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The role and development of Australian retail

	Key Points

	· Traditionally, the retail industry has been the main conduit between manufacturers/wholesalers and consumers, providing functions such as convenience points for consumers and market discovery for products. However, with the advent of online shopping and purchasing of goods in the digital age, these functions have since also been provided through the online experience. 

· The development of Australia’s retail industry has been driven by a range of factors, including technological advances, changing consumer preferences and competitive pressures, with many innovations in Australia’s retail history following international precedents.

· In the past, Australia’s retail industry has been relatively isolated due to its geographic position and protected markets, but with the embrace of the internet and digital technology, the industry is becoming increasingly part of an integrated global marketplace.  Further, a number of innovative global retailers are arriving to set up and compete physically in the domestic market.

· Online shopping is a significant development in Australia’s retail history, and it provides both challenges and opportunities for the industry. New retailer-types have emerged in the marketplace, competition has broadened beyond geographic borders and innovative ways of shopping are being embraced by increasingly technologically-savvy consumers. 
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What is the role of retail?

The retail definition discussed in chapter 1 characterised retailers as intermediaries between manufacturers or wholesalers and consumers. That is, retailers mainly buy goods from manufacturers and wholesalers and resell them to consumers. While this view of retailing may account for its essential character, it does not cover the range of functions carried out by the industry. It does not fully explain what it is that retailers do to add value to the goods sold nor help to identify the competitive pressures which retailers may face into the future. 

Retailers carry out a number of functions which add value to the goods supplied and provide utility to consumers. These functions include providing:

· convenience for consumers to purchase goods

· a market discovery mechanism

· after sales and other ancillary services.

Acting as a point of convenience for consumers

Retailers enable goods to be purchased in smaller quantities than usually provided by manufacturers or wholesalers and physically reduce the size of packaging of goods that consumers can conveniently buy. They also provide a stocking service for consumers as, rather than maintain large stocks of goods at home, they can rely on retailers to maintain the required levels of stock to replenish on a needs basis. This service is clearly seen in local general stores or service station convenience stores where consumers may make frequent (often daily) purchases of small amounts of food items and other consumables.

Retailers also provide sales outlets closer to consumers than would be typically provided by wholesalers and manufacturers. This is most clear with the suburban corner store located close to the home of consumers, but also in shopping precincts where retail outlets may cluster and thereby reduce the transport costs of consumers moving between multiple sales outlets.

Retailers aim to operate at times of the day convenient to consumers and can theoretically program their times of opening to meet consumer needs and demands (for example, opening 7 days a week or 24 hours a day). However, retail opening hours are more flexible in some jurisdictions compared to others, due to regulatory restrictions (chapter 10). 

Providing a market discovery mechanism

Consumers face search costs in acquiring and assessing information about the features of new products entering the marketplace, and indeed in knowing that new products are available for purchase. These costs can include out of pocket expenses for finding or purchasing comparative information or the opportunity cost of the time taken to physically move between sales outlets. While buyers may also not have the skills or inclination to fully assess the relative features of new products, sellers also face search costs in identifying potential buyers and encouraging product purchases (through market research and advertising, for example).

Retailers can provide a market discovery mechanism by searching out and supplying new products, new models of existing products or the latest fashions in products. They can stimulate demand for products through advertising and provide feedback to manufacturers regarding changing consumer interest in their products. Retailers also allow consumers to compare the prices of products more easily by displaying them in the same retail space.

Other services provided by retailers

Retailers provide after sales service if difficulties arise in the operation of the product and can be the point of contact in servicing and warranty issues.

Retailers can also facilitate consumer purchases of products by providing or arranging financial services. These can include lay-by arrangements, shopper cards and loan/credit arrangements with financial institutions.

The role of retailers is changing

While retailers have traditionally provided an intermediation role between manufacturers/wholesalers and consumers, this does not necessarily have to be the case anymore. For example, manufacturers/wholesalers can sell directly to consumers and bypass retailers (a process known as ‘disintermediation’), or retailers can replace existing external manufacturers/wholesalers by internalising those functions (a process known as ‘vertical integration’). In fact, no longer is the supply chain of goods necessarily sequential; instead, the distribution function of retail goods is reflecting a diverse ‘value network’ in which products reach consumers through various pathways. 

The roles that retailers play change over time as the landscape in which they operate evolves. That is, as the character and nature of retail changes, so too does the function of retailers, and this has indeed been reflected in the development of the Australian and international retail industry over the last century or so. 
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How has the retail industry developed in Australia?

The character and nature of retail in Australia has evolved considerably — driven by technological changes that range from the use of plate glass windows to aid goods display, inspection and price comparison in the early 19th century, to the advent of the internet in recent times which effectively provides a similar consumer service. In addition to continually adapting to emergent technologies, Australian retail has also responded to changing consumer preferences, competitive pressures and other social and economic forces.

