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Executive summary
The Supermarkets & Grocery Stores category is by far the most important retail category
in Australia. Total sales recorded by Supermarkets & Grocery Stores as measured by the
Australian Bureau of Statistics have increased from $64.5 billion at 2007 to $103.7 billion
at 2017, recording average annual growth of 4.9% per annum – despite the impacts of
the global financial crisis (GFC). Over this past decade the category has also increased
its share of total Australian retail sales from 31.3% to 33.7%.
For Victoria, similar trends are evident. In Victoria supermarkets and grocery stores’ sales
have increased over the past decade at a similar rate to the national average – 4.5%
versus 4.9%. The share of total retail sales directed to supermarkets and grocery stores
by Victorians has also increased over this period, from 31.6% at 2007 to 32.8% at 2017.
Given the importance of the Supermarkets & Grocery Stores category to both the
Victorian retail sector and Victorian consumers, the entry of Kaufland into the
supermarket sector brings with it enormous potential for significant consumer benefits,
as well as broader economic benefits.
Kaufland is a global retail brand of the Schwarz Group, which is headquartered in
Germany but operates in 28 European countries, across 11,730 stores, employing more
than 400,000 people. The store format which Schwarz Group will operate in Australia,
under the Kaufland banner, will be a large footprint, full line supermarket – noticeably
bigger than the largest Woolworths and Coles supermarkets which currently operate in
the country. At present Kaufland has identified six sites in Melbourne for the delivery of
new supermarkets which will be the group’s first tranche of stores in Victoria, while up
to a further 50 sites are under detailed investigation.
Kaufland will offer its customers a wide range of products with an uncompromising
focus on quality and freshness. Being large, Kaufland supermarkets are able to offer
very extensive ranges of fresh food and groceries, complemented by a supporting
range of non-food goods, potentially including items such as crockery and cutlery,
cookware, small electrical appliances, napery and linen, some apparel, stationery,
toys, as well as seasonal products and weekly promotional items.
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Kaufland’s approach to customer service is reflected in the large store footprint, which
is designed in that way so that it is able to not only provide the most extensive range of
goods, but also enable an easy and comfortable shopping experience. At present,
Australia is generally served by a high standard of supermarkets, however, Kaufland’s
offer will bring significant new features and attributes for the benefit of Australian
consumers, in particular:
i.

Regional sourcing – Kaufland aims to source some products from the
surrounding region wherever possible, as it believes that a short supply chain
means maximum freshness and best product quality for customers. Thus,
Kaufland’s intention is that the stores in each state/region will source a range of
items - such as meat, fresh produce, dairy and delicatessen goods, for example
– directly from the respective region, subject to the availability of appropriate
suppliers.

i.

A new approach to fresh food departments – a key strength of Kaufland in its
global operations is its approach to the fresh food departments, i.e. produce;
meat and seafood; bakery; and delicatessen. This approach is tailored to meet
the particular needs and wants of the customers in each country in which
Kaufland operates.

ii.

A new tier of labels – most Australian supermarkets currently provide a range of
labels including own brand labels, with Aldi’s offer being almost exclusively own
brand. Kaufland will add significantly to that range by introducing additional
international brands which are not currently available in Australia as well as very
popular and extensive ranges of private label products, which are designed to
offer high quality at modest prices. Kaufland also places particular emphasis, with
its private label products, on customers with special dietary requirements, such as
vegetarians, vegans, and lactose or gluten intolerant customers.

iii.

A supporting range of everyday non-food (general merchandise) items.

