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Karakia

Nau mai e nga hua

o te wao

o te ngakina

o te wai tai

o te wai maori

Na Tane

Na Rongo

Na Tangaroa

Na Maru

Ko Ranginui e tl iho nei
Ko Papattanuku e takoto nei
Tuturu awhiti whakamaua
Kia tina! Hui e! TAIKI E!

Greetings to the gifts bestowed upon us
from the sacred forests

from the cultivated gardens

from the sea

from the fresh waters

The gifts from Tane

from Rongo

from Tangaroa

from Maru

I acknowledge Ranginui who is above,
Papatuanuku who lies beneath

Let this be my commitment to all!
Draw together! Affirm!

This karakia is commonly used to acknowledge the different sources of ‘kai’. In the context of this
report, it acknowledges the sources of ‘kai’ that have been shared as part of the consultation
process with the implication that this study is the ‘hua’ or fruit borne out of this process






He Whakatauki

Nau te rourou, naku te rourou, ka ora ai te iwi

with your food basket and mine we will sustain the people

This whakatauki describes the process and intention of this report in that it speaks to the
bringing together of our many food baskets to contribute to the well-being of our people.

He mihi

E nga mana, e nga reo, e nga rau Rangatira ma, ténei te Komihana Tauhokohoko e mihi ana
ki a koutou.

E nga mate o te motu, he mihi aroha nui ki a koutou haere, haere, haere atu ra.

E te motu, mauri ora.

Greetings to all who have contributed to this report, the Commerce Commission
acknowledges you and thanks you for your contribution.

The Commerce Commission also acknowledges the impact that COVID-19 is having on the
nation, particularly acknowledging those who have passed beyond the veil.

Téna tatou katoa.
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Glossary
AccC

Delisting or delist

Dry groceries

Groceries or
products

Grocery retailers

10

Australian Competition and Consumer Commission.

Where a grocery retailer:

° removes a supplier’s product(s) from the range of products it
stocks across its store(s); or

. reduces the distribution of a supplier’s product(s) across its
store(s), and that reduction has or is likely to have a material
effect on the supplier.

Product group consisting of non-perishable food products and
certain non-food products. These are most grocery items excluding
fresh, perishable products such as baked items, dairy, deli, meat,
frozen foods, and fresh fruit and vegetables. Examples of dry
groceries include biscuits, toilet paper, pasta, rice, dishwashing
detergent and canned products.

A range of food and drinks, including meat, fruit and vegetables,
canned goods, dairy products, and a range of other household
products, like toilet paper, cleaning products, pet food, alcohol and
tobacco. These products can usually all be purchased at a
supermarket, and many are available through other shops as well.

Businesses which sell grocery products directly to final consumers in
New Zealand. Examples include:

° Major grocery retailers (eg, Foodstuffs North Island Limited
(Foodstuffs NI), Foodstuffs South Island Limited (Foodstuffs
SI), Woolworths NZ Limited (Woolworths NZ));

° Other grocery retailers, which include:

o International food stores (eg, Tai Ping, Japan Mart,
Yogijis Food Mart);

o Other supermarkets (eg, Farro Fresh, Moore Wilson’s,
Bin Inn);

o Single-category or specialist grocery retailers (eg,
greengrocers, butchers, bakeries, liquor stores, pet
stores, pharmacies);

o General merchandisers (eg, The Warehouse, Kmart,
TheMarket);

o Convenience stores (eg, dairies, petrol stations,
Night ‘n Day);

o Meal kit providers (eg, Hello Fresh, My Food Bag);

o Food box operators (eg, Foodbox, Ooooby);

o  Online-only supermarkets (eg, The Honest Grocer,
Supie);

o Specialist online retailers (eg, Hypermeat).



Grocery
wholesalers

International food
stores

Main shop

Major grocery
retailers

MBIE

NBA

NPF

NZFGC

PQRS

Private label

Product categories
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Intermediaries who acquire products from suppliers and on-sell
products to grocery retailers. Examples include fresh produce
wholesalers/distributors (eg, T&G Fresh, MG Marketing, Fresh
Direct), and foodservice wholesalers where they supply grocery
retailers (eg, Trents, Gilmours and Bidfood).

Stores specialising in grocery products from or relating to the cuisine
of a particular country or region.

A shop typically happening weekly or at another regular interval
based on the convenience of using one grocery store to get all
necessities in one place.

Grocery retailers that operate a large number of supermarkets. The
major grocery retailers are Woolworths NZ, Foodstuffs NI, and
Foodstuffs Sl.

° Woolworths NZ’s retail banners are Countdown, FreshChoice
and SuperValue.

. Foodstuffs NI’s retail banners are PAK'nSAVE, New World,
and Four Square.

° Foodstuffs SI’s retail banners are PAK'nSAVE, New World,
Four Square, Raeward Fresh, and On the Spot.

Ministry of Business, Innovation and Employment.

Natural and Built Environments Act, which is intended to replace the
Resource Management Act as the primary statute regulating land
use in the new resource management system.

National Planning Framework, which is intended to be the key
source of national direction in the new resource management
system.

New Zealand Food and Grocery Council (NZFGC) is an industry
association that represents the manufacturers and suppliers of food,
beverage, and grocery brands in New Zealand.

Price, quality, range and service.

Also known as home brands, own brands, store brands or generic
products. These are products that are manufactured for sale under a
retailer’s brand.

Groups of products sold by grocery retailers that are of a similar
type. For example, product categories may include fruit and
vegetables, bread and cereals, and non-alcoholic beverages.



RMA

Secondary shop

SPA

Specialist grocery
retailers

Supermarkets

Top-up shop
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Resource Management Act 1991, which is the current statute that
regulates land use in New Zealand.

A visit to one or more store(s), other than the store the main shop is
carried out at, to shop for specific products.

Strategic Planning Act, which is intended to require the development
of long-term Regional Spatial Strategies to help coordinate and
integrate decision making under the new resource management
system.

Retailers of grocery items in particular product categories, for
example, meat (butchers) or fresh fruit and vegetables
(greengrocers).

Large grocery retailers selling a wide variety of foods (such as dry
groceries, fresh produce), household goods, non-alcoholic
beverages, and usually some alcoholic beverages.

A quick shop for a small number of items that can be conducted for
a range of reasons at one of a range of retailers.
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Chapter 1 Introduction and purpose

Introduction

11

This report sets out the findings of the New Zealand Commerce Commission
(Commission) market study into the retail grocery sector (our study) and our
recommendations for change. In preparing this report, we have considered
submissions and evidence from a wide range of parties.

The Minister issued the terms of reference for a retail grocery market study

1.2

1.3

1.4

1.5

On 17 November 2020, the Hon Dr David Clark, Minister of Commerce and
Consumer Affairs (Minister), published a notice under section 51(1) of the
Commerce Act 1986 (the Act) requiring the Commission to undertake a study into
any factors that may affect competition for the supply or acquisition of groceries by
retailers in New Zealand.

We must carry out our study in accordance with the terms of reference issued by
the Minister. However, we may also consider any ancillary matters that are related
to, but not explicitly covered by, the terms of reference.!

On 24 September 2021 the Minister extended the date for provision of our final
report on our study, and reissued the terms of reference to reflect the new date.

The updated terms of reference for our study are set out in the box below.?

Notice Amending the Public Release Date for the Final Report for the Competition Study into the
Retail Grocery Sector

I, Dr David Clark, Minister of Commerce and Consumer Affairs, pursuant to section 51 of Part 3A of
the Commerce Act 1986, require the Commerce Commission to carry out a competition study into
any factors that may affect competition for the supply or acquisition of groceries by retailers in New
Zealand. Matters to be considered in the study must include, but are not restricted to:

s W

the structure of the grocery industry at the wholesale and retail levels;

the nature of competition at the wholesale and retail levels of the grocery industry;
the pricing practices of the major grocery retailers;

the grocery procurement practices of the major grocery retailers; and

the price, quality, product range and service offerings for retail customers.

The Commerce Commission should now make its final report for this study publicly available by
8 March 2022.

Dated this 24" day of September 2021.

Section 51A(4)(b) of the Act.

New Zealand Gazette “Notice Amending the Public Release Date for the Final Report for the
Competition Study into the Retail Grocery Sector” (24 September 2021)
https://gazette.govt.nz/notice/id/2021-go4155?year=2021.



https://gazette.govt.nz/notice/id/2021-go4155?year=2021

1.6
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The high level of concentration in the sector, potential competition concerns and
the prices consumers pay for their groceries were cited by the Minister in 2020 as
reasons for asking us to undertake this study.> 4

Scope of our study

1.7

Our study focuses on the retail supply of groceries to New Zealand consumers. This
includes meat, fruit and vegetables, canned goods, dairy products, and a range of
other household products like toilet paper, cleaning products and pet food. Our
study also includes alcohol and tobacco where these are sold by grocery

retailers.> %7

Our framework for analysing competition

Competition that works well for consumers

1.8

Our study considers whether competition is working well for grocery consumers. Its
purpose is to identify and assess factors that may affect competition for the supply
or acquisition of groceries by retailers in New Zealand, and to make any
recommendations that we consider may improve competition.®

Cabinet paper “Initiating a Commerce Commission market study into supermarkets”

(13 November 2020) at [4], available at: https://www.mbie.govt.nz/dmsdocument/12272-initiating-a-
commerce-commission-market-study-into-supermarkets-proactiverelease-pdf; Hon Dr David Clark
“Supermarkets announced as Government’s second market study” (17 November 2020)
https://www.beehive.govt.nz/release/supermarkets-announced-government%E2%80%99s-second-
market-study.

Paragraph 18.1 of the Cabinet paper referenced above noted several indicators which may suggest
there are lower levels of competition than would be expected in a workably competitive market:
unequal bargaining power which may allow supermarkets to push prices unreasonably low for
suppliers which could impede innovation and quality; research indicating most of the competition
measures for supermarkets, grocery stores, and specialist food retailers have tended to trend
downwards over time; the discounting practices of some supermarkets had been called into question
by a Consumer NZ study, a practice which they indicated may mislead consumers; and concerns about
the availability of suitable land for potential competitors to enter markets due to strategic land
acquisitions by supermarkets.

We consulted on the scope of the category of ‘groceries’ we should consider for our study and some
submitters suggested that our study scope should include alcohol and tobacco, which we initially
excluded, for example: Consumer NZ “Submission on retail grocery market study preliminary issues
paper” (4 February 2021) at 1; The Warehouse Group “Submission on retail grocery market study
preliminary issues paper” (4 February 2021) at 2; Foodstuffs NI “Submission on retail grocery market
study preliminary issues paper” (4 February 2021) at 8.

Alcohol and tobacco can usually be purchased at a supermarket, and consumers seeking to purchase
them as part of their shopping basket might not consider shopping at grocery retailers that do not sell
them. Our study has therefore included certain kinds of alcohol and tobacco where these are sold by
grocery retailers.

Under s 58 of the Sale and Supply of Alcohol Act 2012, the holder of an off-licence issued for premises
that are or form part of a supermarket or grocery shop and premises that can be reached from a
supermarket or grocery shop without leaving it, can sell beer, mead, wine that is no more than 15%
ethanol by volumes measured at 20 degrees Celsius.

Sections 48, 51A and 51B of the Act and our terms of reference.



https://www.mbie.govt.nz/dmsdocument/12272-initiating-a-commerce-commission-market-study-into-supermarkets-proactiverelease-pdf
https://www.mbie.govt.nz/dmsdocument/12272-initiating-a-commerce-commission-market-study-into-supermarkets-proactiverelease-pdf
https://www.beehive.govt.nz/release/supermarkets-announced-government%E2%80%99s-second-market-study
https://www.beehive.govt.nz/release/supermarkets-announced-government%E2%80%99s-second-market-study

1.9

1.10

1.11
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Our study does not enquire into compliance with the provisions of the Act relating
to anticompetitive conduct or mergers. Therefore, a conclusion that particular
conduct affects competition, and may be the subject of a recommendation, is not a
conclusion that it breaches provisions of the Act. We retain the ability to separately
investigate anticompetitive conduct if information collected during our study, or
outside of it, gives us reason to believe that anticompetitive conduct may be
occurring. Similarly, we may separately investigate conduct which we consider
could breach the Fair Trading Act 1986 (FTA).

Our study is focused on understanding competition in the grocery sector. It does
not look at other factors which are unrelated to competition in the sector, such as
the impact of Goods and Services Tax (GST) on grocery prices, or policy matters
relating to healthy eating, alcohol consumption or environmental issues. In
addition, we have heard that, while accessibility to healthy food is a priority for
many consumers, some are struggling to afford food, with food insecurity
disproportionately affecting Maori and Pacific consumers, as well as those with
disabilities or lower incomes.® We have not enquired into any specific effects of
competition on consumers facing hardship, but we acknowledge the potential for
these groups to feel some of these effects more acutely. We have also not enquired
into any broader physical and mental health implications of food insecurity in New
Zealand.

The overriding aim of our study is the same as the purpose of the Act itself: to
promote competition in markets for the long-term benefit of consumers within
New Zealand.1°

10

For example: Health Coalition Aotearoa “Submission on Market study into grocery sector draft report”
(2 September 2021) at 1-2; Christians Against Poverty “Submission on Market study into grocery
sector draft report” (26 August 2021) at 1; Auckland Regional Public Health Service “Submission on
Market study into grocery sector draft report” (2 September 2021) at [4]; FinCap “Submission on
Market study into grocery sector draft report” (25 August 2021); Kore Hiakai Zero Hunger Collective
“Submission on Market study into grocery sector draft report” (26 August 2021) at [3]; National
Council of Women “Submission on Market study into grocery sector draft report” (23 August 2021) at
[5]-[6]; The Salvation Army Te Ope Whakaora “Submission on Market study into grocery sector draft
report” (26 August 2021) at [11].

Section 1A of the Act. This was emphasised by the Transport and Infrastructure Select Committee in
its report-back to Parliament on the draft market studies legislation — Commerce Amendment Bill
2018 (45-2) (select committee report) at 1, available at:
https://www.parliament.nz/en/pb/sc/reports/document/SCR_80263/commerceamendment-bill.



https://www.parliament.nz/en/pb/sc/reports/document/SCR_80263/commerceamendment-bill
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Competition is defined in the Act as meaning “workable or effective competition”.!!
It does not mean the theoretical concept of perfect competition. The Court has
noted that there is no consensus on precise conditions that define workable
competition, rather:*?

... workable competition is a practical description of the state of an industry where
government intervention to make the market work better is not justified because the
socially desirable outcomes generated by competition already exist to a satisfactory
degree.

A workably competitive market is one that provides outcomes that are reasonably
close to those found in strongly competitive markets...

The degree of rivalry is critical. In a workably competitive market no firm has
significant market power and consequently prices are not too much or for too long
significantly above costs...

In our view, what matters is that workably competitive markets have a tendency
towards generating certain outcomes...

..the tendencies in workably competitive markets will be towards the outcomes
produced in strongly competitive markets.

We have developed Market Studies Guidelines to assist stakeholders to understand
our approach to a market study.®> Our Market Studies Guidelines describe
characteristics of competitive markets that are working well and those that may be
observed in markets that are not working well. They also describe market features
that could affect competition and that are relevant to our study.** In summary,
when markets work well for the long-term benefit of consumers, firms compete to
win customers based on factors such as price, quality, choice, and service.

Our study is not a review of the grocery sector’s response to the COVID-19 pandemic

1.14

We are aware that the COVID-19 pandemic has had a major impact on many
businesses operating in New Zealand. In the New Zealand grocery industry, at
various times over the past two years there may have been:

1.14.1 short-term effects on prices, choice and availability of groceries; and

1.14.2 collaboration between supermarkets to stabilise supply and protect
consumers’ access to groceries.

11
12

13
14

Section 3(1) of the Act.

Wellington International Airport Ltd and Others v Commerce Commission [2013] NZHC 3289 at
[13]-[15], [18] and [22], available at:
https://forms.justice.govt.nz/search/Documents/pdf/jdo/53/alfresco/service/api/node/content/work
space/SpacesStore/1c117dea-b8ba-491e-bald-d4cd30dbe522/1c117dea-b8ba-491e-bald-
d4cd30dbe522.pdf.

Referred to as Competition Studies in Part 3A of the Act.

Commerce Commission “Market Studies Guidelines” (19 November 2020) at [12]-[20].



https://comcom.govt.nz/__data/assets/pdf_file/0029/228476/Market-studies-guidelines.pdf
https://forms.justice.govt.nz/search/Documents/pdf/jdo/53/alfresco/service/api/node/content/workspace/SpacesStore/1c117dea-b8ba-491e-ba1d-d4cd30dbe522/1c117dea-b8ba-491e-ba1d-d4cd30dbe522.pdf
https://forms.justice.govt.nz/search/Documents/pdf/jdo/53/alfresco/service/api/node/content/workspace/SpacesStore/1c117dea-b8ba-491e-ba1d-d4cd30dbe522/1c117dea-b8ba-491e-ba1d-d4cd30dbe522.pdf
https://forms.justice.govt.nz/search/Documents/pdf/jdo/53/alfresco/service/api/node/content/workspace/SpacesStore/1c117dea-b8ba-491e-ba1d-d4cd30dbe522/1c117dea-b8ba-491e-ba1d-d4cd30dbe522.pdf

1.15

1.16

17

However, this study does not analyse or comment upon the grocery sector’s
response to the COVID-19 pandemic, its effects on competition, nor its effects on
affordability of, or access to, food.

Rather, we are undertaking a wider assessment of competition in the sector. As
part of this assessment, we have considered whether any issues that have emerged
during the pandemic are likely to affect competition over a longer period.

Our approach to assessing competition in this market

1.17

1.18

1.19

1.20

1.21

1.22

Our task is to study the factors that may affect competition for the supply or
acquisition of groceries by retailers in New Zealand, consider whether competition
is working well for consumers, and to make any recommendations that we consider
may improve competition.

As noted above, our Market Studies Guidelines describe the characteristics or
expected outcomes of competitive markets that are working well, and market
features that could affect competition.

To inform our assessment of whether competition is working well, we have
considered a range of observable market outcomes and the nature of competition.

In relation to observable market outcomes, we have focused on commonly
understood indicators of whether competition is working well or not. This includes
the profitability of grocery retailers and the prices they charge to consumers, and
also includes the extent of innovation that they engage in, as well as the quality,
range and services that are offered to consumers.

We have considered whether these observed market outcomes are consistent with
what we would expect in a workably competitive market, and if not, the extent to
which they depart from what we would expect. In forming expectations of what we
would expect in a workably competitive market, we consider a range of
benchmarks including observations from other markets.

We have also looked at the nature of competition in the retail and wholesale
grocery sectors, including market features such as the industry structure, the
conditions under which entry and expansion can occur, and the behaviour of
market participants.
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We have considered the extent to which both market outcomes and the nature of
competition that we observe, individually and collectively, may be affecting
competition. Both are relevant to our assessment of competition and our final
recommendations. We present a series of recommendations for improvements to
the factors affecting competition that, in turn, we would expect to produce better
long-term market outcomes for consumers, including the right prices, quality, range
and service. Where possible, we have made high-level judgements about the likely
scale of the costs and benefits of these measures. However, we consider that
formal cost-benefit analysis falls outside the scope of our study. Policy makers may
undertake that analysis while developing or giving effect to any Government
decision about recommendations that it may wish to take forward after considering
our final report.

In Chapter 2 we begin with a broad description of the characteristics of the New
Zealand grocery sector to provide an overview of the sector we have considered.
We introduce the key sector participants, focussing on providing details about the
operations of the major grocery retailers. We provide an overview of several key
features of the market, including other grocery retailers, the grocery supply chain,
and other sector observations. This provides context for the discussion that follows
later in the report.

In Chapter 3 we set out our observations on market outcomes in the retail grocery
sector and our view on what these indicators can tell us about whether
competition is working well or not. We explain our profitability assessment for the
major grocery retailers, and compare New Zealand grocery prices with those seen
overseas. We also discuss the innovation that we have observed among grocery
retailers. Our conclusions in relation to these matters contribute to our overall
assessment of whether competition is working well for consumers.

In Chapter 4 we draw on evidence gathered during our study to identify the
dimensions upon which competition is occurring in the retail grocery market. We
describe consumer product and shopping preferences, and how retailers offering
groceries operate nationally and locally in different regions in New Zealand.

We build on this in Chapter 5 by further considering the intensity of competition
along the dimensions of competition identified in Chapter 4. We draw some
conclusions about the intensity of competition in retail grocery markets in New
Zealand and identify features of the market that might be contributing to (or
detracting from) the effectiveness of competition.

In Chapter 6 we consider longer-run competitive dynamics by assessing the ability
of retailers to enter the sector and expand their operations, an important aspect
impacting the effectiveness of competition. We draw conclusions in relation to a
wide range of factors, including the nature of the sector and relevant regulations,
the conduct of current retailers, and the availability of wholesale access to grocery
products.
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In Chapter 7 we consider how the major grocery retailers’ pricing and promotional
practices and loyalty programmes affect consumers’ ability to seek out the best
deals based on their preferences, and in turn stimulate competition among the
major grocery retailers.

In Chapter 8 we discuss how competition is working for the acquisition of groceries
by retailers from suppliers and growers. We discuss the relative bargaining position
between retailers and their suppliers and the extent to which retailers may have
buyer power over their suppliers. We then discuss the grocery procurement
practices of the major grocery retailers and draw conclusions about the potential
impact these procurement practices may have on competition.

In Chapter 9 we outline our recommendations to improve competition and produce
better long-term market outcomes for consumers in terms of price, quality, range
and service. Some recommendations are directed at the retail grocery industry,
while many would require Government intervention.

We have included additional information in the attachments to our report:

1.32.1 Attachment A: Additional maps of grocery retail stores includes maps
additional to those included in our report showing supermarket locations
in New Zealand.

1.32.2 Attachment B: Our assessment of retail grocery profitability provides
details about how we have assessed profitability within the retail grocery
sector, the analysis we have undertaken and our findings from this
analysis.

1.32.3 Attachment C: International price comparison provides details about the
analysis we have conducted to compare the prices of groceries in
New Zealand with prices internationally.

1.32.4  Attachment D: Promotions and pricing data analysis provides details of
our analysis of pricing and promotion data that has been provided by the
major grocery retailers.

1.32.5 Attachment E: Consumer survey provides further information about our
consumer survey.

1.32.6 Attachment F: Supplier survey provides further information about our
supplier survey.

1.32.7 Attachment G: Store density analysis provides details about the analysis
we have conducted to compare store density in New Zealand with
international comparators.

We also commissioned separate research which was published alongside our draft
report (see paragraphs 1.44 to 1.45 below).
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Our process

Papers we published

1.34

1.35

1.36

1.37

On 19 November 2020, we released our statement of process, outlining the process
we intended to follow over the course of our study.'®

On 10 December 2020, we released our preliminary issues paper, seeking
responses from interested parties on the preliminary issues we intended to explore
during our study.® We received 13 submissions on our preliminary issues paper —
public versions of submissions are published on our website.

On 26 March 2021, we sought comments on submissions on our preliminary issues
paper. We received comments from five parties — public versions of these
comments are also published on our website.

On 29 July 2021, we released our draft report, seeking responses from interested
parties on our draft findings.!” We received over 80 submissions on our draft report
— public versions of submissions are published on our website.

Information collection

1.38

1.39

The grocery sector services a diverse range of consumers, with different wants,
needs, and demographics. We have therefore sought to collect information and
documents from a wide range of sources and to meet with a wide range of
parties.’® These parties include industry participants, grocery industry
representatives, government agencies, and a range of consumer groups with
differing perspectives on the sector. We have met with 89 parties in total.

We thank all these parties for the information they have provided, and for their
ongoing engagement in our study. In particular, we appreciate the input we have
received from the major grocery retailers, as we are aware our study has imposed
an additional burden in a high-intensity period for them during New Zealand’s
ever-evolving COVID-19 pandemic response.

15

16

17
18

Commerce Commission “Market Study into the Retail Grocery Sector — Statement of Process”

(19 November 2020) at 3.

Commerce Commission “Market study into the retail grocery sector — Preliminary issues paper”

(10 December 2020).

Commerce Commission “Market study into the retail grocery sector — Draft report” (29 July 2021).
We have issued some compulsory information notices under s 98 of the Act as well as being provided
with information voluntarily by interested parties and sources.


https://comcom.govt.nz/__data/assets/pdf_file/0029/228485/Market-study-into-the-retail-grocery-sector-Statement-of-process-19-November-2020.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0033/229857/Market-study-into-the-retail-grocery-sector-Preliminary-issues-paper-10-December-2020.pdf
https://comcom.govt.nz/about-us/our-role/competition-studies/market-study-into-retail-grocery-sector
https://comcom.govt.nz/about-us/our-role/competition-studies/market-study-into-retail-grocery-sector
https://comcom.govt.nz/__data/assets/pdf_file/0025/260377/Market-study-into-the-retail-grocery-sector-Draft-report-29-July-2021.pdf
https://comcom.govt.nz/about-us/our-role/competition-studies/market-study-into-retail-grocery-sector
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On 4 March 2021, we asked consumers and suppliers of grocery retailers to
complete surveys to help build a detailed picture of how competition is working at
different levels of the grocery sector.® 20 We received 12,269 responses to our
consumer survey, and 126 responses to our supplier survey. The feedback we
received was both valuable and important for informing our study and has
contributed to the conclusions set out in this report.

From 21 October to 2 November 2021 we conducted a consultation conference to
hear the further views of stakeholders. Over 100 parties attended our conference
each day, and we received over 40 post-conference submissions.

We also consulted with a range of Maori partners and stakeholders following the
publication of our draft report. As discussed below, this included private hui and a
number of written submissions.

As a consequence of COVID-19 pandemic public health measures, including
restrictions at Alert Levels 3 and 4 in the latter part of 2021, a significant proportion
of our consultation took place online, including our consultation conference and
hui. While we would have preferred to meet in person, these discussions provided
valuable information and were useful for testing and better understanding
stakeholders’ views.

Expert advice and reports

1.44

We have also engaged experts to advise us in a number of areas:

1.44.1 We engaged Ipsos to undertake qualitative research to inform our
understanding of consumers’ behaviour when they shop for groceries.?!

19

20

21

Commerce Commission “Market study into the grocery sector — Consumer fact sheet”

(25 March 2021), available at:

https://comcom.govt.nz/ data/assets/pdf file/0029/236918/Consumer-fact-sheet-closed.pdf.
Commerce Commission “Market study into the grocery sector — Supplier fact sheet” (25 March 2021),
available at: https://comcom.govt.nz/ data/assets/pdf file/0030/236919/Supplier-fact-sheet-
closed.pdf.

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) (Ipsos report), available at:

https://comcom.govt.nz/ data/assets/pdf file/0020/260381/Ipsos-Consumer-behaviour-and-
preferences-in-the-NZ-retail-grocery-sector-Consumer-study-report-July-2021.pdf.



https://comcom.govt.nz/__data/assets/pdf_file/0029/236918/Consumer-fact-sheet-closed.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0030/236919/Supplier-fact-sheet-closed.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0030/236919/Supplier-fact-sheet-closed.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0020/260381/Ipsos-Consumer-behaviour-and-preferences-in-the-NZ-retail-grocery-sector-Consumer-study-report-July-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0020/260381/Ipsos-Consumer-behaviour-and-preferences-in-the-NZ-retail-grocery-sector-Consumer-study-report-July-2021.pdf
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1.44.2 We engaged Frontier Economics to provide quantitative analysis to
examine how local grocery market structures affect outcomes for
consumers in New Zealand.??

1.44.3 We engaged the New Zealand Institute for Business Research (NZIBR) at
The University of Waikato through the Waikato Experimental Economics
Lab (WEEL) to undertake experimental economics research into
consumer decision making under complexity.?3

1444 We engaged Professor Philip Gendall, an experienced survey designer, to
provide advice on the design of our consumer survey.

Where these experts provided us with reports, we published these on our website
alongside our draft report.

How we engaged with Maori

1.46

1.47

As an Independent Crown Entity, we are committed to supporting future-focused
Maori-Crown relationships, through taking a good-faith, collaborative approach to
engaging with Maori on our work.?* To achieve this, we are building our
understanding of our role as a treaty partner under Te Tiriti o Waitangi and doing
work to better understand Te Ao M3ori and what this means for our work.%

Our commitment extends to engaging with Maori to acknowledge and strengthen
our relationship with Maori, and to better understand, and reflect, Maori
perspectives in our work. We acknowledge that effective engagement with Maori is
key to realising the potential of this partnership, which will enable us to produce
better quality outcomes for M3ori.?®
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Frontier Economics “Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission” (15 July 2021) (Frontier report), available at:

https://comcom.govt.nz/ data/assets/pdf file/0021/260382/Frontier-Economics-Econometric-
analysis-of-the-NZ-retail-grocery-sector-Report-for-the-Commerce-Commission-15-July-2021.pdf;
Frontier Economics "Response to HoustonKemp Report" (9 November 2021), available at:
https://comcom.govt.nz/ _data/assets/pdf file/0038/269849/Frontier-Economics-Response-to-
HoustonKemp-Report.pdf; Frontier Economics “Memo re HoustonKemp comments of

3 December 2021” (23 December 2021), available at: https://comcom.govt.nz/about-us/our-
role/competition-studies/market-study-into-retail-grocery-sector?target=documents.

The University of Waikato “Consumer Decision-Making Under Complexity” (May 2021) (WEEL report),
available at: https://comcom.govt.nz/ data/assets/pdf file/0023/260375/The-University-of-
Waikato-Consumer-decision-making-under-complexity-May-2021.pdf.

Hon. Grant Robertson “Enduring Letter of Expectations to Statutory Crown Entities”

(15 October 2019), available at: https://www.publicservice.govt.nz/assets/SSC-Site-Assets/System-
and-Agency-Performance/Enduring-Letter-of-Expectations-to-statutory-Crown-entities-2019.pdf.
The Treaty of Waitangi/Te Tiriti o Waitangi is regarded as a founding document of government in
New Zealand and is one of the major sources of New Zealand’s constitution.

Te Arawhiti “Guidelines for engagement with Maori” (1 October 2018) at 2, available at:
https://www.tearawhiti.govt.nz/assets/Maori-Crown-Relations-Roopu/6b46d994f8/Engagement-
Guidelines-1-Oct-18.pdf.



https://comcom.govt.nz/__data/assets/pdf_file/0021/260382/Frontier-Economics-Econometric-analysis-of-the-NZ-retail-grocery-sector-Report-for-the-Commerce-Commission-15-July-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0021/260382/Frontier-Economics-Econometric-analysis-of-the-NZ-retail-grocery-sector-Report-for-the-Commerce-Commission-15-July-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0038/269849/Frontier-Economics-Response-to-HoustonKemp-Report.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0038/269849/Frontier-Economics-Response-to-HoustonKemp-Report.pdf
https://comcom.govt.nz/about-us/our-role/competition-studies/market-study-into-retail-grocery-sector?target=documents
https://comcom.govt.nz/about-us/our-role/competition-studies/market-study-into-retail-grocery-sector?target=documents
https://comcom.govt.nz/__data/assets/pdf_file/0023/260375/The-University-of-Waikato-Consumer-decision-making-under-complexity-May-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0023/260375/The-University-of-Waikato-Consumer-decision-making-under-complexity-May-2021.pdf
https://www.publicservice.govt.nz/assets/SSC-Site-Assets/System-and-Agency-Performance/Enduring-Letter-of-Expectations-to-statutory-Crown-entities-2019.pdf
https://www.publicservice.govt.nz/assets/SSC-Site-Assets/System-and-Agency-Performance/Enduring-Letter-of-Expectations-to-statutory-Crown-entities-2019.pdf
https://www.tearawhiti.govt.nz/assets/Maori-Crown-Relations-Roopu/6b46d994f8/Engagement-Guidelines-1-Oct-18.pdf
https://www.tearawhiti.govt.nz/assets/Maori-Crown-Relations-Roopu/6b46d994f8/Engagement-Guidelines-1-Oct-18.pdf
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We are committed to genuine engagement with Maori and acknowledge
rangatiratanga and the status of Maori as Treaty partners. We also acknowledge
the important role matauranga Maori has in finding solutions to challenges we face
as a nation.

Prior to the publication of our draft report, we had not heard specific perspectives
from Maori on the retail grocery sector, from market participants or other parties,
nor did we have a specific engagement plan for consulting with Maori. Following
the release of our draft report this gap in our engagement became apparent.

To address this, we sought comment on our draft report from Maori. The purpose
of this was to ensure Maori perspectives would be captured in the Market Studies
process and be taken into consideration when we issued our final report. Through
this engagement, we heard from Maori partners and stakeholders on our draft
findings and options for recommendations through hui, written submissions, and
other written comments.

On 1 December 2021 we held an initial day-long hui, inviting a range of Maori
partners and stakeholders to share their insights on in the grocery sector. A range
of individuals and organisations attended the hui from iwi and iwi-run businesses,
urban Maori organisations, Maori advocacy organisations and Maori business
owners, including some Maori supermarket owners.

We also participated in smaller hui, where these were requested. In addition,
contributors were able to provide written submissions. Throughout this
consultation with Maori, we received 18 written submissions, which are published
on our website.

Hearing from Maori about their perspectives on the grocery sector has enabled us
to better understand Maori perspectives, concerns, and aspirations regarding the
grocery sector. However, we acknowledge that the comments we heard, and the
submissions we received, do not represent the views of all Maori.

We also acknowledge the diversity in views and perspectives from those we did
hear from. Hearing a range of Maori voices necessarily means there was a variety
of perspectives expressed.

Confidential information shared with us

1.55

1.56

1.57

We have endeavoured to make our report as accessible to readers as possible.
However, some information within this report must out of necessity be redacted
from view, as is indicated by the use of square brackets like this: [ ].

Much of the information we have collected in the course of our study is considered
confidential or commercially sensitive by the supplying party.

It is important that interested parties and others providing us with relevant
information continue to feel confident participating in our study and supplying us
with information that we can use to develop our views.
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Accordingly, when deciding whether information provided to us is commercially
sensitive and/or confidential or can be published, we consult with the party who
has provided it and balance these considerations against our obligations to adhere
to the principles of natural justice in the course of our study, operate as
transparently as practicable, and comply with our legal obligations under the
Official Information Act 1982 (OIA).

