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Price
Fosters withholds beer from price war
Summary
Fosters has been accused of breaching the Trades Practices Act for stopping supplies to retailers planning below-cost prices.

Transcript

Phillip Lasker, Presenter: Australia's competition regulator is under pressure tonight to step into the latest potential pricing row between supermarket giants Coles and Woolworths and one of their major suppliers. 

Some observers say Fosters has breached the Trade Practices Act by stopping beer supplies to certain customers after learning the big players were planning to sell it below cost price. 

This report from Andrew Robertson. 

Andrew Robertson, Reporter: First it was milk, now it's beer as the battle for customer traffic between Coles and Woolworths intensifies.

Richard Goyder, CEO, Wesfarmers (March 17): We've never worried about margin per se, we worry about dollars of sales and dollars of earnings and the ability to continue to invest in the business and that's - this is part of a much broader strategy around that.

Andrew Robertson: But Fosters it seems does worry about margins and it's big enough to fight back, temporarily stopping sales of beer to Coles and Woolworths after learning that Coles was planning to sell top brands like VB for less than cost price.

Michael Peters, Lecturer, UNSW: Fosters is a price giver to both Coles and Woolworths. Woolworths being a slightly larger buyer of their product will have to engage Coles in a price war. That would affect Woolworths' bottom line, but more so it will affect Fosters' bottom line.

Andrew Robertson: It's not the first time Fosters has used its muscle to try to keep retailers in check. At the end of last year it stopped supplying internet liquor shop Get Wine Direct after Get Wine Direct slashed beer prices.

Tony Sells, CEO, Get Wine Direct: They decided to stop trading with Get Wines Direct and to stop supplying Get Wines Direct due to us selling beer below cost price, or their beer below cost price, and that it was affecting their brand in the marketplace.

Andrew Robertson: While Fosters would argue that stopping supply to recalcitrant customers is an attempt to protect its business, the University of NSW’s Michael Peters believes it's a strategy which will run afoul of the Australian Competition and Consumer Commission.

Michael Peters: This could be an attempt to third-line forcing, and that is the brewer is attempting to set a price for Coles. Now they're doing it not just for their own benefit, that is keeping their bottom line as high as possible, but also to keep other buyers in the marketplace. But whatever the reason is, the intention is to more or less set prices, and that of course is an offence under the Act.

Andrew Robertson: However Section 98 of the Trade Practices Act does allow a supplier to refuse to sell to another company if it believes its product will be used as a loss leader to generate sales of another goods and services.

Michael Peters: There may be an argument there that it is a loss leader strategy. The problem they've got is that the discount is so substantial and the strategy overall is to attack obviously their largest competitor Woolworths, that it may not be a good defence in this instance.

Andrew Robertson: The ACCC is refusing to say if it's investigating Fosters' actions, but a clue to its thinking may have come last week. In its judgment on an eyewear maker which was trying to stop internet retailers discount its product, the ACCC said, "The law protecting the freedom of independent retailers to determine the prices at which they both advertise and sell applies regardless of whether the retail operates out of a store or on the internet."

While the ACCC ponders the Fosters situation, dairy farmers are still extremely concerned about where they'll end up as a result of the milk price war. They're secure for the moment because they have contracts with milk processors, but those contracts will soon be up for renewal.

Jock Laurie, President, National Farmers Federation: And if they're dealing with the processors and the processors - and they're working hard to get the reductions through the processing sector, then the processing sector will pass that on to our sector. I mean, we know it happens, history shows it happens.

Andrew Robertson: Unlike Fosters, Jock Laurie says dairy farmers don't have the option of withholding supply to make their point because milk is a perishable product and will be lost if it's not quickly consumed.

