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ustralia has one of the highest

market concentrations of grocery

retailers in the world. Coles and
Woolworths combined retain nearly 80%
of the total Australian retail market and
nearly half of the fresh produce market.! In
comparison, American market leader Wal-
Mart has only 19% of that market while
Kroger — America’s second largest retailer
— has less than 5%.? In the UK, an Office of
Fair Trading report found that having five
retailers controlling 80% of the market had
adverse effects on competition in the retail
grocery sector.” While these levels of retail
concentration have caused concern overseas,
the Australian Competition and Consumer
Commission (ACCC) has expressed little
concern with the markedly higher levels
of concentration in the Australian grocery
retail sector.

Although the ACCC acknowledged a
large number of submissions highlighting
the increases in prices of healthy foods
compared to unhealthy foods, the report
stated that while the ACCC “had to regard
all information that indicates rising prices
for standard groceries, the report does not
comment or make recommendations on
polices to the encouragement of healthy
eating”.! The issue of reduced competition in
the retail grocery sector is seen predominantly
as one of only economic consequence.
However, the effects of reduced levels of
retailer competition on the affordability,
access, choice and quality of foods available

to consumers may have very real effects
on public health. It is not the place of this
article to investigate or comment on the
economic effects of reduced and restricted
competition in the grocery sector. However,
what this article does set out to do is outline
the possible public health ramifications that
this situation presents in Australia.

Background

Increasing fruit and vegetable consumption
to the desired baseline level of 600 g has the
potential to reduce total burden of disease
by 1.8%.* In Queensland alone the disease
burden associated with poor nutrition is
thought to be over 16%, accounting for
approximately 14% of the State hospital
budget and implicated in 56% of deaths.’
Australian Burden of Disease Studies have
suggested that inadequate fruit and vegetable
consumption is directly responsible for
between 2% and 3% of Australia’s total
disease burden, including approximately
11% of all cancer deaths.%” The reasons for
this are easy to identify: the 2005 Victorian
Population Health Survey showed that 9 in
10 (90.1%) people in that state did not eat
enough vegetables to meet healthy eating
guidelines.®

This is not an issue isolated to Australia. In
New Zealand it was suggested that inadequate
fruit and vegetable intake contributes to 6%
of all deaths, and within a decade positive
population health impacts could be seen

Submitted: October 2008
Correspondence to:

Revision requested: January 2008

Accepted: April 2009

Jon Wardle, School of Population Health, The University of Queensland, Herston, Qld, 4006.
Fax: (07) 3365 5442; e-mail: j.wardle @ sph.ug.edu.au

Abstract

Objectives: The economic implications of
a lack of competition in the grocery retail
sector are hotly contested. However, there
are also significant health implications of
such anti-competitive practices that seldom
receive attention. This paper hopes to
draw attention to the potential public health
issues that arise as a result of lack of
competition in the grocery retail sector.
Method: Relevant supporting literature
was reviewed to explore the possible
effects of market concentration on various
health outcomes.
Results: High retailer concentration may
adversely affect affordability, accessibility,
quality, and choice of healthy food options
to consumers. In turn this has significant
implications for public health.
Implications: Unless these upstream
factors are addressed through the
development of healthy competition, policy
public health programs aimed purely
at encouraging the public to consume
higher quantities of healthful foods may be
rendered ineffective.
Key words: Food, health, policy, retail,
competition.
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with even modest increases in consumption.” The World Health
Organization estimates that the costs of poor nutrition, obesity
and low physical exercise in Europe may account for 9.7% of all
disability-adjusted life years lost in that population — compared
to 9% lost due to smoking."

However, the true burden of disease associated with poor
nutritional access and choices in developed nations is thought to
be greatly underestimated.!! British treasury estimates suggest that
the National Health Service would spend £30 billion less annually
if the population ate better, was less obese, increased physical
activity and smoked less.'? It is clear that access to healthy foods
has an impact on the health of the broad population. One issue
that may affect access in Australia is lack of retail competition in
the grocery sector and the subsequent affordability, choice and
quality of food.

Effects of food costs on dietary habits

Any factors that increase the price of healthy food choices
will have immediate impacts on nutritional status of populations.
Food costs are the highest expenditure item in the average
Australian budget, representing an average of 17.3% of
total household expenditure.’* The figure is higher in lower
socio-economic groups. The Illawarra Healthy Food Price index
Study found that a nutritious basket of food to feed a family of
five costs 32% of average weekly earnings.'* This already high
proportional cost is concerning considering that expenditures on
food are often the first reduced when other household expenditures
increase.!®

Data from the US shows a positive relationship between
increasing costs of fresh fruits and vegetables and the development
of obesity in children.'® Data from the US has also shown that
decreasing healthy food costs can be effective in increasing the
consumption of healthy foods."”

