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REPORT

A revised framework for managing retail developmentn Jersey
1. Introduction

This paper outlines the position of the Minister Economic Development in respect
of the development of the retail sector in Jersdye Minister has considered the
views of Islanders and businesses and has soudhtageconomic advice. Appended
to this paper is a detailed economic analysis ftbm States Economic Advisor
particularly focussing on the issue of concentratio the food retail sector. The
economic advice draws on a range of research odeteey retail sector and work
carried out by other jurisdictions. The policy Ifde informed by work conducted by

the Economic Development Department (“EDD”) and 8tatistics Unit, as well as

meetings with the relevant government departmemnts the government policy

framework.

2. Policy
2.1 Policy Summary

The retail sector (including wholesale) is the émtgpart of the private sector outside
finance in the Jersey economy in terms of GVA anghleyment. For an economy
aiming to maximise productivity and economic growtigorous competition is a vital
ingredient for success. Greater competition in rigtil sector has the potential to
lower prices and costs through increased efficienaywer inflation is generally
conducive to economic growth and is also good Fa&r Island’s export industries
including finance, tourism and agriculture. Comipati in markets is about ensuring
that the economy’s resources are put to theirimst- something that is critical for all
economies but even more so for an Island econontly livhited resources at its
disposal.

The States should not intervene to prevent changbd retail market, and should
avoid restricting entry by new firms into the rétséctor, whether they come from
outside or within the Island, for the following sems —

. Market structure, particularly in food retail, i®tnconducive to maximising
productivity in the Island.

. There are serious concerns about the effects afecdration when there are
only 2 players in a market.

. Consumers have clearly indicated that they wantenwmmpetition, lower
prices and more choice.

. Many retailers are not against additional compmtitf it is on a level playing-
field.
. Competition is a catalyst for change and moderioisat
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. Research has indicated that the effects of incdeasenpetition on local
businesses are generally not as severe as hafcheed in the past.

As part of the Island Plan revision process, carsiion has been given to the
guidelines on retail development to try to enshied they do not unnecessarily impede
market forces and the required development ofdtaélrsector (see section 6).

The most desirable outcome, in terms of increasaapetition and associated benefit
to consumers, as well as the most desirable imihds of the public of Jersey, would
be the entry of an additional large food retail petitor into the local retail market.

Unlike the previous retail policies, neither thiscdment nor the associated economic
advice attempt to determine the exact appropréatel lof retail space in the Island.

2.2 Previous Policies
The original Retail Framework sought to —
“Limit the scope for additional net floor space ttee broad levels set out below

and assess the impact of this new space beforeviatjosignificant further entry
(unless the market structure changes):

. 40-50,000 sq ft for convenience (supermarkets aod §tores)

. 40-50,000sq ft for bulky comparison (DIY, eledltic
furniture/carpets)

. 15-25,000 for clothing/footwear

. 20-30,000 for other non bulky comparison (booksystosports.
leisure)”.

This established the EDD’s position on the mattat,was wrongly identified in some
cases as a target figure rather than a maximuminigao confusion about the Retail
Framework’s ultimate objective.

Additionally, the Minister now considers that theseno need to establish desired or
maximum levels of retail space, as this is ultiryate matter for the market. If the

appropriate conditions for effective competitiom astablished, then the market will
resolve any issues of over-concentration.

Accordingly, this document seeks to identify sudnditions rather than recommend
or limit any specific increases in floor space.
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3. The Retail Sector
3.1 General composition

The wholesale and retail sector provides £259 onilto the Island’s GVA per year
the second largest private sector contribution td&&GVA (with financial services
providing the largest). This contribution in equem to nearly 7% of the economy
overall. It employs over 7,300 full-time employeegproximately 15% of those
empk%yed in the Island, meaning that it is alsoléngest employer outside the finance
sectof.

The average employee in this sector earns £43@vpek, and contributes £32,000
annually to the Island’s GVA These are low in relative terms, both being the 3
lowest of the Island’s 10 measured sectors. Onligcalgure and the hospitality
industry generate lower returns.

Despite representing only 7% of the economy, theledale and retail sector employs
1,200 non-local staff, making it the third largestployer of non-locals.

It is therefore a large, but relatively low valeztor.

The figures above refer to the direct contributiohshe sector and do not include the
supply/service linkages to the rest of the econchlye sector is clearly an important
component of the Jersey economy, and if the Islsntb achieve its economic

objectives, then the wholesale and retail sectatunction efficiently.

3.2 Market Concentration

The grocery retail sector in Jersey is largely cosegl of 2 supermarket chains
(Sandpiper which owns and operates 3 ‘Checkersérsngrkets and the ‘Marks &
Spencer’ food franchise; and the Channel Islandsof&ative which owns and
operates 2 ‘Co-op Grande Marchés’) and numerousserience stores (either
independent or belonging to Sandpiper, Co-op, erdpar’ chain). In addition, there
are a number of specialist retailers operatingafubt. Helier's Central Market, and
farm-shops in out-of-town locatiofs.

Concerns have been expressed by the Jersey CampdRegulatory Authority
(JCRA) and the States Economic Advisor about tivellef ‘concentration’ in the
local retail market (see section 5). Concentratboours when there are only a small
number of suppliers in a market — in this caseyffeamarket operators and one major
facia group, Spatr, (plus independents) for Jerssyfwenience retail sector.

! Statistics Unit(December 2008)lersey Economic Diges$tates of Jersep,32 (provisional
figure).

2 |bid. p34 (FTE, excluding one-person businesses).

® Ibid. p36.

* Ibid. p33 (£ at 2003 value).

® Information from — JCRA, (March 2098 conomic Impact of New Entry in the Retail Secto
by a Large Supermarket Competjt@tates of Jersey.
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As detailed in the work of the States Economic Adwj the local market is
concentrated as, despite the presence of smallerstathere are only 2 multiple
operators and this can lead to reduced consumeicectend higher prices to
consumers.

4. Public opinion

The Economic Development Department has gatherecbresiderable body of
evidence in respect of the public’s opinion on thioduction of additional retail
space in the Island. In particular, work has besmied out to assess the desire for an
additional supermarket retailer.

At the request of the Economic Development Depantmthe Statistics Unit has
independently conducted a sur¥ehich has indicated that —

. 84% of Islanders are in favour of having a thirgesunarket.

. 61% feel that the current range of supermarketaipes is poor or very poor,
only 15% consider it good or very good.

. Only a third are concerned (and half are not corexdr about the impact on
small shops.
. Only 15% are concerned (against 71% not concerabdyt the impact on

supermarkets they currently use.

. Of those in favour of a third supermarket, threartgrs would like a general
British operator.

The Statistics Unit considers that the distributddérthe survey and the extremely high
response rate ensures that the conclusions ‘rgbusptiresent the views of Island
residents”

It is clear from this response that the public ars@¢y have a specific favoured
outcome — the introduction of an additional larged retail competitor into the
Island’s retail market, with a preference for a bjerator.

5. The Jersey Competition Regulatory Authority (JCRA)
5.1 JCRA Study — the price of food in Jersey

Prior to the publication of the previous Retail fework in 2006, the (then)
Economic Development Committee requested the assistof the JCRAIA seeking
to ascertain the reasons why prices of certain fponducts in Jersey appear to be
significantly higher than prices for equivalent prts in the UK® The JCRA
reported in October 2005, and their primary coriochswere —

® Statistics UnitDecember 2008)A Third Supermarket operator in JerseyBurvey Report,
States of Jersey.