In addition to the substantial consumer and supplier benefits which will result from the
entry of Kaufland into Victoria, there are significant broader economic benefits that will
be generated for the Victorian economy and for the Australian economy more
generally.
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Each new Kaufland store will create a substantial number of additional jobs, first as a
result of its construction and the consequent multiplier effects in related supplier
industries, and then as a result of its ongoing operation. The number of new jobs created
directly by each Kaufland store will be approximately 100, while the total number of
jobs created by its development, both directly and indirectly, will be much greater. The
new jobs will be created initially from construction of the project plus consequent
multiplier effects through supplier and related industries to the construction sector, and
then from the direct store employment and a further round of multiplier effects through
related industries to the supermarket sector.
A large number of additional jobs will also be created, both directly and indirectly, as
a result of the new distribution centre (DC) that Kaufland will build in Melbourne, which
will directly employ an estimated 600 people, as well as the new headquarters which
will be established in Melbourne, employing some 400 people directly.
While the number of new jobs that will be created by Kaufland’s entry into Victoria,
directly and indirectly, cannot be estimated with precision at this point, that number
will, over the next two decades, run to the tens of thousands. What can also reasonably
be concluded is that even in the short term, i.e. by the time that Kaufland’s first tranche
of stores is delivered in Melbourne, the number of new jobs created will be in the
thousands.
It is strongly arguable that the consumer and economic benefits that will result from the
entry of Kaufland into Victoria will not be delivered by a continuation of the status quo.
First, the additional choice and the numerous new offers in products and store
presentation that Kaufland will bring to Victoria would clearly not be available under a
continuation of the status quo. Neither would the increased competition, and
consequent increased downwards pressure on food and grocery prices, eventuate.
The alternative outlet for suppliers that Kaufland will represent would also not eventuate
under the status quo.
Because of both the size of the available market and the rapid year on year growth in
that market, the trading impacts that are likely to be experienced by existing
supermarket and grocery store operators will not be of such a magnitude as to imperil
the continued operation of any existing store, and in any case are highly likely to be
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experienced primarily by the two largest supermarket and grocery store chains in
Australia – Woolworths and Coles. Both of these groups are very large, highly successful
and very well placed to counter any competitive intensity that will result from the entry
of Kaufland into the Australian market.
Therefore, significant and substantial consumer and broader economic benefits will
result from the entry and future operation of Kaufland in Victoria. There is a likelihood
of some trading impacts on the existing network of supermarkets and grocery stores,
however those impacts will be modest. It can reasonably be concluded, having regard
to all relevant factors, that a very substantial net community benefit will result from the
development of a significant network of Kaufland stores throughout Melbourne and
Victoria.
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Introduction
Kaufland Australia is in the process of laying the groundwork for its entry into the
Australian retail sector, specifically the supermarket sector. Kaufland has already
secured a number of potential sites in Adelaide as well as in Melbourne, while sites in
other cities are also being actively sought.
Establishment of a new national supermarket business from scratch, as proposed by
Kaufland, involves an enormous level of commitment and capital expenditure, for
many years before any reasonable level of financial return is likely to be achieved. The
first tranche of Kaufland stores will be delivered in Adelaide and Melbourne, and
approximately 60% - 70% of those stores will be in Melbourne. It is critical for Kaufland
that those stores can provide sufficient critical mass to enable a financially viable
business to be created within a reasonable time-frame.
This report presents an independent assessment of the anticipated economic stimulus
and longer-term impacts of the proposed Kaufland Australia supermarket operation in
Melbourne and Victoria.
The report is set out in three sections as follows:
• Section 1 presents a review of the supermarket sector as it operates both in Australia
and in Melbourne. This section provides important background information against
which the entry of Kaufland into the Australian market can be considered.
• Section 2 provides details on Kaufland Australia, setting out the nature of the store
format and retail offer which Kaufland will bring to Australia, as well as the various
attributes of the Kaufland offer from a customer perspective.
• Against the background outlined in the previous two sections, Section 3 then focuses
on the Kaufland business that is planned to be developed across Melbourne and
Victoria, and the anticipated economic stimulus and longer-term impacts that
Kaufland’s Victorian operation is estimated to deliver.
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Section 1:

The supermarket sector – Australia
and Victoria

Table 1.1 below provides a bird’s eye view of the supermarket sector as it currently exists
and operates in Australia, detailing the following key parameters:
• The number of supermarkets, for each of the key operators and in total;
• The approximate floorspace, measured as square metres of gross leasable area or
GLA, occupied by Australian supermarkets, and the average store sizes;
• The estimates sales performance of Australian supermarkets, in total; in sales per
sq.m terms; and as average sales per store;
• The total amounts spent by Australian consumers on take-home food & groceries
(F&G), as well as the total amount measured by the Australian Bureau of Statistics
(ABS) as sales recorded by Supermarkets & Grocery Stores, a store category utilised
by the ABS for the purpose of monitoring the performance of the Australian retail
sector;
• The approximate market shares of available expenditure, and of reported
supermarket/grocery store sales, held by each of the existing supermarket
operators; and
• The average provision of supermarket floorspace relative to population.
Table 1.2 provides similar information for the Melbourne metropolitan area.
For the purposes of this analysis supermarkets are defined as food & grocery stores
which are greater than 500 sq.m in size. Smaller food & grocery stores, such as
convenience stores and corner stores, also contribute to the total retail turnover of the
Supermarkets & Grocery Stores category as measured by the ABS. However, those very
small stores are not considered to be competitive in a direct sense to larger
supermarkets, as they operate in a quite different manner to a full range supermarket,
and are not, for the great majority of the population, considered to be a viable
destination for the typical weekly food & grocery shopping trip.
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Table 1.1
Australia Supermarket Sector, FY 2017
Factor

WOW

Coles

Aldi

Indep.

Total

995

801

469

1,350

3,615

3,233,750

2,622,490

656,600

1,687,500

8,200,340

3,250

3,300

1,400

1,250

2,268

35,800

28,600

8,100

12,960

85,460

36.0

35.7

17.3

9.6

23.6

11,070

10,820

12,340

7,680

10,422

Total ABS Smkts & Grocery Stores Sales

34.5%

27.6%

7.8%

12.5%

82.4%

Total Est. Food & Groceries Expenditure

27.0%

21.6%

6.1%

9.8%

64.5%

Stores
No. of Stores *
Est. Gross Leasable Area (GLA, sq.m.)
Avge. Store Size (GLA, sq.m.)
Sales **
Total sales ($m.)
Avge. Sales per Store ($m.)
Avge. Sales per Sq.m. ($)
Market Share of

Market Size
Population (June 2017, millions)

24.6

Total ABS Smkts & Grocery Stores Sales ($m.)

103,723

Total Est. Food & Groceries Expenditure ($m.)

132,500

Food & Groceries Exp. Per Capita ($)

5,386

Population Metrics
Smkt Space per 1,000 (sq.m.)

131

107

27

69

333

*Stores greater than 500 sq.m. Gross Leasable Area (GLA); Liquor stores not included.
** Sales estimates exclusive of GST
Sources : FY 2017 Annual Reports for Woolworths Ltd. And Wesfarmers Ltd.; MarketInfo; ABS Retail Trade Australia Cat. 8501.0
Dimasi & Co. fieldwork and estimates.
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Table 1.2
Melbourne Supermarket Sector, FY 2017
Factor

WOW

Coles

Aldi

Indep.

