definitions, different technology platforms and different
approaches to marketing and innovation consistent with competing brand
propositions.
In short customers will benefit most when retailers are allowed to compete and
innovate.

C.

Competition in the Australian grocery industry

Coles believes the Australian grocery industry is very competitive and open to new
entrants. The growth in specialty food retail numbers and the entry of Aldi over the
last decade, the impending entry of Costco, as well as the resurgence of the Metcash
supplied IGA chain, all point to a healthy competitive industry. Coles responds to
these competitors across its stores every day.
19

Freshlogic Section 4
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Coles continues to invest in its supermarket business and intends to continue its
store opening program through 20008/09, however we have no plans to acquire
independent supermarkets.
We aim to provide our customers with very competitive prices for the food and
groceries they seek to buy from us. Coles matches prices with our key competitors
on hundreds of food items on a daily basis. Coles also offers our customers
thousands of promotional price specials on their favourite brands every week.
The competitive tension between food retailers does keep downward pressure on
prices. The level of profitability in the industry best illustrates this. Across the
publicly listed companies that operate in the retail grocery sector, margins or
earnings before interest and tax (EBIT) are generally between 3 to 6 cents in the
dollar and among the lowest in the Australian economy.
The most recent grocery price survey, ‘Best Value Shopping’ by consumer group
Choice 20 , found that Coles was the cheapest major chain for Choice’s basket of
groceries in all 23 geographic areas of the survey. While such food basket surveys
are small, they highlight the fact that supermarkets offer consumers the lowest
possible prices for their grocery needs.

D.

Competition in grocery wholesaling

Coles notes the ACCC has chosen to classify it as one of three major grocery
wholesalers. Coles does not consider itself to be a grocery wholesaler, because it
does not act as an intermediary between manufacturers/producers and retailers.
The degree of vertical integration in the grocery industry is an outcome of the
competitive process. The potential advantages of direct sourcing of products are
widely acknowledged. The major supermarket chains have sought to improve supply
chain efficiency through these direct sourcing arrangements. This in turn has
enabled them to compete more effectively and to pass on lower prices to customers.
Coles submits that the effect of these arrangements on competition is
overwhelmingly positive.
Freshlogic in their report (Section 6) note the buying power and structural changes in
food wholesaling over the last decade and conclude that the consolidation and
integration of the wholesale grocery market has increased barriers to entry for the
wholesale supply of groceries to the independent sector.

E.

Buying power in grocery supply markets

It has been a feature of all developed countries like Australia that businesses seek to
build economies of scale in their supply chain to improve output and efficiencies, and
lower the cost of goods for consumers. If these incremental improvements in
productivity didn’t occur, prices for many goods and services would rise faster in real
terms relative to income.
One feature of scale of economies is typically a reduction in the number of suppliers
in the industry. For example, falls in the number of farmers supplying fresh markets
continues a century long decline as more farms amalgamate into bigger, more
productive farms.

20

Choice publishes irregular price surveys of a basket of food items consisting of five staple items and
28 branded products. The latest survey was conducted in July 2007
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While Coles has thousands of suppliers, the number of major food processors,
across key food categories such as dairy, meat and grocery, consists of a small
number of large suppliers. The most popular consumer grocery brands, which make
up the bulk of packaged food and groceries in supermarkets, continues to be led by a
small number of international food processors and manufacturers.

Countervailing power
Australia’s three national food and grocery retailers, and arguably Aldi and Franklins,
are able to provide the full benefits that these economies of scale offer consumers.
As noted above, major suppliers and manufacturers in most food categories are
usually large international companies. They are often larger than Coles or command
substantial market share in the food categories they supply Coles and its
competitors. As the Office of Fair Trading in the UK 21 noted:
“The fact that consumers’ purchases tend to be small means that retailers
play an important role in preventing the exploitation of consumers by
manufacturers; no single consumer would have any bargaining power against
powerful manufacturers, whereas retailers can bargain strongly on their
behalf.”
Coles endeavours to work with suppliers. Our daily engagement with customers
allows us to better understand their preferences, and means we are well placed to
assist suppliers, large and small, to develop or specialise products that appeal to
consumers.