" The survey was distributed to 2,000 householdaratom, with a response rate of 60%.

8 Economic Development Committee, 23rd November 28@4B1, reproduced in JCRA,
2005 Comparison of Food Prices in Jersey and the Whikengdom
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The majority of food products surveyed are mexgensive in Jersey than in
the UK, with some products being significantly leigpriced. Historic below-
cost pricing for some products in the UK, howeveomplicates price
comparisons.

The price differential for food between Jerseyd gahe UK probably is
attributable to several factors.

One contributing factor is the higher cost ofindp business in Jersey
compared to the UK. The cost of labour appearsiggmtly more expensive
in Jersey, as much as 40% higher than in the UKeOincreased costs such
as transport, are also likely to be factors. Théedf of increased costs on
retail prices multiply across the food supply chdmthe extent that activities
are carried on in Jersey.

A second contributing factor consists of inefficy and lack of scale
economies in Jersey that appear to exist in sevexals of the food supply
chain. Farming is expensive in Jersey comparedhto WK. Jersey’s food
producers and retailers are very small scale andbably do not achieve
economies of scale comparable to UK equivalents.

Another likely contributing factor is the higharket concentration levels in
Jersey compared to the UK in markets for food pectida, distribution and

retail sale. High levels of market concentratioas cesult in less competition
and higher prices, based on actions by competitbes may or may not
violate competition law.

Differences in consumer purchasing habits mast éx Jersey compared to
the UK, and if so, they also could contribute teerdifferentials.

The JCRA report contains a comprehensive discussfothe factors that could
contribute to the comparatively high cost of foodJersey. It supports Conclusion 5
by noting that Jersey has ‘high levels of concéianain milk-processing, shipping
and food retail

The JCRA go on to state that thgK’'s Competition Commission concluded that
consumer choice in food retailing is adequatelyegafirded when three or more
supermarkets compete in a particular localify’Also that the Australian Competition
and Consumer Commission has stated even more btithiag a ‘reduction from three
large firms to two makes the emergence of cooperdiehaviour almost inevitable
even if the firms do not consciously seek to caupér!

® JCRA, 2005 Comparison of Food Prices in Jersey and the Whikengdom p.14.

19 UK Competition Commission, 20p8upermarkets; A report on the supply of grocefries
multiple stores in the United Kingdem.26 reproduced in JCRA, 2005omparison of Food
Prices in Jersey and the United Kingdgml4.

1 Australian Competition Commission, May 19%plication for Authorisation: Wattyl/
Courtaulds/Taubmans/Pinchin Johns@n65, reproduced in JCRA, 2Q@Bomparison of
Food Prices in Jersey and the United Kingdqmi5.

R.33/2010



5.2 JCRA Study — the effects of an additional ipldtentrant —

Following the publication of the original Retail &mework, and the subsequent
production by the Economic Affairs Scrutiny Panéltlte ‘Retail Strategy (Interim)
Review (S.R.9/2007) in April 2007, the Minister agaought advice from the JCRA,
on “the economic impact of new entry into the retadt@eby a large supermarket
competitor in terms of the impact on consumer welfproductive efficiency and the
Jersey economy overaff?

The JCRA, in its summary of the full report, coruds that —

‘After considering the evidence and taking into @ed comments made in
submissions, the JCRA, on balance, advises thestdinihat the economic
impact of new entry into the retail sector by aglarsupermarket competitor
would be economically beneficial in terms of inGieg-

* consumer welfare;
» the productive efficiency of existing retailersdan
« the Jersey economy overdff.’

In its analysis of responses received from intedepiarties, the JCRA noted that some
responses go “beyond the economic and commerciapeetive® and deal with
perceived negative social effects. The JCRA respord

“However, the JCRA does note that, should it cathelun this inquiry that the
entry of a third supermarket is economically beriafi[as later it did] then
rejecting entry on the basis of a hypothetical autbjective adverse social
impact will come at a cost to consumer welfare tiredeconomy generally™

The Minister for Economic Development fully acceptee JCRA'’s advice at the time
of publication. No evidence in the intervening pdrhas emerged to alter the position
in respect of this advice.

The potential social effects of the entry of a niewge food retail competitor are
addressed in the advice of the States Economicsadysee Appendix, sections 11,
12, 75-84).

5.3 JCRA Role
Ultimately, Jersey is not significantly under-supglwith retail floor space, but the
current economic advice indicates that this flopace is concentrated amongst too

few large competitors.

Accordingly, the Minister will continue to work vitthe JCRA to resolve the current
issues of excessive market concentration in thd fetail sector.

12 Minister for Economic Development, 29th August 20Request to the JCRA under
Article 6(4) of the Competition Regulatory Authprifersey) Law 200fbr advice on the
economic impact of new entry in the retail se¢Mmisterial Decision — MD-E-2007-0167).

13 JCRA, (March 2008)Economic Impact of New Entry in the Retail Sectoalarge
Supermarket Competitop.27, States of Jersey.

bid. p.10.

2 Ipid.
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6. Island Plan

While the weight of evidence points to a new lafged retail competitor delivering
significant economic benefits, Jersey’s particuthiaracteristics could inhibit the
development is such an operator. The most significhallenge in addressing the
market structure is the lack of suitable sites fbe development of modern
supermarkets, a land-use issue which is ultimatehgrolled by the Island Plan.

During the development of the Island Plan 2010, Bmonomic Development
Department engaged with the Planning and Environepartment (“PED”) to try
to establish a method by which a suitable siteafarew large food retail operator
could be selected. PED agreed to incorporate heodvised Island Plan a ‘sequential
test’, to establish the most suitable site for t@nstruction of any potential
supermarket development by identifying suitablertamentre locations, and, if no such
sites exist, to identify sites in other locations.

It would be desirable from EDD’s perspective if thiages of the sequential test
included the options of ‘within town but outsideettown centre’, ‘outside town but
within the Built-Up Area’, edge of Built-Up Area’ pbtentially encompassing
brownfield sites) and finally, if no other suitabdtcation can be found, ‘outside the
Built-Up Area’. It is understood that, at the latstages of the sequential test, there
will be a higher burden of proof required relatedhe benefit of the development to
the Island versus the cost of increased developneerasome mechanism such as a
public planning inquiry in relation to this.

EDD has expressed its concerns about the feagibflitesolving market concentration
issues while operating within an Island Plan whigtbased on an explicitly stated
understanding that the Island does not requiretiaddi food retail development. The
States Economic Advisor has also noted that PEERfeped measurement method of
floor space planning is not able to deal with isssech as market structure or levels
of competition (this position is explored in theggmdix, sections 54—-60).

The EDD hopes to continue discussions with the REDrder to find a mutually
satisfactory method of removing barriers to entryhie local food retail market.

7. Other considerations

Notwithstanding the benefits to consumers of paémtownward pressure on food
prices, with the associated possible benefits ohewmic growth and retail efficiency,
concerns have been raised during discussions ®figbile with the public and other
stakeholders.

