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About the inquiry

Retailing is an important economic activity as it provides the interface between the production and distribution of goods and their consumption by the Australian community. As well as providing this service, retail is a significant activity in its own right — the retail industry is one of Australia’s largest employers. Currently, there are almost 140 000 retail businesses employing about 1.2 million people or 10.7 per cent of the total working population in 2009-10. The retail industry also makes a significant contribution to economic output, contributing $53 billion or over 4.1 per cent of GDP in 2009-10 (ABS 2010b).

The retail industry has always been subject to change and competition. However, technological change and globalisation are now exposing the sector to more intense competition. Some of what retail has to offer is now a tradeable service, that is, one that can be supplied online from overseas retailers. This is reflected in the Ministerial Joint Media Statement announcing this inquiry which, while emphasising its broad scope, specifically noted that the inquiry will provide an insight into the challenges faced by Australian retailers in an increasingly globalised shopping world (Shorten et al. 2010). 
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What the Commission has been asked to do
The Government has asked the Commission to undertake an inquiry into the implications of globalisation for the retail industry and the appropriateness of current policy settings in this environment. More specifically, the Commission is to examine:

· the current structure, performance and efficiency of the retail industry and impediments to its contribution to the Australian economy

· the drivers of structural change in the retail industry, including globalisation, increasing household and business access to the digital economy, cost structures of the domestic retail industry, employment structure, the exchange rate and structural change driven by the resources boom

· the broader issues which are contributing to an increase in online purchasing by Australian consumers and the role of online purchasing in providing consumers with greater choice, access and convenience

· the sustainability and appropriateness of the current indirect tax arrangements in this environment, including the impact on Commonwealth and state and territory budgets and the extent to which technology could reduce the administrative costs of collecting indirect taxes and duty on imported goods

· any other regulatory or policy issues which impact on structural change in the industry.
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Scope of the inquiry

The definition of what constitutes the retail industry is central to this inquiry and in identifying the issues facing the industry. The Australian Bureau of Statistics’ Australian and New Zealand Standard Industrial Classification 2006 (ANZSIC) describes the key aspect of retail as ‘units mainly engaged in the purchase and onselling, commission-based buying, and commission-based selling of goods, without significant transformation, to the general public’. 

Retailers have typically operated from premises positioned and designed to attract walk-in customers, have a display of goods and use advertising to attract customers. The most common experience consumers have of a retailer is perusing and buying goods from a ‘shop’.

However, not all businesses that operate from ‘shops’ are retailers — for example, shop-based businesses such as travel agents are classified in the Administrative and Support Services industry and video rental stores are classified in the Rental, Hire and Real Estate industry. Conversely, not all retailers operate from ‘shops’ for example, the retail industry includes direct selling and online selling. It is the buying of goods for onselling to the public that is the chief characteristic of the retail industry.

Retail is categorized as Division G of the ANZSIC. Under this classification, the retail trade division contains five industry subdivisions:

· motor vehicle and motor vehicle parts retailing

· fuel retailing

· food retailing

· other store-based retailing

· non-store retailing and retail commission-based buying and/or selling.

This inquiry relies on the ABS definition of what constitutes ‘retailing’ and focuses on issues connected to this industry. But there are times in this inquiry where it has been judged important to adopt a somewhat broader approach. Much of retail is closely connected to the delivery of products and services by the transport, postal and warehousing industry (Division I) and access to property through the property operators and real estate services industry (Division L). Online retailing is associated with the information media and telecommunications industry (Division J). Issues have been identified which involve these industries — including planning and zoning regulation and the logistic support for online retailing. Accordingly, the discussion of issues which affect the retail industry have relevance to these other industries. 

In the issues paper, for this inquiry, the Commission indicated that it would exclude from general consideration the fuel retailing and motor vehicle and motor vehicle parts retailing sub-divisions of the retail industry but would consider any submissions that raised specific issues of relevance to these sub-divisions that lie within the terms of reference. No such submissions on fuel and motor vehicle retailing have been received and therefore the Commission will not be including these activities within the discussion. The inquiry did receive a submission dealing with the retailing of motor vehicle parts which is considered in this inquiry. When the Commission presents statistical data on the retail industry in this report, it will identify when these data include motor vehicle and motor vehicle parts retailing and fuel retailing. 