Australian retail has historically been exposed to many international influences. Indeed, the evolution of Australia’s retail industry has been closely linked with major retailing developments abroad — be it the embrace of new technological advances, to retail innovations adapted for Australian conditions. Its history of innovations and advances also suggests a pattern of gradual uptake from earlier international movers, generally due to our relatively small and geographically isolated market, before significant change is embraced. The Retail Traders’ Association of Western Australia describes the Australian retail market:

… characterised by initially a slow acceptance/take up of new products/technology, but once accepted, the time to market saturation (or beyond) is extremely quick. (sub. 80, p. 5)

The early years

Driven by technological and societal changes in the early years, the Australian retail scene by the beginning of the 20th century was largely characterised by high street retailing and a dominant department store model (box 
2.1). The department store offered retailers a model of gaining economies of scale and spreading overheads, such as administration and brand advertising, over numerous product ranges — in effect finding efficiencies which in turn provided cheaper goods for consumers.

After the Second World War, a new major form of retailing emerged. In response to the rapid population growth in suburban areas and the significant increase in car ownership — more than trebling in Australia between 1947 and 1971 — there became a need and a possibility for shopping centres to move away from central business districts and expand into suburban areas (Hutson 1999; Spearitt 1995).
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The beginnings of Australian retailing 

	Modern retailing in Australia evolved from traditional markets and fairs and, by the early 1800s, this was supplemented by door to door peddlers and general stores. By the mid 1800s, specialist retailers emerged in response to increased urbanisation, higher living standards and increased quantities of manufactured goods. In an era before refrigeration and motor vehicles, such stores were located either in the central business district or clustered along main streets and street corners within walking distance of where people lived.

The humble corner shop

The corner shop in an Australian community was a meeting place for people in addition to being a place to buy goods. Before the advent of convenience stores and big box supermarkets, these traditional shops played an important role in Australia’s shopping history:

For regular customers, a corner shop is much more than bricks and mortar … like hairdressers’ or barbers’ shops, the local butchers’ or greengrocer shops … that air of familiarity, the habits of a lifetime and the traditional ways of doing things, are part of a community’s less tangible heritage. (McCann 2002, pp. 29-31)

As the design of windows and displays became more elaborate as retailers sought to draw customers into their stores, enclosed shopping streets or arcades emerged in capital cities. In line with the technological progress of the time, retailers were quick to use plate glass in windows and gas lights for illumination to enable goods to be displayed more easily to pedestrian traffic.

The rise of the department store and high street retailing

A major change to retailing both in Australia and overseas was the emergence of the department store. By the 1870s, following the establishment of department stores in Europe and the United States, Australian soft goods retailers and drapers began to organise their stock into departments.
These stores, typically housed in multi-storey buildings, came to dominate the Australian retail landscape by the beginning of the 20th century. They utilised hydraulic lifts and electric escalators to move consumers around a vast range of merchandise, and provided entertaining window displays, in-house attractions, dining rooms and credit services. 

It was only the city centres served by public transport that could attract adequate numbers of consumers to maintain such stores, and thus central business districts in Australian capital cities dominated the retail landscape (‘high street retailing’) as the premier shopping destinations until after the Second World War.

	Sources: Davison (year unknown); McCann (2002); Webber et al. (2003).

	

	


The Australian shopping mall

The shopping mall is perhaps the most iconic and ubiquitous example of the modern retail establishment. The concept of the modern shopping mall originated in the United States in the early 20th century, when some department stores moved into the suburbs and outdoor ‘drive-in’ malls and strips of shops began to appear.
 In trying to achieve a shopping format which balanced the relationship between ‘customer, car and shop’, a myriad of shopping centre designs were conceived across many American states by the 1940s (Hutson 1999, p. 20). 

Australia was keen to embrace the new model. Australia’s first ‘drive-in’ mall or shopping centre opened in Chermside, Brisbane in 1957, followed six months later with a similar centre in Ryde, Sydney, and then in Chadstone, Melbourne in 1960.  The world’s first enclosed and climate-controlled shopping mall, Southdale Centre, was opened in 1956 in Minneapolis in the United States and its concept of a suburban-focused, car-friendly and self-contained meeting spot became the preferred mode of shopping for consumers around the world.

Marketed for their size and convenience in providing major retailers and specialty stores under the one roof, and with the major attraction of ample and usually free car parking, shopping centres soon drew customers away from main street retailers and the central business districts, and drove retailing into the suburbs (Webber et al. 2003).
 As shopping centres evolved, leisure and entertainment features for customers and integration with the community also become common features of the model (Myer, sub. 88). Shopping centres in Australia have grown and changed in response to consumer, retailer and community needs:

… innovations include the introduction into shopping centres of supermarkets, discount department stores, fresh food, entertainment and leisure precincts, centre courts for community activities, concierge facilities and upmarket restaurants … bus and transport interchanges, libraries, child care, community facilities and other improvements to the public domain. (Shopping Centre Council of Australia, sub. 67, p. 6)

While the first mega malls were built to be shopping destinations, entertainment and food outlets could be their saving grace, with the retail industry still reeling from a drop in sales since the global financial crisis. (Lee 2011, p. 1)
Innovations in Australian retail

As the American import of the shopping mall transformed Australia’s retail scene, so too did a number of other innovations which followed — in terms of new technologies, retail formats, business strategies and business types — adding variety and change to Australian retail as it evolved over the decades (Australian National Retailers Association, sub. 91). Most of these significant developments in Australian retail had overseas precedents and have since become embedded in today’s retailing environment. These developments also had implications for the level of productivity and competitiveness of the retail industry.