7.1 Effect on local businesses

An oft-cited danger of introducing an additionapetmarket operator is a potentially
detrimental effect on local businesses. This isroliccompanied by concerns that the
entrant will seek to obtain market dominance bynilating competition through
under-pricing, before maximising profits as a malgp

The States Economic Advisor has analysed the patémipact on local shops, using
the most recent data from the UK and other jurisalis, and his results are detailed in
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the Appendix, sections 30—41. He has also addrassedoncern that Jersey is too
small to accommodate a third supermarket operatih, reference to supermarket
operating densities elsewhere (Appendix, secti@5ad).

7.2 Effect on the local environment

In the event of a new competitor constructing gdaiood retail development in the
Island, the Minister hopes to minimise any envirental consequences by working
with the PED to ensure that any site selected lkyntew operator is suitable (See
section 6, above).

8. Wider policy framework
8.1 States Strategic Plan — Economic objectives

The economic objectives of Jersey are detaileath the Economic Growth Plan and
the States Strategic Plan.

In April 2005, the States approved the Economicwdind?lan (EGP), which examined
how best to use Jersey’s assets to ensure futoseqmity.

The EGP is quite clear in terms of competition ok

“Ensuring there is vigorous competition betweermfir is also critical to

maximising productivity and economic growth. Coritipet encourages firms
to innovate by improving efficiency and reducingckl puts downward
pressure on costs and improves the organisatigpraduction. The end result
is a better deal for consumer$>”

It also specifically addresses the issue of locatgetionism —

“The threat of potential competition from abroadalso an important factor,
because this too can encourage incumbent firmmfwave efficiency and to
innovate ...The challenge is to identify where thare barriers to open
competition and where there is no reason for theegament to allow them to
remain they should be removet.”

The States Strategic Plan (2009-2014) also encesirag increase in the efficiency of
the Island’s economy and the limitation of possillest-inflation. The relevant
policies are —

Support the Island community through the economigrdurn (Why we must
do this) —

We need to protect the most vulnerable from thestnorpacts of the
downturn.

This policy will meet this requirement by encouragicompetition that will maintain
downward pressure on prices, which will assist viinerable (in this case low-

16 Economic Development Committee, (1st March 20B8nomic Growth Plan, (P.98/2005)
p.52.
7 bid. p.55.
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10

income families) to maintain their quality of lifarough access to greater consumer
choice.

Support the Island community through the economwendurn (What we must
do) —

Identify policy options to stimulate the economy aonsider — what
we can do to support the people most affees).

Increased competition in the retail sector may htheedual effects of benefiting low-
income families, as detailed above, and improvimg ¢ondition of the economy by
removing resources from a low-return (low GVA) seaf the economy and making
them available to higher value sectors. The seagnefiect of lowering consumer
prices would be to leave more money in Islandeogkpts, which would allow more
discretionary spend, benefiting the economy.

Support the Island community through the economwendurn (What we must
do) —

Identify policy options to stimulate the economyd azonsider -
making the States more responsive in areas suéhaaming and the
Regulations of Undertakings and Development [a®).

The above strategic aim is mirrored in this poliagich intends to maximise benefit
to the Island by ensuring that effective compatit@an operate to ensure economic
efficiency and lower consumer prices.

In addition to the specific aims, the States Sgiiat®lan also contains ‘key indicators’,
which are a measure of success. This policy seekssgist in meeting two of the
criteria —

[To meet the]full range of economic indicators set out undeiopty 2
[which includes keeping the local Retail Price xds low as possible] (p.7)

[To] work to maintain low inflation in the Islar(@.9).
9. Conclusion

The policy of the Economic Development Departmexg been to ensure that there is
sufficient effective competition to maintain dowmagpressure on prices. Not only

will competition potentially increase economic gthvin the Island, but it could also

drive increases in efficiency. Competition alsovesra social function, as it permits
low-income families to have access to everyday gaidhe lowest possible price.

This policy has traditionally been tempered by aimeto ensure any possible
detrimental effects on local businesses are mimichisnd accordingly the States
Economic Advisor has carried out an analysis ok¢heffects, based on the latest
available data.

The Minister believes that an additional large fosidre operator should not be
prevented, and that any application should be ddean a level playing-field with
other existing operators in terms of RegulatiotJoflertakings and planning policy.
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An effective sequential test would be necessadetermine the most suitable location
for such development.

9.1 EDD policy aims

The key policy aims are —

" There should be no barrier in the Island Plan te twonsideration of
applications by new large food store operators. Mimister supports a
‘sequential test’ to protect Island Planning ohbjexst and to consider whether
there is an appropriate site for any potentialaatr

" In order to avoid establishing an ‘uneven playiraef, all applications for
retail developments should be treated in a simibanner, and no special
concessions should be granted to arriving operators

In every case, an application should be treatedit®onmerits, balancing social
environmental and economic issues.

In addition to the aims as above, EDD will also —

" Investigate with the JCRA what powers it would reguto address
competition and issues of market structure in #tailrsector.

Minister for Economic Development, March 2010.
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ECONOMIC ADVICE FOR UPDATING THE RETAIL FRAMEWORK

Summary

1. This paper provides further economic advice dipdating the Economic
Development Department's Retail Framework first |ghied in June 2006
and in particular with reference to the potentrabact of entry of a third
supermarket operator. It has been updated in resptm a request from
Economic Development to take into account all thew ninformation
contained in the numerous reports that have beéfisped on the subject
both in the Island and elsewhere since the RetaihEwork was published.

2. As the previous Retail Framework highlightede tietail sector (including
wholesale) is one of the largest sectors in theeJeeconomy, employing 15%
of the workforce; equivalent to 8,500 people. Ithsrefore critical that such a
large sector of the economy contributes to the eTon objectives set out in
the States Strategic Plan 2009-14.

3. The supermarket sector in Jersey is highly cainaged, with both players
(Sandpiper and Co-op) having large market shares.evidence is that such
concentrated markets weaken competition and allogragery retailer to
worsen their retail offer and earn higher profitrgias. In Jersey there is
evidence that prices for many food products are2@%-higher than those in
the UK for equivalent products. Entry by a largerah or British operator
would reduce concentration and bring economiegaleshat currently do not
exist in the supermarket sector in Jersey.

4, Entry of a third supermarket would also be camngrto achieving the States’
wider economic objectives. Competition in the sumket sector could
create space for small businesses to grow; ancerlargfailers can bring
economies of scale and new technology that leaghpooved efficiency. The
States’ economic objectives centre on greater ieffaly and improved
productivity across the economy. Given the sizéhefretail sector in Jersey,
these must be the objectives of the retail secmr The analysis in this paper
shows that important ingredients in meeting thdgeabives will be ensuring
that retail markets are competitive, removing leasrito entry and preventing
concentrated markets.

5. A potential downside of entry of another supeketoperator is the impact
on existing retailers and small shops in particuldowever, an objective
assessment of all the evidence from the experiamdbe UK is that the
impact on small shops is not as great as some h@ade out. In fact,
supermarket entry in the UK appears to have hadlemtifiable impact on a
range of small independent stores. In additionJénsey only a third of
Islanders are concerned (and 50% are not concettm&ddmaller shops might
close if Jersey has a third supermarket operdtentty of a new supermarket
entailed the retailer occupying an edge-of-certeest could actually help to
maintain and enhance the town centre and the simgis that exist there.

6. Experience in Jersey and the evidence from élsewis that Jersey is large
enough to support competition between 3 or moresugrket operators.
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7.

10.

11.