If we receive a request for any information referred to or collected in connection
with this report, we will consider whether to make the information available in
accordance with the OIA.

Our Market Studies Guidelines contain further information about how we protect
confidential information provided to us during our study and how we respond to
OIA requests related to our study.?’

Next steps

1.61

1.62

Our report sets out the findings of our study, and recommendations we have made
to both industry, and to the Minister, to improve competition.

The Minister is required to respond to our final report within a reasonable time
after it is made publicly available.?®

28

Commerce Commission “Market Studies Guidelines” (19 November 2020).
Section 51E of the Act.
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Chapter 2  Market characteristics and sector background

Purpose and structure

2.1

2.2

2.3

This chapter provides a broad description of the characteristics of the New Zealand
grocery sector. It introduces the key sector participants, focussing on providing
details about the operations of the major grocery retailers, and provides an
overview of other grocery retailers, the grocery supply chain, and other
observations about the sector.

The chapter provides context for chapters later in this report, where we develop
our discussion of these characteristics as part of our assessment of whether
competition is working well within the retail grocery sector.

This chapter discusses the following:

2.3.1 grocery consumers;

2.3.2 grocery retailers;

2.3.3 major grocery retailers’ offerings;
2.3.4 pricing and promotional practices;

235 grocery supply chain; and

2.3.6 other sector observations.

Grocery consumers

2.4

2.5

Groceries are an essential purchase for all New Zealanders. In the year to
September 2021, more than $22 billion was spent at supermarkets and grocery
stores.?? In the year to June 2019, food was the second largest expenditure item for

New Zealand households, with households spending an average of $234 a week on
it.30

New Zealanders are a diverse group with different wants, needs, and
demographics. Results from our consumer survey and Ipsos report suggest that
convenience and price are the key considerations that inform choice of grocery
store for most consumers.3% 32

29

30

31
32

Statistics NZ “Retail trade survey: September 2021 quarter” (23 November 2021) at Table 1, excludes
GST, available at: https://www.stats.govt.nz/assets/Uploads/Retail-trade-survey/Retail-trade-survey-
September-2021-quarter/Download-data/retail-trade-survey-september-2021-quarter.x|sx.

Statistics NZ “Household Expenditure Statistics: Year ended June 2019”, includes GST, available at:
https://www.stats.govt.nz/information-releases/household-expenditure-statistics-year-ended-june-
2019. Note this includes spend on restaurant and ready-to-eat food, and excludes alcoholic beverages
and tobacco.

Paragraph E5 in Attachment E.

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 8.



https://www.stats.govt.nz/assets/Uploads/Retail-trade-survey/Retail-trade-survey-September-2021-quarter/Download-data/retail-trade-survey-september-2021-quarter.xlsx
https://www.stats.govt.nz/assets/Uploads/Retail-trade-survey/Retail-trade-survey-September-2021-quarter/Download-data/retail-trade-survey-september-2021-quarter.xlsx
https://www.stats.govt.nz/information-releases/household-expenditure-statistics-year-ended-june-2019
https://www.stats.govt.nz/information-releases/household-expenditure-statistics-year-ended-june-2019
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Consumers value the convenience of a wide range of groceries at a single location.
A sufficiently wide range that accommodates one-stop shopping is therefore an
important element of convenience, as well as the location and accessibility of a
grocery store. Other elements of convenience include opening hours and access to
car parks.

Our consultation with Maori indicated the ability to access competitive prices and a
wide range of goods are important for many Maori, hapl and iwi in both urban and
rural areas. However, location, accessibility and connectivity are also factors which
may affect where and how some Maori, particularly those in rural areas, are able to
shop for groceries.

Consumers undertake different types of shopping trips (or shopping missions) to
purchase groceries, including a ‘main shop’ and other ‘secondary’ and ‘top-up
shops’.33 Consumer shopping behaviour and drivers of store choice vary according
to the type of shopping mission a consumer is engaged in. However, grocery stores
that offer one-stop shopping at convenient locations cater to a wide range of
different shopping missions and drivers of store choice.

Consumer shopping missions and the dimensions upon which competition takes
place in the retail grocery sector to satisfy them are discussed further in Chapter 4
and Chapter 5.

Grocery retailers

2.10

2.11

2.12

There are many different types of grocery retailers operating across New Zealand.
In addition to the three major grocery retailers there is a range of other grocery
retailers, which includes specialist grocery retailers and international food stores.
Major grocery retailers typically offer consumers the opportunity to shop for a wide
range of grocery needs. Other grocery retailers provide a narrower range of
offerings.

The three major grocery retailers operate retail banners with nationwide reach.
They are Woolworths New Zealand Limited (Woolworths NZ),

Foodstuffs North Island Limited (Foodstuffs NI), and Foodstuffs South Island Limited
(Foodstuffs Sl). The two Foodstuffs co-operatives do not compete in the same
geographic market, so there are two major grocery retailers operating stores under
national brands on each island — Woolworths NZ and one of the Foodstuffs
co-operatives.

Other grocery retailers are typically located in urban areas and have a smaller
number of stores, although this varies by retailer.
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A ‘main shop’ is a shop typically happening weekly or at another regular internal based on the
convenience of using one grocery store to get all necessities in one place; a ‘secondary shop’ is a visit
to one or more store(s), other than the store the main shop is carried out at, to shop for specific
products; and a ‘top-up shop’ is a quick shop for a small number of items that can be conducted for a
range of reasons at one of a range of retailers.
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Woolworths NZ

2.13

2.14

2.15

Progressive Enterprises Limited (Progressive Enterprises) acquired a former
Woolworths New Zealand entity in 2002, merging Woolworths, Big Fresh,
Foodtown, Countdown, Price Chopper, SuperValue and FreshChoice brands into
one entity.3* Woolworths Group Limited (Woolworths Australia) acquired
Progressive Enterprises in 2005 and later renamed it.3°

Initially, Big Fresh and many Price Chopper stores were converted to Countdown or
Woolworths stores. In 2009, Progressive Enterprises announced it would also
convert Woolworths and Foodtown stores to Countdown supermarkets over a five-
year period.3®

Progressive Enterprises changed its name to Woolworths NZ in June 2018.37 Its
retail banners are shown in Figure 2.1 below.

Figure 2.1 Woolworths NZ’s retail banners

countdown @ (Freshchoice supervalue

2.16

Woolworths NZ operates and supplies more than 180 Countdown stores
throughout New Zealand. Woolworths NZ also owns Wholesale Distributors
Limited, which is the franchisor to 71 locally owned and operated SuperValue and
FreshChoice stores.38 In 2019, it estimated that three million customers were
served at its Countdown stores every week.3?
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37

38
39

Commerce Commission “Decision No. 438, Application for clearance involving: Progressive Enterprises
Limited and Woolworths (NZ) Limited” (13 July 2001), available at:

https://comcom.govt.nz/ data/assets/pdf file/0020/73073/438.pdf; Commerce Commission
“Decision No. 448, Application for clearance involving: Progressive Enterprises Limited and
Woolworths (NZ) Limited” (14 December 2001), available at:

https://comcom.govt.nz/ data/assets/pdf file/0016/73123/448.pdf.

Progressive Enterprises Limited changed its name to Woolworths New Zealand Limited in June 2018.
Countdown “Our history” https://www.countdown.co.nz/about-us/our-history.

NZ Herald “Foodtown, Woolworths brands on way out” (21 September 2009)
https://www.nzherald.co.nz/nz/foodtown-woolworths-brands-on-way-
out/ZARV4ZK51YP7ZN3WXHVAKPOSIHQ/.

Countdown “Our history” https://www.countdown.co.nz/about-us/our-history.

Information provided by major grocery retailers, as at 31 December 2020, [ 1.

Luke Kirkness “How do we shop for groceries? Supermarkets' highest stocked items shine light on how
we spend” (February 2020) New Zealand Herald

https://www.nzherald.co.nz/nz/news/article.cfm?c id=1&objectid=12304565.



https://comcom.govt.nz/__data/assets/pdf_file/0020/73073/438.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0016/73123/448.pdf
https://www.countdown.co.nz/about-us/our-history
https://www.nzherald.co.nz/nz/foodtown-woolworths-brands-on-way-out/ZARV4ZK5IYP7N3WXHVAKPO5IHQ/
https://www.nzherald.co.nz/nz/foodtown-woolworths-brands-on-way-out/ZARV4ZK5IYP7N3WXHVAKPO5IHQ/
https://www.countdown.co.nz/about-us/our-history
https://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=12304565
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Foodstuffs NI and Foodstuffs SI

2.17

2.18

2.19

2.20

2.21

The first Foodstuffs co-operative was formed in Auckland in 1922. Foodstuffs Sl and
two regional co-operatives in the North Island were formed as a result of various
mergers of grocers over time. Foodstuffs NI was formed in 2013 as a result of the
merger of Foodstuffs (Wellington) Ltd (Foodstuffs Wellington) and Foodstuffs
(Auckland) Limited (Foodstuffs Auckland). Today Foodstuffs SI and Foodstuffs NI
operate as separate co-operatives serving the South Island and North Island
respectively.

Foodstuffs (N.Z.) Limited (Foodstuffs NZ), is a non-trading entity. It represents “the
two co-operatives' interests on issues of national or grocery-specific importance”.*°
It owns the retail banner brands for all Foodstuffs stores and provides other shared
services to both co-operatives. Its shares are owned by Foodstuffs NI and
Foodstuffs Sl. Foodstuffs NI and Foodstuffs Sl also own Foodstuffs Own Brands
Limited and a number of other entities. Foodstuffs Own Brands Limited manages
private label products.

Retail stores are owner-operated franchises which are supplied by Foodstuffs
co-operatives. Owner-operators own shares in, and provide funding to, their
co-operative. Models for this funding differ across the two Foodstuffs
co-operatives.

The Foodstuffs co-operatives own the land and buildings on which many stores are
located, as well as supply chain infrastructure and IT assets. They also provide other
services to their owner-operator members, including wholesale purchasing,
warehousing and distribution of groceries, and they undertake marketing, IT, and a
range of other support functions.*

More than 300 retail stores operate in the North Island under the New World,
PAK’'nSAVE and Four Square retail banners, and more than 100 in the

South Island.*? Five Raeward Fresh and 85 On the Spot retail stores also operate in
the South Island.®®

40
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Foodstuffs NI “Who we are” https://www.foodstuffs.co.nz/about-foodstuffs/who-we-are/.

This includes merchandising services including product sourcing, ranging and promotional planning,
retail execution support, management of marketing, IT and digital systems development, developing
and renting properties for owned retail stores, transactional shared services, HR and legal support.
As at 31 December 2020. Foodstuffs NI supplies 101 New World, one Fresh Collective by New World,
43 PAK’'nSAVE, one PAK’'nSAVE mini and 167 Four Square stores. Information provided by Foodstuffs
NI. Foodstuffs Sl supplies 42 New World, 12 PAK‘nSAVE and 62 Four Square stores. Information
provided by Foodstuffs SI, [ 1.

Foodstuffs also has other retail and wholesale brands, including Gilmours, Trents, Fresh Collective,
Henry’s and Liquorland: Foodstuffs SI “Foodstuffs South Island Annual Report 2021” (2021) at 11,
available at: https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-
Island/Who-we-are/Annual-Reports/FOOD-J004626---2021-Annual-

Report Short Form 5 JUL Final Spreads DIGITAL.pdf.



https://www.foodstuffs.co.nz/about-foodstuffs/who-we-are/
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-we-are/Annual-Reports/FOOD-J004626---2021-Annual-Report_Short_Form_5_JUL_Final_Spreads_DIGITAL.pdf
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-we-are/Annual-Reports/FOOD-J004626---2021-Annual-Report_Short_Form_5_JUL_Final_Spreads_DIGITAL.pdf
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-we-are/Annual-Reports/FOOD-J004626---2021-Annual-Report_Short_Form_5_JUL_Final_Spreads_DIGITAL.pdf
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2.22 Foodstuffs’ retail banners are shown in Figure 2.2 below.

Figure 2.2 Foodstuffs’ retail banners
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2.23 Foodstuffs NI stores serve an average of 2.7 million customers every week through
its physical stores or online shopping.** Foodstuffs SI’s stores serve over 600,000
customers each week.*?

Other grocery retailers

2.24 Other grocery retailers operating in New Zealand include retailers operating in the
following categories:

2.24.1 international food stores (eg, Tai Ping, Japan Mart, Yogiji’s Food Mart);
2.24.2 other supermarkets (eg, Farro Fresh, Moore Wilson's, Bin Inn);

2.24.3 single-category or specialist grocery stores (eg, greengrocers, butchers,
bakeries, liquor stores, pet stores, pharmacies);

2.24.4 general merchandisers (eg, The Warehouse, Kmart, TheMarket);
2.24.5 convenience stores (eg, dairies, petrol stations, Night 'n Day);
2.24.6 meal kit providers (eg, Hello Fresh, My Food Bag);

2.24.7 food box operators (eg, Foodbox and Ooooby);

2.24.8 online-only supermarkets (eg, The Honest Grocer, Supie); and
2.24.9 specialist online retailers (eg, Hypermeat).

2.25 They provide a range of different retail grocery offers, many of which are focused
on specific shopping missions, product categories, or consumer groups.

a4 Foodstuffs NI “Our purpose” https://www.foodstuffs.co.nz/who-we-are/our-purpose.

45 Foodstuffs SI “Foodstuffs South Island Annual Report” (2019) at 2, available at:
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-
we-are/Annual-Reports/FSSI AR 2019 Web.pdf.



https://www.foodstuffs.co.nz/who-we-are/our-purpose
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-we-are/Annual-Reports/FSSI_AR_2019_Web.pdf
https://www.foodstuffs-si.co.nz/-/media/Project/Sitecore/Corporate/Corporate-South-Island/Who-we-are/Annual-Reports/FSSI_AR_2019_Web.pdf
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They also include a number of new entrants. Chemist Warehouse entered as a
single-category retailer in 2017.%¢ Meal kit providers, food box operators, online-
only supermarkets, and specialist online retailers have also entered with new retail
grocery services.*’

There has been no large-scale retailer entry to the sector in the last decade

2.27

2.28

2.29

2.30

While the range of retail grocery offerings has expanded in recent years, no
large-scale retail grocers with an offering comparable to PAK’nSAVE, Countdown or
New World have entered the sector in the last decade.

The Warehouse launched its Warehouse Extra hypermarket format in 2006 and
planned a chain of hypermarkets, which included grocery offerings. The company
abandoned plans to continue with the format in 2008 and stores were converted
back to the standard general merchandise stores.

Costco has confirmed that it intends to open one store in Auckland in 2022, and it
appears that that it is actively looking for store sites in Christchurch and
Wellington.*® However the development of additional stores may depend on the
success of its Auckland store.*®

Further discussion of entry and expansion in the retail grocery sector is provided in
Chapter 6.

Maori historically played a strong role as food producers and providers

2.31

Our consultation with Maori indicated that Maori do not currently have a
prominent role in the retailing of groceries. This differs from their role historically,
where Maori, particularly hapa and iwi, were involved not only as food producers,
but were also involved throughout all facets of the food supply chain, including as
traders.>°
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Chemist Warehouse “Game changer: All Blacks great teams up with Chemist Warehouse”
https://www.chemistwarehouse.co.nz/CWH/media/Documents/Chemist-Warehosue-Release.pdf.
For example: Hello Fresh “We save you serious money” https://www.hellofresh.co.nz/; My Food Bag
“Your answer to “What’s for dinner?”” https://www.myfoodbag.co.nz/; Woop “Delicious Homemade
dinners should take time. Just not yours” https://woop.co.nz/; Foodbox “Fresh, Seasonal, Local”
https://foodbox.co.nz/; Ooooby “Local and organic food made easy and fair”
https://www.ooooby.org/; The Honest Grocer “The Honest Grocer” https://thehonestgrocer.co.nz/;
Supie “Supie” https://supie.co.nz/; Hyper Meat “Hyper Meat” https://hypermeat.co.nz/.

Melanie Carroll “Costco delays its New Zealand launch, but is actively looking for additional sites”

(29 October 2020) Stuff https://www.stuff.co.nz/business/industries/123230944/costco-delays-its-
new-zealand-launch-but-is-actively-looking-for-additional-sites;

[ 1; Woolworths NZ "Post conference submission on Market
study into grocery sector" (24 November 2021) at [24.4.1].

RadioNZ “Costco experience opens in NZ mid-August” (9 February 2022)
https://www.rnz.co.nz/national/programmes/first-up/audio/2018829795/costco-experience-opens-
in-nz-mid-august.

For example, National Maori Authority “Post conference submission on Market study into grocery
sector” (November 2021) at 3.



https://www.chemistwarehouse.co.nz/CWH/media/Documents/Chemist-Warehosue-Release.pdf
https://www.hellofresh.co.nz/
https://www.myfoodbag.co.nz/
https://woop.co.nz/
https://foodbox.co.nz/
https://www.ooooby.org/
https://thehonestgrocer.co.nz/
https://supie.co.nz/
https://hypermeat.co.nz/
https://www.stuff.co.nz/business/industries/123230944/costco-delays-its-new-zealand-launch-but-is-actively-looking-for-additional-sites
https://www.stuff.co.nz/business/industries/123230944/costco-delays-its-new-zealand-launch-but-is-actively-looking-for-additional-sites
https://www.rnz.co.nz/national/programmes/first-up/audio/2018829795/costco-experience-opens-in-nz-mid-august
https://www.rnz.co.nz/national/programmes/first-up/audio/2018829795/costco-experience-opens-in-nz-mid-august
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Many Maori, hapa, and iwi have an aspiration to play a larger role in the retail part
of the grocery sector. This aspiration is driven not only by the desire to produce and
sell kai and see themselves reflected in all aspects of the grocery sector, but, for
hapu and iwi, also the desire to embody mana motuhake and enable tino
rangatiratanga. Central to this aspiration is the ability to determine what, and how,
kai is provided to Maori, and other New Zealanders, in accordance with Maori
values, tikanga and reo.>!

Throughout our engagement with Maori we also heard about the importance of kai
and its intrinsic link to wellbeing. For example, some contributors noted that "the
provision of affordable, safe, nutritious kai is fundamental to whanau, community
and national health and wellbeing". We heard that outcomes in the grocery sector
intersect with a wider range of social factors which continue to impact Maori
wellbeing, including health, education, community, employment and the
environment.

Major grocery retailers’ offerings

2.34

While they uniquely offer the convenience of one-stop shopping no matter the
shopping mission, the major grocery retailers choose to emphasise different
aspects of the retail grocery offer. The relative distribution of their stores varies
across New Zealand.

The major retail grocery banners

2.35

Foodstuffs Sl states its mission is to feed the South Island and to proudly serve local
communities.>? Foodstuffs NI indicated that to make sure New Zealanders get the
best out of life, it aims to be one of the most customer driven retailers in the
world.>3 Their three main retail banners provide differentiated retail offerings:

2.35.1 PAK’'nSAVE stores are the largest of the Foodstuffs groups’ stores and are
located generally in larger towns and cities. PAK’'nSAVE’s policy is to
provide New Zealand’s lowest food prices and to “look for ways to keep
costs down in order to pass those savings on” to consumers.>

2.35.2 Although New World stores are typically smaller, they are also located in
high traffic areas. New World prides itself on its friendly staff and quality
service.”
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For example, Ngahiwi Tomoana (Ngati Kahungunu Iwi Incorporated) “Post conference submission on
Market study into grocery sector” (24 November 2021) at 2.

Foodstuffs SI “Homepage” https://www.foodstuffs-si.co.nz/.

Foodstuffs NI “Who we are” https://www.foodstuffs.co.nz/who-we-are/our-purpose.

Foodstuffs SI “Our store brands” https://www.foodstuffs-si.co.nz/our-brands/our-store-brands.
Foodstuffs SI “Our store brands” https://www.foodstuffs-si.co.nz/our-brands/our-store-brands.



https://www.foodstuffs-si.co.nz/
https://www.foodstuffs.co.nz/who-we-are/our-purpose
https://www.foodstuffs-si.co.nz/our-brands/our-store-brands
https://www.foodstuffs-si.co.nz/our-brands/our-store-brands
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2.35.3 “Four Square stores range from small neighbourhood shops in larger
towns and cities, perfect for picking up last-minute ingredients for dinner
or dessert, to larger grocery stores in rural and provincial regions that
serve their communities’ everyday shopping needs”. Their product range
varies depending on store size and location. The Four Square retail
banner is positioned as “one of New Zealand’s iconic brands”.>®

2.354 Raeward Fresh offers customers “quality fresh fruit and vegetables, a full
butchery range, and all [their] grocery essentials”.>’

2.355 On the Spot are either stand-alone stores or attached to fuel stations:
“No matter where we are located, On the Spot stores cater to your
everyday needs”.>®

Woolworths NZ states that its goal is to provide the best possible convenience,

value, range and quality to the Kiwis it serves each week.® Its three retail banners

also provide differentiated offerings:

2.36.1 Countdown stores are generally the largest stores, and operate in high
traffic areas. Countdown positions itself as “New Zealand’s leading
supermarket brand” and says it is committed to providing its “customers
with choice, value and convenience, so they’ll enjoy the best overall
shopping experience”.%°

2.36.2 FreshChoice and SuperValue stores are generally smaller than
Countdown stores. Their product range varies depending on store size
and location. They aim to provide “locals quick and friendly service with
a range that has everything you want and is just what you need” .®*

Major grocery retailer store locations across New Zealand

2.37

2.38

Figure 2.3 shows the locations of Woolworths NZ and Foodstuffs stores across the
South Island of New Zealand. A further map of store locations across the

North Island is provided in Attachment A. Chapter 4 provides further information

on how major grocery retailers operate nationally and locally in different regions.

Larger supermarkets (such as Countdown, PAK’nSAVE and New World) appear to
be typically located near larger populations, while smaller supermarkets (such as
Four Square) appear more likely to be located in more remote areas. Most larger
towns have a mix of larger supermarkets, as well as some smaller supermarkets.
Many smaller and regional towns only have one supermarket.
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Foodstuffs NI “Our store brands” https://www.foodstuffs.co.nz/our-brands/our-store-brands.
Foodstuffs SI “Our store brands” https://www.foodstuffs-si.co.nz/our-brands/our-store-brands.
Foodstuffs SI “Our brands” https://www.foodstuffs-si.co.nz/our-brands.

Woolworths NZ “Home page” https://www.woolworthsnz.co.nz/.

Countdown “Our company” https://www.countdown.co.nz/about-us/our-company.

FreshChoice “About FreshChoice Supermarkets” https://www.freshchoice.co.nz/about/; SuperValue
“About SuperValue Supermarkets” https://www.supervalue.co.nz/about/.



https://www.foodstuffs.co.nz/our-brands/our-store-brands
https://www.foodstuffs-si.co.nz/our-brands/our-store-brands
https://www.foodstuffs-si.co.nz/our-brands
https://www.woolworthsnz.co.nz/
https://www.countdown.co.nz/about-us/our-company
https://www.freshchoice.co.nz/about/
https://www.supervalue.co.nz/about/
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Figure 2.3 Major grocery retailer store locations in the South Island

Foodstuffs
Woolworths -

© 2021 Mapbox ® OpenStreetiiap

Source: Commission analysis of information provided by major grocery retailers, as at
December 2020.%2
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2.39 Figure 2.4 shows locations of major grocery retailer stores by retail banner in
Auckland. Attachment A provides further maps of Wellington and Christchurch.

Figure 2.4 Major grocery retailer store locations in Auckland by retail banner
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Source: Commission analysis of information provided by major grocery retailers, as at
December 2020.5

2.40 This Auckland map shows relatively more Countdown supermarkets than
PAK'nSAVE and New World supermarkets. Maps of Wellington and Christchurch
included in Attachment A show relatively more PAK’'nSAVE and New World
supermarkets than Countdown supermarkets.

2.41 Chapter 4 provides further discussion on the regional variations in grocery store
options available to consumers.

Pricing and promotional practices

2.42 Grocery retailers commonly use a range of discounting mechanisms to encourage
consumers to shop at their stores and purchase certain products. It is also common
for New Zealand grocery consumers to be members of loyalty programmes.

- ( Ll 1.
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Promotional pricing is a feature of the New Zealand retail grocery sector

2.43

2.44

2.45

(=

wn

0

Promotional mechanisms used by major grocery retailers range from specials or
short-term discounts, to multi-buys, loyalty programme member-only discounts,
and everyday low prices (EDLP) where pricing strategy is based on offering a “low”
price on certain products for an extended period. Any one store typically runs a
number of these kinds of promotions at any one time, and quite frequently more
than one offer can apply in relation to a single product.

A significant proportion of groceries in New Zealand are purchased on these
promotions. Between around one and two thirds of total revenue earned by major
grocery retailers in 2019 was from sales of products on promotion.®* Promotions
are relatively common for product categories such as alcohol, dairy, meat, frozen
products, and general grocery.

Nielsen also reported that almost S6 in every $10 spent on groceries was spent on
products sold on promotion in 2017. As shown in Figure 2.5, the proportion of
groceries bought on promotion in New Zealand was ahead of other developed
markets around the world.

Figure 2.5 Percentage of grocery products sold on promotion
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64
65

Table D2 in Attachment D.
Commerce Commission “Market study into the retail grocery sector — Preliminary issues paper”
(10 December 2020) at Figure 4.
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Chapter 7 discusses major grocery retailers’ pricing and discounting practices,
including their frequency and the number offered, and the potential effects on
consumer decision making and competition.

Promotions can be funded by suppliers, when a supplier will contribute to
discounts offered on their products (referred to as promotional funding or trade
and marketing spend). We understand that discounts or rebates associated with
supplier promotional funding can lead to a material reduction in the effective price
retailers pay their suppliers for goods. We have been told that supplier-controlled
promotional funding is a global dynamic and more pronounced with large
multinational suppliers.

Chapter 8 describes the mechanics of promotional funding.

Loyalty programmes are offered by all major grocery retailers

2.49

2.50

2.51

2.52

Both New World and Countdown offer loyalty programmes and most grocery
consumers in New Zealand are members of at least one.

Key features of loyalty programmes include:

2.50.1 access to member-only discounts: instant discounts provided to loyalty
programme members;

2.50.2 accumulated rewards: fuel, food or other travel rewards such as Flybuys
and Airpoints earned by loyalty programme members; and

2.50.3 personalised offers: rewards or benefits that are more targeted at
individual consumers.

Through these programmes, retailers can gather consumer data, including on
consumers’ preferences and purchasing behaviour. This data can be used to inform
business decision making, for example, in relation to product ranges, and to offer a
more personalised consumer experience.

Chapter 7 discusses the nature of loyalty programmes offered by the major grocery
retailers and their potential effect on consumer decision making and competition.
Chapter 6 discusses the extent to which loyalty programmes may provide a
constraint on entry and expansion in the retail grocery sector.

Grocery supply chain

2.53

The grocery supply chain broadly consists of suppliers, wholesalers, and grocery
retailers. Suppliers may be growers of fresh produce, farmers, manufacturers or
processors. Grocery or produce wholesalers are intermediaries who acquire
products from suppliers and on-sell them to grocery retailers. Retailers sell directly
to consumers and may acquire products either from a wholesaler or directly from a
supplier.
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New Zealand’s major grocery retailers’ operations are vertically integrated,
meaning that they have integrated wholesale functions, but largely only to service
their own retail businesses and their franchisees. They own and operate central
distribution centres which supply their retail stores throughout the country.
Suppliers either deliver products to the major grocery retailers’ distribution centres
or directly to their retail stores.

Figure 2.6 shows a simplified version of the supply chain for grocery products to
retail consumers in New Zealand. The grocery supply chain is likely to be more
complicated in practice, as it includes different supply chains for different types of
products.

Figure 2.6 High-level summary of the supply chain for the NZ retail grocery sector
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* For the purposes of this study, we are interested in wholesalers which supply retail grocery stores.

We are aware that some foodservice wholesalers sell to some grocery retailers. We have therefore

included them in Figure 2.6 even though this is not the focus of their business.

Wholesale access to grocery products

2.56

Wholesale access to a full range of grocery products and associated services at
competitive prices in New Zealand appears to be limited.
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However, there are some wholesale options for:

2.57.1 single product categories such as fresh produce (eg, T&G Fresh, Fresh
Direct, MG Marketing), meat (eg, JR Wholesale Meats, Wholesale Meats
Direct), and some categories such as bread and milk where a large
supplier will perform a wholesale function through a “direct store
delivery” model;®® ¢7 and

2.57.2 international products (eg, Tai Ping, Wang Mart, MZ Holdings).

Retailers have also indicated that they are able to acquire some groceries from
wholesalers of imported products. This appears to largely be the case for
international products (eg, Indian, Chinese, Korean)® and some categories of
globally branded products (eg, confectioneries).®® However, we note that importing
does not grant access to locally branded products.

Separate wholesalers also exist to supply to restaurants and other foodservice
retailers (foodservice wholesalers). Two of these are part of the Foodstuffs group.
Trents is owned by Foodstuffs Sl and Gilmours store owners are part of the
Foodstuffs NI group. Although their businesses focus on foodservice, they also
supply some convenience stores and other grocery retailers.”® ! There are also
other independent foodservice wholesalers such as Bidfood and Service Foods.

Chapter 6 provides further analysis of the grocery supply chain and wholesale
supply.

Maori play a significant role as food producers

2.61

Despite a current lack of prominence as retailers, Maori have a strong role in the
grocery sector as growers and primary producers. In New Zealand, M3ori own:’?

2.61.1 50% of the fishing quota;

2.61.2 30% of lamb production;
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T&G Fresh “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 6; United Fresh “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 17; Woolworths NZ “Submission on retail grocery market study preliminary
issues paper” (4 February 2021) at 53.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at [5.5] footnote 63.

[ I l;

[ l.

[ I;
[ 1.
[ I [ 1.

[ l.
Chapman Tripp “Te Ao Maori — Trends and insights” (Pipiri 2017) at 5, available at:
https://chapmantripp.com/media/j1slpr3f/te-ao-maori-2017-english.pdf.
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2.61.3 30% of sheep and beef production;
2.61.4 10% of dairy production; and
2.61.5 10% of kiwifruit.

2.62 The National Maori Authority submitted that given the significant proportion of
Maori ownership of assets in the primary sector, Maori growers and primary
producers provide for a reasonable percentage of consumers’ weekly shopping
basket through primary production.’3

Other sector observations

2.63 This section sets out other observations on the grocery sector. We have looked at
the growth of the sector over the last 10 years, the impact of the COVID-19
pandemic and growth in online grocery sales.

Size of the grocery sector

2.64 The sector appears to have grown in line with growth in the New Zealand
population, as seen in Figure 2.7 below.

I National Maori Authority "Post conference submission on Market study into grocery sector"

(30 November 2021) at 4.
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Figure 2.7 Total number of major grocery retailer stores

Millions

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

B Total stores === NZ Population

Source: Commission analysis of information provided by major grocery retailers.”

There has been an increase in the total number of stores of the major grocery
retailers in the last 10 years. This has stabilised from 2017. The flattening off from
2017 appears to reflect a number of Four Square stores exiting the Four Square
retail banner, and others that have closed.””

The average annual growth rate of the number of stores for the period 2010 to
2020 is 1.6%, while the average annual population growth over the same period
has been 1.7%.

Figure 2.8 demonstrates an increase in supermarket and grocery store sales over
the last 10 years. The average annual growth rate of retail sales for the period 2011
to 2020 is 1.7%.
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Figure 2.8 Supermarket and grocery store industry sales

Million

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

I Retail grocery sales  e=====NZ Population

Source: Statistics NZ “Retail trade survey” Supermarket and grocery stores sales (operating income),
deflated at September 2010 quarter prices.”®

Impact of the COVID-19 pandemic on the retail grocery sector

2.68

2.69

As an essential service, supermarkets were able to operate during
Government-mandated lockdown periods (including the Alert Level 4 lockdown
periods from 25 March 2020, and 17 August 2021).

Many other grocery retailers, such as greengrocers and butchers, were significantly
disrupted during those periods, including not being able to open, and being subject
to other restrictions on trade. Some retailers that were not able to open have since
changed their business models or ceased trading. However, some businesses who
had not previously sold groceries to retail consumers began selling online during
lockdowns.”” The introduction of the Traffic Light system is more permissive,
allowing a wider range of retail operations.
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Statistics NZ “Infoshare” http://infoshare.stats.govt.nz.

For example: Bidfood https://www.bidfood.co.nz/; Service Foods https://www.servicefoods.co.nz/;
Trade Me https://www.stuff.co.nz/business/121373859/coronavirus-trade-me-launches-fresh-food-
boxes; Mighty Ape https://mightymart.co.nz/.
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https://www.stuff.co.nz/business/121373859/coronavirus-trade-me-launches-fresh-food-boxes
https://mightymart.co.nz/
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Night ‘'n Day (which operated during Alert Level 4 lockdowns) has noted that its
wholesale supply arrangement with Woolworths NZ was impacted during the 2021
Alert Level 4 lockdown, and many of its stores were not supplied during the
lockdown period.”® In Woolworths NZ’s view, the Night ‘n Day example highlights
the challenges of dealing with third parties in emergencies, such as while
responding to the COVID-19 pandemic, and that it is important to understand the
context in relation to that supply relationship.” 8

Concerns have been raised about price gouging. For example, during the Alert
Level 4 lockdowns:

2.71.1 there was significant media coverage regarding price rises for several
grocery products;®?

2.71.2 MBIE set up an online Price Watch service for consumers to report
concerns about price increases for essential goods and services; and

2.71.3 consumers complained that some stores may have temporarily stopped
offering promotional discounts.

Many consumers changed their behaviour through the lockdown period, for
example, by making larger, less frequent purchases, or by purchasing groceries
online.?? It is unclear whether this trend will continue in future, with the change to
a Traffic Light system which is more permissive for retailers, and in an evolving
pandemic, including with the emergence of Omicron.

While many non-supermarkets likely lost sales during the COVID-19 pandemic (and
in particular during the Alert Level 4 lockdown periods), sales appear to have
recovered for many following lockdowns. Sales of some niche products also appear
to have increased over the period as a consequence of disposable incomes not
being spent on international travel.8 Some changes in consumer behaviour
influenced by the pandemic are likely to persist while others may be more
transitory in nature.