Supplier Trading Terms
Coles believes that the price it pays for goods into its Distribution Centres (DC’s) and
direct into retail store (DSD) are comparable to those available to other supermarket
chains and wholesalers 22 . Discounts and rebates offered by suppliers are influenced
by sales volumes and, while confidential, are believed to be similar. They are also
dependent on retailer/wholesaler performance in settlement days and the provision of
marketing support in ranging, layouts and promotions.
This was confirmed by the ACCC’s 2002 Report on Trading Terms, where it found
two layers of discounts:
1. Standard prices plus volume discounts; and
2. Off invoice discounts and deferred terms that relate to the promotion of the
supplier’s products by the retailer.

F.

Competitive position of small and independent grocery
retailers

Coles competes vigorously within the supermarket sector and among specialty food
retailers, many of whom are in close proximity to Coles’ stores and/or in the same
shopping centre. However, to some extent, there is a symbiotic relationship between
small and larger food retailers that are located in close proximity to one another,
which is a key reason why Coles, and owners of shopping centres, design and
develop retail shopping centres using a mix of anchor tenants like supermarkets and

21
22

OFT 1997 section 2.1
ACCC Report on Trading Terms 2002
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specialty food retailers. A shopping centre will not be successful unless this mix
works and appeals to consumers.
The Freshlogic Report 23 shows a growth in specialist food retailing driven by
changes in consumer demographics, affluence and preferences such as increased
eating out over the last five years.
Fig 2 Illustrates where consumers shop for their fresh produce across supermarkets
and specialty food retailers.

Fig 2
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The franchised food retailers in meat, bread and delicatessens identified earlier in
this submission continue to expand 24 as do the number of independently owned
supermarkets. While the retail mix of these businesses changes with consumer
preferences and trends the level of entry and exits from the sector have not altered
significantly since the 1970s 25 .
The retail ‘offer’ provided by these retailers encompasses services not sold directly to
consumers, such as the availability of parking, ambience of the store, service levels
and expertise, as well as the proximity of other retailers like supermarkets. These
factors are significant consumer considerations in terms of convenience and value as
outlined in Section B.
As confirmed by the findings in the Freshlogic Report, Coles believes it is clear that
small and independent grocery retailers remain viable and play an important role in
providing choice to consumers. This provides further support for the view that the
Australian grocery industry remains intensely competitive.

23

Freshlogic Section 3 & Fig 3.2 & 3.3 page 21 & 22
Freshlogic section 3
25
Analysis by Professor Geoffrey Keil; University of Queensland 1996
24
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G.

Factors influencing the pricing of inputs along the
supply chain for standard grocery items &

H.

Impediments to efficient pricing of inputs along the
supply chain

Coles is preparing and providing a comprehensive response to a series of questions
seeking confidential information on Coles’ buying and selling prices over a number of
years. This forms part of Coles’ confidential response to the ACCC.
The Freshlogic Report contains a detailed analysis of the factors influencing the
pricing of grocery products along the supply chain, including details of the factors
affecting the pricing of inputs across categories and specific product groups (refer to
Sections 8 and 9 of the Freshlogic Report Pricing structures in supply chains and
Factors affecting category pricing). As noted previously, Freshlogic has substantial
expertise in these matters, having previously authored a major study for the Federal
Department of Agriculture, Forest & Fisheries 26 into the determinants of food pricing
which included the analysis of through-chain pricing from farm gate to supermarket
checkout.
The Freshlogic Report compares food prices through the supply chain, links these to
trade and other factors influencing prices and describes how each link in the chain
derives a margin, after input costs, using specific food categories (Section 9).
Fig 3 shows the complex nature of pricing inputs and trends affecting food prices
globally.
Fig 3 – Mega-trends affecting food prices
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26

Department of Agriculture Forestry and Fisheries (DAFF) Determinants of Food Pricing by
Whitehall Associates 2004
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The Freshlogic Report makes the following findings:
•

Food pricing is based on a complex set of input variables, including target
returns sought to cover the costs of doing business and to make a reasonable
return on capital employed within the competitive environment in which the
business operates which in turn is influenced by national, state and regional
factors

•

Margins achieved on retail sales in Australia are in the order of 3-6 per cent
(ie. 3-6 cents of each dollar spent by consumers), after deducting the cost of
doing business, which they estimate is 21-24 per cent among Australian
supermarket retailers.