Self service

By the latter part of the 20th century, self service in retail — particularly in grocery shopping — became widespread in Australia. This model of retail engaged consumers in their shopping experience, by allowing them to select their desired goods from shelves and refrigerated display cabinets, and then queue at a checkout to pay for them. While commonplace today, this development was a significant change from the previous service model in which the grocer would select the goods that consumers wanted from behind a counter (Kingston 1994; McCann 2002). 

The notion of self service has advanced further in recent times, with the adoption of more user directed technology, particularly in the form of self checkouts in grocery and other retail stores.
 Driven by consumer preferences for more control and convenience over their shopping experience, coupled with advancements in technology and cost advantages for retailers, self checkouts enable consumers to scan, weigh and pay for their goods (via cash credit or debit cards), as well as use other services such as ‘cash out’ and mobile phone recharges that a staffed checkout would normally offer. 

Indeed, in a survey of consumers in five countries — Australia, United States, United Kingdom, India and Canada — NCR Corporation (the leading provider of self service technology, including to Coles and Woolworths) found that Australians were embracing self checkouts at more than double the rate of their European and American counterparts (Antill Magazine 2010). However, this relatively high adoption of self service technology may be to ‘catch up’ to other countries, with Palmer (2008) noting Australian retailers’ relatively slow uptake of such technology: 

Supermarkets worldwide have embraced self-checkout machines with fervour, but Australia has been relatively slow to react — especially when you consider that a quarter of US grocery chains had tested self-checkouts by 2003. (p. 1) 

While self checkouts have reduced the need for some staff (though a staff member is usually on hand to help customers to use the machines), their purpose is in providing an alternative, potentially faster check out experience for those customers with few items. Woolworths also contend that the machines balance the flow of customers during peak times and that traditional checkouts are still preferred by customers with a large basket of goods (Miletic 2008).

Franchising

Modern franchising originated in the United States in the 1950s with the emergence of fast food chains, and the model began to appear in Australian retail in the late 1960s and early 1970s.  Today, franchising is firmly part of the Australian retail landscape, with surveys of Australian franchising indicating that around 28 per cent of franchises are in the retail industry (Frazer, Weaven and Wright 2008). 

Franchising is a business ownership model in which the franchisor/owner grants permission for franchisees to open a business (after an initial fee and ongoing royalties) under the franchise brand name. Rather than starting a business from scratch, the business design, advertising and promotion strategies, and supply networks have already been established for franchisees, as well as exclusive territory rights. Some examples in Australia include 7-Eleven convenience stores, book retailer Dymocks and retail chain Harvey Norman. 

In addition to expanding operations and reach domestically, franchising also allows a retailer a low capital cost means of entering another country’s market — benefiting through local knowledge of franchisees (Harvey Norman as a franchisor for stores in Asia and Europe is an example of this). However, according to CB Richard Ellis, franchising as a means to globalise has become less prevalent in mature retail markets such as Australia’s (with around 9 per cent of international retailers using the franchise model in Australia in 2010) — similar to the United States (6 per cent) and the United Kingdom (8 per cent) (CBRE 2011b). Instead, new franchising strategies in Australia have developed, such as ‘retail co-branding’ — where two or more franchised brands join to offer a combined retail offering at a single location — which can be seen with partnerships between BP and Wild Bean, BP and McDonald’s and (the now closed) Borders and Gloria Jeans (Wright 2008). 

Private equity

Investments by private equity firms involve aiming to maximise performance and increase company returns through a range of initiatives (for example, through expansion, cost reductions, leveraged balanced sheets, new management or product development), before selling the company at a higher value. Private equity is invested in a range of businesses, including retail. In Australia, Barbeques Galore, Repco and Godfreys are retailers currently under private equity ownership. Myer and Kathmandu are examples of retailers that have been publicly listed following private equity ownership.