Total

174

155

95

200

624

609,000

542,500

137,750

250,000

1,539,250

3,500

3,500

1,450

1,250

2,467

6,395

6,239

1,653

1,875

16,161

36.8

40.3

17.4

9.4

25.9

10,500

11,500

12,000

7,500

10,499

Total ABS Smkts & Grocery Stores Sales ($m.)

31.4%

30.6%

8.1%

9.2%

79.4%

Total Est. Food & Groceries Expenditure ($m.)

24.6%

24.0%

6.4%

7.2%

62.3%

4.85

4.85

4.85

4.85

4.85

Stores
No. of Stores *
Est. Gross Leasable Area (GLA, sq.m.)
Avge. Store Size (GLA, sq.m.)
Sales (estimated)
Total sales ($m.)
Avge. Sales per Store ($m.)
Avge. Sales per Sq.m. ($)
Market Share of

Market Size
Population (June 2017, millions)
ABS Smkts & Grocery Stores Sales ($m.)**

20,363

Total Est. Food & Groceries Expenditure ($m.)

25,948

Food & Groceries Exp. Per Capita ($)

5,350

Population Metrics
Smkt Space per 1,000 (sq.m.)

126

112

28

52

317

*Stores greater than 500 sq.m. Gross Leasable Area (GLA); Liquor stores not included
**Estimate for Melb. metropolitan area, based on ABS published total for Victoria.
Sources : FY 2017 Annual Reports for Woolworths Ltd. And Wesfarmers Ltd.; MarketInfo; ABS Retail Trade Australia Cat. 8501.0
Dimasi & Co. fieldwork and estimates.

Having regard to the information set out in Table 1.1 and Table 1.2, the evident features
of the supermarket sector as it operates both in Australia and within the Melbourne
metropolitan area, can be summarised as follows:
• The ABS measured the total recorded turnover, nationally, of supermarkets and
grocery stores at $103.7 billion for the 2016/17 financial year.
• Given Australia’s population of 24.6 million at June 2017, as also recorded by the
ABS, it can be calculated that “supermarkets and grocery stores” sales per person
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throughout Australia were $4,216 for 2016/17. For Melbourne, the equivalent figure
was an estimated $4,200.
• Supermarkets and grocery stores account for the lion’s share of total take-home
food & grocery (F&G) expenditure by Australian residents, but not for the total
amount. Other specialist food stores (butchers, bakeries, poultry stores, seafood
operators, fresh produce stores, health food stores, etc) as well as other retail
channels, including fresh food markets and, to a lesser extent, non-food stores such
as pharmacies and discount department stores, also account for a component of
total food & groceries spending. At a national level, total food & grocery
expenditure by the Australian population at 2016/17 was an estimated $132.5 billion,
at an average of $5,386 per person.
• For Melbourne, the respective figures for 2017 were $25.95 billion in total F&G
expenditure, at $5,350 per capita.
• The two largest national chains, Coles and Woolworths, are clearly the dominant
players within the Australian supermarket sector, as they are also within the
supermarket sector in metropolitan Melbourne.
• On a national basis, Woolworths in 2016/17 operated some 995 stores, each at an
average store size of approximately 3,250 sq.m GLA. Coles operated some 801 stores
at a similar average store size – estimated at 3,300 sq.m. The measure of store size
utilised in this report is gross leasable area (GLA), not to be confused with selling area,
which in turn is often utilised by the chain supermarket operators when reporting their
sales performance levels per sq.m. That approach is considered to be an inaccurate
measure of floorspace for the purposes of planning/economic impact analysis,
since the measure of store size which is adopted in such reporting is essentially
arbitrary – i.e. whatever proportion of the total area of the store the operator in
question chooses to allocate to ‘selling’ area. That measure also does not
accurately reflect the provision of supermarket floorspace, because it does not
include the total store.
• Aldi, the third national chain, in FY17 operated 469 stores, but does not report its sales
performance. Drawing on anecdotal information available throughout the industry,
as well as broad market share estimates for each operator that are available from
time to time from sources such as Roy Morgan, total sales for Aldi are estimated at
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$8.1 billion, at an average of $17.3 million per store. Aldi stores are approximately
half the size of typical Woolworths/Coles stores, thus the level of sales per sq.m of
gross leasable area achieved by Aldi is estimated to be broadly comparable to the
levels recorded by both Woolworths and Coles.
• The independent sector operates primarily under the banner of IGA, particularly for
larger independent stores which can be classified as supermarkets. However, there
is also a small number of FoodWorks branded stores as well as some regional brands,
such as Supabarn in Canberra, which are large enough to be considered as
supermarkets. Between them independent stores are estimated to operate some
1,350 supermarkets, which in FY17 accounted for an estimated $13 billion in sales.
The independent supermarkets are estimated on average to be approximately
1,250 sq.m in size, and to have traded at around $7,700 per sq.m.
• The total provision of supermarket floorspace relative to population is detailed in the
last row of both Table 1.1 and Table 1.2, for total Australia and for the Melbourne
metropolitan area respectively. This information shows that on average there is at
present a provision of approximately 333 sq.m per 1,000 people (or 3,330 sq.m per
10,000) of supermarket floorspace throughout Australia, as compared with a slightly
lower estimated provision of 317 sq.m per 1,000 residents across metropolitan
Melbourne.
• Measures of market share held by each of the various supermarket operators will
vary depending on the definition of ‘market’ which one adopts. Measured as a
proportion of total expenditure by Australian consumers directed to take-home food
& groceries, which for 2016/17 was $132.5 billion as noted previously, the market
shares held by Woolworths Limited and Coles respectively are approximately 27%
and 21.6%, compared with much lower shares of 6.1% held by Aldi and 9.8% held
collectively by independent supermarkets.
• Measured as shares of the total volume of sales of the Supermarkets & Grocery Stores
category, as reported by the ABS in the regularly published Retail Trade Australia
publication, the market shares held by each operator are considerably higher,
estimated at 34.5 % for Woolworths; 27.6 % for Coles; 7.8 % for Aldi and 12.5 % for the
combined independent supermarkets.
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Within the context of the total Australian retail industry, the Supermarkets & Grocery
Stores category is by far the most important sector. Chart 1.1 below shows the trends in
retail sales by category for Australia over the past decade. Over this period, total sales
recorded by the Supermarkets & Grocery Stores category has increased from
$64.5 billion at 2007 to $103.7 billion at 2017, recording average annual growth of 4.9%
per annum – despite the impacts of the global financial crisis (GFC) which were
experienced between 2010 and 2013. Over this period the Supermarkets & Grocery
Stores category has also increased its share of total Australian retail sales from 31.3% to
33.7%.