14

While entry by a discount operator such as lddlAldi should not be
discouraged, they should not be seen as substituteompetition between
larger supermarkets. The evidence is that suckstand particularly entry of
the first ones, do not provide significant competit for existing

supermarkets.

While retail capacity studies may inform landuslanning, they are not
sufficient for informing wider policy and should thbe given much weight.
They are partial and there is scope for a wide mayfjerror. If entry of new
retailers is constrained simply because such gtustew there is a risk of
trade diversion, this will reinforce the market movof existing retailers and
lead to higher prices than would otherwise havenlilee case.

There is a wide body of opinion that as conssraee less well-organised than
other interest groups, their views should be prhgparanvassed and

instrumental in determining retail policy. Untilaently, it could have been
argued that in Jersey, consumer views were notgbemard. A survey

undertaken independently by the States of JersatistBts Unit at the end of

last year has given a voice to the Jersey conswherh clearly indicates

that —

. 84% of Islanders are in favour of having a thirgesunarket.

. Only a third are concerned (and half are not corexr about the
impact on small shops.

. Only 15% are concerned (71% are not concerned)tabeumpact on
supermarkets they currently use.

. Of those in favour of a third supermarket, threartgrs would like a
general British operator.

The previous Retail Framework suggested flquace guidelines for new
retail space as second-best to greater competiBanh an approach could
place a cap on new floor space which would act &sraer to entry and
restrict competition. The preferred approach shdédto allow entry on a
level playing-field basis, and that entrants takerge amounts of floor space
be subject to an economic impact assessment.

It is important that economic advice is balahegh social and environmental
factors. However, an initial consideration of thbjestives of social and
environmental policy suggests that there is littleprinciple to suggest that
additional competition in the supermarket sectoulovork against these
objectives. In fact, if managed in the right manseich entry could work with
social and environmental policy as well as econguoiicy. It could provide a
good example of demonstrating how economic andrenwiental policy
work together as required by the Strategic Plameé¥lteless, the social and
environmental consequences of a particular progisalld be reviewed on a
case-by-case basis to ensure that the social andemental consequences
are fully understood.
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Recommendation

12.

13.

14.

15.

16.

Entry of a third supermarket operator in Jerségpuld be allowed and
potential barriers to entry removed. This couldnrivaluable benefits in
terms of increased efficiency and productivity, amer choice and lower
prices than would otherwise have been the casemBjerity of Islanders are
not concerned about the impact on existing remilddditional competition in

the supermarket sector would therefore supporkéyeeconomic objectives
in the States Strategic Plan, and is widely suggobly Islanders. Entry of a
new supermarket could be managed in such a wayttbamtributes to social

and environmental objectives. For example, a ngvesuarket entrant taking
an edge-of-town site could reduce the risks of ichga the town centre and
help enhance it.

The policy approach should be to allow comjgetibn a level playing-field
basis, and that the States should not prevent afty third supermarket
provided it is in line with planning policies. AMel playing-field means that
new entrants and existing players are treateddérstime manner in terms of
planning and RUDL. However, it will also mean tlpattential new entrants
should have all the information at their disposalowt current policy,
particularly given the mixed messages they may mageived in recent years
as the public debate has progressed.

It will be important that the approach adopiedommunicated properly to
potential entrants so that it is clear to them #rdty will not be prevented if a
suitable site is found. Communicating policy togudtal entrants will be an
important role for the Economic Development Depeani{EDD).

EDD should also work with the Planning and Emwvinent Department (P&E)
to ensure that policy does not unnecessarily oestompetition and that it
does not have unintended consequences. EDD shisoldvark with P&E to
ensure that planning policy is based on the magtnteevidence, for example
on the impact of competition on town centres. Itl wlso be important to
ensure that planning policy does not give too mweight to retail capacity
studies.

It may well be that in a small Island econonithuight controls over land-use
and population, barriers to entry in the supermadetor still exist. EDD
should give further consideration as to whether metition law could be
updated and enhanced to help address these inlpeoddéms. For example,
weigh up the costs and benefits of break-up promisiand whether they
should be available as a last resort.

Retail and the Jersey economy

17.

As the previous Retail Framework highlightdde tetail sector (including

wholesale) is the largest individual sector in pin@ate sector outside finance
in terms of GVA. It is equivalent in size to the ol of the public sector. It is

also the largest employer outside of finance, egiptp15% of the workforce,

equivalent to 8,500 people.
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18.

19.

20.

21.

22.
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If Jersey is to be successful in achievingeitenomic objectives, then the
retail sector must play its part. The States’ gt Plan for 2009-2014 sets
out its key economic objectives-as

0] Support the Island community through the ecnizodownturn.
(ii) Maintain a strong, environmentally sustaireabhd diverse economy.

Objective (i) is largely about using the Stiahiion Fund to support jobs and
businesses in the local economy through the downtlntry of a third
supermarket could be consistent with this objedifiieoccurred in a timely
manner. It would initially create additional jobsida if it leads to new
development this would act as economic stimulus,rathner than taxpayers’
money it would come from the investment of the sop@eket involved. In the
medium-term the impact would be in line with objeet(ii).

One of the key requirements for objectiveifijhat “sustaining and growing
Jersey’'s economy must be delivered through sounrdicpdinances and
increased productivity, not at the expense of estecespopulation growth or
inflation”. The Plan states that this means —

. Lay the foundations for a genuinely diverse economy

. Further develop Jersey's careers, jobs and emplalyservices to
maximise opportunities for all Jersey residents.

. Continue work to diversify the economy, support nemd existing
businesses, attract low footprint/high value bussnffom elsewhere
and foster innovation.

. Work to maintain low inflation in the Island.

. Test economic growth plans for sustainability tsee they do not
diminish our natural capital.

. Show the world that economic and environmental ssgcan work
together.

The link between economic growth, environmensaistainability and
diversification is productivity. Improved produdtyy means that we use the
resources we have at our disposal more efficienttgrms of land use, people
and energy and thereby fostering economic growthe Tdrivers of
productivity are skills development, investmentawation, enterprise and
competition, all supported by macroeconomic stahbili

Entry of a third supermarket should supportradl drivers of productivity and
therefore is consistent with the second economjeatibe of the Strategic
Plan. This is because —

. The more competitive environment generated by the entrant will
encourage it and its competitors to invest in theetbpment of the
skills of their workforce.
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. The entry of a new operator will bring with it atidhal investment
and the competition it will bring will spur greatégtvestment and
innovation as firms compete to improve efficiency.

. The supermarket sector in Jersey is a highly cdraten market and
entry of a third player will be an important impesaent in
competition.

. The extra competition will mean that prices will logver than would

otherwise have been the case and this will sugpartinflation and
macroeconomic stability.

The dynamics of competition can be an importdaterminant of productivity
growth. Foster, Haltiwanger and Krizan (2002) pomit that there is a
growing body of empirical literature that shows absantial fraction of
aggregate productivity growth is associated with tballocation of resources
from less productive to more productive firms. “Mover, entry and exit of
establishments play an important role in this oeation”. Their paper looks
at the case of the US retail sector and conclubas “virtually all of the
productivity growth in the US retail trade sectmepthe 1990s is accounted
for by more productive entering establishments ld@pg much less
productive exiting establishments”.

