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Abstract
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Commission but in practice also to a great deal by the national competition
authorities. This workshop aims to give an overview on the current state of play,
specific trends or developments and most imminent challenges. It will look i.a. at
the following questions: Is competition working effectively? How does the market
structure look like? How do prices develop from the producer to the shop? And,
what are the consequences of further concentration by mergers of supermarkets?
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Policy Department A: Economic and Scientific Policy

1. PROGRAMME

DIRECTORATE GENERAL FOR INTERNAL POLICIES
POLICY DEPARTMENT A: ECONOMIC AND SCIENTIFIC POLICIES

WORKSHOP
WORKSHOP Competition in the Food Retail Sector

- Programme -

2 May 2016, 16.00 to 18.00hrs, European Parliament, Brussels
Room ASP 5G2; interpretation: EN, FR, DE, ES; public event with webstreaming
http://www.europarl.europa.eu/ep-live/en/committees/video?event=20160502-1600-COMMITTEE-ECON

16.00 - 16.05hrs Welcome and Introduction: Markus FERBER,
ECON Vice-Chair and Chair of the ECON Working
Group on Competition Policy

16.05 - 17.55hrs Introductory statements by expert speakers
followed by a discussion with ECON Members

Paul DOBSON Professor of Business Strategy and Public Policy, Head
of Norwich Business School, University of East Anglia,
UK

Elena ARGENTESI Assistant Professor of Economics at the Department of

Economics, University of Bologna and Senior Advisor
at Lear, Laboratorio  di economia, antitrust
regolamentazione, Rome, ltaly

Jacques STEENBERGEN Professor em. and President of the Belgian
Competition Authority, Brussels, Belgium

Philippe CHAUVE Head of the Task Force Food, DG Competition,
European Commission, Brussels

Possible issues to be discussed:

What is the current state of competition in the field of food retail? Are there any specific trends or
developments? What are the most imminent challenges?

o What are buying alliances and what is their effect in practice?

0 Are food markets local? Is there any preference for national products?

What kind of results does research deliver about market structure? (Studies, official sector
enquiries, etc.)

Is competition working effectively? Does the consumer benefit sufficiently?

How do prices develop? Is there any fragmentation within the internal market or along national
borders?
o How do prices develop from the producer to prices in the shop?

What are the consequences of mergers in the sector? On cost and prices? On the variety of
choice?

Is there any need for political intervention?

17.55 — 18.00hrs Closing remarks by Markus FERBER,
ECON Vice-Chair and Chair of the ECON Working
Group on Competition Policy

4 PE 578.981



Competition in the Food Retail Sector

2. CURRICULA VITAE OF THE SPEAKERS

Paul DOBSON

Paul Dobson is Professor of Business Strategy and Public Policy and Head of Norwich
Business School at the University of East Anglia (UEA). He joined UEA in July 2010 having
previously held the Storaid Chair of Retailing and Chair of Competition Economics at
Loughborough University since 1998. He is recognised as a leading international authority
on pricing strategy, retail competition, and supply-chain relations. He has written
extensively on these matters, advised numerous national and international organisations,
regulatory authorities and major corporations, and provided regular commentary for a wide
range of media. He is a member of the Centre for Competition Policy (CCP) at UEA and
serves on the advisory board of the American Antitrust Institute based in Washington DC.
For further details, see https://www.uea.ac.uk/norwich-business-school/people/profile/p-
dobson.

Elena ARGENTESI

Elena Argentesi is tenured Assistant Professor of Economics at the Department of
Economics of the University of Bologna and Senior Advisor at Lear. She earned a Ph.D. in
Economics at the European University Institute with a thesis on an empirical analysis of
two-sided markets. During her Ph.D., she spent a year as a visiting fellow at the IDEI in
Toulouse. Her research interests and publications lie in the areas of industrial organization
and competition policy, with a focus on empirical issues. She teaches Competition
Economics both at the undergraduate and at the postgraduate level. She has done
consultancy work as a technical expert for several public bodies, such as DG Competition
and other competition agencies.

Jacques STEENBERGEN

Prof. Dr. Jacques Steenbergen is the President of the Belgian Competition Authority since
its establishment as an independent authority in 2013. From 2007 to 2013 he was Director
General of the Directorate General for competition in the Belgian Ministry of Economic
Affairs. He teaches competition law at the University of Leuven since 1980. Before joining
the competition authority, he was partner in the Brussels office of Allen & Overy, and he
has been legal secretary to the President of the Court of Justice under the presidency of
Prof. J. Mertens de Wilmars.