For Victoria, similar trends are evident, as shown in Chart 1.2. The trends for Victoria show
that supermarket and grocery store sales have increased over the past decade at a
similar rate to the national average – 4.5% versus 4.9%. The share of total retail sales
directed to Supermarkets and Grocery Stores by Victorians has increased over this
period from 31.6% at 2007 to 32.8% at 2017.
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Given the importance of the Supermarkets & Grocery Stores sector to all Australian
consumers, the imminent entry of Kaufland into Australia brings with it enormous
potential for the creation of significant consumer, as well as broader economic,
benefits. The likely nature and extent of those benefits is detailed further in the
remainder of this report.
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Kaufland Australia – store format
and offer

Kaufland is a global retail brand of the German based Schwarz Group. The Schwarz
Group is headquartered in Germany but operates in 28 European countries, across
11,730 stores, employing approximately 400,000 people. The Group’s second retail
brand is Lidl, a small format discount supermarket operation, with similarities to Aldi.
The store format which Schwarz Group will operate in Australia, under the Kaufland
banner, will be a very large footprint, full range supermarket – noticeably bigger than
the largest Woolworths and Coles supermarkets which currently operate in the country.
In broad terms, the Kaufland stores to be built in Australia are expected to range in size
from 4,500 – 7,000 sq.m GLA. With each store Kaufland also plans to provide a small
amount of floorspace to be occupied by ancillary uses, in particular a supporting café
and a few other everyday uses that are important to customers when undertaking their
supermarket shopping.
The Schwarz Group’s annual turnover for 2017 was AUD$153.3 billion, making it the
fourth largest retailer in the world (behind WalMart, Costco and Kroger) and by far the
largest in Europe – the second-placed retailer in Europe is the French hypermarket
group, Carrefour, with annual retail sales in Europe of approximately AUD$97.4 billion.
By way of comparison, Woolworths Limited, Australia’s largest supermarket retailer,
reported total sales from continuing operations of $55.5 billion for FY 2017, including its
New Zealand business and its Big W stores. Wesfarmers Ltd., the parent company of
Coles Supermarkets, reported total sales of $68.4 billion from its diverse range of
businesses, of which $63.3 billion was reported by its various retail operations.
Kaufland’s offer provides a wide range of products with an uncompromising focus on
quality and freshness. Being large, Kaufland supermarkets are able to offer very
extensive ranges of fresh food and groceries, complemented by supporting ranges of
non-food goods, potentially including items such as crockery and cutlery, cookware,
small electrical appliances, napery and linen, some apparel, stationery, toys, as well as
seasonal products and weekly promotional items.
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Kaufland’s value proposition to its customers is simple but effective:
Simplicity. Quality. Price. Variety.
Kaufland’s ranging is distinguished by broad coverages of both national and
international brands (including new brands which Kaufland will bring into Australia) as
well as highly successful own-brands, i.e. private label brands.
In recent independent surveys of customer views in the countries in which it operates
at present, Kaufland is ranked by consumers as the No. 1 brand on product variety in
five of the seven countries, and is also ranked as the No. 1 brand on price in four of
those seven countries. In each of the other countries where it is not ranked No. 1 on
either feature it is ranked either No. 2 or, in Germany where there are 10 significant
operators, No. 3.
Kaufland’s approach to customer service is reflected in the large store footprint, which
is designed in that way so that it is able to not only provide the most extensive range of
goods, but also enable an easy and comfortable shopping experience.
The series of photos from existing Kaufland stores presented on the following pages
provides an impression of the Kaufland offer and of the look and feel of Kaufland stores
which will be delivered in Australia, though the Australian stores will be specifically
tailored for Australian consumers.
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KAUFLAND

WE PROUDLY SOURCE FROM THE REGION
- We are proud to source our fresh produce, meat
and seafood from the region wherever possible,
as we believe that a short supply chain means
maximum freshness and best product quality for
our customers
- Supporting the region we are located in is a
matter close to our heart – which we show
throughout our stores with our “From our
Region” logo

Footer 4/25/2018 ◼ 5

KAUFLAND

WE ARE ALL ABOUT VALUE
- We define ourselves as one-stop shopping destination which
not only means offering a variety of different products but also
a choice for different budgets.
- Our Private Label products offer high quality at economical
prices and our different Brands cater to special dietary
requirements such as vegetarian, vegan, lactose or gluten
intolerant customers.