Similar results are found by Baldwin and Guhaeir study of the Canadian
retail sector. They consider the relationship betwehe churn of firms

(i.e. the competitive process) and productivityvgitm They conclude that
“most of the productivity growth in the Canadiantare sector can be
attributed to firm turnover and the competitive gess that shifts output and
input from exiting firms and contracting incumberits more productive

entering firms and more productive growing incumbgnThey also find that

foreign controlled firms make a disproportionatérge contribution to

productivity growth.

Productivity improvements can also be brougloiua through a change in the
structure of the economy. That is, if resourcesvfloom low value added
activity to higher value added activity economiowth will occur with the
same amount of resources. This type of change énettonomy can also
support diversification through the new higher easictivity. The chart below
shows that retail and wholesale activity is actuallow value added activity.
Additional competition will bring greater efficiemcand this means in the
medium-term that any given level of consumer demanithe Island can be
met with fewer resources (land and people) thanldvother wise have been
the case.
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Chart 1: GVA per FTE breakdown by sector
2007 GVA per FTE excluding sole traders, profitdude rent
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Source: States of Jersey Statistics Unit

The chart below shows that the retail and wdade sector also employs a
high number of non-locally qualified staff. In Jua@09 it was the third

largest employer of non-locals with 1,100 and therth largest in terms of

the proportion of total staff.

Chart 2: Employment of non-locals by sector
Number and as proportion of total employment, 20@9
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Charts 1 and 2 illustrate that entry of a tidmbermarket could also support
productivity improvements and diversification. Inet medium-term, a more
efficient retail sector will require fewer people tneet a given level of
demand. This will reduce the dependence of theosext non-local labour
and facilitate productivity improvements and diviécation. Growth can be
supported if resources diffuse from low value agtivinto higher value
activity. Average GVA/FTE in the Jersey economynearly double that of
retail/wholesale, while GVA/FTE in the finance gs®cts five times that in
retail/wholesale.

Planning policy also needs to be conducive &tailr productivity
improvements. Lower UK retail productivity is seenione of the contributing
factors to the overall ‘productivity gap’ betwedretUK and US economies.
Haskel and Sadun (2009) examine the reduction inret&il productivity
growth between 1997 and 2003. In 1996 there wdsage in retail planning
regulations in the UK which made it much harder retailers to build large
out-of-town stores and supported inner town develm. This brought a
marked change in the strategy of UK supermarkeinsh@ward new stores
from opening ‘big box’ stores out of town to foaugion new inner town
small shops. Their results show that the fall iopkizes is associated with
lower productivity and they conclude that they ‘gegt a robust correlation
between average store size and retailers meastoddagpivity’.

Similarly, evidence from the US Census of Refaade shows that large
retailers operating chains are much more effictean retailers operating a
single store. The higher efficiency of the biggetailers reflects economies of
scale and use of better technology.

The next section considers the impact of langgermarkets on small shops
and includes an objective review of the evidencgeb# is important first to
distinguish between the impact on the small busisestor and that of small
retailers. Sobel and Dean look at the case in thevtere the impact of Wal-
Mart has been hotly debated. They point out thest itnportant to look at the
impact of Wal-Mart on the small business sectas agole. The ‘recycling of
productive resources into new areas’ is precisedygrocess through which
economic efficiency can increase. They also poiat that the money
consumers save on their general purchases becdugéaldviart's lower
prices is extra money that can be spent on othedsyand services, some of
which will be spent on goods and services prodimgeldcal small businesses.
After examining a range of different measures oélsivusiness activity using
different econometric techniques, they concludé there is no evidence for
the claim that Wal-Mart has shrunk the size ofghmall business sector in the
US economy. They also find no evidence that goodllsbusinesses are
replaced by worse small businesses that genessténieome for their owners.

In a small Island economy like Jersey, the that supermarket entry could
create opportunities for small businesses is paaily important. With a
fixed amount of land and labour at our disposalprisrements in retail
efficiency can create ‘the space’ for new smallibesses to grow and expand.
This is consistent with productivity growth and ttstand’s wider economic
objectives.
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The impact on small shops

32.

33.

34.

35.

An often cited concern about the entry of adtlsupermarket into the Jersey
retail market is the decline in the number of sroalindependent shops in the
UK over the last 30—40 years. The New EconomicsnBation (NEF) has
chronicled this decline in its report&host Town Britainand Ghost Town
Britain Il. They have illustrated that the decline in smhatiss has coincided
with the rise in the number of supermarkets. Howgewerrelation does not
prove causation and there is no detailed researshport the hypothesized
link. Friends of the Earth echo NEF’s views in theriefing paper:Good
neighbours? Community impacts of supermarkets but also proittée
evidence for their assertions.

The UK Competition Commission undertook moréaitied analysis in its

2008 investigation and reached similar conclusiongerms of the trends in

convenience store numbers. They observe the langdecline in the number
of specialist stores since the 1950s. However, #t&yfind that the number of
convenience stores has not declined in recent yaaisthat this contradicts
the widely-held belief that there is broad-basedlide in the number of

convenience stores in the UK, although this malecethe trends experienced
within the non-affiliated independent part of thengenience store sector.
Their overall conclusion is that:

“The moderate growth in convenience store humbansl the more
significant growth in convenience store revenuet the observed,
indicates that any distortion in competition betwearge grocery
retailers and other convenience store operatorsnas causing a
broad-based decline in convenience store numbersrewenues,
including the number or revenues of independentafbirated and
symbol group convenience stores.”

While the conclusions of the Competition Conwigis on the long-term
trends may not be that dissimilar to that of NEfgirt conclusions about the
impact of large grocery retailer store entry on l&naonvenience stores and
specialist stores are quite different. Over thegoef999 to 2006, entry by a
new large grocery store was found on average tdtresa reduction in the
number of greengrocers and trading markets andasdse in the number of
bakers in subsequent years. However, there wergysiematic identifiable
impacts on the number of butchers, convenienceestodelicatessens,
fishmongers, health-food shops and off-licences.

It does not therefore follow that preventingrgmf a large convenience store
will protect smaller stores. The UK planning systems reformed in 1996
with the explicit aim to protect the vitality ofwm centres from the supposed
draining effects of large out-of-town retail staré&affaella Sadun from the
Centre for Economic Performance at the London SobiobBconomics shows
in her paper that these entry regulations have lassnciated with “greater
employment declines in the independent stores e meant to protect”.
The reason the author concludes is that when laegait chains are prevented
from entering a new area with a large store, theyead enter using a smaller
in-town format which competes more directly witiklépendent stores.
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The House of Commons All-Parliamentary Smalb@hGroup reported in
2005 onHigh Street Britain: 2015Their concern was that by 2015 many
small shops across the UK will have ceased tradiitg few independent
businesses taking their place. This loss could damidie UK socially,
economically and environmentally. They made a gtofh recommendations
on mergers and takeovers, regulation, codes ofipeacequirement for local
authorities to adopt a retail strategy and delegatjreater decision-making
power to people locally. Their report predated sare key pieces of work
outlined in this paper and in particular did notkeaany recommendation
regarding preventing competition in concentratedkets like that in Jersey.
In fact their concern was in the opposite direction

“Growth in the number of sites occupied by the “Bigur’ has
resulted in the emergence of monopolies and duepadh specific
regions across the UK. Data from CACI illustratésitt Tesco holds
incredibly dominant market shares in Inverness (h1¥i6lton Keynes
(50%), Twickenham (47%), Southall (47%) and HememHstead
(46%). In such areas ‘voting with their purse’ istralways a viable
option, due to the lack of alternative offers”.

