THE DANISH GROCERY MARKET

The Danish grocery
market

The yearly revenue in the Danish grocery marketutsoto 105 billion DKK,
which means that groceries on average represepercent of the Danish house-
hold’s total consumption. Hence, the Danish groeeayket is a big and important
market for the Danish consumers.

The Danish grocery market is characterized by higirket concentration both
amongst retailers and suppliers. In retail, theghiargest grocery chains have a
combined market share of 89 percent. Foreign sugpreh chains have a market
share of 11 percent and they are only presentdrséigment for discount stores.
Among the suppliers there are only one to threeom&jippliers who account for
the majority of the sales in the individual prodeetegories (e.g. dairies, bread,
soft drinks, beer, etc.).

The Danish grocery prices are the highest amongethé countries (Belgium,
Denmark, Finland, France, Germany, Italy and The¢héiands). At the same
time, the productivity in the sector is lower tHarother Nordic countries.

In 2008 and 2009 the Danish Competition Authoribpaducted two downstream
studies regarding the development in consumer prEcel profit margins of the
following product categories: bread, flour, butterd milk. Both studies showed
signs of non-optimal competition within these proigu

The combination of the above mentioned studiedy leigncentration in the gro-
cery market, higher Danish prices and lower pragitgtindicates non-optimal
competition in the grocery market.

Based on these finding the Danish Competition Axityxdnas conducted a study
of the competition among the retailers and the keygpin the Danish grocery
market.

The analysis of the trade and cooperation takiagepbetween suppliers and re-
tailers shows that the high concentration amongrétailers gives the retailers a
significant bargaining power over the suppliersisTimarket power plays a big
part in alleviating adverse effects that could sfesm situations where big sup-
pliers try to limit fair competition in the markéty, for instance, putting restric-
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tions on the retailers ability to do business vather suppliers. There is, thus, no
evidence that large suppliers can use their mantisition to foreclose competing
suppliers from the market. The retailers can furtie use their bargaining
power to obtain favourable terms in form of e.gvdo supplier prices. The high
concentration among the retailers can to a highegegffset behaviour by suppli-
ers that otherwise could hamper the competition.

Retailers have in some areas extensive knowleddgleeaf competitor’'s daily op-
eration. By buying data from The Nielsen Compareyrittailers gets access to in-
formation regarding their competitor’'s prices amdes volume. Although the in-
formation entails a higher degree of transparemtwéen the competing retailers,
there is no sign that it leads to competition lingtbehaviour in the grocery mar-
ket.

Each week the retailers publish more than 600 pafjeds with special offerings
on their products which are distributed to most iBlamouseholds by mail. Print-
ing and distribution alone costs approximately [Bdsi DKK annually. An analy-
sis on selected brands shows that many of the pagsilar brands are almost al-
ways on offer in at least one of the nationwideimhaFor selected brands the
price of the special offer is on average 30 pertmmér than the regular price. The
widespread use of special offers and big price acgolus must be seen as an indi-
cation of the market players actively competingtf@ consumers.

However, the study show that the widespread uspetial offers is not unambi-

guously good for consumers — even though the offemes the active consumer an
opportunity for buying the goods at low prices. Oeason is that the regular
prices are set relatively high to finance the espsrincurred by the retailers and
the suppliers when giving special offers, and adsmake the price reductions on
the offers seems bigger. A study has shown thahéve and more strict rules in

the Marketing Practices Act, which came into foifee ' of March 2010, has led

to a reduction of the regular prices on some oftlest popular brands.

A consequence of the comprehensive use of speff@kads that prices on many
of the most popular goods (on offer) change fronekv® week within the same
store and from chain to chain. This entails higarce costs, because the many
and changing offers makes it time consuming forscomers to identify the best
market prices and to act upon them. Hence, manguwoars ends up paying the
higher regular prices, and consumers who are dgtsearching for the best of-
fers, incurs cost in terms of the time they spantsearching the market for the
best offers.

The current structure with high concentration amanigw large grocery chains
may be seen as a result of many years of competitibere the chains have been
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able to exploit the economies of scale that arsguein the grocery market, and
thereby has eliminated many smaller and less efficstores and chains.

Even though there has been a move towards largermarkets in Denmark, the
move hasn’t been as fast as in many other compacahintries. This is to a large
part due to barriers created by the laws that etguhe Danish grocery market,
which leads to a lower pressure on competition. [k of competitive pressure
results in a lower productivity and productivityogrth in the grocery market.

The Planning Act, which regulates the size andtionaof shops and the Danish

Act on shop opening hours, which regulates retpédning hours have helped to

create a structure with many smaller supermarladtgive to comparable coun-

tries. Such a structure leads to a lower produgtivecause smaller supermarkets
ceteris paribus are less productive than larges doe to economies of scale. Fur-
thermore, the law on hours of closing has hind#énedarger stores to exploit their

full capacity because their opening hours have brestricted to predetermined

time slots.

A phase-out of the Danish Act on shop opening hawas adopted in 2010, and in
2012 only opening hours on holidays will be regedbby the Act. This liberaliza-
tion increases competition for consumers on Sundawgks are likely to enhance
productivity growth in the sector.

An amendment to the Planning Act, which permitalgisthment of several large

stores in Denmark, can improve productivity becamsmy of the smaller and

medium sized supermarkets will be replaced by tleeenproductive hypermar-

kets. A tender where the permits to construct hyjaekets are grouped into larger
pools will also make it more attractive for foreignpermarket chains to enter the
Danish market. This could increase market competiéind foster further produc-

tivity gains.

Main conclusions:

High concentration among both food retailers and suppliers: The three largest
grocery chains account for 89 per cent of totasal groceries. Foreign chains ac-
count for 11 per cent of the market and is onlyeepnted in the discount segment.
There are typically one to three major suppliersabcount for the majority of the
sales in each product category.

High food prices, low productivity: The prices for Danish groceries are 10 percent
higher than in comparable countries when adjusiethies but not for income ine-
qualities nor for differences in the extent of spkofferings. However, it is esti-



DANISH COMPETITION AND CONSUMER AUTHORITY




THE DANISH GROCERY MARKET