He is also member of the Bureau of the OECD Competition Committee, member of the
board of editors and former editor-in-chief of the Dutch-Belgian European law review SEW,
member of the scientific committee of the law review Concurrences, member and former
president of the Board of the Stichting van het Koninklijk Conservatorium of Brussels (the
foundation of the royal academy for music of Brussels), and honorary member of the Bar of
Brussels (Nederlandse Orde van Advocaten bij de Balie te Brussel). He is a former member
of the Brussels and Flemish Bar Councils.

He lectured or gave conferences and served as member of nomination committees or PhD
examination committees in institutes and universities in Austria, Belgium, China, France,
Hungary, Italy, the Netherlands, Poland, Romania, Spain, Switzerland, Turkey, the United
Kingdom and the United States. He also spoke at conferences in Brazil, Cyprus, the Czech
Republic, Germany, Greece, Japan, Luxembourg, Portugal, the Slovak Republic and
Slovenia. He publishes regularly on EU and competition law.

PE 578.981 5
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He obtained a PhD at the KU Leuven with Prof. Dr. W. van Gerven on legal remedies and
ailing industries (1978). He holds a masters degree in law from the KU Leuven (1972), and
bachelor degrees or equivalent certificates in law, philosophy and economics from the
University of Antwerp (UFSIA)(1969). He can be contacted at jacques.steenbergen@bma-
abc.be.

Phlippe CHAUVE

Philippe Chauve is the Head of the Food Task Force at the Directorate General for
Competition of the European Commission. The Task Force is working on regulatory and
antitrust issues in the food supply chain in Europe. This includes investigations of antitrust
cases, the implementation of specific competition rules within the Common Agricultural
Policy (concerning inter alia joint sales by farmers), the analysis of suppliers and retailers
relationships. The Task Force delivered in particular in 2014 an unprecedented study on the
impact of competition and other factors on choice and innovation in food products in
Europe.

Philippe Chauve has extensive experience in antitrust enforcement and merger procedures.
Before heading the Task Force he was enforcing competition rules in the energy sector,
where he carried out a sector inquiry and many antitrust and merger investigations and
implemented unprecedented remedies (such as the first large scale divestiture of assets in
European Antitrust History in the E.ON electricity cases). In earlier jobs he also negotiated
trade agreements for goods and services in the WTO and between the EU and its trading
partners.

6 PE 578.981
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3. CONTRIBUTIONS BY THE SPEAKERS

3.1. Paul DOBSON

[E University of
East Anglla

Grocery Retailing Concentration and
Competition in the European Union

Professor Paul Dobson

Head of Norwich Business School

Caompetition in the Food Retail Sector Workshop
Committee on Economic and Monetary Affairs
European Parliament
Brussels
2" May 2016

Key Questions

1. How is the grocery retailing sector developing in the EU?
2. What have been the main changes so far this century?

3. In what ways has grocery retailing developed differently
across EU member states?

4. What is happening at the aggregate level in the EU?
5. Who are the leading players and how are they positioned?

6. Is price competition likely to intensify or become softer as the
sectar consalidates?

7. How should policymakers and regulators respond to rising
retail concentration and consolidation?

PE 578.981 7
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Retail Concentration: 2000-2015

National level grocery retailing concentration has increased
across the EU in past 15 years

Slower rate of concentration growth in EU15 compared to
newer accession EU states

Tendency towards convergence, but some EU states remain
relatively unconcentrated

Aggregate concentration also pointing towards convergence
for different parts of Europe

Figures shown here use “CR5” (i.e. the 5-firm Concentration
Ratio) for all grocery sales (so uses a very broad base)

Figure 1 - CR5 in EU15 Countries: 2000-2015

2000 2001 2002 2002 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

— A stria === Belgium = D rimiark Finland
—f France —— Germany —— Greace — 12l and
—p |13y —8—|uxembourg  =—@==Netherlands =——#=DPortugal
~—g— Spain —e— Sweden UK - ERAGE

Sanrce: raleulations hased an data sourced from Planet Retaif

2015
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Figure 2 - CR5 in EU Accession Countries: 2000-2015
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Figure 3 - Aggregate CR5 Across Different Parts of Europe: 2000-2015
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Sanrce: raleulations hased an data sourced from Planet Retaif
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Top 10 Grocery Retailers in EU

Top 10 membership relatively little changed from 2000 to
2015, but rankings have changed

Schwarz Group replaced Carrefour as EU leading grocery
retailer on grocery sales, operating in 25 EU states, leading in 4

Strong growth of retailers operating discount stores, notably
Schwarz and Aldi, but also Edeka and Rewe

Significant international expansion by Schwarz and Aldi, but
generally international consolidation by others in top 10

Top 10 somewhat polarising between discount/small format
retailers (Schwarz, Aldi, Edeka, Rewe, ITM) and large format
operators (Tesco, Carrefour, Leclerc, Auchan, Sainsbury)