A paper which is often quoted is that from 1988the Department of the
Environment, Transport and the Regions, entitlEge impact of large food
stores on market towns and district centrd$e study comprises of a
literature review of earlier research, a classiitca of market towns and
district centres, a comprehensive survey of allrttagor food store operators
and detailed studies of 9 market towns and distectires. The conclusions
were that large food stores in edge-of-centre artebbcentre locations can,
and have had, a large adverse impact on the paihfijpd retailers and the
market share of the town centre convenience sastarwhole. The level, and
consequences, of impact will vary depending on peaaticular local
circumstances of the centre concerned.

However, the conclusions from the DETR papezdn& be treated with
caution and have not been universally acceptedesgor Neil Wrigley from

Southampton University in his 2006 paper notes irgyth about the

conclusions of the DETR report and in particulathvthe conclusions about
the impact of edge-of-centre stores. First, theeex¢ly limited empirical

evidence from which they are derived. Second, thatsubsequent view of
many academics was that the report tended to cenadik ‘ambiguity in

detail’. Thirdly, the over-generalized way the healfindings were reported
and subsequently used.

Wrigley believes that many academics have sigdethat the only
reasonable way to interpret the ‘slender and anthiguDETR findings on
edge-of-centre food stores is to conclude that thedy in dispute’ whether
they enhance the attractiveness of town centres)pete with existing
facilities or are completely neutral. Under thesecuwnstances Wrigley
advises that attention should be paid to what éimge of more recent studies
have shown. His view is that ‘there is how consatke academic agreement
with the proposition that food retail provisionr particular the quality of
supermarket provision — is vital to both the maiatece and enhancement of
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the role of small towns, district centres and rurarket towns in servicing
their hinterlands’.

DEFRA, in their 2006 paper on grocery retailingpte that the retalil
revolution since the 1950s which has encompassedrige of multiple
supermarkets and the decline of independent staedeen underpinned by
socio-economic trends on the demand side —

. busy consumer lifestyles, with rising incomes;

. an increase in household numbers and women working;
. wider car ownership and the falling cost of caveta

. wider ownership of fridge-freezers.

This illustrates well that there have been ale/tmost of factors combining to
impact on the retail sector in the UK and to justus on one issue — the
increase in multiple supermarkets — is not loolkahthe full picture.

The need for extra competition

42.

43.

44,

Another argument often put forward againstcdwee for a third supermarket is
that there is no need for additional competitionJ@msey as there is already
enough competition between the existing players.e TBompetition
Commission makes it clear in its report that whbexe are barriers to entry,
the extent of local market concentration indicétes degree of competition
between grocery retailers.

Market concentration is determined by the numiifecompetitors in the

market and the relative size of those competitofbe Competition

Commission uses 2 distinct measures to assess foaelets in the UK:

retailers’ share of groceries sales area as a piaxghare of sales and the
number of competing fascias. A retailer that hdsgh market share is more
likely to benefit from market power and the gredber number of fascias, the
greater the number of alternatives to which consan@an switch. The

Commission point out that where a grocery storeefazero, one or
2 competitors (i.e. monopoly, duopoly or triopoltores) and the retailer
operating that store has a high market share rétaiter is likely to face little

or no competitive constraint in that market.

In Jersey the large supermarket sector scavedypin terms of both the
number of competing operators — 2 (Sandpiper and@}aand the fact that
they both have large market shares. The Compet@mmmission concludes
that consumers are adversely affected by local etarkbeing highly
concentrated. Weak competition in local marketevedl a grocery retailer to
worsen the store-specific retail offer and earnh&igprofit margins. Their
estimate is that the effect of weak local compmtitis to allow larger grocery
retailers to earn an additional 3% of annual psadéich year.
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In terms of the grocery sector (excluding seraionvenience stores) the
Jersey market appears significantly more concesargétan the UK. As the
chart below shows, the big 4 supermarkets in the (Jksco, Asda,

Sainsbury’s and Morrisons) account for nearly thqearters of the market in
the UK. In Jersey there are only 2 supermarket aipes — Co-op and

Sandpiper — which means by definition their madtetre is actually 100%.

Chart 3: Supermarket market shares
% of grocery market excluding small stores
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Source: DETR/TNS, Sandpiper/Co-op

Jersey not only has a high degree of concéeriraglative to the UK but also
with the rest of Europe. The chart below shows thaside of the Nordic
countries the UK has one of the most concentratackets in the EU and
Jersey has an even more concentrated market thaskih

Chart 4: Share of largest retailers in grocery marlets
% of share of top 3 firms
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A recent report by the French Competition Audthic- Autorité de la
concurrence — has examined why there are signifid@screpancies between
the price of consumer goods in mainland Francetlam@dverseas departments
(DOM) — Guadeloupe, Martinique, Guyana and Reuni@ne of their key
findings was that the food retail sector in the DGM insufficiently
competitive due to barriers to entry (including rsit& and high price of
commercial real estate) and that the concentrdéwel is high, with some
groups having markets shares in excess of 40%. O©he their
recommendations is to revitalise competition by aeimg barriers to entry
and by improving consumer information (as well agbing anti-competitive
practices).

Jersey is small

48.

49.

50.

It might be thought that Jersey is too smalktigtain competition between
3 supermarket chains. However, the evidence agaim fthe Competition

Commission suggests that this is not the case. Tkeggnise that the
population in the catchment area will be an impartietermining factor as to
whether a local market can support entry. The ietainalysis they undertake
suggests that the minimum threshold for 3 competinges is a population of
45,000 within a 20 minute drive-time.

The Commission also quotes a number of exangblesvns in the UK where
the population within a 20 minute drive-time is réfgcantly less than the
thresholds they set out for competition between®&stores —

. Galashiels with a population 31,000 within a 20 umén drive-time
supports 3 large stores.

. Fakenham has a population of 35,300 within a 2Quteimrive-time
and supports 2 large stores.

. Newtown has a population of 23,500 within a 20 rtendrive-time
and has 2 large stores.

. Berwick-upon-Tweed with a population of 24,500 in2@ minute
drive-time supports 3 large stores with plans teroa fourth.

In Jersey, average household expenditure ahdad non-alcoholic drinks is
nearly 50% greater than in the UK (see chart belamy therefore
significantly greater than estimates of the diffee in prices. This suggests
that in Jersey a smaller number of people couldelogired to support any
given number of stores relative to the case irtke
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Chart 5: Household expenditure on food and non-aldwlic drinks
average weekly household spending in 2004/5, £s
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The impact of discount stores

51.

52.

The Competition Commission also examined thgarhof entry of new stores
on the revenue of incumbent stores. Where a reveffieet was identified this
indicates that fascias may be a substitute for edbbr. Their analysis is
summarised in the table below and shows that irt geses the entry by new
Asda, Morrisons, Sainsbury’s, Tesco and Waitrosgesthas a negative effect
on the revenue of the incumbent stores of thesntes.