However, this study does not analyse or comment upon the grocery sector’s
response to the COVID-19 pandemic, or its effects on competition.
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Transcript of Grocery Market Study Conference — Day 6 (1 November 2021) at 36 (lines 14-23).
Transcript of Grocery Market Study Conference — Day 6 (1 November 2021) at 37 (lines 12-14).
Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at [25.3].

For example: Cherie Howie “Price Gouging complaints pour in to Government’s ‘price watch’ inbox”
(3 April 2020) https://www.nzherald.co.nz/nz/news/article.cfm?c id=1&objectid=12322407; Susan
Edmunds “'Four inquiries a day' about potential price gouging during lockdown: MBIE”

(26 August 2021) https://www.stuff.co.nz/business/300392282/four-inquiries-a-day-about-potential-
price-gouging-during-lockdown-mbie.

For example: [ ].

[ 1.
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Rather, we have undertaken a wider assessment of competition in the sector. As
part of this assessment, we have considered whether any issues that have emerged
during the pandemic are likely to affect competition over a longer period.

Online trends

2.76

2.77

2.78

2.79

2.80

2.81

The majority of New Zealand consumers purchase groceries by visiting a retail
store. However, there has been an increase in online sales, including an increase
fuelled by the COVID-19 pandemic.

NZ Post indicated that online sales of specialty food, groceries and liquor increased
by 47% to $1.3 billion between 2019 and 2020, against an overall sector sales
increase of 10%. At the same time, the total number of online consumers increased
significantly, rising by 54% to 1.09 million. Customers also carried out 41% more
online transactions in 2020 and online basket size increased by 5%.84

Woolworths NZ has indicated Countdown’s online penetration continues to grow,
having increased from 3% total sales in FY2014 to over 13%.%°

Foodstuffs NI launched online shopping for its New World stores in 2017, offering
delivery and click and collect, and has since added click and collect to its PAK'nSAVE
stores.®® Foodstuffs Sl has very recently launched an online offering, which will be
rolled out to all New World (click and collect and delivery) and PAK’nSAVE (click and
collect only) by the end of 2022.%7

Other grocery retailers have launched online offerings, with a number being
launched during or shortly after the COVID-19 pandemic Alert Level 4 lockdown in
March 2020.88

Chapter 3 provides further information about innovation and investment in online
shopping services.
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NZ Post “The Full Download: 2021 New Zealand eCommerce Review” (2021) at 59, available at:
https://thefulldownload.co.nz/sites/default/files/2021-05/NZPost_TheFullDownload 2021.pdf.
Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 18; Woolworths NZ "Post conference submission on Market study into grocery
sector" (24 November 2021) at [15.5.6]; [ 1.

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[165.1]-[165.2].

Karen Coltman “Foodstuffs steps up its South Island online shopping service” (21 July 2021)
https://www.stuff.co.nz/business/125796178/foodstuffs-steps-up-its-south-island-online-shopping-
service.

[ L1 l;

[ ]; Woolworths NZ “Submission on Market study into grocery sector
draft report” (10 September 2021) at [28.6.1]; Foodstuffs NI "Post conference submission on Market
study into grocery sector" (3 December 2021) at [72.1]-[72.10].
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Chapter 3  Market outcomes in the retail grocery sector

Summary of findings

Our analysis indicates that the major grocery retailers achieved higher levels of
profitability than we would expect in a workably competitive market for at least the five
years prior to the COVID-19 pandemic. We have assessed three profitability measures:
return on average capital employed (ROACE), profit expectations in business cases for
new investments, and profit to sales margins.

Our ROACE estimates for the major grocery retailers, averaged across 2015 to 2019, are
12.8% for Foodstuffs SI, 12.7% for Woolworths NZ, and 13.1% for Foodstuffs NI. This is
well above our estimate of a normal return for grocery retailing in New Zealand of 5.5%.

Business cases for incremental investments in new and refurbished supermarkets were
examined as a cross-check of this analysis. We examined the returns that the major
grocery retailers expected to make on investments in new and refurbished stores,
contained in a selection of business cases produced between 2014 and 2019. The
information which was of evidential value shows average expected returns from these
particular investment projects well above the hurdle rate which is our workable
competition benchmark. It is not, however, possible for us to draw any inference
regarding the overall profitability of a major grocery retailer’s business from our
assessment of those business cases.

The three major grocery retailers’ profit to sales margins are broadly consistent with
those of a sample of overseas grocery retailers. However, we have not given significant
weight to this observation, as to reach a robust conclusion from a direct comparison
would require a detailed examination of each overseas retailer’s business and operating
context.

While it is difficult to compare grocery prices internationally, it appears that New Zealand
prices are relatively high by international standards based on comparisons using a range
of data sources and a mix of market exchange rates and purchasing power parity (PPP)
exchange rates.

We have observed innovation in a range of areas including in customers’ in-store
experiences, in the distribution of grocery products, new products and online sales.
However, our view is that the scale and pace of innovation in the New Zealand retail
grocery sector appears lower than might be expected in a workably competitive market.

o The major grocery retailers appear to be largely adopters of other retailers’ or
suppliers’ innovations, rather than generating their own innovations.
Their buyer power can also weaken suppliers’ incentives to invest in new products.

o) In addition, the benefits of supply chain efficiencies may not be shared with
consumers to the same extent as would be likely if competition was stronger.

(¢ Some of the major grocery retailers have been slow to introduce online sales
channels.

None of these observed market outcomes is, on its own, a conclusive indicator that
competition is not effective. However, viewed in the round, they suggest that
competition is not working as well for consumers as it could.
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Introduction

3.1

3.2

3.3

3.4

3.5

This chapter sets out our observations on market outcomes in the retail grocery
sector and our view on what these indicators can tell us about whether
competition is working well.

We focus on a range of observable outcomes that are indicative of whether
competition is working well. This includes the profitability of grocery retailers and
the prices they charge to consumers, but also includes the extent of investment
and innovation that they engage in.

Looking across these observations we consider whether they are consistent with
what we would expect in a workably competitive market and, if not, the extent to
which they depart from what we would expect. In forming expectations of what we
would expect in a workably competitive market, we consider a range of
benchmarks including observations from other markets, such as those overseas or
in other industries.

In a workably competitive market we would expect to see:
34.1 levels of profitability which are not persistently above normal returns;

3.4.2 prices which are lower in the long run than those in markets where
competition is not working effectively; and

343 firms which are innovating and investing in research and development to
drive competitive advantage and further profitability by creating more
efficient or attractive offerings for consumers.

The remainder of this chapter discusses:

3.5.1 profitability of grocery retailers in New Zealand;
3.5.2 price outcomes; and
353 innovation and investment.

Profitability of grocery retailers in New Zealand

3.6

3.7

Although there are limited measures of economic profit available, our analysis
indicates that the major grocery retailers have been able to achieve higher levels of
profitability than we would expect in a workably competitive market for at least the
five years prior to the COVID-19 pandemic.

For the period between 2015 and 2019 we have calculated average ROACE
estimates of 12.8% for Foodstuffs SI, 12.7% for Woolworths NZ and 13.1% for
Foodstuffs NI. These ROACE estimates are well above our estimate of a normal rate
of return for grocery retailing in New Zealand of 5.5%.
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Our ROACE analysis has been improved in response to submissions, and through
information that we had requested from Foodstuffs NI and Foodstuffs SI which was
not available at the time of our draft report. For example:

3.8.1 Following receipt of the data requested, our ROACE estimates for
Foodstuffs NI and Foodstuffs Sl are now calculated on a ‘whole of
business’ basis. Whole of business ROACE estimates are for the entirety
of Foodstuffs NI and Foodstuffs SI’s businesses, including the centralised
functions provided by the co-operatives and ownership of property used
for retail stores.

3.8.2 For Woolworths NZ we have now included right of use assets reflecting
the value of its leased property.

We have examined the returns that the major grocery retailers expected to make
on a selection of incremental investments in new and refurbished stores, contained
in business cases produced between 2014 and 2019. The information which was of
evidential value shows average expected returns from these particular investment
projects well above the hurdle rate which is our workable competition benchmark.
It is not, however, possible for us to draw any inference regarding the overall
profitability of a major grocery retailer’s business from our assessment of those
business cases.

We also compared the major grocery retailers’ ROACE and profit margins with
27 overseas grocery retailers. It is difficult to draw robust conclusions regarding
whether the major grocery retailers’ profitability is consistent with workable
competition based on this analysis.

Data availability has restricted the range of profitability measures we have been
able to consider in our study. For various reasons we have not been able to apply
the range of profitability measures used in our retail fuel market study.

Our assessment of profitability is set out below, under the following headings:

3.12.1 persistently high profitability may indicate that competition is not
working well;

3.12.2 we have used three measures to assess profitability;

3.123 we have estimated a normal rate of return for grocery retailing based on
Weighted Average Cost of Capital (WACC);

3.12.4 ROACE estimates for the major grocery retailers’ are well above our
WACC estimate;

3.12.5 we have compared ROACE estimates for the major grocery retailers with
overseas retailers;

3.12.6 there is an alternative view regarding valuation of lease assets;
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3.12.7 business cases show high returns for some projects; and

3.12.8 it is difficult to draw robust conclusions from comparing profit to sales
(profit margins).

Attachment B provides more details about how we have assessed profitability
within the retail grocery sector.

Persistently high profitability may indicate that competition is not working well

3.14

3.15

3.16

3.17

3.18

In a workably competitive market we would not expect to see levels of profitability
which are persistently above a normal return.

Levels of profit above normal returns that are temporary or particular to some
firms can occur in a workably competitive market. Profits are a reward to
businesses which can achieve lower costs than their rivals or attract additional
customers by improving their offers.

High levels of profitability provide a signal for new entry or expansion in a market.
When entry or expansion occurs, output increases and prices should subsequently
fall, so that profit returns to normal levels. If high profitability is persistent in a
competitive market, it will generally be confined to a subset of firms that have
some form of enduring competitive advantage such as relatively lower costs.

However, if all firms in a sector are persistently earning above a normal return, this
suggests that competition is not working well for consumers. In a workably
competitive market, we would expect that over time, firms would tend to earn
normal rates of return and prices would reflect efficient costs.

Conversely, the absence of profitability persistently above normal levels is not
necessarily evidence that competition is working effectively. Profitability can still be
at or around normal levels without workable competition. This could be due to
inefficiency and a lack of innovation by market participants, caused by the lack of
competition.

We have used three measures to assess profitability

3.19

3.20

We have assessed profitability between 2015 to 2019. We have excluded 2020
onwards to avoid the effects of the COVID-19 pandemic. For example, given
supermarkets were allowed to keep trading during lockdown (while many other
retailers were not), the period from 2020 onwards might not be representative of
underlying performance and profitability.

Our analysis has focused on the major grocery retailers: Woolworths NZ, Foodstuffs
NI and Foodstuffs SI. We have analysed the Foodstuffs co-operatives individually as
this reflects their business structure. Woolworths NZ and the Foodstuffs co-
operatives operate under different business models. This has meant our approach
has differed slightly by company.
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We have used three approaches when assessing the profitability of the grocery
retailers in New Zealand:

3.21.1 our primary profitability measure is ROACE;

3.21.2 we have examined forward-looking expectations of anticipated
profitability contained in business cases for investments in new and
refurbished stores; and

3.21.3 we have also examined profit margins that the major grocery retailers
have earned over time.

We have compared each of these profitability measures against relevant
benchmarks to assess the level of profitability and its persistence over time.

Data availability has restricted the range of profitability measures we have been
able to consider in our study. We have not been able to apply the range of
profitability measures used in our retail fuel market study, primarily due to the lack
of available information. For example:

3.23.1 none of the major grocery retailers in New Zealand are separately
publicly listed, which has prevented us from using the Tobin’s Q measure
in our assessment;®°

3.23.2 we have not had access to high frequency data on margins, over a long
time period, as we did in the retail fuel market study; and

3.233 we have also not been able to source data to perform an internal rate of
return (IRR) or a truncated internal rate of return (TIRR) from the
financial data provided by the major grocery retailers.

Limitations of our profitability analysis are discussed further below.

Return on average capital employed

3.25

ROACE derives an annual return based on the amount of earnings a company has
made in a financial year relative to the value of the assets that were employed in
that year to generate those earnings. The specific ROACE formula we have used in
this study is shown in Figure 3.1 below. This is broadly the same formula that was
used in our retail fuel market study.

89

Although Woolworths Group Limited is publicly listed in Australia, Woolworths NZ is only a
component of this business.
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Figure 3.1 Our ROACE formula

Net Profit after Tax + (Net Interest Expenses X ( 1 - Corporate Tax))

ROACE =
Average Assets Employed

Where: Net Interest Expenses = Interest Expenses - Interest Income

Average Assets Employed = ( Total Assets - Goodwill - Current Liabilities + Interest Bearing Current Liabilities )
taken at the start and end of the financial year

The value of assets employed in the ROACE measure should reflect the market
value (or opportunity cost) of the assets, or the amount of capital being employed.
Given we are estimating profitability for grocery retailers, any assets and earnings
that relate to non-grocery activities were excluded.

Assets should ideally be valued at their depreciated replacement cost. However,
this is not always straightforward, particularly for some intangible assets like
brands and organisational capital, which reflect things such as customer contracts,
supplier relationships, a trained workforce and transport contracts.

While this means there are some limitations of the ROACE measure, it is
nonetheless useful in measuring profitability. In particular, ROACE is a good and
well-known measure of economic profit. Economic profit is a better measure of
profitability for competition analysis than accounting profit. This is because it
focuses on the economic costs of the resources used in the business and can be
compared to the opportunity cost of investing those resources elsewhere. The
Competition and Markets Authority (CMA) and the Australian Competition and
Consumer Commission (ACCC) also use various forms of return on capital in their
own market studies (for example, the CMA Funeral Study and ACCC Cattle and Beef
Study).*°

A summary of our approach to measuring ROACE for Woolworths NZ and the two
Foodstuffs co-operatives is provided below. This includes how we have dealt with
the difficulties associated with ROACE and issues that have been raised in
submissions. Further detail is included in Attachment B.
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Competition & Markets Authority “Funerals Market Investigation — Final report — Appendix S:
Profitability of funeral directors” (18 December 2020), available at:
https://assets.publishing.service.gov.uk/media/5fdb2461e90e071bel1015708/Appendix S -

Profitability of funeral directors 18.12.20.pdf; Australian Competition & Consumer Commission
“Cattle and beef market study — Final report” (March 2017) at 29, available at:
https://www.accc.gov.au/system/files/ACCC%20Cattle%20and%20beef%20market%20studyFinal%20
report.pdf.
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Approach to calculating ROACE for Woolworths NZ

3.30

3.31

3.32

3.33

3.34

3.35

When calculating ROACE for Woolworths NZ, we have included estimated values of
capitalised leases and the associated interest expenses. Woolworths NZ leases
most of the land and buildings used for its retail stores. This approach is based on
one of the economic functions of a lease being to provide an alternative to debt
when financing the acquisition of an asset, “the lease...relieves the firm of having to
finance the asset from other sources”.”! Including right of use assets for leases in
capital employed is consistent with standard financial practice. Recent changes to
international accounting standards mean the value of these assets is now available
in financial accounts.

Woolworths and its advisors, in their submissions on our draft report, argued for
this approach to be adopted.

We have adjusted Woolworths NZ’s asset base upwards to reflect our estimates of

the current market value of land and buildings it owns. This is to capture the actual

amount of capital that is being employed by the company and its opportunity cost.

We have removed development properties from Woolworths NZ’s assets employed
because these assets are not being used for grocery retailing.

We have excluded the intangible asset relating to goodwill from Woolworths NZ’s
asset base.’? We have removed goodwill because it is not an asset that is employed
in generating earnings —rather, it reflects future expected earnings. Therefore,
including goodwill may capture the expectation of excessive profits in the future.

We have also excluded two non-grocery subsidiaries Woolworths NZ owned during
the 2015 to 2019 period when calculating ROACE, given our analysis is focused on
the profitability of grocery retailing.

We have included the book value of intangible assets relating to brands in
Woolworths NZ’s assets employed. In our draft report we excluded this intangible
asset because of its similarities to goodwill and we tested the sensitivity of our
results to this exclusion. Submissions made by Woolworths NZ and their economic
advisors proposed that brands should be included in the assets employed.®® We
have concluded that this asset has a value that should be recognised when
estimating ROACE.**
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Stewart C Myers, David A Dill and Alberto J Bautista “Valuation of financial lease contracts” The
Journal of Finance Vol XXXI, No 3, June 1976, 799-819 at 800.

Woolworths NZ submitted that it did not agree with our exclusion of goodwill assets from its asset
base, Woolworths NZ “Submission on Market study into grocery sector draft report”

(10 September 2021) at [27.7.8].

Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at [5.4.8]; Woolworths NZ “Submission on Market study into grocery sector draft
report” (10 September 2021) at [27.7.5].

We have included brands at book value in the asset base, which reflects the price a party was willing
to pay for the asset. This approach aligns our estimation of the ROACE for the sample of overseas
grocery retailers, which include the value of acquired brands in the asset employed. It is also
consistent with the approach in our retail fuel market study.
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Approach to calculating ROACE for the Foodstuffs co-operatives

3.36

3.37

3.38

3.39

3.40

Our ROACE estimates for Foodstuffs NI and Foodstuffs Sl are based on a ‘whole of
business’ approach. The whole of business ROACE for each co-operative is a
consolidation of its retail stores, and includes the centralised functions provided by
the co-operatives. Most of the land and buildings used for their retail stores is
owned by the co-operatives.

Applying a whole of business approach is a change from our draft report. Our
estimates in our draft report focused on the profitability of Foodstuffs NI and
Foodstuffs SI’s retail stores, noting that the land and buildings used for retail stores
is leased by individual owner-operators from the co-operatives. In our draft report,
our focus was on the individually owned and operated companies that directly
engage in grocery retailing.

Based on submissions and new information provided, we have now assessed the
profitability of the two Foodstuffs co-operatives on a whole of business basis.
Foodstuffs NI and Foodstuffs Sl submitted that each co-operative and its retail
businesses are fully integrated in terms of their operations, and trying to assess
profitability for the individual parts of the group was artificial as it does not reflect
the reality of their business.?

At the time of our draft report, we did not have a complete picture of the
co-operatives’ land and buildings, including the market value of these investments
and any gain in value these investments have earned. This made estimating
profitability on a whole of business basis problematic, given their significant
investments in property.

Following consultation on our draft report we now have information from both of
Foodstuffs NI and Foodstuffs SI which estimates the market value of their property
investments. We have also used this information to estimate the annualised capital
gains that both co-operatives have earned over 2015 to 2019.

Profit expectations for new investments

341

3.42

Our second profitability measure is the returns that the major grocery retailers
expected to earn from proposed new investments, and the level of financial return
that they require for new business cases to be approved.

Consistent with our approach to ROACE, we examined the forecast profitability of
the two Foodstuffs co-operatives based on the whole of business approach, rather
than focussing on the profitability of the retail businesses (as we did in our draft
report).
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Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[21]; Foodstuffs NI “Submission on Market study into grocery sector draft report”
(10 September 2021) at [25].
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Profit margins

3.43

3.44

Our third profitability measure is profit margins of the three major grocery
retailers. Profit margins measure profit as a percentage of annual sales revenue.

We have used three measures of profit margin: gross profit (GP) margin, earnings
before interest, tax, depreciation, amortisation and rent (EBITDAR) margin, and net
profit after tax (NPAT) margin. We have assessed trends in profit margins over
time, and relative to a sample of international grocery retailers.

We have estimated a normal rate of return for grocery retailing based on WACC

3.45

3.46

We have benchmarked ROACE and profit expectations for new investments against
our estimate of a normal rate of return for firms in the New Zealand retail grocery
sector.

Our estimate of a normal rate of return is the estimated WACC. WACC is the
expected financial return that investors require for an investment given the
riskiness of that investment. We consider that the WACC is the best available
benchmark of returns expected under workable competition.®® ROACE is
comparable to a post-tax WACC.
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We note submissions from major grocery retailers on this point. Foodstuffs NI submitted that seeking
to benchmark ROACE against WACC is prone to error and is consequently not a sound basis for
comparison and that Foodstuffs NI’s profit margins are consistent with the international sample,
Foodstuffs NI “Submission on Market Study into grocery sector draft report” (10 September 2021) at
[52] and [64]. Peter Harris submitted for Woolworths that “firms under conditions of perfect
competition might expect to see their returns on capital competed down to a level just above WACC.
But the Commission by its own standard in the Study recognises that perfect competition is not the
appropriate standard. Workable competition, where returns are going to be materially higher than a
WACG, is that standard”, Woolworths NZ “Post conference submission on Market study into grocery
sector: Attachment 1 - Peter Harris AO - Views on the Commerce Commission Draft Market Study
Report on Grocery Retailing in New Zealand” (25 November 2021) at [9]-[21]. WACC measures the
cost of capital of an efficient firm; while we agree that there can be deviations from the normal
returns an efficient firm could expect we nonetheless consider it the most suitable benchmark. As
indicated by the court in Wellington International Airport Ltd and Others v Commerce Commission,
“workably competitive markets have a tendency towards generating certain outcomes. These
outcomes include the earning by firms of normal rates of return, and the existence of prices that
reflect such normal rates of return, after covering the firms’ efficient costs”, Wellington International
Airport Ltd and Others v Commerce Commission [2013] NZHC 3289 at [18]-[22].
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Our central estimate of post-tax WACC for firms in the New Zealand retail grocery
sector for the time period between 2015 and 2019 is 5.5%. As a sensitivity, we also
estimated WACC based on the views of various submissions on behalf of the major
grocery retailers on inputs to the WACC, various commercial research, and our own
previous work on WACC inputs.®’ In our view, this gives a higher estimate of
post-tax WACC of 6.6%.

WACC is estimated using certain input parameters. Some of these inputs have been
estimated using a sample of 27 overseas grocery retailers. These retailers are from
a variety of OECD countries, including the United Kingdom, the United States,
Canada, Israel, and Turkey. The sample of overseas grocery retailers is described in
greater detail in Attachment B.

We have reviewed our WACC estimate in response to submissions. A number of
submissions on our draft report challenged our estimate of the parameter values
and our overall WACC. The main adjustments we have made to our WACC estimate
are:

3.49.1 We have removed three companies from the sample of overseas grocery
retailers, in response to submissions from Foodstuffs and Woolworths
NZ.%8 This increased our central asset beta estimate to 0.47.

3.49.2 We have also adopted an asset beta of 0.6 for our higher WACC estimate
(compared to 0.5 in our draft report). Reasonableness checks we have
undertaken, alongside the other evidence before us, suggest using this
higher asset beta for our higher WACC estimate is appropriate.
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Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at 75-91; Commerce
Commission “Input Methodologies review decisions: Topic Paper 4: Cost of capital issues”

(20 December 2016) at [590]-[595.7], available at:

https://comcom.govt.nz/ data/assets/pdf file/0021/60537/Input-methodologies-review-decisions-
Topic-paper-4-Cost-of-capital-issues-20-December-2016.pdf; Commerce Commission “Fibre input
methodologies: Main final decisions — reasons paper” (13 October 2020) at [6.896]-[6.899], available
at: https://comcom.govt.nz/ data/assets/pdf file/0022/226507/Fibre-Input-Methodologies-Main-
final-decisions-reasons-paper-13-October-2020.pdf; Professor Aswath Damodaran “Data Archives”
Damodaran Online
https://pages.stern.nyu.edu/~adamodar/New_Home_Page/dataarchived.html#discrate; Grant
Samuel “Independent Expert Report in Coles Group Limited: Scheme Booklet Supplement”

(21 September 2007), available at:
https://www.asx.com.au/asxpdf/20071001/pdf/314w5y3fgt938l.pdf.

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix A - Incenta
Review of grocery retailing: Comment on the Commerce Commission’s analysis of profitability”

(10 September 2021) at [86], [95] and [96]; Woolworths NZ “Submission on Market study into grocery
sector draft report: Attachment 1 - NERA - Grocery Market Study: Review of the NZCC Draft Report”
(10 September 2021) at iii.
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https://comcom.govt.nz/__data/assets/pdf_file/0021/60537/Input-methodologies-review-decisions-Topic-paper-4-Cost-of-capital-issues-20-December-2016.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0022/226507/Fibre-Input-Methodologies-Main-final-decisions-reasons-paper-13-October-2020.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0022/226507/Fibre-Input-Methodologies-Main-final-decisions-reasons-paper-13-October-2020.pdf
https://pages.stern.nyu.edu/~adamodar/New_Home_Page/dataarchived.html#discrate
https://www.asx.com.au/asxpdf/20071001/pdf/314w5y3fgt938l.pdf
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3.50 In addition, we have updated leverage to 17% when calculating both our WACC
estimates. This is the average leverage of the overseas comparator sample. We had
previously included a leverage figure of 30% for our higher WACC estimate in our
draft report. However, our estimate of cost of capital uses a zero debt beta. Using
the average leverage of the comparator sample set for both our estimates of WACC
avoids the anomaly of WACC increasing with leverage.®®

3.51 We have also removed debt issuance costs from our WACC estimate. We had
included debt issuance costs in our WACC estimate for our draft report. However,
estimated firm-level profits are net of debt issuance costs, so including them in
WACC would double count these costs. Consequently, we have excluded this for
our final report. This is consistent with our approach in the retail fuel market study.

3.52 As a result of these changes, our central WACC estimate has increased from 5.3% to
5.5% since our draft report, and our higher estimate has increased from 6.1% to
6.6%. Attachment B provides further details on how we estimated WACC, including
evidence supporting that our estimates are commercially realistic.

ROACE estimates for the major grocery retailers are well above our WACC estimate

3.53 For the period between 2015 and 2019 we have calculated average ROACE
estimates of 12.8% for Foodstuffs Sl, 12.7% for Woolworths NZ, and 13.1% for
Foodstuffs NI. These ROACE estimates are well above our WACC estimate for New
Zealand grocery retailers. This is illustrated in Figure 3.2.

9 Commerce Commission “Input Methodologies (Electricity Distribution and Gas Pipeline Services)
Reasons Paper” (22 December 2010) at Appendix H, available at:
https://comcom.govt.nz/ data/assets/pdf file/0019/62704/EDB-GPB-Input-Methodologies-
Reasons-Paper-Dec-2010.pdf.



https://comcom.govt.nz/__data/assets/pdf_file/0019/62704/EDB-GPB-Input-Methodologies-Reasons-Paper-Dec-2010.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0019/62704/EDB-GPB-Input-Methodologies-Reasons-Paper-Dec-2010.pdf
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Figure 3.2 Average ROACE for each major grocery retailer in New Zealand compared to
WACC (2015-2019)
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Source: Commerce Commission profitability analysis.'®

3.54 We have estimated the excess returns earned by the major grocery retailers in
dollar terms, based on the ROACE and WACC estimates above. The average ROACE
for the major grocery retailers is 12.9%. If the average ROACE was 5.5% (our central
estimate of WACC), the major grocery retailers’ profits would reduce by
approximately $430m per year.1°!

3.55 We have also examined ROACE for the three major grocery retailers for each year
between 2015 to 2019. This is illustrated in Figure 3.3 below. Overall these ROACE
estimates are relatively stable, showing no clear upwards or downwards trend.
There are no clear indications that the ROACE estimates for the major grocery
retailers exceeding WACC is temporary.

100 [ ]

101 If the major grocery retailers’ average ROACE was 6.6% (our higher WACC estimate), their profits

would reduce by approximately $365m per year.



56

Figure 3.3 Annual ROACE for each major grocery retailer in New Zealand (2015-2019)
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Our ROACE estimates are lower than those in our draft report, due to
improvements in our calculations in response to submissions, additional
information we have received, and refinements to the scope of the grocery
businesses we have assessed.%3 The ROACE estimates for the major grocery
retailers contained in our draft report ranged from 21.6% and 23.8%, when
averaged across 2015 to 2019. The most material changes were moving to a whole
of business approach for Foodstuffs NI and Foodstuffs SlI, and including right of use
assets associated with leases for Woolworths Nz.104

102
103

104

[ 1.
See paragraphs 3.30 to 3.40 above for further discussion of our approach to estimating ROACE for

Woolworths NZ and the Foodstuffs co-operatives.

Updated ‘retail’ ROACE estimates for Foodstuffs, focusing on the overall profitability of retail stores,
are 21.9% for Foodstuffs NI and 21.7% for Foodstuffs Sl. These retail estimates reflect the updates we
have made between the draft and final reports, except the change to reporting ROACE for Foodstuffs
on whole of business basis. They do not include the capitalisation of leases as a right of use asset.
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We have compared ROACE estimates for the major grocery retailers with overseas
retailers

3.57 We compared the average ROACE for the three major grocery retailers with the
average ROACE observed for a sample of overseas grocery retailers over the same
time period.'%> As shown in Figure 3.4 below, the average ROACE for the three
major grocery retailers is slightly higher than, but similar to, the average ROACE for
the overseas comparator companies.

Figure 3.4 Average ROACE for the major grocery retailers in New Zealand compared
with overseas grocery retailers (2015-2019)
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Source: Commerce Commission profitability analysis.'%

3.58 However, it is difficult to draw firm conclusions regarding whether the major
grocery retailers’ ROACE is consistent with workable competition by comparing
with overseas grocery retailers.

105 The formula used for calculating the ROACE for our sample of international grocery retailers is the

same that we used for calculating the ROACE for the New Zealand grocery retailers. It removes
goodwill from the assets employed. The overseas companies used in our sample are the same used in

determining our estimate of WACC, which is described in Attachment B.
106 [ ]
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To do so would require a close examination of the overseas grocery retailers’
businesses and the competitive context in which each of them operates. For
example, the extent to which the overseas grocery retailers are operating in

workably competitive markets is unclear.

There is large variation in ROACE observed for the overseas retailers. The 5-year
average ROACE for the overseas sample does range from 2.7% to 36.9%.%’
Submissions also noted that the results from the overseas sample showed
significant variability and volatility.1% This could reflect differences in competitive
constraints, and other economic and operating differences.

ROACE estimates depend crucially on asset values and we have not adjusted the
international comparator ROACE estimates to be consistent with our New Zealand
analysis, including assessing the market value of property or adding right of use
assets associated with leases. For example, if right of use assets for leased property
are not included, ROACE is likely to be higher.1%® However, adjusting the asset
values retrospectively would require detailed specific enquiry into each company to
assess the individual adjustment required.

an alternative view regarding valuation of lease assets

Unlike the position outlined in the section above, our draft report did not add the
value of capitalised leases to retailers’ asset values when calculating returns and
estimating the profitability of the grocery retailers.

If we had persisted with the approach used in our draft report, we would have
sought to adopt economic valuation concepts such as depreciated replacement
cost (DRC) or market value. Under this approach the initial value of any lease asset,
based on DRC, would be the sum of the search, negotiation and contracting costs,
because these activities provide benefits over the life of the lease. While we do not
have data regarding these costs for the major grocery retailers, the resulting value
would inevitably be small relative to the total value of all future lease payments.

The reasons for preferring the approach in our draft report might include that it
would:

3.64.1 help separate out the economic profits available to grocery retailers and
property investors; and

3.64.2 more accurately signal the economic profit available to a capital-
constrained entrant.

107 [
108

1.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)

at [27.5.3].
109 We note that Woolworths NZ ROACE, averaged across 2015 to 2019, reduced from 21.0% to 12.7%
when right of use assets for leases were included.
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The overall effect of the approach in our draft report was to decrease the value of
the grocery retailers’ assets employed. This would increase retailers’ ROACE
estimates from those quoted in Figure 3.2 and Figure 3.3. In the case of
Woolworths NZ, the change would be to levels cited in Footnote 109, given the
significant role that leases play in its business model. For Foodstuffs NI and
Foodstuffs Sl, if their ROACE has been measured on a whole of business basis, the
increase would be much more modest.

Business cases show high returns for some projects

3.66

3.67

3.68

3.69

3.70

Analysis of business cases for new investment projects can provide insight into the
forward-looking profit a company expects to earn from new investments. We also
used this form of analysis in the retail fuel market study.

It is common for firms to set profit targets for new investment capital at a “hurdle
rate” which is higher than their WACC. We would expect this in workably
competitive markets and note that hurdle rates apply to extra capital invested, not
the ROACE across the firm as a whole. For our business case analysis we used
internal hurdle rates above the WACC as the benchmark.

The major grocery retailers provided us with information on 116 new investment
projects, less than half of which included internal modelling from which we could
assess profit expectations. In our view, most of this information has no value as
evidence for this study.

The information that is of evidential value shows average expected returns from
these particular investment projects well above the hurdle rate which is our
workable competition benchmark.

We acknowledge Woolworths NZ’s submission that we have only assessed
“growth” projects that relate to investments in new stores, that this only
represents some of its capital expenditure and that a large proportion of its
remaining ‘business as usual’ spending on maintaining and upgrading existing
investments does not generate returns itself.!° This is a limitation of our business
case analysis — we have not examined the significant amount of investment that
relates to ‘business as usual’ spending on maintaining and upgrading existing
investments.

110

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at [27.10].
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Each of the major grocery retailers operates an integrated business which includes
not simply the retailing outlets but also distribution centres and head office
systems. It can therefore be expected to have a range of investment projects with
varying levels of expected returns depending on the nature and risk of the projects
being undertaken. Consequently, it is not possible for us to draw any inference
regarding the overall profitability of a major grocery retailer’s business from the
assessment of those business cases we have analysed.

It is difficult to draw firm conclusions from comparing profit margins with overseas
grocery retailers

3.72

3.73

3.74

We have examined the profit margins of the three major grocery retailers. This
enabled us to observe trends over time and to compare profit margins with a
sample of 27 overseas grocery retailers. These are the same comparator companies
that we used when developing our WACC estimate.

Profit margins are assessed using accounting measures of profit as a percentage of
the annual sales turnover. Three profit margins were assessed:

3.73.1 EBITDAR margin: EBITDAR is the profit a company has made before the
interest expenses on debt, the tax on its profit, depreciation,
amortisation, and rent have been paid. The EBITDAR margin is the total
EBITDAR divided by total sales for a financial year.