- Our K-Bio Brand is certified organic while our cosmetic brand
Bevola offers independently tested and certified products for
the entire family.
- Our Non Food Brands are all sourced through our own supply
chain, enabling us to control quality and influence sustainability
from the raw material to the finished product in store.

Footer 4/25/2018 ◼ 22
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At present, Australia is generally served by a high standard of supermarkets, however,
Kaufland’s offer will clearly bring significant new features and attributes for the benefit
of Australian consumers, in particular:
ii.

Regional sourcing – Kaufland aims to source some products from the
surrounding region wherever possible, as it believes that a short supply chain
means maximum freshness and best product quality for customers. Thus,
Kaufland’s intention is that the stores in each state/region will source a range of
items - such as meat, fresh produce, dairy and delicatessen goods, for example
– directly from the respective region, subject to the availability of appropriate
suppliers.

iii.

A new approach to fresh food departments – a key strength of Kaufland in its
global operations is its approach to the fresh food departments, i.e. produce;
meat and seafood; bakery; and delicatessen. This approach is tailored to meet
the particular needs and wants of the customers in each country in which
Kaufland operates.

iv.

A new tier of labels – most Australian supermarkets currently provide a range of
labels including own brand labels, with Aldi’s offer being almost exclusively own
brand. Kaufland will add significantly to that range by introducing additional
international brands which are not currently available in Australia as well as very
popular and extensive ranges of private label products, which are designed to
offer high quality at modest prices. Kaufland also places particular emphasis, with
its private label products, on customers with special dietary requirements, such as
vegetarians, vegans, and lactose or gluten intolerant customers.

v.

A supporting range of everyday non-food (general merchandise) items.

Kaufland in Victoria
Consumer and economic impacts – Overview

17

Section 2: Kaufland Australia – store format and offer

Kaufland’s own-brand labels cover all segments of the market, including its
certified organic brand (K-Bio); premium private label (EXQUISIT); private brand
cosmetics range (bevola); and private label home electronics range (SWITCH ON).
Kaufland’s entry into Australia means these will all be additional options from which
Australian consumers will be able to select when doing their food and grocery
shopping.

vi.

Special buys – Kaufland’s special buys department offers a new selection of
products every week offering customers the opportunity to buy an ever changing
range of very low-priced items for a limited time.
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A fundamental part of the Schwarz Group’s culture is the conduct of its business in a
manner that is respectful and responsible. The Group operates under a transparent
Corporate

Responsibility charter, and explicitly assumes economic, social and

ecological responsibility in its daily business.
The Group is committed to the Sustainable Development Goals that were adopted by
the United Nations General Assembly in September 2015, and the Corporate
Responsibility charter details the Schwarz Group’s focus on and commitment to :
•

Affordable and clean energy;

•

Sustainable cities and communities;

•

Responsible consumption and production;

•

Climate action;

•

Life below water (the preservation of marine eco-systems and conservation of
fish stocks for future generations); and

•

Partnerships for the goals, by assisting in strengthening resource mobilisation in
each country of operation. As an example, Kaufland Bulgaria and Romania
have set up programs, in collaboration with the IFC, to support local producers
of fruit and vegetables in obtaining global GAP (Good Agricultural Practices)
certification.

On each of these points Schwarz Group has specific policies and actions in place that
emphasise its commitment to achievement of the goals.
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Section 3:

Kaufland in Victoria – Economic
stimulus and longer-term impacts

The final section of this report consider the broad consumer benefits, economic stimulii
and possible economic impacts arising from the entry of Kaufland Australia into
Victoria, specifically addressing the following :
• the growth of the supermarket sector in Victoria and Melbourne;
• the market scope for the entry of a new operator into the sector;
• the anticipated employment creation from Kaufland’s entry into Victoria;
• other consumer and economic benefits;
• possible impacts on existing operators; and
• the resultant net community benefit, taking all relevant economic factors into
account.

3.1

Growth of the supermarket sector in Victoria and Melbourne

The supermarket sector in Victoria has enjoyed very strong growth over many years.
Since 2006, as shown in Table 3.1 below, sales for the Supermarkets & Grocery Stores
category in Victoria have increased by an average of 4.8% or $927 million annually.

Table 3.1
Victoria : Supermarket and Grocery Stores Sales, 2006 - 2017
Factor

2006

2017

Avge. Annual Growth
No.

Population (No.)

5,061,300

6,323,600

Smkts. & Grocery Stores Sales ($mill.)

15,257

25,454

Consumer Price Index (Food, Melb.)

85.2

105.8

% p.a.

114,755

2.0%

927

4.8%

n.a.

2.0%

Sources : Census of Population & Housing, 2006; Aust. Demographic Statistics, 2017;
Retail Trade Australia, Cat. 8501.0; CPI Australia, Cat. 6401.0 (ABS).