With respect to the discount chains such akdnd Aldi, there is very little
evidence that entry by one of these supermarkegtsdta on other grocery
stores.
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Table 1: Rank of significant entry effects on incurbent fascias

Incumbent | Entrant Incumbent Entrant Incumbent | Entra nt
Asda Tesco Waitrose Sainsbury’'s Lidl Aldi

Morrisons* Asda Asda

M&S* Tesco

Netto Regional Co-op*

Morrisons | Sainsbury’s* M&S Asda Asda

Tesco Lidl
Tesco Regional Co-op| Somerfield Tesco Aldi Lidl

Waitrose

Sainsbury’s

Asda

M&S* CGL Tesco
Sainsbury’s | Tesco Regional Co-op | Asda

Asda Sainsbury’'s

Waitrose* Tesco

Morrisons*

M&S Iceland Asda

Lidl Regional Co-op*

*The effect is statistically weak.

53.

Source: Competition Commission

These findings are echoed to a certain degreedearch on the operation of
discounters and supermarkets in Germany by Clestrah They study intra-
and inter-format competition between discountersl aupermarkets in
Germany. Evidence is found of intense competitioithiw both the
supermarket and discounter format, although coriipetis much greater
between supermarkets. They state “perhaps mostriamily, discounters
only start to affect the profitability of convential supermarkets from the
third entrant onwards”. The authors feel that tmay explain why many
retailers add a discount chain to their businesary entrants may benefit
from the growth of the discount segment withoutrnibalising the profits of
the more conventional supermarkets.

Capacity studies

54.

The previous Retail Framework highlighted soofethe problems with
capacity studies. In particular, that they are dase estimates of expenditure
and floor space which are used to calculate saasities, which in turn are
compared against benchmark densities. There igftrer scope for a wide
margin of error in both the numerator and denoroinat the sales density
calculation and the comparator benchmark, whichnmeaverall there is a
large margin of error in the overall capacity asay
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The problems with such studies go beyond thésaf the margin of error.
From an economic perspective, such studies arealpamnd do not give
consideration to material issues such as the strictf the market, efficiency,
productivity, consumer choice and prices. For eXanthe same sales density
figure could be delivered by 20 individual retaslesr one monopolist, but
they would be treated the same in a capacity stBugilarly, the sales could
be charged at very high prices or very low pricesauld be delivered using
vastly different numbers of people, none of whicbud be distinguishable
from a capacity study.

The DTZ study published last year is exactig thpe of analysis and DTZ
make it clear that it is “not a study of retail qoetition, on Jersey, and does
not consider retail prices or the number of foodstmperators on the Island;
since those are not material land use planningensttFor these reasons,
while such analysis may be helpful in planning t&rtit is not sufficient for
informing policy for what is a large share of tlegsky economy.

DTZ do conclude that in quantitative terms ¢haill be no need for any more
large food stores in the Island in addition to #wdsting stores for the
foreseeable future, but that there is a qualitatieed for about 2 deep
discount supermarkets. From an economic perspethiie conclusion is
partial at best, as it fails to take account ofevidsues in the large food stores
in terms of the structure of the market, competitiprice and consumer
choice.

The Competition Authority in Ireland have sianilconcerns over capacity
studies. Their concern was that planning autheritiequired retail impact
assessments which included an estimate of how rtmadk would be diverted
from existing retail centres by proposed new re@dvelopment. The
Competition Authority points out that —

“The possibility of losing turnover to new retaiteis what drives

retailers to provide maximum value and servicednsumers. This is
the essence of competition. When this possilditgrinoved, as is the
case when trade diversion explicitly informs thecisien making

process of planning authorities, the establishegiler is given the

market power to charge higher prices than mighteothise be the
case.”

The recommendation was that planning authseritieduce the level of
importance they place on trade diversion when clamgig retail impact
assessments.

Economic research from around the world hasvehbat entry of new firms
and exit of older firms is an important contributomproductivity growth. New

firms can bring higher productivity, new investmemtd better organisation
and compete with and replace firms that have logreductivity. Capacity

studies pay little attention to this important dyma driver of productivity and

that policy based purely on such considerationsneil be consistent with the
wider economic policy objectives of improved protiity.
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The Jersey consumer

61.

62.

63.

64.

As the Friends of the Earth point out: ‘locabple can find it hard to make
their voices heard or their wishes taken into antouThe All Party
Parliamentary Small Shops Group also recommenddegating greater
decision-making power to people locally. SimilarlyEF support the Local
Communities Sustainability Bill in the UK on theognds that it would “give
local authorities, communities and citizens a pdwearoice in planning their
future”.

The Competition Authority for Ireland also pmid out the importance of
suitable consumer representation. They felt thatl¢lel of attention paid to
consumer interests in the planning process mayndficient. The Planning
Authority is required to balance a variety of olijges and take into account a
variety of views from different organised interesBonsumers were felt to
typically not be organised and therefore at a digathge. The
recommendation was that local authorities shoultemassessing future floor
space requirements, survey consumers to accuraselgrtain attitudes and
preferences.

The Economic Development Department asked thtesSof Jersey Statistics
Unit to independently undertake a survey of Jerssydents’ attitudes and
opinions on food shopping in the Island. 1,200rdkxs responded (an
extremely high response rate of 60%) and such d gample means that we
can be 95% confident that a result published fer dkrerall population is

within + 3% of the true population figure.

In terms of attitudeso food shopping (see Chart 6) the vast majority o
Islanders considered quality of products, value fwney and choice of
products as very important. In contrast just ov@¥4and 20% of Islanders
consider that availability of locally produced foadd smaller shops near my
home respectively as very important. The is mehas perhaps surprisingly
just less than half felt that having ‘smaller shopsar my home for
convenience’ was not important and nearly a fiftbught that ‘availability of
locally produced food’ was not important.
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Chart 6: How important to you are the following with regard to food shopping in

65.

the Island?
% of respondents

Availability of locally produced food [ |

‘D Very important O Fairly important @ Not very important m Not at all important ‘
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Source: States of Jersey Statistics Unit

The survey also gauged Islanders opinions arriufood shopping in Jersey
(see Chart 7) and they were most positive about'dbelity of products’,
‘availability of locally produced food’ and ‘smatleshops near my home for
convenience’. However, only around half of resideratted them as good or
better. The 2 factors with the most negative ratingre ‘value for money’
and ‘range of supermarket operators’. About 50%eaiple considered ‘value
for money’ currently to be poor/very poor and thififths considered the
current range of supermarkets to be poor or worse.

Chart 7: How do you rate current food shopping in he Island?
% of respondents

O Very good O Good E Adequate O Poor B Very poor ‘
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Choice of products [
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Source: States of Jersey Statistics Unit
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Questions in the survey also focused on Isiah@¢gtitudes to having a third

supermarket. As the chart below shows, 71% were amwicerned that
supermarkets they currently use might close. Jusr dhalf were not
concerned that less locally produced food mighdaglable and half were not
concerned that smaller shops might close.

Chart 8: Do you agree or disagree with the followig statements about food
shopping in Jersey, if Jersey has a third supermast operator?

% respondents

I am concerned that smaller shops
might close

I am concerned that less locally
produced food might be available

I am concerned that supermarkets |
currently use might close
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Source: States of Jersey Statistics Unit

67. When asked if they were in favour of havindniadt supermarket operator in
Jersey, the vast majority responded positively. éviilian 8 out of 10 people
(84%) responded that they were in favour as shawrhe chart below.
Whether the results were split by age, sex, hougngre or income, the vast
majority was in favour of having a third supermarke

Chart 9: Are you in favour of having a third supermarket operator in Jersey?
% of respondents
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Source: States of Jersey Statistics Unit
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Those respondents that were in favour of haaitigrd supermarket were also
asked which type of operator they would prefer.Gkart 11 shows, twice as
many of the respondents would like a general Britiperator, compared with
those who would like a general French operatoriscadint operator, while
only one in 5 would like a premium operator.