3.73.2 NPAT margin: NPAT is a company’s profit after all costs, including
taxation have been paid. The NPAT margin is the total NPAT divided by
total sales for a financial year.

3.733 GP margin: GP margin is the gross profit a company makes after
deducting the costs associated with purchasing its products and making
them ready for sale. In other words, it is the total sales revenue the
company receives, less the total cost of the goods sold. The GP margin is
the total GP divided by total sales for a financial year.

Our analysis shows that profit margins for New Zealand’s major grocery retailers
are broadly consistent with the sample of overseas grocery retailers. While in some
instances the profit margins for the major New Zealand grocery retailers are higher
than the average overseas comparators, there is large variation amongst the
overseas sample.
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However, it is difficult to draw firm conclusions regarding whether the major
grocery retailers’ profit margins are consistent with workable competition by
comparing with overseas grocery retailers. Similar concerns to our international
comparisons of ROACE (see paragraph 3.58 above) also apply to profit margins. In
particular:

3.75.1 it is difficult to ensure a robust comparison of profit margins with New
Zealand’s major grocery retailers, given challenges in understanding the
overseas grocery retailers’ businesses and the competitive context in
which each of them operates; and

3.75.2 there is large variation in profit margins observed for the overseas
retailers.

There are some additional caveats around the comparability of profit margins
between businesses in different countries, including differences that arise from
different tax regimes, whether the stores own or lease their land and buildings, and
the relative scale of their typical operations.

We have made several changes to our analysis of profit margins in response to
submissions on our draft report. These include:

3.77.1 Using the EBITDAR margins instead of EBIT margins. This is in response to
the submission from Incenta (for Foodstuffs NI and Foodstuffs Sl), which
presented an example showing how different profit margins could be
affected by ownership versus renting of assets.!! Incenta noted that the
GP Margin and the NPAT margin are not impacted by this effect.

3.77.2 We have converted profit margins for Foodstuffs NI and Foodstuffs Sl to
a whole of business basis, consistent with our approach to ROACE. Our
draft report presented profit margins for the Foodstuffs co-operatives
based on retail stores. Foodstuffs NI and Foodstuffs SI submitted that
profit margins should be developed based on the whole of business
approach.

Figure 3.5 below shows the EBITDAR margin for the three major grocery retailers
from 2015 to 2019, compared to the sample of international grocery retailers.
Woolworths NZ and Foodstuffs NI’s EBITDAR margins are slightly above the
overseas sample average, while Foodstuffs Sl is broadly similar.

With the exception of one data point, the major grocery retailers’ EBITDAR margins
fall within the interquartile range of the overseas sample. This is illustrated in
Figure 3.5.
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Foodstuffs SI “Submission on Market study into grocery sector draft report: Appendix A - Incenta -
Review of grocery retailing: Comment on the Commerce Commission’s analysis of profitability”

(10 September 2021) at 13 (Table 2); Foodstuffs NI “Submission on Market study into grocery sector
draft report: Appendix A - Incenta - Review of grocery retailing: Comment on the Commerce
Commission’s analysis of profitability” (10 September 2021) at 13 (Table 2).
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Figure 3.5 EBITDAR margin for the major grocery retailers relative to overseas grocery
retailers (2015 to 2019)

10%

9%

8%

7%

6%

5%

4%

3%

2%

1%

0%

2015 2016 2017 2018 2019
—Woolworths NZ ——Foodstuffs North Island — Foodstuffs South Island
— = Overseas Sample Lower Quartile Upper Quartile

Source: Commerce Commission profitability analysis.'?

3.80 Figure 3.6 below compares the major grocery retailers’” NPAT margins to the
overseas sample. This shows that Foodstuffs NI, Foodstuffs SI and Woolworths NZ
generally have higher NPAT profit margins than the international sample. However,
most of these NPAT margins are still within the interquartile range of the overseas
sample.

112 [ ]
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Figure 3.6 NPAT margin for the major grocery retailers relative to overseas grocery
retailers (2015 to 2019)
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3.81 Figure 3.7 below shows the GP margin for the three major grocery retailers from
2015 to 2019, compared to the sample of overseas grocery retailers. Each of the
major grocery retailers’” GP margins are below the average of the overseas sample.

3.82 In response to Woolworths NZ’'s submission, we have removed the UK grocery
retailers from the overseas sample for GP margins, because their accounting
standards around reporting of gross profit differs materially from the other
countries in the sample.!14

113 [ ]

114 Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix A - Incenta -
Review of grocery retailing: Comment on the Commerce Commission’s analysis of profitability”
(10 September 2021) at [131].
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Figure 3.7 GP margin for the major grocery retailers relative to overseas grocery
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Price outcomes

3.83

3.84

3.85

When competition in a market is not working well, firms have weakened incentives
to compete on price, and in the long run we would expect prices to be higher than
in a market where competition is working effectively.

Even in competitive markets, prices are likely to be impacted by a range of factors
in addition to the level of competition. These include factors such as input costs
and scale economies.

In the terms of reference, the Minister asked us to consider price outcomes in our
market study.'® Some participants in our consumer research perceived the overall
price of groceries in New Zealand to be high.'*” Complaints made to the
Commission include complaints that grocery prices in New Zealand are
unreasonably high, including in comparison with overseas.!®

115
116

117

118

[ ]

New Zealand Gazette “Notice Amending the Public Release Date for the Final Report for the
Competition Study into the Retail Grocery Sector” (24 September 2021).

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 13.

Paragraph 7.210.2.
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To test whether these perceptions are accurate we considered international price
comparisons provided to us by participants in our study and conducted our own
analysis. Our analysis suggests that New Zealand’s grocery prices are relatively high
by international standards. A number of datasets that we have considered show
that New Zealand ranks highly in terms of the prices of grocery products and
consumer expenditure on groceries.

When we compare New Zealand to a smaller subset of potentially more
comparable countries, New Zealand still ranks highly (although is not the highest).

International price comparisons

3.88

3.89

3.90

3.91

3.92

Given the link between prices and competition, we sought to understand how New
Zealand’s grocery prices compare with other countries.

There are several methodological challenges to overcome when comparing prices
in different countries. Some of these were discussed in submissions on our draft
report from the grocery retailers and third parties, particularly the exchange rate
that should be used to convert international prices to a common currency to
facilitate comparisons. We have taken these submissions into account in finalising
our analysis and summarise the findings below. Attachment C provides further
information about our approach to comparing international grocery prices.

Our analysis of OECD, International Comparisons Program (ICP), Numbeo, and US
Department of Agriculture (USDA) datasets using a blended approach to converting
exchange rates suggests that New Zealand grocery prices are high relative to some
overseas countries.'*®

Out of OECD countries, New Zealand ranked 5™ highest in terms of grocery prices,
as well as 4t highest in terms of grocery expenditures in the OECD and ICP datasets
respectively. We consider these datasets to be the most reliable datasets of grocery
prices due to their use of official data sources. New Zealand therefore ranked
within the top five most expensive grocery markets out of all 38 OECD countries in
2017.

While this data is several years old, we are not aware of any reason why the
rankings would have changed significantly in that time.

119

The blended approach uses a combination of market exchange rates and purchasing power parity to
convert international grocery prices.
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Our approach to making international price comparisons

3.93 In our retail fuel market study we noted several factors may complicate price
comparisons.t?0

3.93.1 The choice of currency conversion method can potentially distort
comparisons. Annual average exchange rates were used in our retail fuel
market study to control for this rather than PPP.

3.93.2 Factors other than competition are likely to affect prices relative to other
countries. Examples of these for New Zealand may include our
geographic isolation, biosecurity regulations, labour and distribution
costs.

3.933 Differences in methodologies used to collect prices for national datasets,
may decrease the accuracy of results.

3.934 Taxation on products, may differ across countries.

3.94 Further, grocery products are not homogeneous. Lack of homogeneity makes
international comparison of grocery prices more difficult because:

3.94.1 prices of potentially thousands of heterogeneous products need to be
combined into a single average price for that country;

3.94.2 variation of quality and range of goods across grocery products may
mean that apparently similar price levels mask substantially different
outcomes for consumers;

3.94.3 consumer preferences and availability of different products in different
countries likely further decreases the comparability of prices, as different
countries may be consuming different goods; and

3.94.4 taxation rates may differ between different grocery products, making
comparisons more complex.

120 Commerce Commission “Market Study into the retail fuel sector — Final report” (5 December 2019) at

121, available at: https://comcom.govt.nz/ data/assets/pdf file/0028/193915/Retail-fuel-market-
study-Final-report-5-December-2019.PDF.
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Recognising the many factors that can influence price, NERA Economic Consulting
(NERA, on behalf of Woolworths) and HoustonKemp (on behalf of Foodstuffs NI
and Foodstuffs SI) told us that it is difficult to use price to assess the level of
competition in the supply of groceries.!?! We agree that there are difficulties in
both the measurement of price differences and the interpretation of the results but
remain of the view that prices are relevant to our overall assessment of
competition.

Acknowledging the difficulties outlined above, we have focused our analysis on any
insights that could be gained from existing international datasets of grocery prices.
These are presented as price-level indices for grocery items. We also considered
existing datasets of per capita expenditure on groceries.

Price-level indices, which are averages of the prices paid by consumers, can be
compared to other countries. Expenditures are the amount that an average
consumer would spend on a range of products over a given year. When prices are
higher, we would expect that consumer expenditure would also be higher.

When comparing prices between countries, prices need to be converted into a
common unit as different countries use different currencies. Prices can be
converted either using the market exchange rate, or by using PPP.

3.98.1 The market exchange rate is the rate of conversion between currencies
that is offered on the foreign exchange market. This rate is used to
convert currencies involving transactions overseas, as it reflects the
actual prices paid by importers and exporters for foreign goods.

3.98.2 PPP is a widely-used rate for converting currencies that aims to remove
the effect of price differences between countries. This means that when
prices are converted using PPP, the same amount of currency in one
country would be able to purchase, on average, the same amount of
goods in all other countries. PPP is often used when comparing the
relative size of economies because it compares all currencies in terms of
the amount of goods that an economy can purchase.

NERA and HoustonKemp submitted that using PPP for price conversion purposes is
more appropriate than using market exchange rates because:

3.99.1 grocery retailing, and costs associated with retailing such as labour, are
non-tradable;!??
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Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [115]; Foodstuffs NI
“Submission on Market study into grocery sector draft report: Appendix C - HoustonKemp -
International comparisons of grocery prices” (10 September 2021) at [33]-[35].

Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [124a];

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix C -
HoustonKemp - International comparisons of grocery prices” (10 September 2021) at [57a].
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3.99.2 grocery expenditure accounts for 8% of Gross Domestic Product (GDP),
which is a relatively small component of GDP which implies that grocery
expenditure will not have an undue effect on PPP;*?3 and

3.99.3 the Commerce Commission used PPP rates to convert prices for other
price comparison exercises for retail mobile telecommunications
services.1?4

We agree with NERA and HoustonKemp that the grocery retailing component of
price is non-tradable and therefore PPP is the appropriate rate to convert the
grocery retailing component of grocery prices. However, we are of the view that
grocery products are tradable and therefore the market exchange rate is the
appropriate rate to convert that component of grocery prices.

Accordingly, we have used a “blended approach” to convert international prices to
a common unit. This approach converts each grocery price component (tradable
and non-tradable) using the appropriate rate (market exchange rate and PPP
respectively). Further details on our methodology are included in Attachment C.

Datasets we considered for this analysis

3.102

3.103

We used four datasets for our analysis. These are those produced by:
3.102.1 the OECD - price and expenditure statistics;'2>

3.102.2 the ICP — price and expenditure statistics;*?®

3.102.3 Numbeo — price statistics;*?” and

3.102.4 the USDA — expenditure statistics.'?8

These datasets include a range of products sold at supermarkets, but some
datasets exclude some categories of products such as personal health or cleaning
products. Further details on the product lists included in datasets is provided in
Attachment C.
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Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [124b];

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix C -
HoustonKemp - International comparisons of grocery prices” (10 September 2021) at [57b].
Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [130].

OECD.Stat “2017 PPP Benchmark results” (2020)
https://stats.oecd.org/Index.aspx?DataSetCode=PPP2017.

World Bank “Databank | ICP 2017” (2020) https://databank.worldbank.org/source/icp-2017.
Numbeo “Groceries Index by Country 2017” (2017) https://www.numbeo.com/cost-of-
living/rankings by country.jsp?title=2017&displayColumn=3.

USDA “Data on expenditures on food and alcoholic beverages in selected countries: 2013-2018”
(2019) https://www.ers.usda.gov/media/10271/2013-2018-food-spending update-april-2019.xIs.



https://stats.oecd.org/Index.aspx?DataSetCode=PPP2017
https://databank.worldbank.org/source/icp-2017
https://www.numbeo.com/cost-of-living/rankings_by_country.jsp?title=2017&displayColumn=3
https://www.numbeo.com/cost-of-living/rankings_by_country.jsp?title=2017&displayColumn=3
https://www.ers.usda.gov/media/10271/2013-2018-food-spending_update-april-2019.xls
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We consider that the OECD and ICP datasets are likely to be the most reliable
sources for price comparisons because they are created with price data collected
from stores by national statistical organisations over a long period of time. In
contrast, data contained in other datasets are not collected by national statistical
organisations and may include crowd-sourced price data. The OECD and ICP
datasets also provide extensive documentation detailing their process for collecting
prices. Further detail on why we consider the OECD and ICP to be the most reliable
sources is included in Attachment C.

The most recent pricing datasets from the OECD and ICP are available for 2017, and
from Numbeo for 2021. The latest expenditure datasets that include New Zealand
are available for 2019 from the OECD dataset, 2018 for the USDA dataset, and 2017
for the ICP dataset.

Our approach was to compare prices and expenditures for the most recent year
where all datasets were available. We then tested our pricing analysis against more
recently available datasets.

We also considered the analysis NERA conducted on grocery prices.'?® NERA used a
dataset created by the Economist Intelligence Unit (EIU) that had data from as
recently as 2020, while the most recent data included in the datasets we used is for
2017. We understand the EIU data is collected by twice-yearly price surveys.3°
NERA used this dataset to compare grocery prices for the cities of Wellington and
Auckland with cities overseas.

We have considered NERA’s submissions on the suitability of this dataset and
remain of the view that this dataset is not as suitable for the purposes of
comparing New Zealand’s grocery prices with overseas countries as the OECD and
ICP datasets. In particular, we have seen only limited documentation about how
the dataset is compiled and how key variables such as stores and cities are defined.
In addition the dataset is limited to two New Zealand cities. We discuss the reasons
for our view further in Attachment C.131,132

New Zealand'’s grocery prices rank highly among OECD countries

3.109

When using the blended approach to grocery price conversions New Zealand
generally ranks highly among OECD countries in terms of prices of grocery items
using each of the OECD, ICP and Numbeo datasets.
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132

Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021).

Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at [5].

Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [137].

Woolworths NZ "Post conference submission on Market study into grocery sector: Attachment 5 -
NERA - Grocery Market Study: Post-conference report” (25 November 2021) at Appendix C.
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Price levels for food and beverages (alcoholic and non-alcoholic) for OECD countries
using the ICP and OECD datasets for 2017 are shown in Figure 3.8, as a percentage
difference compared to New Zealand’s price level.

We also examined price levels shown by the Numbeo dataset, between 2016 and
2020, which is shown in Attachment C.

Although relative price levels differ between the ICP, OECD, and Numbeo, all three
datasets appear to be generally consistent in whether or not OECD countries have
more or less expensive grocery prices than New Zealand.

Figure 3.8 Percentage difference in food, beverages (alcoholic and non-alcoholic) and

Percentage difference relative to New Zealand
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The ICP and OECD datasets indicate that New Zealand was the fifth most expensive
grocery market in the OECD in 2017. In Figure 3.11, when alcohol and tobacco are
excluded, New Zealand’s ranking from the ICP dataset is seventh. This suggests that
while alcohol and tobacco prices may be relatively high in New Zealand, this is not a
significant factor in New Zealand’s overall high ranking.
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3.114 In the Numbeo dataset between 2016 and 2020, New Zealand ranked between
sixth and 12t highest out of OECD countries included. This provides some evidence
that New Zealand’s grocery price rankings have not changed significantly since
2017. These rankings can be found in Attachment C.

New Zealand'’s expenditure per capita on groceries also ranks highly among OECD countries

3.115 New Zealand also ranked highly among OECD countries in terms of expenditures on
grocery items using each of the OECD, ICP and USDA datasets. Regardless of the
dataset used, New Zealand’s expenditure per capita on grocery products was at
least the fifth highest in the OECD in 2017.

3.116  Figure 3.9 below shows per capita spending on food, beverages, and tobacco in
2017 for the OECD, ICP, and USDA datasets.

Figure 3.9 Per capita expenditures on food, beverages (alcoholic and non-alcoholic)
and tobacco (blended approach $, 2017)
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3.117 Our findings on expenditure are consistent with our findings using price-level
datasets. New Zealand’s relatively high per capita spending on food potentially
indicates that prices in New Zealand are high relative to other countries.

134 World Bank “Databank | ICP 2017” (2020) https://databank.worldbank.org/source/icp-2017;
[ 1
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In Attachment C, we show that New Zealand’s grocery expenditures relative to
other countries remains relatively high even when looking at more recent datasets.

We also compared average grocery expenditure as a proportion of income in OECD
countries using an OECD dataset on grocery expenditures and Net National Income
data obtained from OECD.3> Our analysis suggests that on average, New
Zealanders spend a relatively large share of their income on groceries compared
with consumers in some other OECD countries.

Figure 3.10 shows that, on average, New Zealanders spent the highest proportion
of income on groceries out of OECD countries in 2017.

We obtain similar results when conducting additional sensitivity analysis using a
range of income measures and other datasets. Attachment C provides further
information on the sensitivity analysis we have done to compare average grocery
expenditure as a proportion of income between different countries.

Figure 3.10 Share of Net National Income per capita spent on food, beverages (alcoholic
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In response to submission from Woolworths NZ “Submission on Market study into grocery sector
draft report: Attachment 1 - NERA - Grocery Market Study: Review of the NZCC Draft Report”

(10 September 2021) at [138]-[139].

OECD.Stat “2017 PPP Benchmark results” (2020)
https://stats.oecd.org/Index.aspx?DataSetCode=PPP2017; [ 1.
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New Zealand'’s grocery prices remain comparatively high when alcohol and tobacco are
removed

3.122

3.123

3.124

3.125

3.126

3.127

NERA told us that alcohol and tobacco should be excluded from comparisons
because they are highly taxed, and not sold at supermarkets in other countries.
However, our analysis shows that New Zealand grocery prices and expenditure are
still relatively high in comparison to other OECD countries, even when alcohol and
tobacco are removed.

137

We considered this effect in both the ICP and OECD datasets, and found that the
removal of alcohol and tobacco had similar effects in both datasets. We present
data from the ICP dataset in Figure 3.11 and Figure 3.12 below, and from the OECD
dataset in Attachment C.

When alcohol and tobacco are removed from comparisons, New Zealand has the
seventh most expensive grocery prices in the OECD, in both the OECD and ICP
datasets. New Zealand also spends the third and fifth most on groceries in the
OECD when alcohol and tobacco are removed, in the OECD and ICP datasets
respectively.

Figure 3.11 below shows a price level for groceries calculated with and without
alcohol and tobacco using the ICP dataset. This graph compares the price level of
food and non-alcoholic beverages with the price level for food, beverages (alcoholic
and non-alcoholic), and tobacco for 2017.

Figure 3.12 below shows per capita grocery expenditures, calculated with and
without alcohol and tobacco using the ICP dataset. This graph shows the division of
grocery expenditure between those two categories for 2017.

When tobacco is removed, New Zealand’s grocery prices become relatively higher.
We also note that since 2017, there have been changes to New Zealand’s taxes on
tobacco, which may mean that the relative price levels that include tobacco could

have changed since 2017.138

137

138

Woolworths NZ "Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [118].

Office of the Associate Minister of Health “Cabinet Paper - 1 January 2020 Tobacco Excise Tax
Increase”, available at:_https://www.health.govt.nz/system/files/documents/information-
release/cabinet-paper-1-january-2020-tobacco-excise-tax-increase-redacted.pdf.
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https://www.health.govt.nz/system/files/documents/information-release/cabinet-paper-1-january-2020-tobacco-excise-tax-increase-redacted.pdf
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inclusive and exclusive of alcohol
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Figure 3.12  Per capita grocery expenditures, inclusive and exclusive of alcohol and
tobacco (blended approach, 2017)
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3.128 Figure 3.12 suggests that the relatively high grocery prices in New Zealand are
unlikely to be driven by higher alcohol and tobacco prices. Further detail can be
found in Attachment C.

Comparison to a subset of countries likely to be more similar to New Zealand
3.129 NERA and HoustonKemp told us that even if grocery prices in New Zealand are
high, other factors aside from competition may explain why that is the case.14% 142

3.129.1 HoustonKemp told us that even if major grocery retailers made zero
profits, prices would still be high in New Zealand by international

standards.'#?
140 [ ]
141 Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at [115].
142 Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix C -
HoustonKemp - International comparisons of grocery prices” (10 September 2021) at Section 2.2.
143 Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix C -

HoustonKemp - International comparisons of grocery prices” (10 September 2021) at [71]-[84].
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3.129.2 NERA told us that New Zealand’s overall price level is high, so other
factors may explain why grocery prices are perceived to be high when
compared internationally.14

We agree that there are many factors that can affect grocery prices, such as a
country’s scale and size.

However, prices can also be high in markets that are not workably competitive,
whether or not profits are also high. For example, firms in markets that are not
workably competitive may have a reduced incentive to find ways to lower cost,
resulting in prices being high without earning excess profits.

Our view is that it is not possible to determine exactly how much of the price
differences we observe can be attributed to inter-country differences in
competition or any other factors. However, to gain further insight we compared
New Zealand prices to a smaller subset of countries that we considered likely to be
most comparable to New Zealand in terms of scale and size.

We selected comparators by looking for OECD countries that, on the face of it,
could face similar demand and supply factors to New Zealand. The countries we
selected were:

3.133.1 Australia;
3.133.2 Finland;
3.133.3 Iceland;
3.133.4 Ireland; and
3.133.5 Israel.

Figure 3.13 below shows a comparison of New Zealand prices with this smaller set
of countries using the ICP dataset for 2017. New Zealand prices are still higher than
the average for this smaller comparator group, although the result varies
depending on whether alcohol and tobacco are included.

144

Woolworths NZ “Submission on Market study into grocery sector draft report: Attachment 1 - NERA -
Grocery Market Study: Review of the NZCC Draft Report” (10 September 2021) at 32.
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Figure 3.13 Comparing price levels across different categories
(NZ=100, tax inclusive, 2017)%
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Source: Commission analysis of ICP dataset.4®

3.135 Overall, Figure 3.13 shows that Iceland is the only country out of our set of
comparators with more expensive grocery prices than New Zealand in all
categories. Israel has more expensive grocery prices than New Zealand when
tobacco, or alcohol and tobacco, are removed. Moreover, New Zealand has more
expensive grocery prices than Australia, Finland, and Ireland, regardless of which
categories are excluded.

3.136 More detail of the process we used to select comparators can be found in
Attachment C.

NERA/Woolworths NZ analysis of grocery prices

3.137 NERA submitted analysis that compared grocery prices internationally. Instead of
creating an average price like the agencies compiling the other datasets, NERA uses
a ranking system at the grocery product level, then presents the distribution of
grocery price ranks.'4’

3.138 Figure 3.14 and Figure 3.15 below show the analysis that was presented in the
NERA report.'*® These figures show the distribution of product price rankings for
each city as a box and whisker plot. They are sorted by the median ranking of
product prices that a city receives.

145 “ALL” refers to: food, beverages (alcoholic and non-alcoholic), and tobacco.
146 [ ]

147 Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -

NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at [15].
Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at [5.3] and [5.6].
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3.139 Figure 3.14 shows that Auckland has a relatively inexpensive grocery market in

comparison to cities that the EIU considers to be “metro” cities, while Figure 3.15

shows the same for Wellington, in comparison to cities that the EIU considers to be
“non-metro” cities.

Figure 3.14 Distribution of average product price ranks in PPP for available OECD cities
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o
N
o
o--Bl-N_l_L N . LA L LB L L L EL B B R L L L L L B L L L L = L L L L
=4 —
by
[=}
~N
"' © PO o e > S & L0 RS e @ L 2 o O > 2 @& ¥ @ 0.3 D>
& o’Z’Q'\b'Z’@ “Qﬁ(@o ‘\0\@0@ \@’beo(:},be%?}\\ \a‘,\‘*\@ s 06\\?:\\\\&@ $&Q<\q‘° ° O‘§Qz°° e?Q} \\"(\,b&‘&e""‘&@ @f;‘@@) S @ <)°\/\<3‘$ & C'{Zzo\)
N N O O \: N\ S < (8) 2. O
CEF PTG F ROV @ TV S Tl Nyt W (ot T
¥ S K g N

Source: NERA analysis of EIU CityData.

Source: NERA report on grocery price benchmarking.4

Figure 3.15 Distribution of average product price ranks in PPP for available OECD cities

Normalised rank

By cities with prices collected in the non-metro area, 2020
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Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at Figure 5.3.
Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at Figure 5.6.
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NERA considered it most appropriate to use a PPP to convert prices into a common
currency. However, as discussed in paragraphs 3.97 to 3.101, we consider that the
blended approach is the most appropriate method of conversion into a common
unit.11

Furthermore, it is unclear whether the ranking mechanism used by NERA is
appropriate for making pricing comparisons. The ranking mechanism may limit the
influence of very cheap or expensive goods that might be a large share of
expenditure, meaning that the median ranking of prices may not represent
consumer experiences at grocery stores.

NERA told us that its use of a ranking mechanism is appropriate because it does not
consider a fixed basket of goods, but rather considers the range of items as this
avoids the need for defining a typical basket of goods purchased by consumers in
New Zealand.

We note that the significant overlap of all box and whisker charts in Figure 3.14 and
Figure 3.15 shows that almost all cities rank as the most expensive for some
grocery products and the least expensive for others. This means that using the
distribution of prices for the purposes of doing international comparisons will lead
to a conclusion that prices are neither high nor low in all cities surveyed.>?

We consider that NERA’s analysis is not informative of the price ranking of any
particular city included in the EIU dataset.

Our view is therefore that limited weight can be placed on the analysis in the NERA
report when considering how New Zealand grocery prices compare internationally,
due to the dataset not being produced by National Statistic Agencies, the use of
PPP as opposed to a blended approach and its use of a ranking mechanism. We
discuss this further in Attachment C.

Other observations on grocery prices

3.146

3.147

Some stakeholders and participants in our consumer research told us about their
own perceptions and anecdotal observations on grocery prices.

Some participants in our consumer research perceived the overall price of groceries
in New Zealand to be high.*>3 >4 For example, comparisons were made by some
participants to lower prices being available in other countries they have lived in,
such as Australia and the UK. Further, some participants told us that they thought a
lack of competition was the reason for prices being high.'>>
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Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at [12].

Woolworths NZ “Submission on retail grocery market study preliminary issues paper: Attachment 1 -
NERA Economic Consulting, Grocery price benchmarking” (4 February 2021) at [135].

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 13.

Paragraph E170.

Paragraph E188.
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Complaints made to the Commission include complaints that grocery prices are
unreasonably high. Complainants allege that some products are significantly more
expensive in New Zealand than they are overseas or that they are sold at “too high”
a profit.1>°

We agree with Peter Harris AO (on behalf of Woolworths NZ) that perceptions and
anecdotal observations should not be used to decide the contested question of
whether or not prices are higher than we would expect in a workably competitive
market. >’ They do not provide evidence that prices are in fact higher than we
might expect in a workably competitive market. However, they do provide us with
a view of consumers’ confidence that a market is well-functioning.

We also received the following submissions from stakeholders comparing New
Zealand’s grocery prices internationally:

3.150.1 Consumer NZ based its finding of high prices on a price comparison of 20
identical “Homebrand” and “Woolworths Select” products sold in both
New Zealand and Australia.*®® It is unlikely that we can infer an overall
price difference for groceries from this comparison; and

3.150.2 Coriolis told us that there is a price difference between New Zealand and
the US of approximately 2-6% that is driven by competition factors
(“duopoly premium” and “lack of retail format diversity”).1>® However,
we agree with Woolworths NZ'® that the usefulness of this analysis is
limited due to a lack of supporting evidence for the data, quantification
and underlying assumptions used to compare grocery prices between
New Zealand and the US.

Innovation and investment

3.151

The scale and scope of innovation and investment in a sector gives insights into the
dynamics of the competitive process and the extent to which there are incentives
to supply the products and services that consumers want, when they want them
and at the lowest possible cost.
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Paragraph 7.210.2.

Woolworths NZ "Post conference submission on Market study into grocery sector: Attachment 1 -
Peter Harris AO - Views on the Commerce Commission Draft Market Study Report on Grocery
Retailing in New Zealand” (25 November 2021) at [2]-[5].

Consumer NZ “Submission on the retail grocery market study preliminary issues paper”

(4 February 2021) at [25]-[28].

Coriolis Ltd "Post conference submission on Market study into grocery sector" (18 November 2021) at
Exhibit 06.

Woolworths NZ "Post conference submission on Market study into grocery sector: Attachment 5 -
NERA - Grocery Market Study: Post-conference report” (25 November 2021) at Appendix D.
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In a workably competitive market, we would expect to see firms investing and
innovating in the expectation of earning additional profits by meeting consumer
demands both now, and in the future. In turn, we would also expect high margins
and profits derived from innovation and investment to attract new entry and
expansion and then be competed down to competitive levels.

While the relationship between innovation and competition is complex, in general
we would expect workable competition to provide strong incentives for innovation
and investment.'®! However, differences in market structure, the characteristics of
innovations, and the dynamics of research and development processes all affect
the theoretical relationship between competition and incentives to innovate.®? For
example, in some circumstances, oligopolistic markets can deliver high innovation
rates to the benefit of consumers.'®® However, in general, competition encourages
innovation by fostering entrepreneurship and ‘outside of the box thinking’.16*

Globally, innovation in food retailing has been rapidly advancing in recent years.
Technological advancements are changing the way many grocery retailers operate,
while fast-moving trends related to consumer behaviour, product preference and
spending motivations are leading to greater investment by grocery retailers in an
effort to maintain and grow market share.®®
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Hexis Quadrant "Post conference submission on Market study into grocery sector" (1 December 2021)
at 55.

We note that studies considering whether more competition results in greater investment by firms in
innovation have presented mixed results. In some cases, the literature suggests a positive relationship
(more competition, more innovation), a negative relationship (more competition, less innovation) or
an inverse U-shaped relationship (low innovation levels if high/low competition, high innovation levels
if medium competition). For example: Philippe Aghion, Reda Cherif and Fuad Hasanov "Competition,
Innovation and Inclusive Growth” (19 March 2021) IMF Working Paper WP21/80, available at:
https://www.imf.org/en/Publications/WP/Issues/2021/03/19/Competition-Innovation-and-Inclusive-
Growth-50269; @ystein Moen Tord Tvedten & Andreas Wold | Len Tiu Wright (Reviewing editor)
“Exploring the relationship between competition and innovation in Norwegian SMEs” (2018) Cogent
Business & Management, 5:1, available at:
https://www.tandfonline.com/doi/full/10.1080/23311975.2018.1564167.

NZ Initiative "Submission on Market study into grocery sector draft report" (26 August 2021) at
[2.12]-[2.13].

Hexis Quadrant "Post conference submission on Market study into grocery sector" (1 December 2021)
at 55.

For example: Mike Troy, Abby Kleckler and Lynn Petrak “2020 Grocery Innovation Outlook”

(1 February 2020) Progressive Grocer https://progressivegrocer.com/2020-grocery-innovation-
outlook; Tricia McKinnon “The Future of Retail: 9 Ways Alibaba is Redefining Retail Stores”
Indigo9Digital https://www.indigo9digital.com/blog/futureofretailalibaba.



https://www.imf.org/en/Publications/WP/Issues/2021/03/19/Competition-Innovation-and-Inclusive-Growth-50269
https://www.imf.org/en/Publications/WP/Issues/2021/03/19/Competition-Innovation-and-Inclusive-Growth-50269
https://www.tandfonline.com/doi/full/10.1080/23311975.2018.1564167
https://progressivegrocer.com/2020-grocery-innovation-outlook
https://progressivegrocer.com/2020-grocery-innovation-outlook
https://www.indigo9digital.com/blog/futureofretailalibaba
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Innovation appears relevant to competition in the retail grocery sector, both
internationally and in New Zealand. For example, the major grocery retailers
submitted that they frequently monitor each other’s innovations, alongside price
and other non-price competition measures such as product range and customer
satisfaction levels.16®

As we discuss below, it is difficult to find suitable benchmarks to assess the scale
and scope of innovation in the New Zealand retail grocery sector. Nevertheless, the
pace and scale of innovation in the New Zealand retail grocery sector appears to be
less than we might expect in a workably competitive market. While there is
innovation in the grocery sector, including by the major grocery retailers, it is
primarily focused on range and service, rather than price. Further, the scale and
pace of innovation we have observed appears insufficient to help explain the level
of profit enjoyed by the major retailers between 2015 and 2019 (see above).

This section discusses investment and innovation by grocery retailers in New
Zealand under the following topics:

3.157.1 innovations aimed at improving consumers’ in-store shopping
experience;

3.157.2 investments aimed at creating efficiencies through the supply chain;
3.157.3 innovations in new products, including private label brands; and
3.157.4 digital and technological advances and their effect on competition.

We then set out our conclusions on what this level of innovation tells us about how
competition is working in the retail grocery sector.

Innovations aimed at improving consumers’ in-store shopping experience

3.159

3.160

Demand for groceries is differentiated, and consumer preferences can vary by
shopping mission. While consumers appear to care most about convenience
(including range, location and store familiarity) and price, factors such as quality
and service are also important.