Like franchising, private equity is another form of ownership and its role in the retail industry has been highlighted in recent times due to some high-profile collapses —  the clothing and footwear group Colorado and book and stationery retailer REDgroup (box 
2.2). Both were placed in administration in 2011 after enduring financial difficulties (Thomson 2011). 
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The collapse of Colorado and REDgroup

	While the collapse of Colorado and REDgroup has been attributed, to some extent, to the ownership model itself (because of poor management and debt obligations), as well as other factors such as the parallel importation restrictions on books and online competition (REDgroup), prevailing economic conditions and consumer confidence are also considered significant contributory factors:

That consumer conservatism has been reflected, not just in the collapses of Colorado and RedGroup … but in the performance of other general merchandise and fashion retailers. Put that broader economic environment together with excessive levels of debt and poor management and all the ingredients for an implosion are in place. (Bartholomeusz 2011, p. 1)

In its submission, REDgroup stated that the type of ownership model was minor in impacting on Australian retailers and provided examples of other retailers, under other ownership business models, experiencing difficulties in the current retail climate:

Private Equity ownership is one of many ownership models available to retailers … we argue that it is the structural economic conditions that are impacting retail business in Australia far in advance of ownership models … other discretionary retail companies under public ownership structures have come under significant pressure … not to mention countless small businesses. (sub. 89, p. 11)

	

	


Big box retailing
From the 1990s, big box or megastore retailing emerged in Australia. These stores typically occupy large floor space in single storey buildings, provide large amounts of parking and derive profits from high turnover, low prices and low costs — focusing on high volumes and economies of scale rather than large mark-ups. Their relative scale to their traditional retail rivals has also seen such stores become known as ‘category killers’. This model was keenly embraced and replicated by Australia’s largest retailers following its emergence in the United States and Europe. 

Coles Myer introduced Officeworks in 1994 (based in part on American big box retailers Office Depot and Staples) while Wesfarmers launched Bunnings Warehouses in the same year (based in part on the American big box retailer Home Depot) (Sammartino 2006). Recently, Woolworths and US-based Lowe’s announced that in late 2011 they would open their own big box ‘Masters’ hardware stores to compete with Bunnings (McIntyre 2011). Other examples of big box retailers in Australia include Dan Murphy’s liquor stores, whitegoods retailer Good Guys, homewares retailer IKEA and wholesaler Costco. 

The big box retailing format in Australia is expected to experience significant growth in the future, with IBISWorld analysts predicting more than 300 big box retailers generating $24 billion a year by 2015 — accounting for 9 per cent of total retail industry revenue (IBISWorld 2010). The slowing of big box retailer expansion (because of limited opportunities for further growth) in the United States is also considered a possible contributor to Australia’s predicted big box rise as these retailers seek offshore opportunities to continue their growth path. 

Private labels

Private labels are goods which are sold exclusively by a retailer and generally offer a cheaper alternative to ‘branded’ goods. For some time, more price-conscious consumers have been embracing these substitutes, and with substantial improvements in the quality of some private labels — with some aiming to match the quality of premium brands — there has been a surge in popularity and sales of these products in recent years in Australia and internationally.

According to a Nielsen global survey of over 27 000 consumers in 53 countries, more than half of the respondents stated that they purchased private label goods during the economic downturn and 91 per cent believed that they would continue to do so even when the economy improved (2011b). In Australia, private label brands are commonly seen in supermarkets such as Coles and Woolworths, which also carry branded goods, and Aldi which is virtually exclusively a private label retailer. Almost 25 per cent of the share of supermarket sales were attributed to private label brands in the September 2009 quarter (Gettler 2011), but they can also be found in non-grocery sectors. For example, IKEA and Zara are considered private label retailers.

From a retailer’s perspective, the advantages of private labels as a business strategy are:

· the potential for higher profit margins (estimated to be about 2 percentage points higher than on branded goods)

· more control over product design and marketing

· the potential for more consumer loyalty to the retailer

· to offset private label competition from rivals (Gettler 2011; Rogut 2007). 

Indeed in the Australian grocery retail sector, a significant increase in the use of private labels was seen in direct response to the entrance of major private label retailer Aldi in 2001 (box 
2.3).
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Aldi pushed surge in private label offerings

	Preparing for the arrival of major private label retailer Aldi into the Australian grocery market, both Woolworths and Coles launched a range of private label goods: 

Woolworths has been quietly rolling out a range of premium private label grocery products in a strategy aimed at countering one of Aldi’s major strengths in its early days of launch in Australia. (p. 14)

Woolworths initiated a range of more than 160 private label products in preparation for Aldi’s arrival. In 2001, Woolworths stated that the products:

… were developed to fill a void in Woolworth’s private label offer as well as in response to the entry of the German discounter Aldi into the Australian market. (p. 14)

Similarly, Coles reintroduced Farmland for its goods and grocery line as well as many other new private label goods in response to Aldi, including imitating Aldi’s style of packaging and range, to compete with the global retailer.

	Source: Coriolis Research (2004).

	

	


The globalisation of Australian retail

While many of the retail innovations discussed above indicate early international influences on Australia’s changing retail landscape, the more significant ‘globalisation’ of Australian retail — and a signal of a more integrated global economy — has been more distinctly seen with the recent rise in retailers moving across geographic borders and the advent of the internet and the digital age. 