Grocery Market Shares of Top 10 Retailers in European Union: 2015 vs 2000

. . EU28 Aggregate | National Leader Largest National
Ranki Retailer G
2000

FIFE 2000 2015 2000 2015 2000 2015

1 8= Schwarz Group 5.4 1.8 4/25 0/13 17.1 5.9
- 3 Tesco 4.1 2.8 16 1/6 203 164
u 1 Carrefour 4.0 52 1/11  4/10 175 187
u 5 Aldi 35 25 0A4 0f9 125 9.5
E 6  Edeka 39 24 L2 DI o B 1
u 4  Rewe Group 29 26 1/9 1/11 244 210
11 Leclerc 2.2 17 0/6 06 139 9.6
u 2 ITM (Intermarché) 2.2 3.1 0/4 0/7 132 11.8
n 7 Auchan 2.0 18 0/8 07 73 7.2
m 8=  Sainsbury 2.0 18| o oA 45| g

Sanrce: raleulations hased an data sourced from Planet Retaif
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Competition in the Food Retail Sector

Store Type Composition for Top 10 Grocery Retailers in EU: 2015

Retailer Group m Number of Outlets Sales Area m? [mn)

Distounit  Super-  Mid/Small Discount  Super-  Mid/Small Discount  Super-  Mid/Small
Stores stores  Supmkts  Stores stores  Supmkts  Stores stores  Supmkts

592 171 - 10,2724 1,218 - 9.7 48 -

- 403 50 - 1,105 742 - 5.1 09

1.7 26.7 25.0 814 701 6,302 0.6 54 4.5

19.1 - 8,123 - - 6.1 - -

14.2 4.8 26.0 4,820 316 5,985 3.6 1.4 5.1

11.0 13 7.0 3,534 101 6,375 75 0.3 57

- 2/6 1.4 - 489 165 - 3.2 0.2

0.9 36 21.5 305 125 2,194 0.2 0.5 34

19.2 7.9 478 52 4.3 21

0.03 19.6 3.6 13 374 2AT 0.0 1.6 a3

ALL EU RETAILERS 179.7 259.5 3225 16,297 9,001 91,259 3o 415.0 57.5
TOP 10 Sum Total 1364 160.3 12168 27,833 5,007 24,512 231 26.5 222
.TDI' 10 EU SthrE ‘Jf.-“ 76 62 38 60 56 27 66 50 39

Sanrce: raleulations hased an data sourced from Planet Retaif

Changes in Grocery Store Composition

Rapid growth in discount stores and hyper/super-stores
(>2500m?) over past 15 years across EU

Slower growth of small-format grocery stores, and reduced
number of such outlets operated by Top 10 EU retailers

Doubling of flour space operated by discount stores in EU over
past 15 years

By 2015, discountstores accounted for a third of sales for EU
Top 10 retailers and a quarter for all grocery retailers in EU

But, largest proportion of sales for Top 10 still came from
super-stores (38%) and for all EU retailers from small stores
(42%)

PE 578.981 11
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Figure 4 - Grocery Store Outlets in European Union (2000vs 2015)

W Discount Stores B Superstores Mid/Small Supermarkets

91,759

72,042
24,512
28,105
2000 2015 2000 2015
ALLEU ALLEU 2015EU TOF 10 2005EU TOP 10

Sanrce: raleulations hased an data sourced from Planet Retaif

Figure 5 - Grocery Store Sales Area ("000sg m) in European Union (2000

vs 2015)
W Discount Stores M Superstores Mid/Small Supermarkets
57,466
42,866 22,199
18,700
2000 2015 2000 2015
ALLEU ALLCU 2015CU TOP 10 2015CU TOP 10

Sanrce: raleulations hased an data sourced from Planet Retaif
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Figure 6 - Sales Composition by Main Grocery Store Type in European
Union (2000 vs 2015)

mDiscount Stores  m Superstores Mid/Small Supermarkets

29%
42% 38%

6%

2000 2015 2000 2015
ALLEU ALLEU 2015EU TCP 10 2015EU TOP 10

Sanrce: raleulations hased an data sourced from Planet Retaif

Regional Concentration and Prices

EY (2014) report for EC shows increased product and service
choice and innovation as the EU retail sector has matured

However, what happens to price competition as market
concentration increases and the sector consolidates?

Important ECB study by Ciapanna & Rondinelli (2014) on nine
Euro-area countries shows higher prices associated with higher
retail concentration at the regional level

However, C&R find buyer group concentration can lower prices
(suggesting possible countervailing power effect)

C&R study has broad range of product categories and regional
markets but limited to one year snapshot (2010)

PE 578.981 13
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Retail Mergers and Prices

C&R (2014) study points to a concern that higher
concentration can be associated with higher prices, so should
authorities block concentrating retail mergers?