In a workably competitive market, we would expect firms to compete to satisfy this
diverse range of preferences. Innovation aimed at differentiation can be beneficial
to consumers, particularly where there are many firms competing. However, in
concentrated markets, the benefits of differentiation can tend to accrue to
retailers, rather than consumers, because it may enable retailers to limit their level
of direct competition with other retailers.
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For example: Foodstuffs SI “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 17; Foodstuffs NI “Submission on retail grocery market study preliminary issues
paper” (4 February 2021) at 26; Woolworths NZ “Submission on retail grocery market study
preliminary issues paper” (4 February 2021) at 61.
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The major grocery retailers have invested in innovation that is intended to improve
consumers’ in-store shopping experiences. ¢’ For example, Foodstuffs NI’s
PAK’'nSAVE stores in the lower North Island offer SHOP’nGO which allows
consumers to scan their groceries off the shelf with a hand-held barcode
scanner.'® Foodstuffs Sl has also introduced SHOP’nGO to its PAK'nSAVE stores
and some New World stores for Sticky Club members.'%® Woolworths NZ offers a
contactless “Scan & Go” service at six stores.*’? Foodstuffs NI has recently trialled
Zoom trolleys in a number of locations and plans to roll these trolleys out in New
World stores from 2022.17! In addition, Woolworths NZ offers drive through options
at 19 Countdown stores and is rolling out eLockers.

The majors have also invested in new store formats. Both Woolworths NZ and
Foodstuffs NI have opened new smaller Metro format stores in recent years that
mainly cater for increased consumer demand for convenient shopping
locations.1’? 173,174 Woolworths NZ stated that it also has a pipeline of store
renewals planned.'’>
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For example: Woolworths NZ “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 4; Foodstuffs NI “Submission on retail grocery market study preliminary issues
paper” (4 February 2021) at 2-3; Foodstuffs NI “Submission on Market study into grocery sector draft
report” (10 September 2021) at 38-41; Foodstuffs SI “Submission on Market study into grocery sector
draft report” (10 September 2021) at 34-35; Transcript of Grocery Market Study Conference — Day 4
(27 October 2021) at 17-18 (lines 27-41 and 1-10).
Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[138].
Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
35.
Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 112.
Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
38.
Woolworths NZ “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 24.
Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at [13.3].
We note that the 2019 pricing data we received from the major grocery retailers show that
[

], Frontier Economics “Econometric analysis of the New Zealand Retail Grocery Sector — Report
for the Commerce Commission” (15 July 2021) at 24 and 38.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 115.
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The in-store innovations discussed above can be expected to benefit consumers
who value them. However, our consumer research shows that some consumers
would prefer innovations that enhance price competition rather than product and
service differentiation. Food discounter business model innovations such as offered
by Aldi overseas (see paragraph 5.146.2) have not occurred in New Zealand. Food
discounters, such as Aldi, aim to offer low prices on a very narrow assortment of
mostly private label goods.’® Foodstuffs NI submitted that PAK'nSAVE is a price-
focused supermarket.!’”” However, PAK'nSAVE offers a wider range of SKUs, and a
larger proportion of branded products, than Aldi.

Given price is known to be a key driver of store choice for many consumers, this
indicates there may not be strong incentives for retailers to innovate and invest to
win consumers on this dimension.

As discussed further in Chapter 4, the pattern and impact of retail offer
differentiation on consumers will depend on the extent of competition between
grocery stores across the full retail offer.

Investments aimed at creating efficiencies through the supply chain

3.166

3.167

3.168

In a workably competitive market, innovations and investments that improve
efficiency in the supply chain, and other logistical aspects, can be beneficial to
consumers. This is because, when competition is working well, firms are
incentivised to share the benefits of these investments, such as reduced costs, with
consumers in the form of lower prices.

In recent years the major grocery retailers have invested in improving supply chain
and distribution networks to reduce costs and enhance the efficiency and resilience
of the grocery supply chain in New Zealand. However, when viewed in the context
of other market observations, such as the levels profitability and pricing discussed
above, consumers do not appear to be benefitting from these cost-saving
investments as much as might be expected if competition was stronger.

In addition to its investments in eStores Woolworths NZ has also made the
following investments in recent years to improve supply chain efficiencies:”®

3.168.1 developing a new purpose-built 38,000 sqgm lower North Island
distribution centre;
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For example, in the US, a typical Aldi offers about 1,500 SKUs, with approximately 90% of these being
private label products, Sanford Stein “Aldi, Right Moves - The German Grocer Sending Shock Waves
Throughout Walmart and Kroger” Forbes (25 October 2019)
https://www.forbes.com/sites/sanfordstein/2019/10/25/aldi-right-movesthe-german-grocer-sending-
shock-waves-throughout-walmart-and-kroger/?sh=562af70c1bf7.

Foodstuffs NI "Post conference submission on Market study into grocery sector" (3 December 2021)
at 52.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 114-115.
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3.168.2 partnering with Hilton Food Group to establish a new $100 million meat
processing plant in Auckland;

3.168.3 partnering with Americold to establish a $65 million investment by
Americold in expanding its temperature-controlled warehousing facility
in Auckland; and

3.168.4 developing a new 20,000 sgm produce distribution centre in Auckland to
help service all of Countdown’s North Island stores with fresh fruit and
vegetables direct from local growers.

At the retail level of the supply chain, Woolworths NZ’'s new stores include many
sustainability features intended to reduce emissions and save water, paper and
energy.l”®

In 2015 Foodstuffs Sl opened a new ambient distribution centre in Christchurch,
adding an additional 31,587 sgm to the existing 14,000 sgm warehouse. It has also
invested in:'°

3.170.1 atemperature-controlled distribution centre in Hornby Christchurch;

3.170.2 Cross Dock which enables the same day arrival in the distribution centre
and distribution of products to store; and

3.170.3 advances in Repack picking systems which improves the ability to
distribute small numbers of many products across the retail store
network.

Foodstuffs NI has:

3.171.1 Recently invested more than $100 million to build a 77,500 sqm central
distribution centre in Auckland that stocks groceries for over 150 of its
stores.'®! Foodstuffs NI considers this distribution centre to be ‘state of
the art’.182
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Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 115.

Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
39.

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
46.

Foodstuffs NI "Post conference submission on Market study into grocery sector" (3 December 2021)
at 52.
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3.171.2 Implemented the Blue Yonder Warehouse Management System in all of
its distribution centres, as well as the Blue Yonder Transport
Management System. It has indicated that these investments improve
the accuracy at Foodstuffs NI’s distribution centres, provide real time
visibility of deliveries to stores and improve the availability of products in
store to consumers.

Further investments were also made to improve the resilience of grocery supply
chains in New Zealand for the benefit of New Zealanders during the COVID-19
pandemic.'® This enabled grocery retailers to continue to supply essential grocery
items to New Zealanders despite the significant increase in demand at the time.

Innovations in new products, including private label brands

3.173

3.174

3.175

In a workably competitive market, we would expect retailers to be responsive to
changing consumer demands, and to compete by innovating to adjust their product
range to meet these changing demands. However, retailers’ ability to adjust their
product offering depends somewhat on the level of competition between suppliers.
If competition between suppliers is not working well, suppliers may not have the
ability or incentives to introduce new and innovative products.

Competition among suppliers is likely to vary across product categories and many
of the factors affecting competition at the supplier level are beyond retailers’
control. However, grocery retailers can impact suppliers’ incentives to innovate,
given they are often the primary way for suppliers to access customers, through
their decisions about which products to range, including specialty and private label
products.

Foodstuffs Sl and Foodstuffs NI submitted that they engage in material product
innovations.'8 They pointed to the number of products ranged across their
banners and the number of new products introduced in 2020, which suggests new
products accounted for around 10% of total products ranged in that year.8>
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For example, Woolworths NZ “Submission on Market study into grocery sector draft report”

(10 September 2021) at [2.4.4.3].

Foodstuffs NI "Post conference submission on Market study into grocery sector" (3 December 2021)
at 43; Foodstuffs Sl "Post conference submission on Market study into grocery sector"

(3 December 2021) at 38.

Foodstuffs NI ranges 81,812 different products across its retail banners and Gilmours and in 2020
introduced 9014 new products across its store, Foodstuffs NI "Post conference submission on Market
study into grocery sector" (3 December 2021) at 43); Foodstuffs Sl ranged 82,473 different products
across its retail banners and Trents and introduced approx. 8,800 products into store in 2020,
Foodstuffs SI "Post conference submission on Market study into grocery sector" (3 December 2021) at
38.
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Foodstuffs Sl and Foodstuffs NI also pointed to several examples of investments
they had made by changing their product range.'® These included increasing the
availability of healthy/organic product offerings, responding to offerings from meal
kit providers, health and wellbeing products, ethnic products, personal care
products, gourmet products and ready meals.8’

There are differences in views about the effect of retailers’ private label products
on the incentive to invest in product innovations. NZFGC considered that the major
grocery retailers’ control over the channels to markets means that for many
product categories private labels will support a strong negotiating position for
retailers and reduce suppliers’ incentives to invest and innovate.® Castalia argued
that in concentrated retail markets, an imbalance in negotiating position enables
retailers to take advantage of research and development by label brands and
discriminate in favour of their private labels. According to Castalia, this type of
behaviour discourages supplier entry, investment and innovation to the detriment
of consumers.® Supie also noted that the current imbalance in negotiating
position between major grocery retailers and suppliers stifles suppliers’
innovation.*°

In contrast, Woolworths NZ submits that New Zealand suppliers are highly
innovative and that its private label products make a positive contribution to this
innovation.! Further, its private label range often leads innovations that drive
competitive responses from branded suppliers.1®?

Both Foodstuffs SI and Foodstuffs NI consider that private label products are
themselves innovative. They note that private label brands were first developed in
response to suppliers of commoditised products having a strong negotiating
position. As private label brands have gained greater acceptance, supermarkets
including Foodstuffs SI and Foodstuffs NI have extended the model to items that
are less commoditised (for example, Pams Finest).1%3
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Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
43-44; Foodstuffs SI “Submission on Market study into grocery sector draft report”

(10 September 2021) at 38.

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
43; Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021)
at 38.

NZFGC “Submission on Market study into grocery sector draft report” (26 August 2021) at [6.38].
NZFGC “Submission on Market study into grocery sector draft report: Attachment - Castalia - Private
Labels, Buyer Power and Remedies in the NZ Grocery Sector” (26 August 2021) at 9.

Supie "Post conference submission on Market study into grocery sector" (23 November 2021) at
[2.1.2].

Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at 43 and 54.

Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at 43-45. This submission also includes a list of Woolworths NZ’s private label
innovations.

Foodstuffs SI "Post conference submission on Market study into grocery sector" (3 December 2021) at
44; Foodstuffs NI "Post conference submission on Market study into grocery sector"

(3 December 2021) at 64.
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In contrast, HoustonKemp considered the effect of private label brands on
innovation is likely to be limited. According to HoustonKemp, private label brands
are more common in homogeneous products that require limited innovation, such
as flour and milk. In contrast, private label products are less prevalent in categories
with high innovation.%*

Chapter 8 of this report discusses in more detail how, where there are imbalances
in negotiating positions in favour of the retailer, suppliers’ may face reduced ability
and incentives to invest in innovative new products. Chapter 9 discusses
recommendations to address imbalances in negotiating position.

We also discuss private labels in more detail in Chapter 8. We find that consumers
can benefit from lower prices and greater choice offered by private label products,
but that private labels can also distort competition between suppliers. The overall
long-term impact of private labels on outcomes for New Zealand consumers is
unclear but we consider that some aspects could dampen competition between
suppliers.

Digital and technological advances and their effect on competition

3.183

Some New Zealanders are increasingly opting to do their grocery shopping online
rather than in store, taking advantage of the convenience and time saving aspects
of online shopping.®® This trend is supported and enabled by increased consumer
confidence in conducting transactions over the internet and better internet
connectivity across large parts of the country.*® However, limited availability of
online services can reduce options for consumers in some areas.'®” The COVID-19
pandemic may have also accelerated the demand for online grocery services.

194

195

196

197

Foodstuffs NI "Post conference submission on Market study into grocery sector: Attachment 4 -
HoustonKemp - Private label products in retail grocery markets” (3 December 2021) at 10.

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 25.

For example: Ibis World “Online Shopping in New Zealand” (4 November 2021)
https://www.ibisworld.com/nz/industry/online-shopping/1905/; Reseller “Fibre dominates NZ
broadband for first time as fixed wireless sows” (12 March 2020)
https://www.reseller.co.nz/article/671791/fibre-dominates-nz-broadband-first-time-fixed-wireless-
slows/.

For example, Ngati Porou Holding Company Ltd “Post conference submission on Market study into
the grocery sector” (23 November 2021) at 1.
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Woolworths NZ processed its first e-commerce orders in the 1990s.2°8 Click and
collect is available nationwide across Countdown stores and delivery is available to
99% of the population.'® To accommodate the growth of its digital sales channels
Countdown opened New Zealand'’s first ever purpose-built and permanent e-store
in Auckland in April 2020. The 8,800 sqm store includes a partially-automated micro
fulfilment unit and operates 24 hours a day, seven days a week. It currently has the
capacity to fulfil more than 7,500 online orders a week.?%% 201 Countdown has also
recently opened two additional dedicated eStores in Wellington and
Christchurch.202 203

Online ordering options are available at selected SuperValue and FreshChoice
stores nationally.2%4

Foodstuffs NI’'s New World stores launched click and collect and online deliveries in
2017, more than 20 years after online grocery shopping was first launched in other
countries and also by Countdown in New Zealand.?°>

Foodstuffs NI’s PAK’'nSAVE customers only have a click and collect option, with no
options for home delivery, while Foodstuffs NI’s Four Square stores currently do
not offer any online purchasing options. Foodstuffs NI intends to launch online
shopping at Four Squares, although it has prioritised rollout at New World and
PAK’nSAVE.206
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Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 110.

Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 19.

This unit means personal shoppers can easily access packaged goods without having to walk up and
down store aisles as it picks and moves the most popular grocery items to personal shoppers on a
conveyor belt meaning to enhance efficiency and timeliness of orders, Woolworths NZ “Submission
on retail grocery market study preliminary issues paper” (4 February 2021) at 37.

Woolworths Group “2020 Annual Report” (2020) at [31], available at:
https://www.woolworthsgroup.com.au/icms_docs/195794 annual-report-2020.pdf.

Countdown “Wellington’s first eStore opens to cater for online shopping demand”

(29 September 2020) https://www.countdown.co.nz/news-and-media-
releases/2020/september/wellington-s-first-estore-opens-to-cater-for-online-shopping-demand.
Countdown “Countdown delivers the latest online shopping tech to Christchurch shoppers”

(29 March 2021) https://www.countdown.co.nz/news-and-media-releases/2021/march/countdown-
delivers-the-latest-online-shopping-tech-to-christchurch-shoppers.

SuperValue https://www.supervalue.co.nz/; FreshChoice https://www.freshchoice.co.nz/.

Anne Gibson “First glimpse of New World online shopping” (18 July 2017) NZ Herald
https://www.nzherald.co.nz/business/first-glimpse-of-new-world-online-
shopping/27KFC5DA7WWFHVYSCKYZST4AYY/; Foodstuffs NI “Submission on Market study into
grocery sector draft report” (10 September 2021) at 46.

PAK’'nSAVE “Click & Collect is now available at 38 PAK'nSAVE stores in the North Island”
https://www.paknsave.co.nz/shop/online-shopping; https://www.foursquare.co.nz/; Foodstuffs NI
“Submission on Market study into grocery sector draft report” (10 September 2021) at 46.
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https://www.countdown.co.nz/news-and-media-releases/2021/march/countdown-delivers-the-latest-online-shopping-tech-to-christchurch-shoppers
https://www.supervalue.co.nz/
https://www.freshchoice.co.nz/
https://www.nzherald.co.nz/business/first-glimpse-of-new-world-online-shopping/27KFC5DA7WWFHVYSCKYZST4AYY/
https://www.nzherald.co.nz/business/first-glimpse-of-new-world-online-shopping/27KFC5DA7WWFHVYSCKYZST4AYY/
https://www.paknsave.co.nz/shop/online-shopping
https://www.foursquare.co.nz/
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Foodstuffs Sl began rolling out online shopping options in July 2021. This process is
continuing across its New World and PAK’'nSAVE retail banners on a town-by-town
basis.?%” Click and collect is being made available in both New World and
PAK’nSAVE. However, delivery is only available from New World.2%

Specific technological innovations cited by the major grocery retailers to improve
the online shopping experience for consumers in New Zealand include:

3.189.1 investment in putting in place the necessary processes and infrastructure
to support online retailing;?%°

3.189.2 offering targeted promotions and offers to individual consumers (see
Chapter 7); and

3.189.3 smartphone apps such as myCountdown and the New World app to
make it easier for consumers to place online orders, browse weekly
mailers and personalised specials and create shopping lists.

Technological advancements and the overall growth of online retailing in New
Zealand have also supported recent new entry by meal kit providers and
online-only grocery retailers such as The Honest Grocer and Supie. Other
supermarkets and specialist grocery retailers such as Farro Fresh, Fruit World and
The Mad Butcher have also recently launched online purchasing and delivery
options for consumers in Auckland. However, many other grocery retailers in areas
outside Auckland currently have no online presence.

The COVID-19 pandemic has contributed significantly towards speeding up the
growth of online shopping in New Zealand (and elsewhere), including online retail
grocery shopping. Some estimates show that the COVID-19 pandemic may have
pushed retailers about six years ahead from where they would likely have been
absent the pandemic in terms of growth in online sales.?%?
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Tong Van “Foodstuffs South Island launches online shopping — town by town” (7 July 2021) Inside
Retail https://insideretail.co.nz/2021/07/07 /foodstuffs-south-island-launches-online-shopping-town-
by-town/.

Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
39.

Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 14.

Debrin Foxcroft “Online shopping emerges as the big winner in the first six months of 2020”

(5 August 2020) Stuff https://www.stuff.co.nz/business/122349826/online-shopping-emerges-as-the-
big-winner-in-the-first-six-months-of-2020.
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3.192 Woolworths NZ has indicated its online penetration increased from 3% total sales
in FY2014 to over 13% in the current financial year to date.?!! More specifically,
demand for Countdown’s online shopping grew by 74% between April and June
2020, accounting for 11% of total sales during this period.?!?

3.193 Foodstuffs NI saw an acceleration in online shopping as a result of the COVID-19
pandemic and expects this to continue.?!3

3.194 Figure 3.16 below shows online grocery sales as a percentage of total grocery sales
in New Zealand compared to selected other countries in 2020.

Figure 3.16  Online grocery sales as a percentage of total grocery sales in selected
countries (2020)

India 1 0.3%
Argentina m 1.0%
Germany HEE 2.1%
Italy s 32%
Spain M 3.5%
USA s 4.1%
New Zealand HEEES——8 5 7%
Australia maEE———— 59%
Sweden NN (.4%
Japan IEEEEEES————— 8.1%
France IEEEEEESS——— 8.3%
UK meesssssssssssssss 11.4%
Taiwan IEEEEEEEEEEEEEE—— 11.4%
South Korea IS 24.4%
China I 05.0%

Source: Kantar Worldpanel; NZ Post; Statistics NZ; IRl Australia.?'*

211 Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 18; and Woolworths NZ "Post conference submission on Market study into
grocery sector" (24 November 2021) at [15.5.6].

Countdown “Wellington’s first eStore opens to cater for online shopping demand”

(29 September 2020) https://www.countdown.co.nz/news-and-media-
releases/2020/september/wellington-s-first-estore-opens-to-cater-for-online-shopping-demand.
Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)

at 18.
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Despite growth in online grocery sales, New Zealand has a comparably low level of
online sales penetration. This is despite there not being any evidence to suggest
that New Zealand has differing preferences for online grocery services than other
countries. Although Countdown has relatively high levels of online sales
penetration as an individual retail grocery banner, New Zealand’s overall online
grocery sales as a percentage of total sales was only around 5.7% of total grocery
sales in 2020. This places New Zealand ninth out of the 15 countries shown in
Figure 3.16. This is comparable to Australia and ahead of countries such as the USA,
Germany, Spain and Italy.?!> However, New Zealand’s online sales are low in
comparison with other countries such as the UK, Japan and South Korea.

We acknowledge that the online sales figures for 2020 in Figure 3.16 may have
been affected by differences in national responses to the COVID-19 pandemic, in
particular the scale and length of lockdowns.?® However, Foodstuffs NI considered
it is impossible to separate the impacts of the pandemic from the overall trend in
consumer behaviour.?’

Woolworths NZ does not consider Figure 3.16 shows a fair or “like-for-like”
comparison but it uses these data to claim that when population density is taken
into account New Zealand’s online penetration is close to world leading.?® We
agree that higher population densities are likely to increase the viability and uptake
of online retailing. However, our view is the rate of urbanisation more accurately
controls for this viability, as it accounts for countries which have large areas of
uninhabited land such as New Zealand.?' 2% A high rate of urban density indicates
a large proportion of a country’s population is concentrated in urban areas where a
retailer may more easily be able to spread delivery costs over a large customer
base.

When the online sales figures in Figure 3.16 are adjusted for urbanisation, the
rankings in Figure 3.16 remain largely unchanged.??! Regardless, the key issue for
our study is the likely effect of online sales on competition in New Zealand’s retail
grocery sector in the foreseeable future, rather than the current level of online
sales.
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Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 108.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 109.

Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 18.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 108.

For example, The World Bank estimated 86.7% of New Zealand’s population in 2020 lived in urban
areas, The World Bank “Urban population (% of total population — New Zealand”
https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS?locations=NZ; Other analysis using
Statistics NZ and LINZ data estimate 78.2% of New Zealand is uninhabited, The Map Kiwi “Nobody
Lives Here: Uninhabited Areas of New Zealand” (December 2017)
https://www.andrewdc.co.nz/project/nobody-lives-here-uninhabited-areas-of-new-zealand/.

The urban population as a percentage of total population.
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Online grocery shopping may complement, rather than replace, in-store shopping

3.199

3.200

3.201

3.202

3.203

Online sales are currently a relatively small share of total grocery sales and there is
uncertainty whether increases in online sales observed during the COVID-19
pandemic will continue. There is, however, general agreement that online sales will
continue to grow.

However, it may be that strong future growth in online grocery sales could mean
that the competitive advantages of a physical retail network could become less
important.???

We consider it is unlikely that consumer shopping behaviour will shift to such an
extent in the foreseeable future that most competitors no longer benefit from a
physical presence. Instead, online grocery shopping might complement in-store
shopping rather than be a substitute for many consumers.??3 This means, while we
have observed innovation in this area from many online-only retailers, these
innovations may be limited in their ability to compete directly with retailers with a
strong physical presence.

One reason for this may be due to consumer preferences: convenience is a key
driver of online shopping but there are potential ‘inconveniencies’ such as being
unable to select the produce they prefer.??* This may cause some consumers to
continue to prefer shopping in a bricks-and-mortar store. Similarly, we heard many
Maori prefer kanohi ki te kanohi (face-to-face) engagement, as this provides the
ability to see and inspect their food before purchasing.?®

There may also be supply-side factors which limit the growth of online retailers. We
note that most current online sales are made by the major grocery retailers or by
other retailers with a physical presence. Online-only retailers are currently a small
share of grocery sales. This may, in part, be because grocery retailers with a
physical presence appear to be more easily able to respond to these innovations by
leveraging existing business capabilities.
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Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 18.

NZFGC "Post conference submission on Market study into grocery sector" (25 November 2021) at 15.
NZFGC “Post conference submission on Market study into grocery sector” (25 November 2021) at 15;
McKinsey & Company “Digital disruption at the grocery store” (14 February 2020)
https://www.mckinsey.com/industries/retail/our-insights/digital-disruption-at-the-grocery-store.

Ngati Porou Holding Company Ltd "Post conference submission on Market study into grocery sector"
(23 November 2021) at 5.
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Scale is a requirement for a successful online-only grocery retail channel to be able
to obtain competitive prices from suppliers and to cover fixed operating costs,
technology and development costs, marketing and infrastructure costs.?2® For
example, online-only grocery retailer Supie does not view itself as having sufficient
scale to be an effective competitor.??’ It is unclear whether these retailers will
succeed in building scale and the timeframe within which this might happen.
However, this is unlikely to happen in the foreseeable future even with very rapid
growth.??8

Further, the major grocery retailers are likely to constrain the prospects of entry
and expansion of online-only retailers. Given their existing cost structures, they are
likely to face fewer costs when attempting to grow an online retailing service to
scale and/or be able to do so quicker than an online-only competitor.

The major grocery retailers can also use their physical scale to cover some of the
costs of online fulfilment and delivery, enabling them to get more value from their
existing assets rather than making new investments.??° They are also likely able to
leverage parts of their existing business when expanding into online retail. This may
include existing infrastructure, such as distribution centres and IT systems, as well
existing supplier relationships and marketing strategies.?3° Incumbents’ brand
equity can also give them an advantage over new entrants.?3!

Additionally, retailers with national networks of physical stores may be able to use
these to provide localised distribution services. This can enable these retailers to
quickly scale their online offerings to respond to potential entry or expansion of
other online retailers. Large retailers are also using ‘dark stores’ that have no retail
display but are used as aggregators for order picking.?3?

NZFGC considered that the growth of online grocery sales has enhanced rather
than constrained the power of the two major grocery retailers by providing an
alternative to the physical in-store checkout. NZFGC also considered that online
shopping has made it more difficult for smaller retailers to compete with larger
retailers.?33
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Transcript of Grocery Market Study Conference — Day 5 (28 October 2021) at 4 (lines 37-40).
Transcript of Grocery Market Study Conference — Day 5 (28 October 2021) at 5 (lines 1-6); NZFGC
"Post conference submission on Market study into grocery sector" (25 November 2021) at 15.
Supie observed that what it turns over in 6 months, Woolworths turns over in an hour, Transcript of
Grocery Market Study Conference — Day 5 (28 October 2021) at 5 (lines 1-2).

McKinsey & Company “Digital disruption at the grocery store” (14 February 2020)
https://www.mckinsey.com/industries/retail/our-insights/digital-disruption-at-the-grocery-store.
[ l.

McKinsey & Company “Digital disruption at the grocery store” (14 February 2020)
https://www.mckinsey.com/industries/retail/our-insights/digital-disruption-at-the-grocery-store.
NZFGC “Submission on Market study into grocery sector draft report” (26 August 2021) at 16.
NZFGC “Submission on Market study into grocery sector draft report” (26 August 2021) at 16.
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Benchmarking the scale and pace of innovation

3.209

3.210

3.211

3.212

3.213

We acknowledge the significant investments in innovation in the retail grocery
sector that have been discussed above. Many of these benefit consumers.?3*
However, our view is the scale and pace of innovation in New Zealand would likely
be greater if competition was working better.

The scale and pace of innovation is important because it impacts the prices, choice
and options available to consumers over the longer term. Where competition is
weak, retailers may have little incentive to innovate.

Some submitters argued investments in the supply chain are more important than
investments in consumer-focused innovation because the former are more likely to
be enduring and deliver net benefits to the economy through productivity
improvements, reliability and product quality.?3> We agree that an efficient supply
chain is a vital contributor to productivity and resilience. However, cost-reducing
innovations do not tend to benefit consumers unless strong retail competition
forces firms to pass on a share of these benefits.

We also consider that the retail grocery sector has a key role in responding to
enduring changes in consumer preferences, particularly for healthy and sustainable
grocery products. Timely access to such products provides a range of benefits not
only to the customers who consume them, but the broader economy. We note that
the grocery sector is supply driven with retailers controlling consumers’ access to
products.?3® These features may mean that New Zealanders are not getting access
to products they have a preference for in a timely manner.

The range and extent of innovations in the New Zealand retail grocery sector may
suggest the scale, scope and pace of investment and innovation in the sector is
appropriate. Nevertheless, the evidence is contradictory:

3.213.1 Woolworths NZ told us that in many respects it is an international leader
in innovation and the New Zealand retail grocery sector is highly
innovative.?37, 238
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Transcript of Grocery Market Study Conference — Day 4 (27 October 2021) at 21 (lines 32-34).
Woolworths NZ "Post conference submission on Market study into grocery sector: Attachment 1 -
Peter Harris AO - Views on the Commerce Commission Draft Market Study Report on Grocery
Retailing in New Zealand” (25 November 2021) at 27.

McKinsey & Company “Digital disruption at the grocery store” (14 February 2020)
https://www.mckinsey.com/industries/retail/our-insights/digital-disruption-at-the-grocery-store.
Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 108.

Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at 7.
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3.213.2 Foodstuffs Sl and Foodstuffs NI told us that, given the small size of the
New Zealand economy and population, it is inevitable that innovation
will not progress at the same pace and scale as much larger countries.
New Zealand’s relatively low average household disposable income also
affects the innovation that customers demand.?*® Nevertheless,
Foodstuffs Sl and Foodstuffs NI say the pace and scale of innovation is
appropriate for the New Zealand market.?%!

239

3.213.3 NZFGC considered that the pace and scale of innovation seems slow in
New Zealand.?*? Supie told us that the major retailers are slow to invest
and innovate towards new food systems that positively impact the
environment.?** Northelia,?** Monopoly Watch?** and another party we
spoke to?*® also considered that innovation is low.

It is difficult to find suitable benchmarks to assess the scale and scope of innovation
in the New Zealand retail grocery sector.

In our draft report we compared innovation in New Zealand with several overseas
countries. Foodstuffs NI and Foodstuffs SI cautioned against comparing innovation
in the retail grocery sector with innovations overseas even though both closely
monitor overseas innovations at Board level and consider the right time to
introduce these to New Zealand.?*”- 2% Foodstuffs NI argued that, given the smaller
size of the economy and population in New Zealand, it is unrealistic to expect the
major grocery retailers to keep pace with overseas innovations.?*° In contrast,
Woolworths NZ told us that it has already implemented many of the international
innovations listed in our draft report.2*°
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Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
9; Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021)
at 8.

Foodstuffs NI "Post conference submission on Market study into grocery sector" (3 December 2021)
at 50; Foodstuffs Sl "Post conference submission on Market study into grocery sector"

(3 December 2021) at 36.

Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
34; Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021)
at 37.

NZFGC “Submission on Market study into grocery sector draft report” (26 August 2021) at 11.

Supie "Post conference submission on Market study into grocery sector" (23 November 2021) at
[2.1.3].

Northelia "Post conference submission on Market study into grocery sector" (29 November 2021) at
6.

Transcript of Grocery Market Study Conference — Day 4 (27 October 2021) at 20 (lines 37-38).

[ 1.

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
37 and 41; Foodstuffs SI “Submission on Market study into grocery sector draft report”

(10 September 2021) at 34.

Transcript of Grocery Market Study Conference — Day 4 (27 October 2021) at 16 (lines 11-19).
Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
41.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 111.
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Foodstuffs NI says that innovation can be benchmarked by considering whether it
acts on competitive pressure to innovate.?>>! Use of this benchmark, however, raises
the question of whether that competitive pressure is sufficient. We address this in
Chapter 4 and Chapter 5.

Woolworths NZ considered there is a broad range of indicators of innovation in the
New Zealand retail grocery sector.?>> Some of these indicators are potentially
useful to describe innovation in the sector. However, without a suitable
comparator the question remains as to whether the scale and scope of innovation
is appropriate.

Although we have not been able to identify a conclusive benchmark, the scale and
pace of innovation in the New Zealand retail grocery sector appears to be lower
than might be expected in a workably competitive market.

We accept that there may be some delay in introducing overseas innovations to
New Zealand. However, we have not seen any evidence to indicate New Zealand’s
relatively small size is a major reason for this. Woolworths NZ is part of a large
multinational company that is able to leverage off innovations in Australia.?>3

There are also a number of other grocery retailers who have developed innovative
offerings to respond to changing consumer preferences. For example, new entry by
meal kit providers and online-only supermarkets has expanded the convenience
options available to consumers. There have also been investments by other grocery
retailers to provide a more diversified product range, such as increasing the
availability of healthy/organic products to cater for dietary preferences and
providing prepared meal options for consumers.

The major grocery retailers seem able to respond to and match product and format
innovations by other grocery retailers and leverage their position into adjacent
sectors.?>* However, it is harder for other grocery retailers who lack scale and
scope, to match the major grocery retailers’ innovations.?*> This could mean that
the majors’ innovations help to protect and extend their market share even when
faced with innovative rivals.?>®
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Foodstuffs NI "Post conference submission on Market study into grocery sector" (3 December 2021)
at 51.

Woolworths NZ "Post conference submission on Market study into grocery sector"

(24 November 2021) at 27.

Transcript of Grocery Market Study Conference — Day 4 (27 October 2021) at 15 (lines 37-40).

NZFGC "Post conference submission on Market study into grocery sector" (25 November 2021) at 18.

[ l.

Hexis Quadrant “Post conference submission on Market study into grocery sector” (1 December 2021)
at 47; NZFGC “Post conference submission on Market study into grocery sector” (25 November 2021)
at 18.
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We acknowledge the major grocery retailers’ investments through the supply chain
and the benefits they bring to consumers. However, strong competition is required
to incentivise the retailers to share the benefits of these investments with
consumers. In the absence of workable competition, these investments may
instead entrench the competitive cost advantages the majors enjoy over their
smaller rivals.?>’

We consider that, if competition between the majors was working well, innovative
firms that meet consumers’ needs would be rewarded with temporarily higher
profitability in the short term as rivals compete to catch up. However, although the
evidence suggests that the majors’ pace of innovation differs, their pricing and
profitability has been similar over the periods we analysed.

Notwithstanding the recent growth in online sales and the investments made by
grocery retailers to enable these, we consider the pace of online innovation is
slower than we would expect in a workably competitive market. Significant
differences in the major grocery retailers’ timeframes for introducing such a
significant innovation as online shopping, particularly Foodstuffs SI’s slow rate of
adoption, appear inconsistent with what we might expect in a well-functioning,
competitive market.

Woolworths NZ attributes this slow adoption to Foodstuffs’ co-operative/individual
store owner model rather than a lack of competition.?*® However, NZFGC argued
this is instead driven by the major grocery retailers’ ability to withhold innovations
that may increase competition by reducing switching costs, such as online
shopping.?>® Our view is that the slow adoption of online shopping by some
retailers suggests that small online-only retailers, or other larger retailers offering
online shopping, do not pose a significant competitive threat to incentivise this
innovation.
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For example, Transcript of Grocery Market Study Conference — Day 4 (27 October 2021) at 20

(lines 25-26).

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at 110.