Traditionally retail has been regarded as a domestic industry that has been largely shielded from the impacts of globalisation. But technology has changed that; retail has gone global. (Australian National Retailers Association, sub. 91, p. 12)

International retailers on Australian shores

Historically, Australia has not been seen as a particularly attractive environment for overseas retailers to enter, compared to other regions. Indeed for a significant time, retail was not seen as a business model lending itself to capture value from international expansion. The geographic position of Australia and the small size of its market and physical distance from other markets produced a natural barrier. This together with other barriers to entry into the local retail market created an isolated market — in terms of international entrants — for much of the 20th century: 

No international entrant could utilise advantages in purchasing from existing networks of suppliers to outmanoeuvre incumbents because many products were purchased from protected domestic producers.  (Sammartino 2006, p. 9)

Sammartino (2006) states that this led to a highly concentrated retail industry in Australia, particularly in the supermarket and grocery sector. While a number of overseas retailers attempted to establish in the Australian market (for example, American department store Sears Roebuck and Japanese department store Daimaru) and proved financially unviable, Aldi’s entrance in 2001 signalled a significant overseas competitor in the Australian market:

Unencumbered by share market scrutiny, this privately-held entity appeared to have the deep pockets necessary to take on the big duopolists. (Sammartino 2006, p. 10)

However, international speciality retailers have had a growing presence in the Australian market.  Of the top global retailers operating in Australia in 2009, the majority are in specialty areas, such as clothing, luxury and sporting goods, books and music (table 
2.1). 

In recent years, many high-profile global retailers have entered, or are planning to enter, the Australian market — such as Costco and Gap from America, fashion retailers Zara from Spain (box 
2.4) and Uniqlo from Japan. The attraction of Australia as a retail investment location has been bolstered somewhat given our relatively robust economic performance during the global economic downturn (CBRE 2011a; Stafford 2010). CB Richard Ellis, in its survey of more than 300 global retailers in 73 countries, attributed new interest from North American retailers to attractive investment sites of new and modern shopping areas such as Myer Emporium in Melbourne and Westfield in Sydney. In addition:

… the transparency of the Australian market, population growth prospects and relatively strong economic fundamentals had been among the draw cards for US retailers. (CBRE 2011a, p. 2)

Table 2.
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Large retailers currently operating in Australia by global ranking

The top 250 retail firms in 2009

	
Firm (and Australian brand name(s) if different)
	Global
 rank
	No. of countries operating
	Country
 of origin
	Format a
	No. of Australian stores (approx.)
	Date of 
entry

	Aldi Einkauf GmbH & Co. oHG (Aldi)
	8
	18
	Germany
	F
	200
	2001

	Costco
	9
	9
	U.S.
	F
	3
	2009

	Seven & i Holdings (7-Eleven)
	16
	18
	Japan
	F
	400
	1977

	Woolworths (Woolworths, Big W, Tandy, Dick Smith Electronics, Dan Murphy)
	20
	2
	Australia
	F,G,S
	1700
	1924

	Wesfarmers (Coles, Bi-Lo, Target, Kmart, Officeworks, Harris Technology, Bunnings)
	23
	2
	Australia
	F,G,S
	1900
	1914

	IKEA
	30
	38
	Sweden
	S
	5
	1975

	PPR (Gucci, Yves Saint Laurent, Puma etc.)
	44
	84
	France
	S
	na
	na

	Inditex (Zara)
	50
	74
	Spain
	S
	2
	2011

	The Gap
	59
	25
	U.S.
	S
	2
	2010

	LVMH Moët Hennessy-Louis Vuitton
	61
	79
	France
	S
	300
	2003

	Toys R Us
	63
	35
	U.S.
	S
	40
	1993

	Limited Brands (Victoria’s Secret, La Senza)
	102
	45
	U.S.
	S
	6
	na

	Apple
	133
	9
	U.S.
	S
	10
	2008

	Foot Locker
	162
	28
	U.S.
	S
	82
	1989

	Luxottica (OPSM, Sunglass Hut, Laubman & Pank, Budget Eyewear, Watch Station)
	179
	25
	Italy
	S
	300
	2003

	Blockbuster
	191
	19
	U.S.
	S
	404
	1991

	HMV
	231
	7
	U.K.
	S
	31
	1989

	Coach
	238
	6
	U.S.
	S
	7
	na

	Metcash (IGA, Jewel, Campbells Cash & Carry)
	245
	5
	South Africa
	F
	na
	1988


a(F = food, G = general, S = specialist retailing. na Not available.

Sources: Deloitte (2011); Sammartino (2006); various retailer websites.
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Zara enters the Australian market 

	The arrival of Zara in April 2011 saw many Australian shoppers visiting the Spanish fashion retailer:

Customers repeatedly cleared the shelves of Zara when it opened on Wednesday, with many queuing outside for hours to get in. Within three minutes of the fast-fashion icon opening at 9am, 80 per cent of the stock had been sold. (Lewington and Speranza 2011, p. 1)

Many commentators heralded Zara’s entrance as a spark for competition among local fashion brand retailers such as Sportsgirl, Witchery and Country Road. Aside from price point competition, Zara’s supply chain efficiency and quick stock inventory turns are considered world-class. 