Kaufland in Victoria
Consumer and economic impacts – Overview

20

Section 3: Kaufland in Victoria – Economic stimulus and longer-term Impacts

Over that same period, food inflation in the State has averaged 2.0% per annum, thus
the sector has enjoyed real growth of 2.8% per annum, which has comprised
population growth averaging 2.0% and real growth in food and groceries spending per
capita of 0.8%. This very strong long-term growth rate has been underpinned by
population growth in Victoria, and especially in Melbourne. At 2017, with a population
of 4.85 million, Melbourne accommodated 77% of the State’s population. Over the
period 2006 – 2017 Melbourne’s population has increased by 1.1 million – at an average
of 99,000 or 2.3% per annum.
Melbourne’s population is projected to continue growing at similar levels over the next
15 years. Table 3.2 below shows the estimated growth, in real terms, i.e. not including
inflationary growth, in total available take-home food and grocery spending within
Melbourne over the period to 2031.

Table 3.2
Melbourne : Food & Groceries Expenditure Estimates, 2017 - 2031
(Constant 2017$, excluding inflation)
Factor

2017

2031

Avge. Annual Growth
No.

Population (No.)
Food & Groceries exp. per capita ($)
Total Food & Groceries Exp. ($mill.)

4,850,000

6,250,000

% p.a.

100,000

1.8%

5,350

5,981

45

0.8%

25,948

37,384

817

2.6%

Total take-home food and groceries expenditure in Melbourne is estimated to increase,
in real terms, by more than $800 million annually over the period to 2031, or by a total
of some $11.44 billion. Adopting the current estimated average sales per store for
Woolworths and Coles supermarkets (approx. $36 million), that increase in available
expenditure will require/support the equivalent of 318 new full-line supermarkets, or
some 23 new supermarkets annually.
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Against this background the entry of a new supermarket operator, particularly one with
the global credentials of Kaufland, is not only supportable, it is to be welcomed from
both a customer perspective and an economic growth perspective, as is detailed
further in the remainder of this report.

3.2

Scope for Kaufland in Victoria

Kaufland supermarkets in Australia are an unknown quantity at this stage, so estimation
of the likely sales performance for the first Kaufland stores needs to be considered in
that context. However, drawing on all available information, a reasonable estimate of
the likely order of sales for the store can be made, for the purposes of economic
considerations as adopted in this report.
In estimating, broadly, the likely sales potential of the store for this purpose, I have taken
into account the demonstrated sales performances of existing supermarkets in
Australia, particularly Woolworths, Coles and Aldi stores, as well as the known
experience of Aldi, a new entrant to Australian supermarket retailing in 2001.
An important additional factor which needs to be taken into account in assessing the
sales potential of new Kaufland stores is the size of the store, which in most cases will be
between one and a half and twice the size of a typical Woolworths or Coles
supermarket, and approximately four times the size of a typical Aldi store.
The fact the store will carry a range of non-food items, including household goods,
electrical items, some limited apparel, as well as general household items, is yet another
important factor to take into account. This type of retailing generates much lower sales
per sq.m than food & grocery retailing, as is evidenced from the demonstrated sales
performances of the discount department stores, for example, versus supermarkets in
Australia. Typically, sales per sq.m levels for discount department stores (K mart, Target,
Big W) are approximately one-third or less of the levels generated by supermarkets.
Having regard to all of these factors, and depending in each case on the size of the
proposed store, the extent and nature of the trade area which the store will serve, and
the extent of competition, the anticipated sales performance for each new Kaufland
store, in the early years of trading in Australia, is expected to fall within the range $35 -
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$45 million. Approximately 80% of store sales are expected to be in food & grocery
items, with the remaining 20% comprising sales of non-food items, being 10% - 12% of
store sales in non-food items and 8% - 10% in packaged liquor.
The sales performance would be expected to grow steadily over time, so that in
approximately 5 – 8 years’ time, the gap in sales per sq.m performance between
Kaufland stores and Woolworths/Coles/Aldi stores would be expected to be narrowed,
although it would not be expected to be completely eliminated due to significant
differences in respective store sizes and offers.
In this regard, it can be noted that Aldi stores, when Aldi first entered the Australian
market, generally traded at levels noticeably lower than either Woolworths or Coles
supermarkets at that time, despite the fact that the Aldi store footprint is much smaller.
Aldi took a number of years to achieve established store sales potential, in line with the
levels achieved by the long-established Australian operators.
Adopting an average sales volume of, say, $40 million, of which 80% or $32 million would
be take-home food and groceries sales, would mean that each new Kaufland store in
Melbourne would account for just 3.9% of the annual increase in total available food
and groceries expenditure in the metropolitan area. If a sales volume of $45 million were
to be achieved, of which $36 million were to be in food and groceries, then each store
would account for 4.4% of the annual increase in total available food and groceries
expenditure in the metropolitan area.
Therefore, even if Kaufland were to be able to build, say, 10 stores in Melbourne in its
first year of operation, and if those stores were to record sales of $40 million on average,
then the total Kaufland business would account for just 39% of that year’s increase in
total available food and grocery business for the metropolitan area’s retailers.
These examples serve to highlight both the clear need for and the desirability of
additional operators (and competition) in Victoria’s rapidly growing food and groceries
sector, as well as the relative ease with which such additional competition will be able
to be accommodated by existing operators.
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3.3