NZFGC “Post conference submission on Market study into grocery sector” (25 November 2021) at 34.
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Chapter4 The nature of competition in the retail grocery

sector

Summary of findings

Consumers engage in a range of different shopping missions, including: a main shop — a
shop typically happening weekly or at another regular interval based on the
convenience of using one grocery store to get all necessities in one place; a secondary
shop — a visit to one or more store(s), other than the store the main shop is carried out
at, to shop for specific products; and/or a top-up shop — a quick shop for a small
number of items, often across a range of other grocery retailers.

We find that most New Zealanders use one of the major grocery retailers for most of
their shopping missions. While consumers choose where to shop based on a range of
factors which can vary by type of shopping mission, convenience (including
location/ease of access, product range and store familiarity) and price are key drivers of
store choice.

Grocery retailers compete across the price, quality, range, and service spectrum to
cater to these consumer needs. However, other grocery retailers tend to differentiate
their retail grocery offer primarily on non-price dimensions and tend to compete mostly
for smaller, secondary or top-up shopping missions.

The major grocery retailers have broadly similar retail grocery offers and are each
other’s closest competitors for consumers’ grocery spend. Other grocery retailers do
not provide a material constraint. Some estimates of market share suggest the major
grocery retailers have a combined estimated share of more than 90% for consumers’
main shop, and more than 80% for top-up shops.

The major grocery retailers are therefore uniquely placed to offer a wide range of
groceries at locations which consumers can easily access (both in store and online), at
prices which are generally lower than other grocery retailers. This offers the
convenience of one-stop shopping no matter the shopping mission.

There are local markets as well as wider regional and national markets in the retail
grocery sector. However, competition for specific shopping missions mostly occurs in
local markets because consumers are generally unwilling to travel far to purchase
groceries. Consumers in rural locations tend to travel further than those in urban areas.

The local nature of grocery retailing means that the options available to consumers, in
terms of product range and the variety of grocery retailers, varies depending on where
they live. There are fewer choices outside Auckland, including the other major urban
areas such as Wellington and Christchurch. Rural consumers often have even fewer
choices.

The local nature of competition may also mean that prices are higher in areas where
there are few competing retailers. However, decisions on pricing, promotion and
acquisition of products by the major grocery retailers mostly take place at a national or
regional (or co-operative) level. This may provide some protection from higher prices
for consumers in local markets where competition is weak. Despite this, analysis of
regional price differences shows that prices in the rest of New Zealand are higher
relative to those in Auckland.
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Introduction

4.1

4.2

4.3

4.4

4.5

In this chapter we draw on evidence gathered during our study to identify the
dimensions upon which competition is occurring in the retail grocery market. We
describe consumer product and shopping preferences, including the drivers of
store choice in New Zealand, and this helps us to identify the dimensions upon
which grocery retailers compete with one another and the grocery retailers that
compete most closely. We also provide estimates of the approximate geographic
size of different local markets and consider the regional variations in the options
available to consumers. We use this discussion as a basis to more closely examine
the intensity of competition between different grocery retailers in Chapter 5.

We find that the major grocery retailers are uniquely placed to best meet consumer
preferences by offering a wide range of groceries at locations which consumers can
easily access (both in store and online), at prices which are generally lower than
other grocery retailers. They offer the convenience of one-stop shopping no matter
the shopping mission. Other grocery retailers are unable to compete effectively
with this retail offer for consumers’ grocery spend. Although the major grocery
retailers face some competition from other grocery retailers in some local markets
for different types of shopping missions, their closest competitors are usually other
major grocery retailer banners with broadly similar retail grocery offers.

We have used different methods to estimate the approximate geographic size of
local markets in urban and rural areas. Overall, we have found that rural consumers
tend to drive further than urban consumers for grocery shopping purposes. We also
find that the approximate geographic sizes of local markets vary between different
types of shopping missions and grocery stores.

There are regional variations in the product range and variety of grocery retailers
available to consumers. There are fewer choices outside Auckland, including in the
other major urban areas such as Wellington and Christchurch. Rural consumers
typically have more limited options than urban consumers. Some Maori living in
isolated, rural areas also face specific challenges regarding accessibility and
affordability of kai and a lack of choice.

This chapter has five main sections:
451 our approach to analysing the nature of competition in grocery retailing;

4.5.2 drivers of store choice and consumer shopping behaviour in
New Zealand;

45.3 the dimensions of competition in retail grocery markets;

454 the nature of local, regional and national competition in grocery
retailing; and

455 regional variations in the grocery store options available to consumers.
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Our approach to analysing the nature of competition in grocery retailing

4.6

4.7

This section summarises some key characteristics of grocery consumers and
grocery retailers that inform our assessment of the nature of competition in the
New Zealand retail grocery sector. We further assess the intensity of competition
between different types of grocery retailers in Chapter 5.

We explain that:

471 consumers engage in different types of shopping missions and they are
motivated by a range of preferences when shopping for groceries, with
convenience (including location/ease of access, product range and store
familiarity) and price being the key considerations that inform the choice
of grocery store for most consumers;

4.7.2 grocery retailers compete on various combinations of price, quality,
range and service (PQRS) to attract consumers to shop with them.
However, the major grocery retailers are uniquely placed to offer a wide
range of groceries at locations (both in store and online) which
consumers can easily access at prices which are generally lower than
other grocery retailers. They offer the convenience of one-stop shopping
no matter the shopping mission; and

4.7.3 grocery retailers typically compete for consumers within small local areas
but there are some regional and national dimensions to competition.

Consumers engage in different types of shopping missions and they are motivated by a
range of preferences when shopping for groceries

4.8

4.9

A commonly used concept to describe a particular type of shopping trip is a
shopping mission. It is generally defined by the motivational factors that drive
consumers to shop, the context in which they shop, and the shopping behaviours
that drive their purchasing decisions.?®°

The concept of a shopping mission is used extensively by the major grocery
retailers in New Zealand to describe the purpose of a particular shopping trip, as
well as for market share monitoring and strategic decision-making purposes.26!
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For example, Category Management Knowledge Group “Understanding Different Shopper Trip
Missions” (2015) https://cdn2.hubspot.net/hub/269713/file-252232072-

pdf/Understanding Different Shopper Trip Missions (Advanced Shopper Understanding Online C
ourse).pdf.

For example: [ I;

( I 1.
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Our consumer research assisted us to identify three main categories of shopping
missions for the purposes of our study:2%?

4.10.1 a main shop: a shop typically happening weekly or at another regular
interval based on the convenience of using one grocery store to get all
necessities in one place;

4.10.2 a secondary shop: a visit to one or more store(s), other than the store
the main shop is carried out at, to shop for specific products; and

4.10.3 a top-up shop: a quick shop for a small number of items that can be
conducted for a range of reasons at one of a range of grocery retailers.

The major grocery retailers define and monitor several other categories of grocery
shopping missions in addition to those we have identified for the purposes of our
study. These range from short, often impromptu missions that have the purpose of
purchasing an immediate, high need grocery item, to large-scale shopping
missions.?63 However, we consider that all these missions fall into one of the three
main categories of shopping missions we have identified for the purposes of our
study.

We agree with many submitters that different types of consumer shopping
missions play an important role in understanding the nature of competition in
grocery retailing.2%* They provide a useful framework for analysing consumer
shopping behaviour and drivers of store choice which may vary to some degree
according to the type of shopping mission a consumer is engaged in. We analyse
the consumer preferences revealed in our study research. This in turn helps us to
consider the extent to which a consumer might be willing to switch some or all
their grocery spend to a different type of grocery retailer, and therefore the extent
of competition between the major grocery retailers, and between the major
grocery retailers and other grocery retailers in New Zealand.?%°
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Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 15.

For example, dunnhumby’s analysis of shopping missions conducted at PAK'nSAVE and New World on
behalf of Foodstuffs NI grouped micro missions together to analyse [ ] different shopping missions,
including the ‘casual top up mission’, the ‘cooking from scratch mission’, the ‘quick and easy meals
mission’, and the ‘family breakfast mission’, Foodstuffs NI “Submission on Market study into grocery
sector draft report” (10 September 2021) at [185]-[187.2].

For example, Woolworths NZ described each consumer (or household) completing a range of
shopping missions within any given week or month and a diverse range of factors that can drive each
shopping mission, Woolworths NZ “Submission on retail grocery market study preliminary issues
paper” (4 February 2021) at 59.

For example: Foodstuffs NI “Submission on Market study into grocery sector draft report”

(10 September 2021) at [175] and [241.1]-[241.4]; Foodstuffs SI “Submission on Market study into
grocery sector draft report” (10 September 2021) at [13.3]; Woolworths NZ “Submission on Market
study into grocery sector draft report” (10 September 2021) at [28.2].
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Our consumer research shows that whenever consumers shop for groceries, their
choice of grocery store is informed by a wide variety of factors, including location
and ease of access, prices, familiarity with the store, and product range.26¢ 267
Consumers therefore have a diverse range of preferences for how and where they
shop for grocery products. For most consumers convenience and price are the key
considerations that inform their choice of grocery store.

While consumer preferences and a shopping missions approach provide useful
points of reference, we also consider that analysis of broader grocery spend
provides useful insight into the nature of competition between grocery retailers for
all shopping missions. We discuss this further below from paragraph 4.40.

Grocery retailers compete on various combinations of PQRS

4.15

4.16

4.17

4.18

In Chapter 2 we identified that there are many grocery retailers operating across
New Zealand, including supermarkets, international food stores, specialist grocery
retailers, meal kit providers and online-only supermarkets. In this chapter we
consider how they cater to the diverse range of consumer preferences that we
have identified, and this assists us to consider the extent of competition between
them.

The combined set of products and services offered to consumers by grocery
retailers to cater to this diverse range of consumer needs is known as the retail
grocery offer.

Grocery retailers differentiate the retail grocery offer across the spectrum of PQRS.
Individual grocery retailers or retail banners use a particular combination of PQRS
to attract and retain customers.

For example, grocery retailers compete for consumers’ grocery spend by
differentiating their retail grocery offer in a number of ways, including:

4.18.1 the prices of products, including regular and one-off promotions;
4.18.2 loyalty programmes and non-price promotions (see Chapter 7);
4.18.3 the quality of products;

4.18.4 the range of available products;

4.18.5 location;

4.18.6 accessibility including ease of access and opening hours; and

266

267

The major grocery retailers expressed some general concerns regarding the reliability and limitations
of our consumer research. We respond to these concerns in Attachment E.

Paragraphs E118 to E121 in Attachment E; Ipsos “Consumer behaviour and preferences in the

New Zealand retail grocery sector — Consumer study report” (July 2021) at 8.
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4.18.7 the quality of service and the shopping experience (eg, store layout,
number and accessibility of staff to consumers, etc.).

4.19 Some of these aspects of the retail grocery offer, such as price and quality of
service can be adjusted relatively easily by most grocery retailers. However, other
aspects valued by some consumers, such as store size, parking facilities and store
layout, are less easily changed. Store location is perhaps the aspect of the retail
grocery offer which is most difficult to adjust.

Grocery retailers typically compete for consumers located within small local areas but
there are some regional and national dimensions to competition

4.20 In this chapter we also consider the extent to which competition is taking place
within identified local, regional, or national geographical areas.

4.21 Grocery retailers compete for specific shopping missions in local markets where
consumers live and work. This is because, as we discuss further in this chapter,
convenience of location is one of the key drivers of store choice for consumers.

4.22 Consumers are generally willing to travel limited distances to purchase groceries.
However, the distance that consumers are willing to travel may vary between
different types of grocery retailers and shopping missions. This is consistent with
our findings in previous merger decisions in the retail grocery sector.?%® We discuss
this further below from paragraph 4.113.

4.23 There are some national and regional dimensions to competition between the
major grocery retailers, such as pricing and the centralised acquisition of products,
and we examine below the extent to which these impact on the nature and
intensity of competition between grocery retailers at a local level.

4.24 Some specialist grocery retailers and other supermarkets also have a wider national
or regional presence through franchise agreements with individual store owners
(eg, Fruit World, The Mad Butcher and Bin Inn).

The drivers of store choice and consumer shopping behaviour in New Zealand

4.25 We describe consumer product and shopping preferences, including the drivers of
store choice in New Zealand, and this helps us to identify the dimensions upon
which grocery retailers compete with one another.

268 For example: Commerce Commission “Decision Nos. 606 & 607, Determination pursuant to the

Commerce Act 1986 in the matter of applications for clearance of business acquisitions involving:
Foodstuffs (Auckland) Limited, Foodstuffs (Wellington) Co-operative Society Limited, and Foodstuffs
South Island Limited; and (separately) Woolworths Limited and The Warehouse Group Limited”

(8 June 2007) at [E18], available at:

https://comcom.govt.nz/ data/assets/pdf file/0030/75279/PUBLIC-VERSION-Decision-606-and-
607.pdf; Commerce Commission “Decision No. 438, Application for clearance involving: Progressive
Enterprises Limited and Woolworths (New Zealand) Limited” (13 July 2001) at [66]-[69].



https://comcom.govt.nz/__data/assets/pdf_file/0030/75279/PUBLIC-VERSION-Decision-606-and-607.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0030/75279/PUBLIC-VERSION-Decision-606-and-607.pdf
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4.26 The factors that motivate and influence consumers to choose where they purchase
their groceries are known as the drivers of store choice. The evidence shows that
there are multiple drivers of store choice in New Zealand and that these vary by
demographics, type of shopping mission and geography.

4.27 Some of the key drivers of store choice include factors such as price, location and
ease of access, product range and quality, and consumer perceptions of, and
familiarity with, particular grocery stores. Some key drivers of store choice may be
common across shopping missions and some may be more important for some
shopping missions than others.

4.28 Grocery retailers seek to align their offers with drivers of store choice. This is
because consumers are more likely to switch to a store with a similar retail grocery
offer if there is a deterioration in their current retail grocery offer, for example, an
increase in price or a decrease in service or range availability.

Most consumers like to do at least one large shop each week

4.29 To better understand the shopping patterns of consumers we gathered information
from respondents to our consumer survey on the frequency and typical size of their
shopping trips each week.2®°

4.30 72% of respondents to our consumer survey tend to do at least one or two larger
shops each week, and about half of those supplement these with a few smaller top-
up shops. A further 12% of respondents usually do less than one shop a week,
indicating that around 84% of respondents do a main shop. The remaining 16% of
respondents rely on several smaller shops each week (see Figure 4.1).270

269 In March 2021 we conducted an online consumer survey hosted on our website. The aim of the

survey was to help identify themes relevant to our study and better understand consumer behaviour,
including how consumers decide where to shop and what to buy. Our consumer survey was available
to the public from 4 March to 25 March 2021. During this time, we received 12,269 responses. The
analysis of our consumer survey is provided in Attachment E.

These answers were in response to question four of our survey: “Which of the following best
describes how you usually shop for groceries each week?”

270
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Respondents were provided with a definition of the kind of groceries they should
take into account when completing the survey.?’* While the spending size of a large
shop is likely to vary between respondents (eg, a “large shop” may be larger for a
multi-generational household than an individual living alone, or on a lower
income), we expect that respondents would consistently have considered a “large
shop” relative to their own weekly spend, rather than an objectively large shop
relative to all households.?”?

We consider the question about different shopping missions provides more reliable
insights on the prevalence of a main shop than attempting to derive this from
spending estimates.?’> While analysis of spending data is useful to gain an
understanding of average basket sizes, it is limited in its ability to answer questions
about the prevalence of certain shopping missions given the inability to ascertain
the purpose of a shopping trip based on spending alone. Kore Hiakai Zero Hunger
Collective also cautioned against assuming, as the major grocery retailers did in
their calculation of the average spend on a shop, that an amount spent under $100
is not a weekly shop.?’*

271

272

273

274

HoustonKemp submitted that some respondents may have narrowly interpreted the meaning of
“groceries”, Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix B -
HoustonKemp - Empirical evidence of grocery sector competition” (10 September 2021) at [68(a)]. A
similar concern was also raised by Woolworths NZ, Woolworths NZ “Post conference submission on
Market study into grocery sector — Appendix Two” (24 November 2021) at [1.6]. However, we
consider it unlikely a material number of respondents misinterpreted the meaning of “groceries” as
respondents were provided an overview of what was meant by “groceries” at the beginning of the
relevant survey section.

HoustonKemp is of the view that we should not rely on the analysis shown at Figure 4.1 because the
survey question is ambiguous, and therefore the results provide limited insights into the size and
frequency of shopping trips, Foodstuffs NI “Submission on Market study into grocery sector draft
report: Appendix B - HoustonKemp - Empirical evidence of grocery sector competition”

(10 September 2021) at [67] and [70]. Its concerns mainly stem from the use of the phrases “large
shop” and “groceries”. Specifically, it is of the view that the phrase “large shop” is subjective and may
vary by respondent (eg, one respondent may consider $50 to be a large shop, for another this may be
$200).

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix B -
HoustonKemp - Empirical evidence of grocery sector competition” (10 September 2021) at [71] and
[74]-[77].

The submission also argued that the data used by the major grocery retailers cannot be used to assess
the income of the shopper and what portion of their income they are spending on their shop. They
are of the view that the aggregate figures used by the major grocery retailers may therefore mask the
differences in proportion of food expenditure in relation to income across different income groups.
The submission also noted that average basket expenditures may be skewed by a shopper who shops
every day to buy their lunch alongside a shopper who shops once a fortnight after payday, Kore Hiakai
Zero Hunger Collective “Post conference submission on Market study into grocery sector”

(23 November 2021) at [2]-[3].
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Figure 4.1 Percentage of respondents who engage in different types of
shopping missions

Percentage of respondents

40%
35%
30%
25%
20%
15%
10%
5%
0%
| tend to do one or two |tend to make one or | doseveral smaller None of these, | usually
larger shop(s)/order(s) two large shop(s)/get shops/orders do less than one shop a
and a few smaller one or two large week
shop(s)/order(s) order(s)

4.33

4.34

4.35

Source: Commerce Commission analysis of responses to our consumer survey.?’>

Foodstuffs Sl suggested that because of the COVID-19 pandemic, consumers tend
to make less frequent grocery shopping trips and stock up in bulk on more items.?’®
It is unclear whether this trend will continue in future.

In contrast, the major grocery retailers also suggest that the relevance of the main
shop to New Zealanders continues to decline and that the main shop is no longer
prevalent among New Zealand consumers.?””

Woolworths NZ told us that “non-main shop” shopping missions are a critical and
increasing area of grocery market competition. Data submitted by Woolworths NZ
shows that over the past three years, expenditure on main shops has fallen from
67% to 56%, while main shopping missions as a percentage of total grocery
shopping missions have fallen from 42% to 35%.27%
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[ l.

Foodstuffs SI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 10.

For example: Foodstuffs NI “Submission on Market study into grocery sector draft report”

(10 September 2021) at [178]; Foodstuffs SI “Submission on Market study into grocery sector draft
report” (10 September 2021) at [161]-[163]; Woolworths NZ “Submission on Market study into
grocery sector draft report” (10 September 2021) at [28.4.1].

To support its view Woolworths NZ provided us with data on average basket sizes of Countdown
shopper. This analysis showed that the average Countdown shopper’s checkout basket is [ ]
(including GST) and approximately [ ] items, with the average Onecard holder shopping [ ] times per
week, Woolworths NZ “Submission on Market study into grocery sector draft report”

(10 September 2021) at [28.4.2]-[28.4.3.4].
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4.36 This is consistent with Foodstuffs NI's submission that expenditure on the main
shop as a proportion of total grocery spend by consumers is declining and that the
average basket size would be significantly higher if the main shop was dominant.?’?

4.37 Not all stakeholders agree on the usefulness of the shopping mission approach to
understanding the nature of competition between grocery retailers. For example,
the NZFGC told us that no evidence has been provided by the major grocery
retailers on substitutability of other shopping missions for the main shop and that
no evidence has been provided of any material competitive constraints from these
shopping missions over a meaningful timeframe.?8°

4.38 Our consumer research implies that the main shop is still an important driver of
store choice for most New Zealanders, although a number of consumers do more
than one large shop or multiple smaller shops each week.

4.39 We accept that there could be a declining trend and/or overall decline in consumer
preference for main shops over time, and that a range of shopping missions is
undertaken by consumers. However, irrespective of whether there is a declining
main shop or not, we consider that other evidence of expressed consumer
preferences and overall spend with the major grocery retailers are insightful. They
suggest regardless of the shopping mission, most consumers tend to use a major
grocery retailer for grocery shopping purposes. We discuss this further below.

279 Foodstuffs NI's sales data demonstrates that most baskets are less than [ ] in value, missions other
than the main shop make up approximately [ ] of baskets (or shopping trips), and missions other than
the main shop make up approximately [ ] of sales, Foodstuffs NI “Submission on Market study into
grocery sector draft report” (10 September 2021) at [181]-[184].

280 NZFGC “Post conference submission on Market study into grocery sector” (25 November 2021) at
[2.10].
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Most consumers use one of the major grocery retailers as their main store

4.40

441

4.42

The Ipsos study found that consumers are more likely to visit a store if they know
that the store has the products they need and a greater range of options available
for those products.?®! Range is therefore an important driver of store choice and
provides an element of convenience. It can also provide some grocery retailers with
a competitive advantage for consumers’ grocery spend over other grocery retailers
with a smaller range of products.?®? The availability of a wide range of products
reduces the time and costs of shopping, whether shopping in store or online.?83 This
is the case regardless the size of the shopping mission since a consumer visiting a
grocery retailer offering a wide range of products can feel confident that everything
they need is likely to be available in one location no matter the size of the shop
they undertake.

Participants in the Ipsos study suggested that there is a core group of consumers
that prefers shopping at a one-stop shop to avoid having to visit multiple locations
to purchase the groceries they need from different grocery retailers. This implies
that participants prefer not to have to visit more stores when they know they
otherwise would, and that they also do not want to take the risk of having to do so.
The major grocery retailers were typically viewed as most convenient for
purchasing a full grocery basket in one location and were overall considered less
expensive for many product categories when compared to other grocery
retailers.?8

As well as submitting that the significance of the main shop is declining, the major
grocery retailers are of the view that the traditional retail grocery channels are
becoming less important as the main shop is declining.?®>
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Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 8.

Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 2.

An additional attraction for consumers who use supermarkets is that it allows consumers to purchase
groceries at a much lower total transaction cost than would be the case if the same groceries were
purchased at a range of specialist stores. Transaction costs include payment fees, transportation
costs, search costs and the value the consumer places on their time when shopping for groceries,
Commerce Commission “Decision Nos. 606 & 607, Determination pursuant to the Commerce Act 1986
in the matter of applications for clearance of business acquisitions involving: Foodstuffs (Auckland)
Limited, Foodstuffs (Wellington) Co-operative Society Limited, and Foodstuffs South Island Limited;
and (separately) Woolworths Limited and The Warehouse Group Limited” (8 June 2007) at [122].
Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 8 and 21.

For example, Woolworths NZ told us that there is a significant and growing range of retailers and
other suppliers of food and grocery products in New Zealand that compete directly and successfully
with “traditional supermarket” grocery retailers, Woolworths NZ “Submission on retail grocery market
study preliminary issues paper” (4 February 2021) at 28.
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They are also of the view that there is a wide range of options for consumers across
discrete product categories and shopping missions, and that full-service grocery
retailers face material competitive constraint across all product categories.?8¢

We acknowledge that there is a range of grocery retailers catering to a range of
consumer preferences with a diverse range of grocery retail offers, and that they
provide some competition to the major grocery retailers. However, even if the
main shop were of declining importance to consumers, the evidence from our
consumer research and market share estimates (discussed below) show not only
that Ipsos research participants viewed the major grocery retailers as most
convenient and less expensive, but also that consumers buy the majority of their
groceries at a major grocery retailer.

Figure 4.2 below shows that 95% of respondents to our consumer survey reported
one of the major grocery retailers as their main store.?%’

Figure 4.2 Main store choice by respondents to our consumer survey (%)

Percentage of respondents
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Only major grocery retailers  Mix of major grocery retailers and Only other stores
other stores

0%

Source: Commerce Commission analysis of responses to our consumer survey.?®
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For example, Foodstuffs NI “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 2-3.
‘Main store’ was defined as ‘the store you spend most at, or do most of your grocery shopping with’.

( .
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Our consumer survey shows respondents reported visiting an average of 2.4
different stores in a typical week.?®° However, while the respondents visit more
than one store in a typical week, they do not appear to split their spending evenly
across the stores they shop at. Instead, one store tends to account for a large
proportion of their weekly spend.

For example, the survey indicated respondents spend between two and three times
as much at a PAK’'nSAVE, Countdown or New World than at other grocery retailers
(eg, an ethnic supermarket or specialist grocer), if they reported shopping at these
stores in a typical week.?*°

In addition, the different stores visited are often a combination of banners owned
by the major grocery retailers. Approximately 60% of respondents reported
shopping at only the major grocery retailers in a typical week.?°! The other 40%
reported shopping at a mix of the major grocery retailers and other stores (less
than 0.5% of respondents shopped at only other grocery retailers).

This is consistent with the findings of the Ipsos study, which found participants
typically preferred to shop at one store for most of their groceries, supplementing
this with secondary and top-up shops to take advantage of specific characteristics
of other retailers (eg, quality).?*?

While there is mixed evidence that the significance of the main shop may be
declining over time, our consumer research suggests that most consumers prefer to
buy groceries at one of the major grocery retailer banners no matter what their
shopping mission. Based on our consumer research, we consider that this is
because consumers value location, price, range and store familiarity when deciding
where to shop.

Market shares also illustrate a preference for shopping with the major grocery retailers

4.51

4.52

A preference for shopping with a major grocery retailer no matter the shopping
mission is also evident from analysis of market share.

Market share estimates show that the major grocery retailers have a significant
overall combined share of the total consumer spend on grocery products across all
different types of shopping missions.

289

290

291
292

For example, approximately one quarter of respondents reported typically only visiting one store per
week, with just over a third visiting two stores, and the remainder visiting three or more stores, Figure
E10 in Attachment E.

Paragraphs E98 to E104 in Attachment E. Our survey results also show that respondents spend
approximately two to three times as much on meal kits as they do at other grocery retailers. However,
a very small proportion of respondents shop with a meal kit provider in a typical week.

Paragraph E97 and Figure E13 in Attachment E.

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 7.
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453 We acknowledge that these estimates may vary between different local markets
depending on alternative options available to consumers for grocery shopping.
However, we are of the view that this provides evidence that the major grocery
retailers still appear to have some key advantages over other grocery retailers
when competing for all shopping missions.

4.54 Internal market share estimates of the major grocery retailers across different
types of shopping missions by retail banner show that the major grocery retailers
have a combined estimated share of more than 90% for consumers’ main shop.2%3

4.55 Additional internal market share estimates of different types of shopping missions
by retail banner show that the major grocery retailers have a combined estimated
share of more than 80% for top-up shops and other types of smaller shopping
missions.2%

4.56 Our own market share estimates confirm that the major grocery retailers have a
relatively large and stable market share of total consumer grocery spend across all
different types of shopping missions (see Chapter 5).

4.57 The implications our findings have for the strength of competition between the
major grocery retailers and other grocery retailers is discussed in more detail in
Chapter 5.

Convenience and low prices are key drivers of store choice

4.58 Grocery retailers choose to emphasise different dimensions of the retail grocery
offer to cater to the diverse drivers of store choice and consumer preferences. They
extensively research how their retail grocery offer matches consumers’ needs so
that they can try to meet the needs of all consumers and every different type of
shopping mission.?%>

4.59 Our consumer research shows that although there are many different drivers of
store choice in New Zealand, convenience (including location/ease of access, range
and store familiarity) and price are the most important drivers of store choice.
Many respondents said they value attributes such as easy parking, convenient
opening times and good specials. However, very few respondents consider any of
these to be the single most important reason they shop at their main store. We
discuss our findings further below.

293 [ ]
294 [ ]

295 For example: [ LI IF

[ 1.
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Convenience is the most important driver of store choice

4.60

4.61

4.62

4.63

4.64

4.65

The major grocery retailers submitted that service differentiation is very important
for consumers and that store choice is increasingly driven by convenience, such as
location, store layout and “ready-to-eat” options.?®®

We consider that this is consistent with our consumer research which indicates that
most consumers prefer to shop at a major grocery retailer, no matter their
shopping mission.

A consumer preference for convenience was raised in both our consumer research
and by grocery retailers. In our view, it can be used as shorthand for a range of
convenient features sought by consumers and offered by grocery retailers such as
ease of access or location, a wide range of products or familiarity with the store.

Foodstuffs NI told us that convenience as defined by customers individually sits as
their first driver of store choice and that price (or value) would be their second
driver of store choice.??’ In their view, some consumers value location as a matter
of convenience, but for others size of store and ease of shop are sought after
aspects of convenience. Availability of product or the consumer’s individual
perception of the level of service they receive in any retail grocery offer also
contribute to what a consumer will define as convenience.??® 2%°

This is consistent with Woolworths NZ’s view that there are many different
convenience factors that a consumer may consider in deciding where to shop,
including location of store, availability of parking, cleanliness, layout of store and
website and in-store shopping experience. They also indicated that product range
and quality is an important factor that consumers consider when choosing where
to shop.3%°

We asked our survey respondents about factors affecting their choice of store and
which was the most important. The results are illustrated by Figure 4.3 below. The
total bar shows the proportion of respondents who selected the attribute as one of
the reasons for their main store choice. The smaller, darker segment of the bar is
the proportion of respondents who considered an attribute to be the single most
important reasons for their choice of main store. For example, while about 30% of
respondents considered “good quality products” one reason for their choice of
main store, only about 6% considered it to be the most important reason.
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300

For example: Woolworths NZ “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 23; Foodstuffs NI “Submission on retail grocery market study preliminary issues
paper” (4 February 2021) at 2-3.

Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 26 (lines 35-38).

Based on our consumer research we consider that ease of shop can be used as shorthand for a range
of service features sought by consumers and offered by grocery retailers such as store familiarity,
quality of service, parking availability and pleasantness of the shopping experience.

Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 27 (lines 1-4).
Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 58.
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Drivers of store choice in New Zealand
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Source: Commerce Commission analysis of responses to our consumer survey.

301

Figure 4.3 above shows that “convenient/easy to get to” is the most common
driver of main store choice, with one in five respondents selecting it as their key
driver. We agree with HoustonKemp (on behalf of Foodstuffs) that this should most
likely be taken to mean the “ease of location” (as opposed to the convenience of
“purchasing all products in one location”).3%? Other options (eg, “wide choice of
products”) more readily characterise the convenience of purchasing all products in
one location or from a wide range of products.

However, Figure 4.3 also highlights many other convenience-related factors which
are key drivers for some consumers. These include familiarity with the store, or
having a loyalty card. Our analysis shows that 40% of respondents selected a
convenience-related factor as their single most important driver of store choice,
while 75% of respondents selected at least one convenience-related factor as one
of their drivers of store choice.33

301
302

303

[ l.

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix B -
HoustonKemp - Empirical evidence of grocery sector competition” (10 September 2021) at [96]-[98].
21% of respondents selected “convenient/easy to get to” as their main driver of store choice, whilst
11% and 8% of respondents selected “familiarity of the store/service” and “wide choice of products”
as their main driver of store choice respectively.
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The Ipsos study found that shopping routines and store selection by participants
was mainly driven by a sense of convenience, ie, proximity and a need for routine
and familiarity. The study also found that specific store choice can also be
influenced by a range of secondary factors, including store atmosphere, quality and
value, and the range of products available.3%* This finding is consistent with our
analysis of the responses to our consumer survey.

We consider that the major grocery retailers are uniquely positioned to cater to
consumer demands for convenient locations with a wide range of products. We
discuss this further below from paragraph 4.104.

Price is also a very important driver of store choice

4.70

4.71

4.72

The responses to our consumer survey show that many consumers also consider
price to be an important consideration when choosing where to shop and that it is
the second most important driver of store choice. We discuss our findings further
below.

HoustonKemp submitted that only a small proportion of respondents selected “low
prices overall” as either a driver, or key driver, of main store choice, indicating low
prices may not be an important factor for most consumers.3% This is largely
attributable to consumers selecting a diverse range of drivers in response to the
survey question.

Despite this, price-related factors do appear to be key drivers of main store choice
for many consumers. For example, Figure 4.3 shows almost a third of respondents
selected “low prices overall”, “good value for money” or “good specials” as their
single most important driver of store choice. Our analysis shows that 31% of
respondents selected a price-related factor as their single most important driver of
store choice, while 50% of respondents selected at least one price-related factor as
one of their drivers of store choice.3%

Drivers of store choice may differ between individual consumers and between shopping
missions

4.73

Drivers of store choice are likely to vary by demographics too. For example, we
heard that access to fresh, healthy and safe kai is a driver for many Maori, and that
many Maori prefer kanohi ki te kanohi (face-to-face) engagement, which provides
the ability to see their food before purchasing.3%’

304

305

306

307

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 8-9.

Foodstuffs NI “Submission on Market study into grocery sector draft report: Appendix B -
HoustonKemp - Empirical evidence of grocery sector competition” (10 September 2021) at [91]-[95].
17% of respondents selected “low prices overall” as their main driver of store choice, whilst 11% and
3% of respondents selected “good value for money” and “good specials” as their main driver of store
choice respectively.

Ngati Porou Holding Company Ltd “Post conference submission on Market study into grocery sector”
(23 November 2021) at 55.
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474 Drivers of store choice may differ between individual consumers and between
shopping missions. However, we consider that our consumer research and the
experience of grocery retailers consistently indicates that consumers place the
highest value on convenience, including a store location that can easily be accessed
and expected product range and availability.

4.75 Our findings also show that following convenience, price is the second most often
selected as the most important driver of store choice for consumers. This means
that consumers value competition on price between grocery retailers. Also, some
consumers may choose their grocery store(s) based on a combination of price and
convenience-related factors.

4.76 Size of store and consumers’ perception of the level of service they receive in any
retail offer are also material drivers of store choice. Some consumers may also
consider a combination of these factors when choosing their grocery store(s).

The dimensions of competition in retail grocery markets

4.77 Having drawn some conclusions from our work relating to consumer preferences,
this section of the chapter discusses the dimensions upon which grocery retailers
are competing to meet those preferences. This enables us to draw conclusions
about who is competing with whom. In Chapter 5 we look at the intensity of
competition between major grocery retailers and other grocery retailers, and
between the major grocery retailers themselves.