Through its vertically integrated brand, Zara controls more stages of the production and distribution process for a seamless delivery of its goods, with orders for new products made regularly and able to arrive in Australia within three weeks. (Vertical integration of brands is also utilised by retailers such as Kathmandu, Tiffany & Co. and Apple). The chief executive of Witchery stated that:

Zara is a fast-fashion label — they will go for volume and price … without a doubt, Zara will take market share from other local brands. (Ooi 2011, p. 1)

The founder of fashion retailer Cue acknowledged the high profile of the new competitor:

Zara is the best fashion company in the world and will keep the locals on their toes. We are not worried about competition … we have been in business for 44 years and have a strong following. (LaFrenz 2011, p. 18)

When international retailers enter the Australian market, particularly when they offer superior business models, this not only provides Australian consumers with a greater variety of products, but it also compels Australian retailers to adapt and improve their operations: 

… increased competition [by international retailers] is welcomed by existing local retailers but requires them to respond to the added competitive pressures by ensuring they are meeting their customers’ needs in terms of both price and service. (Australian National Retailers Association, sub. 91, p. 12)

Indeed, enhanced competition from physical or virtual retailers helps ensure that the local industry remains flexible, efficient and relevant to consumers.  

	Source: LaFrenz, Mitchell and Cleary (2011).

	

	


However, Australia remains a small player in the global retail scene, and is ranked 31st out of the 73 countries in terms of major international retailer presence. The lack of attractive investment locations and high occupancy costs by global standards have been considered contributors to this:

Despite the recent focus of international retailers on the Pacific Region, there appears to be a long way to go before Australia can be considered a major player in the expansion of global retail brands. (CBRE 2011a, p. 1)
Australian retailers venturing abroad

Reflecting the geographically isolated marketplace and associated inward looking business strategy of the retail industry in general, few Australian retailers have looked beyond the local market to expand their operations. The majority of large Australian retailers that have an international strategy tend to be focused on the closer New Zealand and Asian markets — rather than those in Europe or the United States (with the exception of Harvey Norman, which has also expanded into the European market). Wesfarmers and Woolworths, for example, were ranked in the top 250 retailers in the world in terms of sales revenue in 2010, but only have retail operations in Australia and New Zealand (The Australian 2011).

Reluctance to venture and expand operations abroad, however, is not exclusive to Australian retailers. In fact, while the vast majority of large retailers around the world have operations in countries and regions beyond their domicile, expansion is not always extensive. Of the top 250 global retailers in 2009, for example, only 117 of them had store presence in more than two countries (Deloitte 2011; Nordas, Gelosi Grosso and Pinali 2008).

Although there has been plenty of globalization, the industry remains far more parochial than others such as consumer products, hospitality, telecommunications, and entertainment … It is the industry that maintains the closest and more personal relationship with consumers … and establishing a successful personal relationship is far more challenging in an alien culture. (Deloitte 2011, p. 9).

There are several potential difficulties in international retail expansion, and many factors which retailers need to consider before pursuing a transnational strategy (Wrigley and Lowe 2010). These include:

· institutional, cultural and organisational barriers: in order to be competitive in a new market, retailers have to be able to adapt to local consumer preferences, business practices, supply networks and other dimensions of ‘territorial embeddedness’

· regulatory barriers: retailers need to comply with a local country’s laws which relate to retailing, such as zoning and planning, retail tenancy and opening hours.
Online retailing

The internet has been a revolutionary technological innovation for many people and for many facets of everyday life. Indeed the widespread use of the internet has given rise to the most recent and remarked upon addition to the retail landscape — online shopping.

The nature of retail for both consumers and retailers has changed because of the internet and the associated developments in digital technology (Council of Small Business, sub. 74; Photo Marketing Association, sub. 40). The functions of retailers and the value they offer to consumers have shifted, with the nature of selling changing and enhanced pressures to innovate to meet new consumer preferences and expectations. 

Impact on consumers

The internet provides consumers with more control over their shopping experience. Search costs for goods are reduced as the internet enables consumers to undertake a greater range of price and quality comparisons with minimal effort, in contrast to physically visiting multiple retailers. 

Many consumers use the internet as a research tool but still make the purchase in person. This is possible through manufacturer and retailer websites, as well as the proliferation of websites providing online reviews and customer discussion forums. This in turn enables consumers to access greater price comparison information from which to make more informed buying decisions (Access Economics 2010). For example, the Nielsen’s 2010-2011 Australian Online Consumer Report found that almost three quarters (73 per cent) of the 5000 Australians sampled read other consumers’ opinions about products and brands via social media, close to half (43 per cent) discussed or commented on brands, products or services online and one third (33 per cent) posted online reviews (Nielsen 2011a). 