The detailed analysis of these issues is set out in the Freshlogic Report.

I.

Horticulture Code of Conduct

In the high-volume, low-margin business of supermarkets, it is essential that Coles
has consistent and reliable product supply for all of its 750 supermarkets all year
round. Achieving this certainty of supply is a massive logistical task, particularly in a
seasonal growing market like fresh produce, and demands strong relationships and
co-operation between Coles and its suppliers.
Coles sources over 85 per cent of its fresh produce directly from growers and pack
houses or consolidators of fruit and vegetables. These supply arrangements require
production to be planned up to a year in advance. Growers enter into contracts with
Coles under which the grower commits to supply agreed volumes of produce to
Coles for its stores nationally during the relevant growing seasons each farmer has;
be it Atherton in Far North Queensland or the Huon Valley south of Hobart.
The relationship with suppliers is premised on the need to ensure an ongoing supply
of quality products that meet consumers’ needs and preferences. The supplier
relationship must be open, fair and ensure a reasonable, mutually beneficial return.
While it is not unusual for there to be some commercial tension in negotiations
between suppliers and resellers, it is not in Coles’ long term commercial interest to
undermine these relationships by setting out to achieve one-sided outcomes.
Coles Supplier Relationship Policy which is posted on the Coles Supplier website 27
places a high value on relationships with all its suppliers, many of whom have dealt
with Coles for many years. Coles adopts a cooperative approach with suppliers so
as to achieve mutually beneficial objectives in commercial dealings.
Coles’ buyers receive appropriate training to ensure that they are familiar with the
company’s obligations towards suppliers. Coles also has a strong focus on ensuring
its suppliers are aware of relevant legislative requirements, such as food safety and
labeling requirements.
In general, supply contracts that Coles enters into with its suppliers incorporate
Coles’ Standard Terms and Conditions, which include provisions specifying the
process to be used to resolve any disputes that arise between the supplier and
Coles.
27

http://www.supplier.coles.com.au/doing_business/supplier_relationship/supplier.aspis
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The elements of the dispute resolution procedure are outlined below:
•

If a dispute arises, there are internal and external avenues where suppliers
can raise their grievances. Internal avenues available to suppliers include
the automated grievance lodgment process located on the Coles Supplier
website, direct engagement with the Buying party and or supermarkets
management elevation as required.

•

If the dispute cannot be resolved through consultation between the parties,
suppliers can access the services provided of the alternative dispute
resolution scheme adopted in 2000 under the Produce and Grocery Industry
Code (formerly the Retail Grocery Industry Code of Conduct). This provides
Coles’ suppliers access to an independent Ombudsman who can review their
grievance and, if needed, order mediation between the supplier and Coles at
no expense to the supplier.

•

Where the dispute remains unsettled, the independent Ombudsman can
make a determination in favour of one or other party. In the seven years the
scheme has been operating no matter involving Coles has been escalated to
this stage.

Coles notes the new Horticulture Code, which came into effect on 14 May 2007,
incorporates dispute resolution procedures that mirror those under the Produce and
Grocery Industry Code. Coles suggests these procedures will be a valuable tool to
settle disputes arising in the context of wholesale fresh produce markets.
Coles understands some industry participants have suggested that supermarkets
should also be included under the Horticulture Code. Coles’ view is that such a step
is unnecessary and inappropriate for the following reasons:
•

Supermarkets are already covered under the existing Produce and Grocery
Industry Code. If supermarkets were included under the Horticulture Code as
well this would duplicate the compliance obligations imposed on
supermarkets such as Coles.