4.78 As discussed in Chapter 2, there are many different types of grocery retailers
operating across New Zealand, including supermarkets, international food stores,
specialist grocery retailers, meal kit providers and online-only supermarkets. We
have described that demand for groceries is highly differentiated. Grocery retailers
differentiate their offering to meet this demand in different ways to attract and
retain different types of consumers, for example, by the combined price and quality
of service, or by breadth of product range.

4.79 Grocery retailers with similar product offerings on both price and non-price
dimensions of the retail grocery offer will be each other’s closest competitors. We
consider that most New Zealanders use one of the major grocery retailers for most
of their shopping missions because for any particular shopping mission,
convenience (including location/ease of access, range and store familiarity) and
price are key drivers of store choice. The major grocery retailers are uniquely
placed to offer the convenience of one-stop shopping for a wide range of groceries
at convenient locations (both in store and online) which consumers can easily
access, and at prices which are generally lower than other grocery retailers. We
discuss this further below.
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The major grocery retailers have broadly similar retail grocery offers and are each other’s
closest competitors but choose to emphasise different elements of price and non-price
competition

4.80 The major grocery retailers tend to compete across the full spectrum. This allows
them to compete for many different combinations of consumer preferences and to
make their retail grocery offer attractive to consumers on many different types of
shopping missions.3% The major grocery retailers have broadly similar retail grocery
offers and are each other’s closest competitors.

4.81 In contrast, other grocery retailers tend to compete with the major grocery
retailers only over some aspects of the retail grocery offer. This competition tends
to mostly occur in some local markets for secondary or top-up shopping missions.
We discuss this further below from paragraph 4.86.

4.82 The major grocery retailers regularly monitor both price and non-price dimensions
of competition of each other’s competing retail banners on an ongoing and
frequent basis.3% We have also seen evidence that they adjust and improve their
retail grocery offers in response to changes in the retail grocery offering of other
major grocery retailer banners.310

4.83 We have seen a number of examples of frequent adjustments to the competitive
strategies of the major grocery retailers in response to changes in each other’s
retail grocery offer. Some of the more common examples include:

4.83.1 monitoring of price levels for specific products with the aim of
maintaining specified price differentials between the major grocery
retailer banners;31!

4.83.2 adjustments in product range to compete for specific demographics in
local markets;312

308 For example: [ I;

( I 1.

309 For example, Foodstuffs NI told us that it monitors Countdown’s prices to ensure that its prices are
competitive, Foodstuffs NI “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 26.

The competitive parameters monitored on a frequent basis include

(

310

], for example: [ I;

[ Il 1.

31 For example, [ 1.

312 For example, [ l.
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4.83.3 strategies around ensuring that stock availability and range improves so
that consumers will avoid supplementing their shop at another
competing grocery retailer;313

4.83.4 improving online delivery services and shopping experience through
improvements in the ease of website navigation and timeliness of
deliveries.314

4.84 We consider the major grocery retailers are each other’s closest competitors.
However, they also attempt to position themselves differently in the market by
differentiating their retail grocery offer from one another on both price and
non-price dimensions of competition.3!> For example, PAK'nSAVE has a different
business proposition that aims to ensure it is positioned to offer New Zealand’s
lowest food prices and to make its retail grocery offer attractive enough for
consumers to accept the trade-off in terms of quality, range and service that comes
with the ability to compete strongly on price.3®

4.85 We discuss the impact of differentiation by the major grocery retailers on the
intensity of competition in the retail grocery market further in Chapter 5.

Other grocery retailers tend to strategically differentiate their retail grocery offers from the
major grocery retailers

4.86 Other grocery retailers told us that they tend to focus on the non-price dimensions
of the retail grocery offer, such as product range and quality, as they are generally
unable to compete strongly on price with the major grocery retailers. Some
examples of differentiation on non-price dimensions of the retail grocery offer by
other grocery retailers include:

4.86.1 some specialist grocery retailers told us that they differentiate their
retail grocery offering from the major grocery retailers by stocking a
different range of fresh produce and meat products;3!’

4.86.2 we were told that some convenience stores change their product range
to cater for take-away food options and consumers on impulsive
shopping missions;3'® and

313 For example, [ ]

For example, [ ].
Of the three major grocery retailer banners, it appears that

[

314
315

].
316 Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 27 (lines 5-17).
3 [ Il 1

o )

[ 1.
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4.86.3 some other supermarkets told us that they create a unique shopping
experience for consumers by stocking a different range of fresh foods
and imported goods in comparison to the product range available at the
major grocery retailers.31°

Foodstuffs NI and Foodstuffs S| emphasised non-price dimensions of competition in
the retail grocery sector and that multi-dimensional competition is good for
consumers,320,321

We agree that multi-dimensional competition may benefit consumers and that
competition on non-price elements of the retail grocery offer is important when
considering the nature of competition in the retail grocery sector. This is consistent
with the findings of our consumer research that consumers commonly value a
range of factors in addition to price when deciding where to do their grocery
shopping.

However, as discussed above, we expect competition to be more intense between
grocery retailers with similar combinations of price and non-price elements of
competition. The limited price competition between the major grocery retailers
and other grocery retailers (see from paragraph 4.98 below) lessens the constraint
they place on the major grocery retailers, thereby reducing the overall strength of
competition in the retail grocery market. It also limits the ability of other grocery
retailers to compete for a full set of shopping missions and for the same consumer
spend.

We discuss the extent to which the differentiated retail grocery offer by other
grocery retailers impacts intensity of competition in the retail grocery market
further in Chapter 5.

The major grocery retailers have a wider product range than other grocery retailers

491

Notwithstanding the differentiating factors between different types of grocery
stores, we discuss below two aspects of the retail grocery offer that appeal to the
consumer preference for convenience that we have identified. These are:

491.1 store size which influences both floor area and available product range;
and

491.2 the identity/brand of the store operator which influences store
familiarity and consumer perceptions of a retail banner and its retail
grocery offer.

319

320

321

(

Ll 1.

Foodstuffs NI “Post conference submission on market study into grocery sector” (3 December 2021)
at [67]-[68].

Foodstuffs SI “Post conference submission on market study into grocery sector” (3 December 2021) at
[43].
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The major grocery retailers generally have larger stores and tend to stock a
significantly wider grocery product range than other types of grocery retailers, both
in terms of the number of different products stocked as well as the number of
different brands within each product category. As discussed from paragraphs 4.60
to 4.69 above, many consumers value product range and size when choosing where
to shop. Consumers are therefore more likely to view competing grocery retailers
with similar size and product range as alternatives to each other.

The breadth and depth of product range stocked at most major grocery retailers
means that consumers are more likely to find the range of products that they want
to purchase at a major grocery retailer rather than having to visit numerous grocery
retailers to purchase the same basket of products. This implies that consumers can
have confidence that they will be able to get the grocery products they need at a
major grocery retailer. As we discuss further from paragraph 4.104 below, the
convenience associated with stocking a wide range of products at one location
(both in store or online) at prices that are generally lower than other grocery
retailers, result in a competitive advantage for the major grocery retailers
regardless of the purpose of a consumer’s shopping mission.

Consumers who value store size and product range are also less likely to view
online-only supermarkets as alternatives to the major grocery retailers. For
example, Supie told us as that as an online-only supermarket with limited access to
many products that consumers demand due to exclusive supply arrangements
between the major grocery retailers and suppliers, they struggle to compete with
the major grocery retailers for consumers’ main shop.3?2

We considered the variation in store size across New Zealand to help assess the
likely competition between grocery retailers to meet consumer demand for a range
of groceries. Data provided by the major grocery retailers and some other grocery
retailers shows that the average store size of the major grocery retailers is
significantly bigger than the average store size of most other grocery retailers, with
the exception of the Four Square, Raeward Fresh and SuperValue retail banners for
some categories of retailers (see Figure 4.4).323

322
323

Transcript of Grocery Market Study Conference — Day 5 (28 October 2021) at 39 (lines 20-23).
Although our list of other retailers is not comprehensive, we consider it gives a reasonable
comparison of the average store size and number of products stocked at major grocery retailer stores
and other grocery retailers.
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Figure 4.4 Average net retail area of major grocery retailers and other grocery retailers

in (square metres)

Woolworths NZ  Other retailers
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New World
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Average store size (sqm)

4.96

Source: Commerce Commission analysis of data provided by industry participants.3%

We acknowledge that store size may not be a perfect approximation of product
range and the number of Stock Keeping Units (SKUs) available at a grocery store.
However, our analysis of store size and SKU data provided to us by the major
grocery retailers and some other grocery retailers, show that there is a strong
positive correlation between store size and product range (see Figure 4.5 below).3%°
This means that consumers with a preference for range can have confidence that a
larger store will stock a wider selection of products, and that they will be more
likely to be able to purchase the grocery products they need in one location, no
matter the shopping mission.

324
325

[ l.

A correlation between variables indicates that as one variable changes in value, the other variable
tends to change in a specific direction. Correlation coefficients | measure the strength and direction of
the relationship between two variables. The value of r is always between +1 and -1. The r value for
our analysis of the relationship between net store size and product range is 0.84. It is generally
accepted that a positive r value of greater than +0.70 is indicative of a strong positive linear
relationship between two variables.
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497 Further analysis of the information provided by grocery retailers on the average
number of SKUs stocked by each retail banner also shows that, on average, other
grocery retailers stock between 38% to 85% fewer SKUs than New World,
Countdown and PAK’nSAVE.3?® Consumers with a preference for size and range are
therefore more likely to view major grocery retailers as closer alternatives than
other grocery retailers which have fewer SKUs.

Figure 4.5 Net retail area and product range (2019, square metres)

SKUs

otal number of

0 1,000 2,000 3,000 4,000 5,000 6,000

Met retail area (sqm)

® Foodstuffs @ Woolworths NZ Other grocery retailers

Source: Commerce Commission analysis of data provided by industry participants.3?’

There is limited price competition between the major grocery retailers and other grocery
retailers

498 Our consumer research shows that price is an important driver of store choice for
many consumers in addition to factors of convenience such as range, location and
shopping experience. We have therefore considered the extent to which different
types of grocery retailers compete on price. This is because consumers with a
preference for lower prices are more likely to view grocery retailers that compete
effectively on price as alternatives to grocery retailers that tend to focus more on
non-price aspects of competition.

326 [ ]
327 [ ]
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As discussed above, other grocery retailers told us that they tend to focus on the
non-price dimensions of the retail grocery offer, such as product range and quality
rather than attempting to compete strongly on price. This is mainly because they
cannot match the major grocery retailers’ cost and scale advantages (see Chapter
6) and therefore cannot compete directly with the major grocery retailers on price
across the full range of products stocked at the major grocery retailer banners.328

For example, Night ‘n Day told us that other grocery retailers are unable to
compete on price with the major grocery retailers due to a lack of cost-effective
wholesale supply. They are also of the view that the entry of the major grocery
retailers into the small top-up space with small store formats means that they can
leverage their overall buying power throughout the supply chain to charge lower
prices at these stores. This further limits the ability of other grocery retailers such
as convenience stores to compete effectively with the major grocery retailers for
consumers’ demand for convenience.3%°

Other grocery retailers also told us that they are mostly unable to compete with

the major grocery retailers on price due to a lack of wholesale access to a wide

range of grocery products at competitive prices and a range of other factors,

including:33°

4.101.1 other conditions of entry and expansion that prevents these retailers
from competing effectively with the major grocery retailers, such as
access to suitable sites for the development of bricks-and-mortar stores
(see Chapter 6);33! and

4.101.2 limited geographic and network coverage that reduces their ability to
compete with the national and regional (or island-wide) pricing and
acquisition strategies of the major grocery retailers (see from paragraph
4.136 below).33?

328

329
330

331

332

For example: Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 23

(lines 21-25); Transcript of Grocery Market Study Conference — Day 5 (28 October 2021) at 4-5 (lines
34-6).

Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 23 (lines 15-29).

For example: Supie “Post conference submission on Market study into grocery sector”

(23 November 2021) at [3.1]; Transcript of Grocery Market Study Conference — Day 1

(21 October 2021) at 23 (lines 18-20).

For example: [ 1;

[ ]; The Warehouse Group “Submission on retail
grocery market study preliminary issues paper” (4 February 2021) at 4.

For example, [ 1.
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We note that in instances where other grocery retailers do compete with the major
grocery retailers on price, they tend to focus on particular products or subsets of
consumers, such as those products stocked at international food stores or
consumers who are willing to buy bulk goods.333

We therefore consider that there is limited price competition between the major
grocery retailers and other grocery retailers. This means that consumers with a
preference for lower prices can have confidence that they will be able to access a
wide range of products at the major grocery retailers at prices which are generally
lower than other grocery retailers.

The major grocery retailers uniquely meet consumer preferences for a wide range of
products at lower prices in a single location

4.104

4.105

4.106

4.107

We consider that the major grocery retailers are uniquely placed to offer a wide
range of groceries at locations which consumers can easily access (both in store
and online), at prices which are generally lower than other grocery retailers. This
offers the convenience of one-stop shopping no matter the shopping mission.
Other grocery retailers do not provide a material constraint on them.

We agree with the major grocery retailers that differentiation by different types of
grocery retailers across price and non-price dimensions of competition is beneficial
to consumers because it meets diverse consumer demand. This means that no two
grocery retailers will be the same as retail grocery offers are differentiated in
different ways. The more similar retail grocery offers are, the more closely they are
likely to compete for the benefit of consumers.

However, while differentiation may be beneficial to consumers because it meets
diverse consumer demand, it can also work against consumers in the long run by
making the retailers sufficiently differentiated that they are not competing strongly
with one another, or, in the extreme, at all. We consider that the differentiated
retail grocery offers of other grocery retailers are not sufficiently attractive to
compete closely with the major grocery retailers for consumers’ grocery spend.

There are differing views on the importance of the ability of the major grocery
retailers to offer the convenience of a one-stop shop where consumers can buy a
wide range of products in one location, either online or in a bricks-and-mortar
store.

333
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Foodstuffs NI told us that it recognises that the range advantage of major grocery
retailers to offer the convenience of a main shop in a single location differentiates
them from other grocery retailers. However, they are also of the view that the
major grocery retailers can be seen as being at a competitive disadvantage given
the convenience offered by other grocery retailers which is often more important
on smaller shopping missions.33*

Foodstuffs NI and Foodstuffs Sl also told us that they cannot tell which kind of
mission any shopper is on and that even if they did know, they would still have to
set the same prices for all shoppers.33> 336 They are of the view that this benefits
consumers irrespective of the shopping mission a consumer is engaged in.

However, the NZFGC is of the view that the constraint imposed by other grocery
retailers is limited because they lack the portfolio of products offered by the major
grocery retailers at the same prices, and they also cannot provide sufficient
volume.3%’

We acknowledge that the major grocery retailers are unable to price discriminate
between consumers on different types of shopping missions. However, we are of
the view that their ability to stock a wide range of products at generally lower
prices to meet the needs of all types of shopping missions provides them with a
uniqgue competitive advantage when competing for consumers’ grocery spend
across all types of shopping missions, including the main shop and other non-main
shops. This is because consumers can have confidence that they are likely to be
able to get all the products they need in one place at prices which are generally
lower than offered by other grocery retailers no matter the size of the shopping
mission.

The availability of a wide range of products reduces the time and transaction costs
of shopping, whether shopping in store or online. It provides the major grocery
retailers with a competitive advantage over other grocery retailers when
competing for different types of shopping missions, as other grocery retailers tend
to have a significantly smaller product range and may have less convenient store
locations. Consumers can therefore be confident of getting all the products they
need in one place at a major grocery retailer store no matter the shopping mission,
at prices which are generally lower than other grocery retailers.

334

335

336

337

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[176].

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[241.4].

Foodstuffs SI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[211.4].

NZFGC “Submission on Market study into grocery sector draft report” (26 August 2021) at [3.2].
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The nature of local, regional and national competition in grocery retailing

4.113

4.114

4.115

4.116

An important driver of store choice for many consumers is convenient store
location. In this section of the chapter we analyse the geographic scope of
competition between grocery retailers to meet this preference. This enables us to
draw some conclusions regarding the extent to which different types of grocery
retailers compete for consumers’ grocery spend in local markets where they live
and work.

Our research shows that consumers are generally willing to travel limited distances
to purchase groceries. However, several important aspects of the retail grocery
offer, such as pricing and product acquisition, are set uniformly across the retail
banners of the major grocery retailers at a national or regional level. This means
that there are also some regional and national dynamics to competition in the retail
grocery market that influence the intensity of competition between grocery
retailers.

As noted in the UK Competition Commission’s market investigation into the supply
of groceries, the fact that many grocery retailers set a substantial proportion of
their retail grocery offer nationally or regionally on a uniform basis across all their
stores does not mean that the intensity of competition in local markets for grocery
retailing is not important. The intensity of competition in local markets could
influence the retail grocery offer in two main ways:

4.115.1 through affecting those dimensions of the retail grocery offer that are
adjusted locally at the store level; and

4.115.2 through affecting the overall level at which nationally uniform
dimensions of the retail grocery offer are set.338

We have therefore also considered the extent to which other grocery retailers with
limited geographic coverage are able to compete with the major grocery retailers in
local markets for consumers’ grocery spend across different types of shopping
missions.

338

UK Competition Commission “The supply of groceries in the UK market investigation” (30 April 2008)
at [6.33], available at:
https://webarchive.nationalarchives.gov.uk/20140402194746/http://www.competition-
commission.org.uk/our-work/directory-of-all-inquiries/groceries-market-investigation-and-
remittal/final-report-and-appendices-glossary-inquiry.



https://webarchive.nationalarchives.gov.uk/20140402194746/http:/www.competition-commission.org.uk/our-work/directory-of-all-inquiries/groceries-market-investigation-and-remittal/final-report-and-appendices-glossary-inquiry
https://webarchive.nationalarchives.gov.uk/20140402194746/http:/www.competition-commission.org.uk/our-work/directory-of-all-inquiries/groceries-market-investigation-and-remittal/final-report-and-appendices-glossary-inquiry
https://webarchive.nationalarchives.gov.uk/20140402194746/http:/www.competition-commission.org.uk/our-work/directory-of-all-inquiries/groceries-market-investigation-and-remittal/final-report-and-appendices-glossary-inquiry
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The approximate geographic sizes of local markets vary between different types of
retailers and shopping missions

4.117 Research suggests that the importance of distance decreases according to how
much the consumer feels they will achieve, or plans to achieve, by visiting a
particular store.33?In particular, the importance of distance depends both on how
much a consumer intends to spend at a particular store and how unique the
planned shopping mission or experience is.

4.118 This means that a consumer who plans to spend a large percentage of their
household budget in a particular store is likely to be less influenced by the distance
to the store than a consumer who plans to spend only a small percentage of their
household budget at the same store.34° Consumers are therefore likely to be willing
to travel further to shop at their main store than they would be willing to travel for
top-up shopping purposes.

4.119 This is consistent with submissions from Foodstuffs NI and Woolworths NZ that
consumers are likely to be willing to travel further to larger stores. Specifically,
Foodstuffs NI told us that the distance any particular consumer will drive to a store
depends on a range of factors, including the nature of the shopping mission and the
size and type of store, as consumers ordinarily drive further to larger stores such as
PAK’nSAVE.34! Woolworths NZ also told us that Costco is seen as a “destination
shop” and that they have seen analysis from Australia suggesting that Costco stores
have in-person catchment areas of approximately 25 km.34?

4,120 Feedback from other grocery retailers confirms that they tend to compete for
consumers located within relatively small local areas, which is consistent with our
view that consumers mainly use these retailers for the purposes of smaller or
top-up shopping missions. For example, some of these retailers have indicated that
they consider catchment areas to range from just a few blocks from the location of
the store to approximately 10 minutes’ driving distance.3*3

4.121 However, depending on the alternative options available to consumers in local
markets and/or regions, they may be willing to travel further to stores that could
be regarded as destination stores (eg, international food stores).

339 Hansen et al. “How the Measurement of Store Choice Behaviour Moderates the Relationship between
Distance and Store Choice Behaviour” (2013) at 3-4, available at:
https://core.ac.uk/download/pdf/50684972.pdf.

340 NZFGC “Submission on retail grocery market study preliminary issues paper” (4 February 2021) at
[117].

34 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 24.

342 Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 27.
For example: [ I;
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The approximate geographic size of local markets varies depending on urban or rural store
locations

4.122

4.123

4.124

4.125

There is not a one sized estimation of the approximate geographic size of local
markets that applies to all local areas across New Zealand. It is difficult to precisely
estimate a delineation of the size of geographic markets as it varies according to
local factors such as topography and the distribution of the population relative to
the stores in the area. In some local markets competition may therefore occur over
a shorter or longer distance than our estimates indicate. This is consistent with
Woolworths NZ’s view that there is no clear-cut answer as to how far consumers
will travel for groceries, given the diverse range of factors that can drive each
shopping mission.344

We have estimated the approximate geographic size of local markets separately for
urban and rural areas. This is because there are regional variations in the options
available to consumers, both in terms of product range and the diversity of grocery
stores.

Rural consumers tend to drive further than urban consumers for grocery shopping
purposes. For example, we heard many rural Maori shop about once a month, due
to large distances required to travel to the nearest supermarket.34> We discuss
regional variations in the options available to consumers below from paragraph
4.152.

This is consistent with Foodstuffs SI’s submission that the distance that consumers
are willing to travel to purchase groceries is catchment dependent based on the
nature and unique attributes of the community. In their view a catchment area
would generally be up to a 15 km radius. However, for a rural store its catchment
area will depend on the store’s location and its proximity to surrounding urban
areas.3%

344

345

346

Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 59.

Food is therefore often purchased frozen as there is a need to buy in bulk due to the large distances
required to travel and infrequent shopping trips. This means there can be limited access to fresh food

for many rural Maori, [ ].

Foodstuffs SI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 15.
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In previous investigations we used a five km radius around each grocery store as a
starting point to estimate the approximate geographic size of local markets.3
However, for the purposes of our study we used drive time to estimate the
approximate geographic size of local markets in urban and rural areas.3*

Our analysis of the responses to our consumer survey shows that, on average,
respondents in medium (eg, Te Awamutu), large (eg, Rotorua) and major

(eg, Auckland) urban areas travel less than 10 minutes to their main store.
Consumers located in small urban (eg, Gore) and rural areas (eg, Haast) tend to
travel longer to their main store, with consumers in rural areas travelling close to
20 minutes on average to their main store (see Figure 4.6). This is not an
unexpected finding. As noted above, consumers living in rural areas are more likely
to make less frequent and longer journeys to stock up on products in bulk.3*

Figure 4.6 Estimated average drive time to main store
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Source: Commerce Commission analysis of responses to our consumer survey.3*°

347

348

349

350

For example: Commerce Commission “Decision Nos. 606 & 607, Determination pursuant to the
Commerce Act 1986 in the matter of applications for clearance of business acquisitions involving:
Foodstuffs (Auckland) Limited, Foodstuffs (Wellington) Co-operative Society Limited, and Foodstuffs
South Island Limited; and (separately) Woolworths Limited and The Warehouse Group Limited”

(8 June 2007) at [E18]; Commerce Commission “Decision No. 438, Application for clearance involving:
Progressive Enterprises Limited and Woolworths (NZ) Limited” (13 July 2001) at [66]-[69].

This is because distance-based measures may not always provide an accurate picture of how
consumers can access a particular site and the alternative options available to them in the area close
to where they live or work.

Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 59.

[ l.
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Our analysis also shows that more than 60% of urban respondents travel less than
10 minutes to their main store. However, in comparison less than 20% of rural
respondents indicated that they travel less than 10 minutes to their main store,
while approximately 30% of rural respondents stated that they travel more than
25 minutes to their main store (see Figure 4.7).

Figure 4.7 How long it usually takes respondents to travel to their main store
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Source: Commerce Commission analysis of responses to our consumer survey.3>!

Most of the participants in the Ipsos study reported that they travel less than 7 km
for grocery shopping purposes and that they did not need to travel far to access
alternative stores. However, rural participants reported often having to travel
further (up to 40 minutes) for their main shop and therefore needed to plan larger
shops more carefully.3>? This finding is consistent with our analysis of the responses
to our consumer survey.

Business cases of the major grocery retailers also confirm that urban catchment
areas tend to be smaller than for those of stores located in rural areas.

351
352

( .

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer

study report” (July 2021) at 26-27.
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4,131 Estimates by the major grocery retailers of urban catchment areas for Countdown
and New World stores range from 1 km to 10 km.3>3 PAK’'nSAVE stores tend to have
a slightly wider catchment area of up to 15 km.3>4 This is consistent with Foodstuffs
NI’s submission that consumers are generally willing to drive further to larger
stores and PAK’'nSAVE.3%>

4,132 However, estimates of catchment areas for Countdown and New World stores in
rural locations tend to be wider than those in urban areas, generally ranging
between 3 km and 40 km.3°®

4.133  Frontier Economics used two different measures of competition in local markets to
estimate the approximate geographic size of local markets in urban and rural areas
for the major grocery retailers.3>” The results of the first method using a weighted
market share approach indicate that the approximate geographic size of local
markets in rural areas vary between 5 to 20 minutes’ drive time. Estimations of the
approximate geographic size of local markets in urban areas range between 10 to
20 minutes’ drive time.3%8

4,134 The second method uses a dummy variable for proximity of each store to the major
grocery retailers as the measure of competition. Using this method, the results
indicate that the approximate geographic size of local markets in both urban and
rural areas vary between 5 to 20 minutes’ drive time.3>°

4.135 Further analysis conducted by Frontier Economics to examine how the structure of
local grocery markets affects prices suggests that local market concentration
appears to have little or no effect on price competition between grocery retailers.
We discuss this further in Chapter 5.

There are some regional and national dimensions to competition in the retail grocery
sector

4.136  Although consumers typically choose between grocery retailers in their local area,
there are also some regional and national dimensions to competition in the retail
grocery sector.

353 For example: [ I;
[ l.

354 [ ]

355 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 24.

356 For example: [ I;
[ 1.

357 Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 28.

358 Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 28-29.

359 Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the

Commerce Commission" (15 July 2021) at 30-31.



4.137

132

Decisions on pricing, promotion and acquisition of products by the major grocery
retailers mostly take place at a national or regional (co-operative) level, whereas
decisions on product range and other non-price elements of the retail grocery offer
are more likely to be made at an individual store level in local markets.

Pricing and promotion decisions by the major grocery retailers mostly take place at a
national or regional (co-operative) level

4.138

4.139

4.140

Most of the strategies relating to pricing and discounting of products are made at a
national (Woolworths NZ) or at a co-operative level (Foodstuffs Sl and

Foodstuffs NI). This means that over time the national and island-level component
of competition is likely to be a bigger driver of prices charged at major grocery
retailers’ stores than competition in individual local markets. This implies that the
major grocery retailers are constrained mostly on price by each other.

If national or regional prices are set with reference to strong competition in
particular local areas, this may benefit consumers in markets where there is less
competition which would otherwise result in them facing higher prices. However, if
competition at the national level is not strong, there is a risk that all consumers
may end up paying more than they likely would have in a workably competitive
market.360

Woolworths NZ operates a national business model for its Countdown stores. This
means that pricing in Countdown stores is almost entirely consistent nationwide.36?
The most significant product categories where this is not the case are fresh
products where different supply conditions and/or commercial models mean that
there are price differences predominantly between the North Island and

South Island.3%? Woolworths NZ also told us that its national pricing proposition
delivers a number of efficiencies, such as the ability to advertise on television.363

360

361

362

363

The greater the proportion of stores a grocery retailer has with high levels of local market share, the
greater its ability and incentive to raise prices or reduce levels of service, range and/or quality
independently of other operators at both a national and local level. There may also be strategic
reasons why grocery retailers may choose to set a uniform retail grocery offer. For example, it
improves price transparency and makes it easier to monitor the competitive offering of rivals.
Woolworths NZ “Submission on the retail grocery market study preliminary issues paper”

(4 February 2021) at 6.

According to Woolworths NZ the effects of its consistent nationwide pricing at Countdown stores is
that overall, [ ] of products have the same shelf price at all Countdown stores across New Zealand.
Despite regional variations in fresh produce prices, [ ] of these products have the same shelf price
nationwide. For packaged goods, [ ] of products have the same standard shelf price nationally and
more than [ ] of promotional prices are the same nationwide, Woolworths NZ “Submission on the
retail grocery market study preliminary issues paper” (4 February 2021) at 6.

Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 21 (lines 30-32).
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4.141 Foodstuffs Nl is of the view that that its island-wide pricing policy is
pro-competitive as it allows consumers in remote regions with fewer competitors
to benefit from competition in areas where there are more competitors.3%* They
also told us that its pricing policies at a co-operative level aim to provide more
consistent value to consumers across core and staple items. In addition, Foodstuffs
NI noted that pricing and promotions for fresh products, including produce and
meat, operate to a different dynamic than other product categories due to their
seasonality, certainty of supply and short shelf life.3%°

4.142 Both Foodstuffs NI and Foodstuffs Sl also told us that they collaborate on matters
that require national consistency with the shared ownership and use of national
brands, such as a national televised New World price promotion.3¢® There also
appears to be some scope for pricing at Foodstuffs NI and Foodstuffs Sl stores to
vary on a store-by-store basis.3¢”

The acquisition and distribution of products by the major grocery retailers is mostly
coordinated at a national or co-operative level

4.143 Scale economies achieved in the acquisition of groceries at a national or
co-operative level can benefit consumers if they lead to lower prices. However, it
may also increase barriers to entry at a local market level, thereby affecting
consumers at both a local, regional and national level (see Chapter 6).

4.144  Woolworths NZ told us that its national business model leads to ease of doing
business with its suppliers (with product decisions based on data from across all its
stores) and enables them to achieve efficiencies in their transport network and
centralised marketing activities.3%8

364 Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 32 (lines 6-11).

365 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 34.

Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 22; Foodstuffs SI “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 14.

Foodstuffs NI “Submission on the retail grocery market study preliminary issues paper”

(4 February 2021) at 22; Foodstuffs SI “Submission on the retail grocery market study preliminary
issues paper” (4 February 2021) at 14. Foodstuffs NI told us that

[

366

367

368 Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 7.
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4.145 Foodstuffs NI submitted that a significant proportion of its products are supplied
directly to grocery retailers and do not go through Foodstuffs NI’s central
distribution centres.3%°

4.146 However, Foodstuffs NI is currently implementing a new centralised buying model
for its New World and Four Square stores (see Chapter 8). There are consequently
some co-operative level dimensions to competition for the procurement of
products by Foodstuffs NI.

There is some scope for the major grocery retailers to adjust product range and other
dimensions of competition at a local store level

4.147 As discussed above, most of the competition on pricing and the procurement of
products by the major grocery retailers takes place at a national or island level.
However, there is some discretion at a local store level for owner-operators and
store managers to adjust their product range and other non-price dimensions of
competition, such as opening hours in response to local competition.

4,148 With regards to product range, Woolworths NZ told us that they have invested in
tailoring their range and product offerings to local consumer tastes through
developing new products as demand evolves (for example, increasing investment in
ready-to-go meals and dedicated health food aisles).37°

4.149 Both Foodstuffs NI and Foodstuffs Sl also told us that there is scope for a member
to tailor their product range, including to local consumer preferences and market
conditions.3”!

4,150 Specifically, Foodstuffs NI’s service offerings differ across the North Island as a
result of one or a combination of the following:372

4.150.1 differences in local market conditions including customer needs,
demographics and competition from other suppliers of retail grocery
items;

4.150.2 the presence of different Foodstuffs NI retail banners within different
catchment areas;

369 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 11. Foodstuffs NI told us that direct to store represents approximately [ ] by value of all products
shipped and is mostly to [ ] stores.

370 Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 12-13.
37 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)

at 22; Foodstuffs SI “Submission on retail grocery market study preliminary issues paper”
(4 February 2021) at 14.

372 Foodstuffs NI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 22-24. Foodstuffs NI also told us that

[
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4.150.3 differences arising due to particular arrangements or pricing changes
requested by suppliers affecting different regions;

4.150.4 the nature of relevant products such as fruit or vegetables; and

4.150.5 other differences arising due to the independent owner/operator model
run by each co-operative.

4.151 Foodstuffs SI’s service offerings are determined at both the co-operative and at a
store level by each member, within the framework established by their
membership agreement. Specifically, there is scope for Foodstuffs Sl stores to tailor
their local service offerings in response to local market conditions based on the
nature of demand from consumers. For example, opening hours are determined by
each operator in consultation with Foodstuffs SI.373

Regional variations in the grocery store options available to consumers

4.152 In this section we discuss the analysis we undertook to assess regional variations
across New Zealand in prices and the variety of grocery store options available to
consumers. We also discuss the nature of regional and national dimensions to
competition in the retail grocery sector.

4,153  Our analysis of the location of major grocery retail banners and other grocery
retailers shows that there are regional differences in the diversity of retail grocery
options available to consumers.

4.154 The greatest number of retail grocery options appears to be in the Auckland region,
where there are several other grocery retailers operating in addition to the major
grocery retailers. There are increasingly fewer options through the rest of the
country, with consumers in rural areas having the least number of grocery shopping
options available (see Figure 4.8 to Figure 4.10 below and Attachment A).

4.155 Analysis done by Frontier Economics also shows that prices are lowest in Auckland
relative to the rest of New Zealand.?”*

Consumers in rural areas tend to have less choice than those located in urban areas

4.156 The geographic location of stores in different local markets and/or regions of itself
does not provide us with any information of the extent and intensity of competition
between the major grocery retailers and other grocery retailers. However, the
locations of grocery stores provide a useful overview of the different retail grocery
options available to consumers. Limited grocery store choice may lead to poorer
retail grocery offers in the form of higher prices and/or lower quality and service.

373 Foodstuffs SI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)

at 14.
Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 18-20.

374
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Some Maori contributors suggested there are parts of New Zealand, particularly
rural areas, where there are limited existing grocery retail options for consumers.