Chart 10: Proportion of people who would like eactiype of operator
% of respondents in favour of third supermarket
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General British  General French Discount Premium
operator operator operator operator

Source: States of Jersey Statistics Unit

Floor space guidelines

69.

70.

The previous Retail Framework emphasized thezl ne remove barriers to
entry, and therefore competition, in the retailtsecThat is, the States should
not intervene and prevent new firms setting uphanretail sector unless there
are good reasons for doing so. The Framework stemekat if there were
concerns about the impact of competition, rathan fhreventing competition,
another option was to allow competition but in acremental manner. It
suggested that additional floor space guidelinesgdcbe used to try and strike
a balance between competition and any short-tesruglion of the retail
sector.

This incremental approach was the route predidoly Economic Development
and, by doing so, the decision was made to resimitipetition on the grounds

of concerns about the impact on existing retail€re guidelines could have

worked inadvertently to limit the amount of retsflace and development and
could therefore have worked as a form of cap on regail development. The

Competition Authority for Ireland in its report m@omended that grocery

retail caps be removed from planning guidelinesibse —

“Floor space caps inhibit the scale and extent afpansion by
existing retailers and prevent the entry of newsorieghe availability
of larger sized outlets would give consumers thidityplio exercise
choice over a wider range of products at more cditipe prices. The
present limit thus protects existing retailers he texpense of Irish

R.33/2010



71.

32

consumers. Limiting floor space means that Irishnstomers
experience less choice (for example, less competitetween brands
due to lack of shelving space) and, higher prices.”

The guidelines in the previous framework cooie operated in a similar
manner in Jersey, although given they would havewead entry of a
supermarket of significant size may have been bésding than the types of
cap used in Ireland. Limiting retail space shotidréfore be avoided unless
there is clear evidence that the consequencebeatibo great.

Price comparisons

72.

73.

74.

The States of Jersey Statistics Unit producesaanual report on the
comparison of consumer prices, which looks at #te at which prices have
changed in the various groups and sections of fleirRthe UK and Jersey.
Direct comparisons are also made, where possiblgjve an indication of
price levels. The comparisons are based on infeaomatublished monthly by
the Office for National Statistics, which shows tieerage price of around
60 non-brand items which are included in the UK.RPI

Caution is required when comparing the data,leest because it refers to
average prices in each jurisdiction, which of ceunseans that in different
shops some prices will be higher and some lower tha average. Also, the
fact that higher quality goods generally cost ntbian lower quality ones can
complicate comparisons, although in terms of foodegs it is possible to

focus on products where quality differences willdbe minimum.

The chart below compares the difference inepbetween a range of food
products that are likely to be supplied by supekeiz; in June 2009. By
focusing on a range of products it also helps tluce some of the concerns
about comparing prices. The chart shows that orkélygproducts considered,
prices in Jersey tend to be significantly highamtlin the UK, by about 15—
20%. None of the products are cheaper in Jersay ithdhe UK, although
sugar is about the same price.

Chart 11: Jersey/UK food prices comparison
% difference in price between Jersey and UK, JW9 2

Source: States of Jersey Statistics Unit
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Social and environmental issues

75.

76.

77.

78.

79.

80.

In their 2008 report, the JCRA advised the Btii for Economic
Development ‘that the economic impact of new eintg the retail sector by
large supermarket competitor would be economicladipeficial in terms of
increasing —

. consumer welfare;
. the productive efficiency of existing retailersdan
. the Jersey economy overall’.

However, they went on to point out that othensiderations ‘such as
planning, population growth and environmental intpatso are undoubtedly
important, but beyond the scope of our inquiry’.

Professor Sparks, in his presentation to than®er of Commerce on 17th
June 2009, warned that ‘the social and environnhénmtpact of change is
always underestimated”.

The line between economic impact and socialachgan be very thin. For
example, Broda points out in the Financial Times3oh June 2008 that it is
taken for granted that inequality has risen inlinge developed economies as
a result of globalisation. However, his work witbrRalis, looking at whether
China and Wal-Mart benefit the poor in Americagell different story. They
argue that conventional analysis of US inequatitpased on trends in income
and does not factor in what has happened to tlee pfigoods consumed. The
conventional analysis ignores the fact that inflataffects people in different
income groups unevenly because they purchase afitfdraskets of goods.
Inflation of the richest 10% in the US was 6 petagr points higher than that
of the poorest 10% in 1994—-2005 — which actuallansereal inequality in the
US remained roughly unchanged.

Hausman and Leibtag find similar results. Thegsider the impact of entry
of supercentres into geographic markets in the THey identify that Wal-

mart offers many food items at an average priceutatit6—20% lower than
traditional supermarkets and that entry has a dpece effect by offering

lower price options, but also an indirect effect bgusing traditional

supermarkets to lower their prices. They concludat the impact is to
significantly improve consumer welfare and that lamcome households
benefit the most.

In Jersey, while the households in the highesttile spend nearly 3 times as
much each week on food and non-alcoholic drinkthadowest quintile, the

picture is quite different when expenditure as apprtion of household

income is considered. The chart below shows thasélolds in the lowest
income quintile spend nearly 14% of total spendingood, compared to 8%
for the highest income households. Similar diffeeshoccur throughout the
food group, with expenditure on fresh fruit and etadples making up 2% of
the total spending of the lowest income groups @mebto 1% of the highest.

R.33/2010



34

Chart 12: Average weekly household spending on foahd non-alcoholic drinks

by income quintile
% of average weekly spending 2004/5
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Source: States of Jersey Statistics Unit
81. With the less well-off in Jersey spending ahkigproportion of their total
spending on food and non-alcoholic drinks, it candxpected that where
additional competition (and importantly a reductionconcentration) in the
supermarket sector means that food prices are |¢hwaaT would otherwise
have been the case, this will help reduce realnmcinequality in a similar
way (although not necessarily to the same degredhat highlighted in the
US, other things remaining equal.
82. Income inequality is only one aspect of sogalicy. The Social Policy
Framework focuses on the key aspects and includes —
. Labour participation;
. Education;
. Health;
. Adequate income;
. Housing/transport;
. Social behaviour.
83. An initial analysis against these criteria wbgliggest that entry of a third

supermarket could also work with, rather than agfamany of the objectives
of the Social Policy Framework. Obviously, theraldobe a wide variation in
the nature and location of such entry and moreilddtaonsideration would
need to be given, should such entry become a tiegtioposition and the
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exact details are known. However, at first glarfoere would appear to be
little justification in ruling out entry of a thirdupermarket on social grounds.

The States Strategic Plan sets out that Jestseyld “show the world that
economic and environmental success can work togetRemoving barriers
to competition between supermarkets and faciligatmproved productivity
and efficiency in the retail sector would be a geadmple of how this can be
achieved. There is little reason in principle tderwut entry of a third
supermarket on environmental grounds, particulaslyt would be conducive
to improved productivity and greater efficiency. wver, each case should
be considered on its own merits and examined frameavironmental
perspective. An Environmental Impact Assessmetutematically required
for shopping centres of greater than 10,000 sguatees and it would be
sensible for any large retail development to prexgdch an assessment.
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