Online shopping provides greater flexibility and convenience for consumers as to when and where they can shop, as they are not constrained by trading hours or geography. And, perhaps the greatest impact on consumers has been the significantly wider range of goods available to Australian consumers because of the expanded global marketplace and the cheaper prices for a range of goods given enhanced retail competition.

Alongside the attractiveness of online shopping, the rise of more technologically savvy consumers has also led to new and innovative ways of shopping. These include: 

· group shopping — where online shoppers show their interest for a particular deal on a website, and if a minimum number of other shoppers do so as well, the cost-saving deal goes ahead. Examples of these buying group websites include: cudo.com.au, scoopon.com.au, and jumponit.com
· mobile commerce or ‘m-commerce’ — where mobile devices are increasingly becoming part of the shopping experience for many consumers (chapter 4). The rise in Smartphone technology use has made m-commerce increasingly popular:

With the rapid adoption of web enabled mobile devices fuelling consumer demand, Smartphones now account for 63 per cent of the total handset market and 68 per cent of Australians plan to use mobile devices for transactions and payments in the near future. (Dods 2011, p. 1)

Impact on retailers — changing functions

Australian retailers not only have to compete in the local market, but increasingly with retailers from around Australia and the world. The embrace of the digital era has produced a new breed of retailers in the market — ‘pure play’ online retailers. Indeed, a physical shopfront is no longer necessary to engage with consumers. Whether online retailers are headquartered abroad (such as perfume, skincare and makeup retailer StrawberryNet and fashion retailer Asos) or in Australia (online department store Deals Direct and online bookstore Fishpond, for example), these retailers have significantly less overhead costs and are appealing to some consumers from both a price and convenience standpoint.

While some sectors of retail will face more competitive pressures from online retailers than others, the popularity of online shopping and the use of the internet in the shopping experience has certainly changed the nature of retailing, most likely in a lasting way, as traditional retailer functions evolve. 

Where, traditionally, retailers would act as the convenient conduit between global suppliers or manufacturers and consumers, these channels are becoming more diverse as consumers can choose other avenues to purchase goods (sometimes direct from the manufacturer and through disintermediation) (Johnston et al. 2000). Where, traditionally, retailers would provide a market discovery mechanism for consumers, the internet now provides an abundance of product guides and a level of transparency that can quickly inform a consumer. 

Dods (2011) quotes the Australian Retailers Association as being cognisant of the altering effect the advent of internet shopping will have on the nature of retailing: 

The retail industry is evolving and retailers must move with it to both remain competitive and meet shifting consumer demands. Put simply, retailers must have a presence wherever their customers are – be they in store, online or on their mobile phones. (p. 1)

Adapting to the growing consumer preference for online shopping, new models of bricks and mortar retailing have gradually emerged in Australian retail. However, the acceptance and embrace of online shopping and the internet as a business strategy — much like some other technological advances in Australian retail history — has been purported to be relatively slow for Australian bricks and mortar stores and behind their United States and United Kingdom counterparts (Bullas 2009; Hitchen 2007). Kelvin Morton compared the sophisticated online developments of retailers in the United States relative to Australia: 

In Australia, many of the major retailers have a highly immature online sales capability, if they even have one at all … When I recently did some consulting work for a major Australian retailer, I found their systems and processes and general mindset to be approx. 5 years behind the work I was doing in the US – 5 years ago … Worse still, is that they seem to have no strategically significant plan to try and close the gap. (sub. DR131, p. 3)
On the other hand, the Australian National Retailers Association argue that it has been Australian consumers who have been slow to take up online shopping, quoting David Jones’ foray into online selling in 2000 (and subsequent withdrawal in 2003) as an example:

Indeed, many early providers of online shopping websites in Australia found this was not what consumers wanted and it failed to deliver the expected returns. (sub. 91, p. 13)

Nonetheless, Australian bricks and mortar retailers have increasingly embraced online selling in recent years in line with rising positive consumer attitudes — though not necessarily as a means of achieving growth and increased profits, but as a defensive tactic to maintain market share. As such, there have been moves by traditional retailers into multi-channel operations — having an online presence as well as a bricks and mortar shopfront (also known as ‘clicks and mortar’ retailers) — examples include JB Hi-Fi, Officeworks and BigW. Harvey Norman, hardly seen as a first-mover in this area, has also recently launched an online retail store (providing product information and prices, but with no transaction capacity at this stage). Booth (2011) quoted Gerry Harvey: 

By this time next year you’ll see Harvey Norman with a pretty sizeable internet presence. My heart’s beating very strongly on whether we make any money from it … I haven’t got any choice. (p. 1)