Specifically, we heard some Maori living in isolated, rural areas face specific
challenges regarding accessibility and affordability of kai and a lack of choice.
Some Maori in rural and remote areas also have limited digital connectivity and
online food delivery options available to them.37®

375

Our analysis in Figure 4.8 to Figure 4.10 below confirms that consumers in rural
areas typically have fewer options available to them compared to urban
consumers. Consumers in the Auckland region also appear to have comparatively
greater variety in grocery shopping options available to them than consumers
located in other urban areas or rural areas.3”’

We have not attempted to show the locations of every store across New Zealand
that might sell one or more grocery products. Rather, our analysis includes the
locations of categories of grocery retailers that have larger stores and sell a wider
range of products (such as international food stores and other supermarkets), as
they are most likely to provide some alternatives to the major grocery retailers for
consumers’ grocery spend.

375

376

377

We also heard that, for lower income groups such as Ngati Porou, perceived issues of lack of
competition and increased food prices exacerbate disparities in living standards, Ngati Porou Holding
Company Ltd “Post conference submission on Market study into grocery sector” (23 November 2021)
at 5.

For example, Ngati Porou told us that having a single supplier (Foodstuffs) on the East Coast of the
North Island (which is Ngati Porou’s rohe) limits the ability of consumers to comparatively shop which
has a direct impact on the health and wellbeing of the community. There are also limited digital
connectivity and online delivery options available to the East Coast community which further impacts
consumer choice in this area. It is an approximate three-hour drive to the nearest supermarket in
Gisborne to obtain lower prices or more grocery shopping options, Ngati Porou Holding Company Ltd
“Post conference submission on Market study into grocery sector” (23 November 2021) at 1, 4 and 5.
See Attachment A for additional maps of other regions across New Zealand.
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Figure 4.8 Grocery store locations in Auckland
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Figure 4.9 Grocery store locations in the central South Island
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Figure 4.10 Grocery store locations in the central North Island
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Source: Commerce Commission analysis of information provided by grocery retailers.3%

4.161 Asdiscussed earlier, we consider that the major grocery retailers are each other’s
closest competitors and that other grocery retailers are generally unable to
compete strongly with them to satisfy consumer preferences for convenience and
price. We have therefore further analysed the variation in retail grocery options
available to consumers in local markets by also considering the locations of every
Foodstuffs banner without a competing Woolworths NZ banner in the same local
market, and every Woolworths NZ store without a Foodstuffs store nearby in the
North and South Island (see Figures 4.11 and 4.12 below).

4,162 Using location data provided to us by the major grocery retailers and our findings
on the average drive time in urban and rural areas (see Figures 4.6 and 4.7 above)
we identified individual stores without a competing major grocery retailer banner
in proximity of the store’s location. Our analysis confirms that there appears to be
limited retail grocery options for consumers that have a preference for one-stop
shopping at the major grocery retailers in some local markets. This is particularly
evident in more remote areas of New Zealand.
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Figure 4.11 Local areas with no competing major grocery retailer banner (North Island)
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Figure 4.12  Local areas with no competing major grocery retailer banner (South Island)
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There appears to be an uneven distribution of retail choice in Wellington

4.163

4.164

4.165

Percentage of major grocery retailer stores

In addition to the evidence of uneven distribution of retail choice between urban
and rural areas we have also considered whether there is any evidence of
geographic disparities in retail choice within major urban areas of New Zealand.38

We analysed the distribution of major grocery retail choice in major urban areas
across New Zealand using store location data provided to us by the major grocery
retailers. We have found that there is a relatively equal distribution of major
grocery retailer stores in Christchurch and Auckland. However, our analysis shows
that there is an uneven distribution of major grocery retail stores in Wellington (see
Figure 4.12 above).

Figure 4.13  Distribution of major grocery retailer stores in major urban areas
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Source: Commerce Commission analysis of information provided by grocery retailers.38*

The major grocery retailers told us that uneven store distribution is historical and
that they have plans for future expansion in cities where they have historically
operated fewer stores.

383

384

Based on analysis of a small sample of the grocery shopping options typically available to consumers
in Auckland and Wellington respectively, Ernie Newman concluded that there is evidence of a
disparity in regional market share between the major grocery retailers. His analysis shows that
Woolworths NZ enjoy around three quarters of the Auckland market and Foodstuffs NI two thirds of
Wellington, Ernie Newman “Submission on Market study into grocery sector draft report”

(26 August 2021) at 4-5.

[ I
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Specifically, Woolworths NZ told us that they have fewer Countdown stores in
Wellington than Foodstuffs NI has PAK’'nSAVE and New World stores, largely as a
product of history. For 91 years the Foodstuffs Wellington Co-operative had
Wellington as the home of its head office, whereas Woolworths NZ and its

predecessors have historically been Auckland and Christchurch based entities.38>

Woolworths NZ also told us that they have actively been looking to increase their
presence in the Wellington area. This has resulted in the opening of six new
Countdown stores in the Wellington region and the Grenada e-store in the last ten
years, compared to Foodstuffs NI having opened two New World stores in the
Wellington region during that time.386

This is consistent with Foodstuffs NI’s view that the history of previous company
structures and mergers of brands have led to a relatively more uneven distribution
of major grocery retailer choice in Auckland and Wellington as compared to
Christchurch. Foodstuffs NI also told us that they have plans to fill current gaps in
the regional presence of Foodstuffs NI branded stores where possible.38”

There is some evidence of small regional price differences between the major grocery

retailers

4.169

4.170

4.171

4.172

In general, we would expect to see variation in prices between different regions
due to differences in factors such as transport costs and market structures.

However, pricing and promotion decisions by the major grocery retailers mostly
take place at a national or regional level (see paragraphs 4.138 to 4.142). This
means that there is no significant variation in pricing within the major grocery retail
banners in different local markets and/or regions.3®

Frontier Economics analysed regional differences in prices charged by the major
grocery retailers across New Zealand.

In Table 4.1 we show the most relevant of Frontier Economics’ findings which they
call “Method 2”. It shows average regional prices for consumers relative to
Auckland and price variation across all the major grocery retail banners.

385

386

387
388

Woolworths NZ “Post conference submission on Market study into grocery sector”

(24 November 2021) at [23.2].

Woolworths NZ “Post conference submission on Market study into grocery sector”

(24 November 2021) at [23.3]-[23.4]. Woolworths NZ also told us that they have plans to open several
([ 1) new Countdown stores in Wellington in the next four years and that their efforts to build their
presence in the Wellington region have contributed to Woolworths NZ having a higher level of online
grocery sales as a proportion of total sales in the Wellington region [ ] as compared to Auckland

(

] for the year ending October 2021.

Transcript of Grocery Market Study Conference — Day 1 (21 October 2021) at 42 (lines 18-27).
Analysis by Frontier Economics shows that except for [ ], pricing at the stores of the other major
grocery retail banners typically lie within [ ] percent of each other, Frontier Economics "Econometric
analysis of the New Zealand Retail Grocery Sector — Report for the Commerce Commission" (15 July
2021) at 24.
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Store price indices were estimated by comparing all stores to a base store. After
this store-revenue weighted averages of the price indices of the stores in each
region were calculated. The weighting ensures that the results also reflect how
much money consumers spend in each store and retail banner in each region.

Table 4.1 Regional price differences relative to Auckland

Region Method 2

National index

Upper North Island Auckland 0.0%
Bay of Plenty 0.5%
Northland 3.0%
Waikato 1.7%
Central and Lower Gisborne 1.2%
North Island -
Hawke’s Bay 1.4%

Manawatid-Whanganui | 2.1%

Taranaki 2.2%
Wellington 1.4%
South Island Canterbury 1.7%
Marlborough 1.9%
Nelson 2.8%
Otago 3.3%
Southland 3.1%
Tasman 1.9%
West Coast 4.8%

Source: Table 9, Frontier report.3%°

The results from Method 2 in Table 4.1 above shows prices in the rest of New
Zealand are higher relative to Auckland. The West Coast is the most expensive
when compared with other regions relative to Auckland when using the national
index to account for differences in the availability of major grocery retail banners in
different regions.3%°

389

390

Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 20.

Analysis by Frontier Economics indicates that [ ] stores tend to be the [ ] stores for
products other than tobacco and that rural areas tend [ ], Frontier Economics
"Econometric analysis of the New Zealand Retail Grocery Sector — Report for the Commerce
Commission" (15 July 2021) at 19.
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4,175 Overall, the results show that regional price variation appears to be due to the
presence or absence of particular major grocery retail banners in different places,
rather than different prices within a banner.
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Chapter5 Competition at the retail level

Summary of findings

e Although other grocery retailers provide some competition to the major grocery
retailers for some shopping missions and in some local markets, they are generally
unable to provide strong competition to satisfy consumers’ preferences for one-stop
shopping in a single location. Neither do retail offerings like meal kits provide a
complete substitute for supermarket shopping, either alone, or when combined with
retail offerings by other grocery retailers.

e New small-scale entry is viable. However, new entry by other grocery retailers appears
to have limited impact on the major grocery retailers. Under current market
circumstances it is unlikely that existing and anticipated future competition by other
grocery retailers will provide strong competition to the major grocery retailers.

e There is some competition between the major grocery retailers on both price and non-
price dimensions of competition of the retail grocery offer. However, some features of
the retail grocery market such as the relative stability of market shares and demand for
groceries weaken the major grocery retailers’ incentives to engage in stronger
competition than is currently evident. Analysis also shows that local market
concentration has little or no effect on price competition between the major grocery
retailers. We therefore consider that the intensity of competition between the major
grocery retailers is muted and does not reflect workable competition.

e Our study did not disclose any evidence that the major grocery retailers are
accommodating each other’s strategies. We have also not identified a mechanism, such
as leader-follower behaviour, that may facilitate accommodating behaviour. However,
some features of the retail grocery sector suggest it is vulnerable to tacit coordination,
such as common relationships with the same suppliers. Measures to improve
competition are likely to reduce the potential for accommodating behaviour.
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Introduction

5.1

5.2

5.3

In this chapter we build on our findings in Chapter 4 by further considering the
extent of current and anticipated future competition between the major grocery
retailers and other grocery retailers. We describe the intensity of competition in
retail grocery markets in New Zealand, the structure of the retail grocery market
and identify features of the market that might be contributing to (or detracting
from) the effectiveness of competition.

We find that in the current market circumstances, existing and anticipated future
competition by other grocery retailers is unlikely to provide strong competition to
the major grocery retailers to satisfy consumers’ preferences for one-stop shopping
in a single location (both in store or online).

We also find that there is some competition between the major grocery retailers on
both price and non-price dimensions of the retail grocery offer. They compete
across the entire PQRS spectrum for consumers on all types of shopping missions
and are each other’s closest competitors. However, the intensity of competition is
muted and we do not consider that it reflects workable competition. This is
because there are features of the market that reduce the incentive for the major
grocery retailers to compete more intensely with each other, particularly the
following:

53.1 The major grocery retailers’ decision making is interdependent and they
take each other’s likely responses into account when formulating their
own competitive strategies.

5.3.2 The retail grocery sector is highly concentrated, and the market shares of
the major grocery retailers have been relatively high and stable over
time. The demand for groceries is also relatively stable and predictable,
with trend growth largely reflecting population growth. This means that
the major grocery retailers have a good understanding of each other’s
competitive strategy and the likely response of their main competitor to
changes in their own strategy. In addition, there is a high degree of
transparency which enables the major grocery retailers to quickly detect
and respond to any changes in their rival’s competitive strategy.

533 There is evidence of cross-shopping between grocery retailers and
evidence that many consumers participate in more than one retail
grocery loyalty programme. These factors may make any gains from
switching by price sensitive consumers in response to stronger
competition difficult to sustain as those consumers may choose to switch
back if a retailer responds.
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5.5

5.6
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5.3.4 Some consumers find it hard to make the best purchasing decisions for
them in store, particularly when retailers use complex and/or multiple
pricing and promotional mechanisms, and when loyalty programmes
have complex rewards structures and terms and conditions. These
complexities have the potential to limit consumers’ ability and
willingness to access, assess and act on information when choosing
between grocery retailers (see Chapter 7).

5.35 Under current market circumstances there is limited scope for the
competitive stability to be disrupted by new entry or expansion of
existing grocery retailers. It also seems unlikely that changes in demand
for groceries would be sufficient to strengthen the incentives to compete
given the essential nature of grocery purchases.

These features combine to weaken the major grocery retailers’ incentives to
engage in stronger competition than is currently evident because any gains in sales
and market share from stronger price competition are likely to be relatively
short-lived. In addition, stronger price competition risks turning into a price war
given the speed with which price reductions can be detected and matched. While
benefitting consumers for their duration, price wars are likely to decrease retail
margins in the short term and unlikely to significantly increase sales and individual
retailer’s market shares over the longer term.

We expect that competition would be more intense at the retail level if there were
more large-scale grocery retailers competing across the entire PQRS spectrum for
consumers who value one-stop shopping. More intense competition at the retail
level would also strengthen competition between grocery suppliers by creating
additional opportunities to access customers.

This chapter has four main sections:
5.6.1 how intense is competition at the retail level?

5.6.2 what is the extent of competition between other grocery retailers and
the major grocery retailers?

5.6.3 what is the extent of competition between the major grocery retailers?

5.6.4 how does the structure of local grocery markets affect price competition
between the major grocery retailers?
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How intense is competition at the retail level?

5.7

5.8

5.9

The major grocery retailers consider that the retail grocery sector in New Zealand is
intensely competitive and a wide range of different types of grocery retailers
provide a strong competitive constraint to the traditional supermarket, especially
for smaller shopping missions.3°!

We consider the extent of competition between the major grocery retailers and
other grocery retailers, and between the major grocery retailers themselves, in
later sections of this chapter.

In this section we consider cross-shopping by consumers across different grocery
retailers and reductions in real grocery prices over time.

Evidence of cross-shopping by consumers across different types of grocery retailers does
not imply that there is effective competition for consumers’ grocery spend

5.10

511

5.12

The major grocery retailers told us that cross-shopping across a variety of different
types of grocery retailers provides evidence of intense competition in the retail
grocery market.3%?

For example, Woolworths NZ told us that more than half of New Zealanders will
shop at specialist grocery retailers and non-supermarkets in a given month.3%3
Additional analysis provided to us by Woolworths NZ also shows that some
consumers will visit other food and grocery retailers on the same shopping trip.3°*

Evidence of consumer cross-shopping is insightful for purposes of assessing the
extent to which consumers consider different types of grocery retail banners as
alternatives to each other. It may also be evidence of price competition between
grocery retailers if it could be shown that consumers choose the store with the
lowest prices for the products they want to buy on a particular shopping mission.

391

392

393

394

Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 11-28; Foodstuffs NI “Submission on retail grocery market study preliminary
issues paper” (4 February 2021) at 1; Foodstuffs Sl “Submission on retail grocery market study
preliminary issues paper” (4 February 2021) at 4-5.

For example: Foodstuffs NI “Post conference submission on Market study into grocery sector”

(3 December 2021) at [34.5]; Foodstuffs SI “Post conference submission on Market study into grocery
sector” (3 December 2021) at [25.5]; Woolworths NZ “Post conference submission on Market study
into grocery sector” (24 November 2021) at [3.6.6].

Woolworths NZ provided evidence based on [ ] to show that [ ] of New Zealanders will
shop at other grocery retailers in a given month, Woolworths NZ “Submission on Market study into
grocery sector draft report” (10 September 2021) at [29.2.1].

Analysis [ ] found that consumers spent [ ] on food and grocery products at other grocery
retailers within 30 minutes either side of a shopping trip to Countdown, where the average shopping
basket at Countdown is itself [ ], Woolworths NZ “Submission on Market study into grocery sector
draft report” (10 September 2021) at [29.2.2].
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In contrast, evidence of cross-shopping may reflect consumers satisfying different
needs at different types of grocery retailers or through different channels of sale.
This is consistent with the findings of the Ipsos study which found some
participants typically preferred to shop at one store for most of their groceries,
supplementing this with secondary or top-up shops to take advantage of specific
characteristics of other grocery retailers.3%®

We consider the utility of the evidence of cross-shopping provided by the major
grocery retailers is limited when drawing conclusions about the intensity of
competition in the retail grocery market because:

5.14.1 The evidence does not distinguish between cross-shopping in response
to competition between grocery retailers and cross-shopping done for
other reasons. We have not seen evidence that cross-shopping reflects
consumers’ responses to strong competition rather than other factors
such as convenient location.

5.14.2 Some of the evidence provided is aggregated statistics about the
proportion of customers that cross-shop, rather than spending patterns.
This does not tell us how significant cross-shopping is for competition.

5.14.3 There are limitations to some of the analysis of cross-shopping that limit
the usefulness of its findings.3%

The differentiated nature of the retail grocery market means that competition will
be more intense between grocery retailers that compete to attract and retain the
same group of consumers with similar preferences for PQRS combinations. This is
because they face a greater risk that a material portion of consumers will switch
their grocery spend to other grocery retailers in response to an increase in price (or
deterioration in other non-price dimensions of competition) of their respective
retail grocery offers relative to those of other grocery retailers (see Chapter 4).

However, the evidence of cross-shopping provided to us does not provide any
further insights into the typical proportional allocation by consumers of their total
grocery spend between different types of grocery retailers, or how this allocation is
likely to change in the event of a material change in the quality of the retail grocery
offer of competing grocery retailers.

395

396

Ipsos “Consumer behaviour and preferences in the New Zealand retail grocery sector — Consumer
study report” (July 2021) at 8-9.
For example,

(
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Further, the evidence does not provide any insights into the extent of overlap
between the types of products typically purchased by consumers at a major grocery
retailer banner and other grocery retailers on the same shopping trip. We are
therefore unable to reach any conclusions as to whether the products typically
purchased on the same shopping trip reflect complementary purchases by
consumers of grocery products that are, for example, not available at one type of
grocery retailer, or if the products are substitutable and compete directly with each
other for consumers’ grocery spend.

The cross-shopping evidence provided to us is not strongly indicative of intense
retail competition in the grocery sector. Some of it could support an opposing view.
For example, some evidence suggests that promotions do not drive choice of
supermarket for many customers.3*” This may mean that many customers
cross-shop for reasons other than the intensity of competition between grocery
retailers.

Evidence of a decline in real grocery prices over time is not informative of the
effectiveness of competition in the retail grocery market

5.19

In addition to the cross-shopping evidence discussed above, Woolworths NZ is also
of the view that evidence of a decline in real grocery food prices over the last
decade shows that the market is workably competitive.3°® Woolworths NZ told us
that food inflation (excluding restaurant and ready-to-eat meals) in New Zealand
has grown on average by less than general inflation.3%° Furthermore, retail price
inflation at Countdown has been restricted to 0.7% per annum, which is below
Consumer Price Index (CPI) inflation of 1.6% per annum and increases in
Woolworths NZ’s input costs of 1.7% to 3.7% per annum.4®

397
398

399

400

[ l.

Woolworths NZ analysed trends in real grocery prices over time by considering whether retail grocery
food prices have decreased in real terms (that is, grown more slowly than CPl and input costs) over
the last decade, Woolworths NZ “Submission on Market study into grocery sector draft report”

(10 September 2021) at [2.1.2.1].

Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 3.

Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at [2.1.2].
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We have assessed these claims using data obtained from Woolworths NZ and CPI
and Food Price Index (FPI) data from Statistics New Zealand.*°! Our analysis
confirms that for the most part, CPl inflation was above inflation in FPl and FPI
(excluding restaurants) between 2010 Q2 and 2020 Q2.4%2

However, in our view changes in relative food prices over time compared with the
CPI do not necessarily provide insight into the level of competition in the retail
grocery sector. There are two main reasons for this:

5.21.1 Changes in nominal retail food prices are determined by a combination
of the retailers’ wholesale purchase costs and the services provided by
the retailer. The wholesale cost makes up around two thirds of the retail
price. Changes in wholesale costs will largely reflect changes in demand
and supply conditions in the relevant food production market. For
example, Statistics New Zealand reported that annual food prices
increased by 4.5% in December 2021 driven largely by increases in the
prices of tomatoes, yoghurt, standard two-litre milk and fresh eggs.*3
Grocery retailers have limited ability to influence prices in food
production markets although as we discuss in Chapter 8, their buyer
power may influence the extent to which wholesale cost increases are
passed through to retailers’ cost of goods sold.

5.21.2 Similarly, changes in the nominal prices of other goods and services
measured by the CPI will also be largely determined by demand and
supply conditions in their relevant markets and may increase at a faster
rate than food prices. In this regard, annual inflation in the year to
December 2021 was 5.9% driven predominantly by increases in prices for
‘household and utilities’ by 7.6% and transport by 15%.4%0
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402

403

404

The CPl is a weighted average measure of prices of 11 groups of goods and services purchased by
consumers. The FPI measures the ‘food’ group and makes up 18.72% of the CPI. This is the second
largest group behind ‘Household and household utilities” which has a weighting of 28% of the CPI.
That group includes housing rental and new house construction costs, Statistics NZ "Datalnfo+:
Consumer Price Index" (September 2010)
https://datainfoplus.stats.govt.nz/Item/nz.govt.stats/8b0860b8-cf63-4f12-a578-

8eed8bab9ac3?& ga=2.114807552.687459114.1645258135-

1553157585.1637115933& gac=1.185940571.1643233625.Cj0KCQIiA_80PBhDtARISAKQuOghSjH6fsB3
FgGcpbkzgEn4dizHh8vILRZD899A0b 7BauzpXQGPpcEaAuTVEALW wcB#/nz.govt.stats/24daf577-
€941-4a5c-9bal-f43c5afb5ele/14.

We note our analysis shows that FPI inflation was significantly higher than CPI inflation in the period
immediately preceding the selected timeframe of Woolworths NZ (October 2006 to June 2010),

[ l.

Statistics NZ “Annual food price increase the highest in a decade” (20 January 2022), available at:
https://www.stats.govt.nz/news/annual-food-price-increase-the-highest-in-a-decade.

Statistics NZ “Consumer Price Index: December 2021 quarter” (27 January 2022), available at:
https://www.stats.govt.nz/information-releases/consumers-price-index-december-2021-quarter.
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https://datainfoplus.stats.govt.nz/Item/nz.govt.stats/8b0860b8-cf63-4f12-a578-8eed8ba69ac3?&_ga=2.114807552.687459114.1645258135-1553157585.1637115933&_gac=1.185940571.1643233625.Cj0KCQiA_8OPBhDtARIsAKQu0gbSjH6fsB3FgGcpbkzqEn4dIzHh8vILRzD899Aob_7BauzpXQGPpcEaAuTVEALw_wcB#/nz.govt.stats/24daf577-e941-4a5c-9ba1-f43c5afb5e1e/1
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https://www.stats.govt.nz/news/annual-food-price-increase-the-highest-in-a-decade
https://www.stats.govt.nz/news/annual-food-price-increase-the-highest-in-a-decade
https://www.stats.govt.nz/information-releases/consumers-price-index-december-2021-quarter
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Woolworths NZ also considered that if competition was not working well in the
retail grocery sector, then increased input costs (variable costs that impact on
marginal costs and hence price) would have been not only passed through to
consumers, but more than passed through. However, Woolworths NZ told us it has
not passed on all its variable cost increases through to consumers because of
effective competition in the retail grocery market that has led to increased
efficiencies.*%

Consistent with Woolworths NZ’s experience, we would generally expect to see less
than full pass through of cost increases, except in limited specific circumstances.*%
Therefore, we do not consider evidence of Woolworths NZ not passing through all
its variable cost increases to consumers to be informative of the effectiveness or
intensity of competition in the retail grocery sector.

We are therefore of the view that the evidence provided by Woolworths NZ on the
decline of real grocery prices over time and pass-through rates is not informative of
the effectiveness of competition in the retail grocery sector.

What is the extent of competition between other grocery retailers and the
major grocery retailers?

5.25

We received a range of perspectives on the extent to which other grocery retailers
compete with the major grocery retailers. The major grocery retailers consider that
a wide range of different types of grocery retailers provide a strong competitive
constraint to the traditional supermarket, especially for smaller shopping
missions.40’
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Woolworths NZ “Submission on Market study into grocery sector draft report” (10 September 2021)
at [2.1.2].

The degree of cost pass-through in a competitive market depends on the slope and shape of the
demand and marginal cost (supply curves). In a perfectly competitive market, we would expect any
increases to marginal cost to be passed through one-to-one. In a competitive market we would not
expect to observe any pass-through rates greater than 100% except where the marginal cost curve is
downward sloping, which seems unlikely to be the case for groceries in New Zealand. Where firms
have market power (and face a downward sloping marginal revenue curve), then depending on what
the marginal cost curve looks like it is not unexpected for pass-through of increases in marginal cost to
be less than one-to-one. In addition to the shape of the marginal cost curve, this result also depends
on whether the increase to marginal cost is constant or changes depending on quantity, Commerce
Commission “Market Study into the retail fuel sector — Final report” (5 December 2019) at [E38]-[E48].
Woolworths NZ “Submission on retail grocery market study preliminary issues paper”

(4 February 2021) at 11-28; Foodstuffs NI “Submission on retail grocery market study preliminary
issues paper” (4 February 2021) at 1; Foodstuffs SI “Submission on retail grocery market study
preliminary issues paper” (4 February 2021) at 4-5.
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In contrast, the NZFGC and Consumer NZ both consider the constraint provided by
other grocery retailers to be limited.*%® T&G Fresh also told us that supermarkets
hold considerable market share compared to other grocery retailers who may be
more specialised and offer limited products.*®

In the sections below we complement some of our conclusions in Chapter 4 and
assess the current and anticipated future competition between the major grocery
retailers and other grocery retailers for consumers’ grocery spend. We also
consider whether there is any evidence that the major grocery retailers adjust their
prices or other non-price dimensions of their retail grocery offer in response to
competition by other grocery retailers.

Other grocery retailers provide limited competition to the major grocery retailers in
some instances and in some locations. However, there is limited incentive for the
major grocery retailers to adjust their retail grocery offering in response to
competition from other grocery retailers on a consistent basis. We conclude that
this is because there is a low risk that a material portion of consumers will switch
their grocery spend to other grocery retailers in response to an increase in price (or
deterioration in other non-price aspects of competition) of their respective retail
grocery offers relative to those of other grocery retailers.

We further explain the constraint from other retailers in the following sections.

Different types of grocery retailers may exercise asymmetric competitive constraints on
each other

5.30

5.31

Asymmetric competition describes the extent to which firms are unevenly in
competition with each other. For example, larger grocery stores may constrain the
retail grocery offer of smaller stores while the reverse may not be true.

As discussed in Chapter 4, the major grocery retailers are uniquely placed to offer a
wide range of groceries at locations which consumers can easily access (both in
store and online), at prices which are generally lower than other grocery retailers.
Other grocery retailers are generally unable to offer the convenience of one-stop
shopping which means they are constrained by supermarkets with a wide product
range, access to products at more competitive prices and greater geographic
coverage. However, the evidence shows that the constraint imposed by most other
grocery retailers on the major grocery retailers is generally limited. We therefore
consider that there are asymmetric competitive constraints between other grocery
retailers and the major grocery retailers.
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NZFGC “Submission on retail grocery market study preliminary issues paper” (4 February 2021) at 20;
Consumer NZ “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 4.

T&G Fresh “Submission on retail grocery market study preliminary issues paper” (4 February 2021) at

3.
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We have seen some evidence of price monitoring by the major grocery retailers of
prices charged at some other grocery retailers and adjustments to their prices for
some products as a result. For example, Foodstuffs NI told us that some individually
owned stores monitor prices charged by the Mad Butcher and have lowered prices
in response to that competition.41°

However, we have seen little evidence to suggest that such price comparisons are
done on an ongoing and consistent basis across a wide range of product categories
by the major grocery retailers or that these comparisons affect the major grocery
retailers’ national pricing decisions. Indeed, Foodstuffs NI noted that price
competition with other retailers occurs mainly at store level, rather than the
co-operative level.*!! This supports our view that there is limited price competition
between other grocery retailers and the major grocery retailers (see Chapter 4).

In contrast, most other grocery retailers told us they frequently monitor prices of
similar products stocked at the major grocery retail banners located in close
proximity to their own stores and that they make price adjustments accordingly to
ensure that their prices of commonly stocked products are competitive.*'?

We also note that in instances where some categories of other grocery retailers
compete with the major grocery retailers on price they tend to focus on particular
products or subsets of consumers, such as those products stocked at international
food stores or consumers who are willing to buy bulk goods.*!3

Frontier Economics assessed the extent to which other grocery retailers located in
close proximity to the major grocery retailers have any effect on the prices set by
the major grocery retailers banners. They found that there is little evidence that
other grocery retailers have an effect on the prices set by the major grocery
retailers.!4

Frontier Economics also assessed the impact that entry by two new Farro Fresh
stores in Auckland had on pricing of the major grocery retailers. They found a lack
of evidence that the opening of two new Farro Fresh stores constrained the pricing
of the major grocery retailers.*'>
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Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at

[261.2].

Foodstuffs NI “Submission on Market study into grocery sector draft report” (10 September 2021) at
[261.2].

For example: [ L

[ I 1.

[ I;

[ l.

Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 30-31.

Frontier Economics "Econometric analysis of the New Zealand Retail Grocery Sector — Report for the
Commerce Commission" (15 July 2021) at 37.



5.38

5.39

5.40

5.41

5.42

5.43

156

We consider the finding of Frontier Economics that local market concentration
appears to have little or no effect on price competition between grocery retailers,
also appears to confirm that the aggregated effect of competition by other grocery
retailers in local markets is not sufficient to increase the intensity of price
competition at either a local, regional or national level.

We have also seen some evidence of the major grocery retailers adjusting their
product range and service offerings in some local markets to compete with the likes
of meal kit providers, international food stores or other supermarkets such as Farro
Fresh.*1® However, it is difficult for other grocery retailers who lack scale and scope
to have a similar competitive response to innovations and adjustments of the
respective retail grocery offers of the major grocery retailers (see Chapter 3).

Nevertheless, we agree with the submission by Foodstuffs Sl that a retailer with a
broader offering, albeit with one or two omissions such as fresh vegetables/dairy,
offers more general competition to the major grocery retailers. This is particularly
so for those consumers whose mission is not a main shop. This means that
competition between the major grocery retailers and other grocery retailers is
likely to be closer where consumers are engaged in shops other than a main
shop.4’

Woolworths NZ also told us that it competes closely with Chemist Warehouse
across multiple categories, including health and beauty, baby, household cleaning
and pharmaceutical needs and that its entry has had an impact on Woolworths
NZ’s sales.*18

We acknowledge that the major grocery retailers face some competition from
Chemist Warehouse across these product categories. However, the product
offering of Chemist Warehouse only overlaps with a small percentage of those
offered by the major grocery retailers. It does not offer any dry groceries or fresh
produce. We are therefore of the view that the extent of competition between the
major grocery retailers and Chemist Warehouse is limited.

Similarly, the major grocery retailers consider that they face increasing competition
from The Warehouse Group and its e-commerce platform provider, TheMarket, for
some product categories. For example, Foodstuffs NI told us that they face strong
competition from The Warehouse Group on a national basis for particular grocery
items such as personal care products, confectionery, baby products, pet food, dry
groceries and household products.*®
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For example: Foodstuffs NI “Post conference submission on Market study into grocery sector”

(3 December 2021) at [28]; Woolworths NZ “Submission on Market study into grocery sector draft
report” (10 September 2021) at [29.3.1.4].

Foodstuffs SI “Submission on retail grocery market study preliminary issues paper” (4 February 2021)
at 14-15.

Woolworths NZ “Submission on Market study into grocery sector draft report (10 September 2021) at
[30.8.2].

Foodstuffs NI “Post conference submission on Market study into grocery sector” (3 December 2021)
at [25] & [145.1].



5.44

5.45

157

We agree that the major grocery retailers may face some competition from The
Warehouse across these product categories. However, we consider that the current
grocery product offering of The Warehouse Group is limited. For example, it does
not offer any fresh produce or chilled goods in most of their stores. The Warehouse
Group also told us that while they offer customers a range of ambient grocery
products, it does not currently have the necessary scale and capability to be
regarded as an effective constraint on the major grocery retailers.*?° This means
that they are unlikely to provide consumers with an effective alternative to the
one-stop shopping option provided by the major grocery retailers that caters to a
diverse range of consumer preferences across all shopping missions (see Chapter
4).

The Dairy and Business Owners Group emphasised the role of dairies, convenience
stores and service stations in providing groceries to consumers.*?! We acknowledge
that these retailers may provide an alternative to the major grocery retailers for
some consumers on smaller shopping missions. However, we have seen little
evidence to suggest that the major grocery retailers adjust their prices or other
non-price dimensions of their retail grocery offer in response to competition by
dairies, convenience stores or service stations.

Meal kit providers and food box operators provide an additional convenience option for
consumers

5.46

Increased demand from consumers for convenience in the form of home delivery
options has led to significant growth of meal kit providers and food box operators
in New Zealand in recent years, albeit from a low base. The COVID-19 pandemic has
also contributed to growth in the number of consumers using these services.
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The Warehouse Group “Comments on submissions on preliminary issues paper” (12 April 2021) at 1.
We estimate that The Warehouse Group currently account for less than [ ] of the total retail grocery
market. This is based on data provided to us by The Warehouse Group showing that it had total
grocery sales of approximately [ ] and data from Statistics NZ on the total size of the retail
grocery sector (S22 billion): [ ]; Statistics NZ
“Retail Trade Survey: December 2020 quarter” (21 February 2021) at Table 1, excluding GST.

Dairy and Business Owners Group “Submission on Market study into grocery sector draft report”
(25 August 2021) at 1.
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The major grocery retailers consider that meal kit providers such as My Food Bag
and HelloFresh operate as direct competitors to traditional grocery retailers by
reducing the need for main shops.*??> The major grocery retailers have expanded
their ready-to-eat and quick-to-prepare in-store offerings in response to the
competition provided by meal kit providers. For example, Woolworths NZ told us
that there is an increasing offering of convenience initiatives and “ready-to-eat”
options within large-format grocery stores, and they have implemented other
initiatives such as layout changes to bring read-to-eat food closer to the front of the
store.4?3

Woolworths NZ also told us that the expansion of My Food Bag from being a meal
kit supplier to supplying a range of grocery products as on online grocery retailer is
evidence of increased competition in the retail grocery sector through new entry
and expansion.*?* However, the addition