Employment creation from Kaufland’s entry into Victoria

In addition to the very substantial consumer and supplier benefits, discussed further in
Section 3.4 below, which will result from the entry of Kaufland into Victoria, there are
significant broader economic benefits that will be generated for the Victorian
economy and for the Australian economy more broadly. For Victoria, these economic
stimuli will flow initially as a direct result of the first tranche of Kaufland stores built in
Melbourne, and then increasingly as a result of the expansion of Kaufland’s business
throughout the rest of Melbourne, other cities in Victoria and the balance of Australia.
Each new Kaufland store will create a substantial number of jobs, initially as a result of
its construction and the consequent multiplier effects in related supplier industries, and
then as a result of its ongoing operation. Kaufland will employ approximately 100
persons directly in each new store, and Kaufland’s employment policy is focused on
offering full-time and permanent jobs, rather than casual jobs.
The multiplier induced additional employment that will result from the 80 – 100 new jobs
in each Kaufland store will then add a significant number of additional jobs in supplier
and related industries, estimated to be equivalent to approximately 80% of the number
employed directly within the store.
Substantial additional employment will of course be created by construction of the
store. The estimated construction cost for the construction of each Kaufland store is in
the range $20-$25 million, and on the basis of normally accepted ratios of capital
expenditure per job created, such construction expenditure should result in
approximately 100 direct new jobs. Additional jobs will then be created as a result of
multiplier induced employment through supplier industries to the construction industry,
and again on the basis of normally accepted ratios, the level of indirect job creation
resulting from the construction stimulus is expected to be some one and a half times
the number of direct construction jobs.
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Therefore, it is readily evident that the total level of job creation that will result from the
various economic stimuli will be many times the number of jobs created directly within
each Kaufland store. Again using, say, Kaufland’s first 10 Melbourne stores as an
illustrative example, it can be estimated that the delivery of those stores will create
•

approx.1,000 jobs directly within the stores;

•

approx. 800 additional jobs in related/supplier industries;

•

more than 1,000 jobs in the construction sector; and

•

a further 1,500 or so jobs in related/supplier industries to construction.

A large number of additional jobs will also be created, both directly and indirectly, as
a result of the new distribution centre (DC) that Kaufland will build in Melbourne, which
will directly employ an estimated 600 people, as well as the new headquarters which
will be established in Melbourne, employing some 400 people directly.
One cannot be definitive at this point on the question of how many stores Kaufland
might eventually build in Melbourne or Victoria. Table 1.2 in Section 1 shows that at
present Woolworths operates 174 stores in Melbourne and Coles 155. Aldi, which
commenced operations in Australia 18 years ago now operates close to 500 stores
nationally and almost 100 in Melbourne.
The analysis presented in Section 3.1 above shows that Melbourne’s growth alone can
support, in equivalent sales terms, some 23 new full-line supermarkets annually. Such a
number is unlikely to be built, however, due to the various difficulties in securing
appropriate sites on which to accommodate those stores.
Regardless, all of the available information strongly suggests that Kaufland will, over
time, build a large number of stores in Melbourne, the balance of Victoria and of course
the rest of Australia. Given Kaufland’s considerably larger store footprint, one would
expect the eventual number of stores delivered to be much lower than the numbers of
Woolworths, Coles or Aldi stores, however that number is still likely to be in the hundreds
for Australia, and well in excess of fifty for Melbourne.
At this point Kaufland has already identified six sites in Melbourne – distributed across all
parts of the metropolitan area – for which specific site assessments have been
prepared. In addition, Kaufland is in the process of assessing up to another 50 potential
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candidate sites, and many of these are expected to progress to the point of specific
site assessments in the very near future.
The conclusion which can reasonably be drawn, therefore, is that while the number of
new jobs that will be created, both directly and indirectly, by Kaufland’s entry and future
operation in Victoria cannot be estimated with precision at this point, that number will,
over the next two decades, run into the tens of thousands. What can also reasonably
be concluded is that even in the short term, i.e. by the time that Kaufland’s first tranche
of stores is delivered in Melbourne, the number of new jobs created will be in the
thousands.

3.4

Other consumer and economic benefits

Section 1 of this report set out the importance of the Supermarket & Grocery Stores
sector for Australian consumers, while Section 2 provided details of the offer for
consumers which Kaufland will bring to Australia. Having regard to that information, it is
apparent that, as a minimum, Kaufland’s entry into the Victorian food & groceries
market will result in the following benefits for consumers:
1.

Substantially improved shopping choice and convenience

The new, large footprint Kaufland stores will bring a new dimension to food and grocery
shopping within Melbourne. The range of products and brands available for consumers
will be greatly expanded, while the quality of the shopping experience available for
those who choose to use Kaufland stores will be an enhancement on what is currently
available to them.
2. Downward pressure on grocery prices
The addition of another operator, which will need to fight to achieve a market share of
food & grocery sales, can reasonably be expected to continue to drive down food &
grocery prices, again for the benefit of consumers. The Aldi experience in Australia has
shown that the introduction of Aldi into new markets provided those consumers with a
much cheaper grocery shopping alternative than was previously available to them.
Kaufland will add further to the range of alternatives, with an offer that is much more
extensive than that available in Aldi stores.
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3. An additional avenue for retail sales for local suppliers
Kaufland has a stated regional sourcing approach, as detailed in Section 2 of this
report. This policy will be mean another potential source of business for local
Victorian suppliers.

These benefits are not easy to quantify in dollar terms, however their importance from
both a consumer and economic perspective is enormous, particularly in light of the
rapid growth which the Victorian supermarket sector has seen over the past decade
and will see over the coming decades. A new entrant will inject new energy into this
market, bringing new products, services and ideas. The existing operators will, in
response, strive to do better still, as they must do in the face of additional competition
– over the past two decades, for example, this has been the response of the previous
incumbents following the entry of Aldi into Australia.
The consequent outcomes are likely to see average sales levels per store for all
operators slightly lower than would otherwise be the case, and the level of profitability
per store most likely also slightly lower, but for Australian (and Victorian) consumers the
outcomes will all be beneficial, and significantly so. Consumers will enjoy greater
choice (in venue numbers and locations, as well as products, prices and services);
lower levels of congestion in stores, e.g. at check-outs; greater convenience and
amenity; and, of course, a large number of new job opportunities.