However, rises in fresh food prices may particularly affect
lower-income groups already at risk of poor food security. While
fruit and vegetables are often considered affordable in the amounts
these consumers habitually buy, any increase in consumption is
often seen as prohibitively expensive.'® This poses problems for
programs aimed at increasing fruit and vegetable consumption
across the broad population. Decreased competition may result
in less affordability, further limiting the accessibility of nutritious
foods. This may render programs aimed at increasing healthy food
consumption ineffective unless measures are taken to improve
affordability of these foodstuffs.

Effects of decreased competition on food prices

The market dominance of Australia’s major retailers allows them
to set what the ACCC terms ‘a number of tough dealings’ upon
suppliers. It is suppliers, not retailers, who pay for discounted
promotions in the aisles even when they are initiated at the retailer’s
discretion. A raft of other rebates and fees imposed by the retailers
— representing as much as 30% of retailers’ turnover' — create a
situation whereby it is hard for new retailers or producers to even
enter the marketplace, let alone compete.

Consumers may appear at first to benefit from the low prices
attributed to a strong supermarket sector. However, this represents
a false economy. While major supermarket chains may offer
lower prices on a number of items relative to competitors, they
may increase retail prices overall. Major retailers impose vast
and complicated arrays of rebates and fees on manufacturers and
suppliers and these costs are inevitably passed on to the customer.
Moreover, the waterbed effect (where major supermarket chains
dictate lower prices to their suppliers forcing them to recoup costs
by charging higher prices to the rest of the market) pushes prices
higher for smaller retailers, artificially raising retail prices and
further limiting consumer choice in the marketplace."

Supermarket retail prices have met or outpaced inflation in
recent years, while prices paid to producers have either stagnated or
declined over the same period.?’ In the “Examination of the prices
paid to farmers for livestock and the prices paid by Australian
consumers for red meat” the ACCC acknowledged that the gap
between retail prices and those paid to producers has substantially
increased.?! Overseas studies have also shown an association
between increased retail concentration and widening gaps
between producer payments and retail prices. For example two
separate US studies showed that retail milk prices in Western and
Northeast United States rose despite the prices paid to producers
decreasing.?*?* The authors found this related to decreasing
competition in both wholesale and retail markets. Recent Finnish
data has also demonstrated increased grocery prices for consumers
when retail sectors become more concentrated.? Although this link
has not been directly studied in Australia, it is known average farm
gate prices have not kept pace with inflation or the average retail
price of milk since deregulation of the dairy industry.?

The prices of prepared and non-perishable food items may also
be affected by reduced competition. For example, while major
retailers attribute a price increase of 70 cents per loaf of bread over
the past 12 months to higher wheat prices, increases in farm-gate
grain price only account for 10.7 cents of this increase.”” However,
since 2002 rebates and fees paid by producers and manufacturers
to the major retailers have increased in most instances.' A study by
PriceWaterhouseCoopers traces the increasing rate of food price
increases to a higher concentration of the retail grocery market
and vertical integration of food supplies.?® These increases were
found to be highest in fresh produce, meat and dairy.

The ACCC report suggests an industry-wide margin of between
35% and 45% on fruit and vegetables and that many supermarket
chains — specifically the independent chains —may use perishable
sales to inflate margins and make up for lower profits on packaged
goods.! While this artificial inflation may not be a primary reason
for the profitability of the major supermarket chains — in fact
their dried goods remain their most profitable — their market
dominance has left them immune from the significant cost
increases associated with food production borne by many of their
suppliers and their competitors by enabling them to push costs,
risks and responsibilities back down the supply chain.

Both wholesale purchases and retail sales in the Australian
grocery sector are dominated by few players — effectively creating
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a combined duopsony and duopoly. This may result in both lower
prices paid to producers and higher prices for consumers.? In fact,
itis often higher retail prices rather than efficiency that are primary
sources of profitability for retailers in concentrated markets.?®
The 2006/07 Woolworths annual report boasts a 24.2% increase
in earnings based on a 9.0% increase in sales in Woolworths’
Australian supermarkets division.?” Figures such as these further
suggest a disparity between wholesale and retail price growth.

Effects on food quality and choice

Studies show that it is not just the level of consumption of
healthy foods but the level of variety of these foods that positively
affect health outcomes.?**? Such studies also suggest that
increasing consumption of healthy foods has a more beneficial
effect than decreasing consumption of unhealthy foods.*> However,
decreased competition can limit consumer access to healthy foods
for a number of reasons.

Consumers may lose out in a concentrated retail sector due
to effects on product innovation, choice and quality.** Product
quality may be sacrificed to offer the prices demanded by major
supermarket chains. Consumer choice may be further hampered
by the removal of product lines from suppliers who cannot meet
demands of the large retailers, or who are forced to compete with
an expanded range of more profitable in-house products — often
sold at lower prices as they are not required to factor rebates or
fees into their pricing schedules.’** Some manufacturers may be
forced to use inferior raw materials such as extenders or cheaper
raw product to meet large retailer discounting demands. This
further diminishes the consumer’s ability to make an informed
nutritional choice, and potentially decreases food quality. Several
examples of these situations can be observed on the ACCC’s retail
sector inquiry public submission site.