In addition, the Commission did not examine broader policy issues associated with pharmaceutical retailing. Pharmacies are specialist outlets with complex connections to broader public health policies such as the pharmaceutical benefits arrangements. However, pharmaceutical retailing is an area where competition from internet suppliers of prescription and non-prescription medicines is growing and consumer safety issues have been raised in the course of this inquiry. These have been examined in this report.

In undertaking its task — that is, assessing the efficiency and performance of the retail industry, as well as the regulations applying to the industry and the operation of the current indirect tax arrangements — the Commission has adopted a community-wide framework, as required by the Productivity Commission Act 1998. 

Thus, while the terms of reference direct the Commission to assess the implications of globalisation and other drivers of change on the retail industry, the focus of the inquiry is on the impacts on the community as a whole. This is made explicit in the terms of reference which direct the Commission to address the role online retailing plays in providing consumers with greater choice, access and convenience, as well as the implications for indirect taxation arrangements.

The terms of reference also require the examination of the sustainability and appropriateness of current indirect tax arrangements, with particular reference to indirect taxes and duty on imported goods. The retail industry is affected by a number of other indirect taxes, such as payroll tax and land tax, which affect all Australian industries. As indicated in the issues paper, except where indirect tax issues specific to the retail industry have been raised with the Commission, it has focused this report on the current arrangements relating to indirect taxes and duty on imported goods. 
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The Commission’s approach

The Commission received the terms of reference from the Assistant Treasurer on 3 February 2011. Under the terms of reference the Commission is to report by November 2011. The Commission has encouraged stakeholder and broader community involvement in the inquiry and provided opportunity for input within the limited timeframe of the inquiry. The Commission:

· upon receiving the reference, released a circular announcing the commencement of the inquiry, and advertisements were placed in major newspapers as well as on the Commission’s website

· held informal consultations with retailers, government agencies and peak groups representing the retail industry and consumers

· released an issues paper at the end of March 2011, expanding on the terms of reference and invited interested parties to provide submissions, which were due by 20 May 2010

· held a roundtable with Australia Post, Australian Customs and Border Protection Service, the Treasury and the Department of Broadband, Communications and the Digital Economy

· visited parcel processing facilities 

· received 129 written submissions from retailers, other industry stakeholders, consumers and government agencies prior to the release of the draft report which appear on the Commission’s website
· released a draft report on 4 August and invited interested parties to provide submissions which were due 2 September 
· held public hearings in Melbourne on 5 and 6 September and in Sydney on 12 and 13 September

· held further informal consultations with government agencies and stakeholders
· received an additional 110 submissions after the release of the draft report.
The Commission records its thanks to all those who contributed to this inquiry, especially those who provided written submissions and participated in meetings, hearings and the roundtable.
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A guide to the report

Most of the issues raised through this inquiry are presented under broad thematic headings. Chapter 2 describes how the character of retailing has changed in response to technological and consumer trends. Chapter 3 presents a snapshot of the economic state of the retail industry. 

The next four chapters deal with the increased globalisation of retailing and consequences for consumers, the industry and government revenues. Chapter 4 describes the growth and extent of online retailing and the issues raised for consumers and retailers. Chapter 5 describes consumer protection issues associated with online shopping. Chapter 6 investigates the reasons underlying the price differences confronting consumers shopping online and from bricks and mortar retailers. Chapter 7 looks at the issue of the low value threshold for exemption from the GST and customs duty on imports and the impact this has, including the impact on government revenues. This chapter also examines the options for changes to the threshold and the impacts these may have on parcel processing systems and costs.

The impact of government regulation on the flexibility and productivity of retailers is dealt with in the following four chapters. Chapter 8 looks at planning and zoning regulatory restrictions on the ability of retailers to enter the marketplace and their flexibility to develop innovative store formats. Chapter 9 addresses the consequences of retail tenancy legislation for the retail industry. Chapter 10 focuses on the effects of the regulation of shopping hours on the operation of retailers and their ability to respond to consumer preferences. The effects of workplace relations regulations on enterprise flexibility and productivity are examined in chapter 11. 

Chapter 12 describes the characteristics of the retail workforce and changing skill requirements arising from the growth of online retailing. Chapter 13 addresses a range of other regulatory burdens raised in submissions.

The appendices contain information regarding the consultation undertaken by the Commission with government agencies, industry and representative bodies as part of this review, as well as data and more detailed information underpinning the Commission’s findings in the body of the report.
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