3.5

Possible impacts on existing operators

In due course, Economic Impact Assessments (EIAs) will be prepared for the various
locations at which Kaufland proposes to build new stores. The purpose of an EIA is to
provide guidance as to whether or not there is likely to be net community benefit or
disbenefit resulting from any proposed development. In particular, if there is a real
possibility of existing facilities potentially being impacted to such a degree that they
might be lost to the community, and if the service or services provided by those facilities
are not at the very least replaced by the proposed new facilities, then a community
disbenefit could result.
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Kaufland is a new retail format to be introduced to Australia, and the introduction of a
new supermarket alternative for Melbourne residents will bring with it many consumer
and economic benefits, as noted throughout this report. At the same time, it must be
expected that there will be some additional competitive tension within the food &
grocery market as a result of the introduction of such a new competitor – indeed, it is
the additional competitive tension, as outlined above, that generates the new benefits
for consumers, because things will change.
It is instructive in this regard to consider the track record within Australia of general
supermarket trading performance following the entry of Aldi into the Australian market,
in 2001. Chart 3.1 below shows the growth in sales performance over the period 2001
to 2017, for Woolworths, Coles and all other supermarkets/packaged liquor stores in
combination, as well as the estimated trading performance of Aldi over this period.

Over the 17 years since Aldi entered the Australian market, the group has rolled out
approximately 500 stores, and now accounts for an estimated 8% of total Australian
sales reported by supermarkets, grocery stores plus packaged liquor stores.
However, over that same period Woolworths Limited, as reported in it annual accounts,
has increased its sales by an average of 6.2% annually, while Coles has increased its
sales at an estimated average of 5.4% annually. The balance, comprising primarily
independent supermarkets, food stores and packaged liquor stores, also saw a
significant increase in total sales between 2001 and 2009, although in the post-GFC
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period sales for these other operators are estimated to have declined slightly. There are
many reasons why that has been the case, and they cannot by any means be
attributed solely to the entry of Aldi.
As detailed in Section 3.2 above, each new Kaufland store will account for only a very
small fraction of the annual growth in available take-home good and groceries
expenditure by Melbourne residents.

3.6

Net community benefit assessment

Previous analysis throughout this report has shown that the consumer benefits as well as
the significant broader economic benefits, in particular construction investment and
employment creation, that will result from the various Kaufland projects and the
Kaufland operation overall will be very substantial.
It is strongly arguable that the consumer and economic benefits that will result from the
entry of Kaufland into Victoria will not be delivered by a continuation of the status quo.
Clearly, the additional choice and the numerous new offers in products and store
presentation that Kaufland will bring to Victoria would not be available under a
continuation of the status quo. Neither would the increased competition, and
consequent increased downwards pressure on food and grocery prices, eventuate.
The alternative outlet for suppliers that Kaufland will represent would also not eventuate
under the status quo.
While it might be argued that new supermarkets would still be built under the status quo
– and that is true – it is highly unlikely that the number of new stores built would be
anywhere near as high. The existing operators, all with extensive networks already in
place, will build or agree to occupy new stores in locations, and at a rate, that will suit
their growth plans. Minimising cannibalisation of sales from existing stores will clearly be
one of the criteria which, quite rationally, existing operators will apply in such decision
making.
Kaufland, as a new entrant, will have a different set of criteria which will drive its decision
making. First, as is already evident from the sites that Kaufland has identified both in
Melbourne and Adelaide, Kaufland will build a number of stores in locations where
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existing operators are already well represented. Second, Kaufland will need to achieve
critical mass and deliver economies of scale as soon as possible, underpinning a need
to roll out new stores as quickly as possible. Third, Kaufland will become another
potential candidate for any new large supermarket site, meaning competition for sites
generally will increase. For all these reasons, therefore, the resultant number of
supermarkets will be greater as a result of Kaufland’s entry into Victoria.
Kaufland will build a large new world class distribution centre to support the Melbourne
stores. In order for the distribution centre (DC) to become fully operational, a substantial
number of stores will need to be supported, and that is another reason why the entry
of Kaufland into Victoria will mean a greater number of supermarkets will be delivered
to service the population. It is also an important reason why a substantial number of
new Kaufland stores will need to come online in the first stage of operations, in order
that the new DC can operate at reasonable efficiency.
Because of both the the size of the available market and the rapid year on year growth
in that market, the trading impacts that are likely to be experienced by existing
supermarket and grocery store operators will not be of such a magnitude as to imperil
the continued operation of any existing store, and in any case are highly likely to be
experienced primarily by the two largest supermarket and grocery store chains in
Australia – Woolworths and Coles. Both of these groups are very large, highly successful
and very well placed to counter any competitive intensity that will result from the entry
of Kaufland into the Australian market.
Therefore, significant and substantial consumer and broader economic benefits will
result from the entry and future operation of Kaufland in Victoria. There is a likelihood
of some trading impacts on the existing network of supermarkets and grocery stores,
however those impacts will be modest. It can reasonably be concluded, having regard
to all relevant factors, that a very substantial net community benefit will result from the
development of a significant network of Kaufland stores throughout Melbourne and
Victoria.
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