Improved distribution and supply networks may increase
profitability for larger retailers, but they may have adverse
effects on nutritional quality of foods offered to the consumer.
The nutritional and healthiness of fresh foods is affected by a
number of factors — including storage, harvesting techniques,
transportation and time between harvesting or processing and
sale to the consumer.”’

Smaller, independent grocers may be able to provide a larger
variety of fresh, seasonal and often local produce — often procured
on a daily process from wholesale markets, whereas larger retailers
are dependent on their nationwide distribution networks that may
result in requiring longer travel times or complex long-storage
techniques for fresh produce. As a result a possibility exists that
the food has been nutritionally compromised by the time it reaches
the consumer.”’

Generally, fresh produce is also cheaper when purchased
from independent and specialised retailers such as butchers and
greengrocers.*®* Although these savings may be modest some
informal surveys have suggested that smaller, independent retailers
may offer prices several dollars a kilogram less than larger retailers
for fresh produce.*

Studies often use supermarket access as a proxy measure of
healthy food accessibility.**** Improving access to supermarkets
through measures such as urban planning or other legislative
requirements is often suggested as a means to improve access
to nutrition.**> However, British research has shown that large
scale food retailing does not positively affect fruit and vegetable
consumption and may actually restrict food choices.***” Data from
Brisbane have demonstrated that unlike overseas experiences no
difference seems to exist between access to major food retailers
in different socio-economic areas in Australia. However, small
differences do exist in access to smaller specialised retailers such
as greengrocers, with slightly lower access in more disadvantaged
areas.®

Smaller scale retailers such as butchers, bakers, greengrocers
and even open markets may increase the availability, affordability,
freshness, quality and choice of foods for consumers.* Therefore
policy directions that encourage small-scale retail competitiveness
may play a vital role in improving public nutrition.

Competition policy as a public health tool

Other nations have various mechanisms to counteract the
development of monopolies or oligopolies in the retail sector.
There is no equivalent in Australian legislation, for example,
to the American Robertson-Patman Act, which prohibits price
discrimination on the sale of goods to equally situated distributors
when the effect of such sales is to reduce competition.*® This act
does not aim to reduce discounting to retailers based on volume,
but rather cease discounting received due to purchasing power
that would enable dominant retailers to drive all others out of
business. Australian retail giants do seem to have this level of
purchasing power.

Current and recent approaches to improving community
nutrition may not succeed until the above issues are addressed.
Well-meaning initiatives such as the Federal Government’s former
GroceryChoice website may have further exacerbate issues of
access to healthy foods by focusing attention on larger retailers.
For example, the methodology section of the website states clearly
that stores under 1,000 square metres or specialty stores such as
greengrocers and butchers were not eligible for evaluation. This
left only the major supermarket chains and the larger independents
such as Franklins, IGA or Aldi. This lack of representation of
a valuable sector amounted to free advertising for the major
supermarket chains and may have further compounded declining
competition. This was particularly unrepresentative considering
smaller independent operators may offer lower prices and better
quality than larger retailers.

Some may argue that this dominance is the result of consumers
making concerted choices to shop at major supermarket chains.
However, a CHOICE survey found that while consumers think
that there is not enough competition in the retail grocery sector,
78% of respondents shopped at Coles or Woolworths because they
felt they had few other options available to them.>! The consumer
loyalty to major supermarket chains may have as much to do with
lack of choice as it does with active consumer choice.
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Conclusion

To some extent retailers have a gatekeeper role in the provision
of nutrition to the public by virtue of their ability to control access
to supermarket shelves. Evidence suggests that most retailers do
little to make positive use of this role.” This is compounded in
Australia by the market dominance of a few players. The national
focus of these large players may also make it difficult for health
policy to utilise this role to achieve locally focused outcomes.*
Anti-competitive practices such as slotting or listing fees and
unjustifiable discounts forced on suppliers may abuse this power
and further reduce the ability of the population to make real choices
in relation to food and nutrition.

To our knowledge this is the first time that decreased competition
in the grocery retail sector has been specifically identified as an
ongoing public health issue. The public health implications of
Australia’s highly concentrated retail grocery sector in the event
of national crisis or pandemic has previously been identified,> but
the health implications exert their influence even in the absence
of such radical events.

Given the dramatic effects on health measures, lowered
accessibility of healthy food choices borne from an uncompetitive
grocery sector should be considered a matter of public health
concern as much as it an economic one. Unless healthy foods are
made more accessible through the development of a competitive
retail grocery sector the numerous public health programs aimed
at increasing consumption of these foods may be doomed from
the start.

It should be noted that the health implications of competition are
not within the mandate of the ACCC and its report. It is our view
that mandate expansion, to include health implications, should be
considered in future ACCC reports. In any case, ensuring healthy
competition policy may also prove sound health policy.
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