•

Most of the disputes in the Produce and Grocery Industry Code, and for that
matter in the new Horticulture Code, revolve around the lack of documented
or written terms of trade between growers and sellers of fresh produce –
purchased through the wholesale fresh produce markets. Most of Coles’
direct supply arrangements (ie. terms and conditions of supply and details of
contracted quantities) are written. This approach provides Coles’ growers
with the certainty they need when planting crops and planning production,
because the grower will know in advance the agreed volumes, payments and
produce specification. Growers also have the benefit of an alternative dispute
resolution procedure that can be invoked under Coles’ standard terms and
conditions if required.

•

In the seven years since Coles has been part of the Produce and Grocery
Industry Code there have been only three disputes referred to the
independent Ombudsman. Given the volume of produce and the number of
Coles’ horticultural suppliers, this is a good record and does not justify Coles
supermarkets being included in the Horticulture Code of Conduct.
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Closing remarks
Coles’ food and grocery prices are among the lowest in the Australian market place.
Coles is committed to providing good value to Australian consumers through its
broad range and conveniently located supermarkets.
Coles has experienced steady increases in the cost of sourcing goods in recent
years but has worked to minimise the impact of these cost increases on the retail
price for consumers. These cost increases are evident not just at the farm gate but
across the entire supply chain, in the form of rising overheads and input costs
incurred by food processors, wholesalers, distributors and retailers. To a large
extent, these increases are due to factors beyond the control of growers, processors
or retailers.
Coles operates in a very competitive retail environment that is open and contestable
to new entrants. Every day Coles must seek ways to compete more effectively and
provide better value to customers. This intense competition provides enormous
benefits to consumers by putting downward pressure on retail food prices.
Given the nature and scale of Coles’ business, surety of supply for its stores all year
round is critical. Coles seeks to achieve this by fostering mutually-beneficial
relationships with its suppliers.
Coles believes it is overly simplistic to compare farm gate and retail prices without a
detailed analysis of the costs incurred by food processors, wholesalers, distributors
and retailers. The Freshlogic Report provides a detailed analysis of prices and costs
between the two price points.
Coles submits that a more modern and accurate method of measuring food price
changes should be considered by the Australian Bureau of Statistics to better reflect
consumer buying patterns.
Within the constraints of competition and the need to maintain certainty of supply,
Coles sets prices to cover the costs of doing business and make a return on capital
employed.
Coles’ narrow margins, continued efforts to contain price increases and daily
provisions of specials and discounts are providing tangible benefits for consumers.
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Appendix - Overview of Coles Supermarkets
Coles operates some 750 stores nationally, serving nearly two million customers
daily. Coles began trading in 1914 in Victoria and became a public company in 1928
with a small national network being established by the beginning of World War II.
While Coles was initially a variety store selling a range of consumer products,
including up to 400 grocery lines, it was not until the 1960s that Coles opened its first
modern supermarket, selling some 1500-2500 grocery lines.
These early supermarkets developed in size from around 1000 square metres to
today’s 2500-4000 square metre stores, selling on average about 25,000 food and
grocery lines. The commercial success of supermarkets is determined by their
popularity with consumers, many of whom prefer the convenience and value of onestop shopping.
During the past decade, Coles has built 229 new stores and has continually
refurbished older ones to provide consumers with the modern convenience they
expect. Over the same period, Coles purchased 79 stores and closed/relocated
another 103. Coles became part of the Wesfarmers Group in November 2007.

Coles’ Community Footprint
Coles’ community footprint is a positive influence in Australian society. It provides:
•

Employment in almost every Australian community

•

Comprehensive training and personal development programs

•

Major ongoing investment and shopping facilities in local communities

•

Greater choice for consumers to meet their changing economic and lifestyle
needs and desires

•

Access to food and groceries at affordable prices

•

A reputable and safe food supply

•

Job creation in allied industry sectors such as building and construction,
agriculture and manufacturing

•

A reliable demand for farm goods and an important conduit to consumer
markets; for producers providing:
o

Clear and transparent written supply agreements,

o

Adherence to the Produce and Grocery Industry Code of Conduct, to
which Coles is a signatory

o

Greater certainty to growers for their financial planning

o

Support for local growers affected by extreme weather conditions
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