Models in which consumers are able to make a purchase on the retailer’s online website, and then retrieve the goods from the bricks and mortar store (also known as ‘click and pick’ retailers) or delivered to consumers’ homes are also emerging. Coles has been trialling an ‘online order and pick-up’ scheme as a convenient and more efficient shopping trip for consumers since May 2011 and Woolworths is expected to rollout their similar service in August 2011 (Kale 2011; Stafford 2011). Indeed, a few pure play online grocery retailers operate as a time saver and convenient way of shopping for consumers in Australia (for example, Groceries 4 U and Only Australian Groceries) and internationally (such as major British online grocery retailer Ocado and Amazon UK). Another development that some bricks and mortar retailers face, because of online shopping, has been the separation of selling a good and providing service for a good (box 
2.5). Trends and issues relating to online retailing are discussed in more detail in chapter 4. 
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The separation of purchasing a ‘good’ and purchasing the ‘service’

	The increased transparency and information portal the internet provides for consumers has meant that, for some goods, traditional retailer services can be replaced by consumers themselves — giving retailers a new role focused on service provision. 

For example, as consumers purchase items from online retailers (whether they be from overseas or within Australia), they may opt to repair, assemble or service their good at a bricks and mortar store. Several submissions indicated this tendency, particularly in the area of bicycle retailing. Yarra Valley Cycles in Melbourne stated:

… we have not only accepted their decision to buy online, we have tried our best not to alienate those that still wish to visit our store by offering servicing and fitting of these parts (at least this way we are able to make some money on the labour portion of the purchase). (sub. 32, p. 1)

Blackman Bicycles in Sydney:

Approximately 10% of the people we serve each day are people coming into our establishment and wanting my staff to educate them on a product that they wish to purchase. That is, they want us to educate them to a level where they feel confident enough to go and buy the product on the internet. (sub. 52, p. 1)

Similarly, ForTheRiders bike shop in Brisbane described how often poorly assembled bicycle parts propelled online purchasers to return to their retail stores, after initially gathering information about models from their sales staff:

The potential customer is then armed with the type of personalised knowledge that is not readily available on the internet, and can comfortably purchase from one of our overseas online competitors … It is only when the item breaks, or is incorrectly installed, that we see the same customer … back for a repair or assistance. (sub. 55, p. 6)

Consumers are increasingly able to ‘free ride’ on store services — with no obligation to purchase — by browsing in store but then making the purchase online. According to a Daily Telegraph survey of 1000 people, 61 per cent revealed that they had tried a product in store but chose to purchase it afterwards online (presumably at a cheaper price). In response, to try to cover the cost of staff time spent with consumers, some bricks and mortar retailers have begun to charge consumers for their services by having ‘fitting fees’ for their goods (ski boots, for example), which is then deducted from the price of the good if the consumer makes the in-store purchase. 

	Sources: Bita (2011); Jacob (2011).

	

	


Conclusion

Advancements in technology and other retail innovations, mostly overseas changes adapted to local conditions, have led to the nature of Australian retail changing dramatically over the past century or so. The latest chapter of this story of evolution is the rise of online shopping. This change is qualitatively different from past experiences because of its substantial impact on opening up the Australian retail market — competitors are not just down the street or in the next suburb, but are now national and international. 

Indeed, segments of Australian retail are no longer protected by the ‘tyranny of distance’. Moreover, the internet has given rise to enhanced transparency for consumers as they can quickly become informed about products and pricing — comparing easily between retailers.  

However, as with other developments in Australia’s retail history, the industry will respond to this significant change and evolve. While retailers and certain sectors of the industry will be challenged by online shopping as domestic and overseas competition increases, many should be able to respond effectively to this new environment and successful new entrants will also emerge. 

The digital era and global retail marketplace have certainly provided some challenges and pressures to adapt and innovate to meet consumer tastes, but they have provided opportunities for the industry as well. As competition is enhanced, it is important that retailers have the flexibility to respond effectively to these changes and shifting consumer preferences for shopping. While there is an onus on retailers themselves to adjust to the changing retail landscape, from a public policy perspective, government can enhance competitiveness by ensuring retailer flexibility through changes to the regulatory environment in which they operate, including planning and zoning, shopping hours and workplace practices. These issues are addressed in later chapters of this report.

�	While the origins of the shopping mall can be linked to periods as early as the 17th century with markets and bazaars, which also saw several shops located in one area, the concept of the ‘modern shopping mall’ refers to the format which was driven by suburban growth and car ownership — predominantly originating in the United States in the early 20th century. 


�	Since the 1990s, there has been something of a renaissance in high street shopping in inner city areas, driven by gentrification (renovation and remodelling of existing dwellings) and redevelopment (large scale urban infill projects on previous industrial sites) in some areas. 


�	Self service is not exclusive to retail. Other industries have also embraced self service technology in their customer operations. Examples include self service petrol stations, automated teller machines (ATMs) for banks and self check-in kiosks for airlines.


�	A number of Australian specialty retailers, however, have expanded abroad and successfully adapted their business model to an international market, including Barbeques Galore, Cash Converters and OPSM (Sammartino 2006).
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