Some before/after studies have shown that retail mergers have
raised prices post-merger (e.g. for US and for France)

However, Chakraborty et al (2014) on Safeway/Morrisons
merger in the UK shows how price competition can intensify
post-merger, so much has to do with the circumstances

Conclusion: Retail mergers should continue to be considered
carefully on a case-by-case basis, but pricing reputation might
be an important consideration

‘[E University of
East Anglia

Further reading

Chakraborty, Dobsan, Seaton & Waterson (2015), “Priring in Inflatinnary Times: The Penny Drops,” laumal
of Monetary Economics, 76, 71-86.

Chakraborty, Dobson, Seaton & Waterson (2011), “Mzrket Consolidation and Pricing Develuprmentsin
Grocery Retailing: A Case Study”
~ttpy/ Swwnaworldscientific.com/doifsupal /10,1142 /0228/suppl file/4228 chapll.pdf

Dobson & Chiakraborly (2014}, "How Do National Brands And Sture Brands Compele?” CC2 Working Paper
14 7 http://competitionsolicy.ac.uk/publications/working papers

Ciapanna& Rondineglli (2074), “Retail Market Structure and Consumer Prices inthe Furo Area” FCA Paner
1744, https/ fwvew ech europa.eu/oub/oct/ scowps/echwpl744 en. pdt

Biunnenberg & Ellicksun (2015), “Adolescence and the Path to Maturity in Global Retail ” Juurnal uf
Economic Perspectives, 29(4), 113 134,

TY (2014), The economic impact of modern retail on choice and innovation in the Tl food sectar, report for
European Commissivn DG Comp

Hosken, Olson & Smith (2012), “Do Retail Mergers Affect Competition? Evidence from Grocery Retailing,”
FTC. Warking Paper 313,

Allain, Chambolle, lurolla & Villas-Boas (£U15), “ 1 he Impact of Retail Mergers on | ood Prices: Lvidence
ltom France,” hitps:/fescholzishipooig/uc/itemy/30098 1rmmipage-1

14 PE 578.981
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3.2. Elena ARGENTESI

Mergers in the food retail sector:
- Price and non-price effects

Elena Argentesi

University of Bologna

Workshop on ‘Competition in the Food Retail Sector
Brussels, 2 May 2016

Mergers in the Dutch grocery sector: an ex-post
evaluation

Assessing the effects on price and non-price dimensions of
competition

A report prepared by Lear for the ACM

14" Detober 2015

The authors aof this report are:

Elena Argentesi (University of Bologna)
Paolo Buecirossi (Lear)

Roberto Cervone (Lear)

Tamaso Duso (DIW Berlin)

Alessia Marrazzo (Lear)

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

PE 578.981 15



Policy Department A: Economic and Scientific Policy

Introduction

+ |ssuesin mergers in (grocery) retail markets:

— Interplay between local and national competition
— Increasing local concentration
— Buyer power
» |n grocery retailing not only price but other dimensions of
competition are key, especially at the regional level

- E.g., variety of assortment, service quality, ancillary services
» Studies an mergers in retail markets:

— Price effects: Aguzzoni et al., 2016 (UK, books), Allain et al., 2015
(France, food); Hosken et al_, 2015 (US, food)

— Non-price effects (variety)
# Effect of increased buyer power on variety (Inderst and Shaffer, 2007)
# Post-merger product repositioning matiers
#> Mixed empirical evidence on mergers & variety {almost none on retail
markets)

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

The merger

« We analyze the effect on prices and on variety of a merger
between two major Dutch full-service grocery chains operating
across the country: Jumbo and C1000 (February 2012)

— Last of a series of mergers that took place in this industry between 2000
and 2012

— In the report we also assess the cumulative effect of the last three
mergers; in this presentation we focus on the analysis of the
Jumbo/C1000 merger

« The Dutch competition authority (ACM):

— ldentified potentially problematic areas where the chains competed
door-to-door and had joint market share>350%

— Cleared the merger conditionally on the divestiture of 18 stores in
these areas
« Our main result: the merger did not affect prices but it reduced
variety.

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

16 PE 578.981
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The Dutch food retail market

Main players:

« Albert Heijn (AH) market leader

« ( Jumbo: full service supermarket] . combined national market share:
+ | €1000: full service supermarket | = 20-30%

— C1000 and Jumbo were already part of a buying alliance (Bijeen)
before the merger

« Plus: chain operating across the whole national territory
« Coop: smaller competitor

« Hard discounters (mainly Aldi and Lidl): entered the market starting
from 2003

Merger assessment exercises require a deep knowledge of the market
and of its players’ husiness strategy.

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

Data

+« We evaluate the effect of the merger on prices and on variety:
1. Prices (monthly, 2009-2013)

11 product categories (coffee, cola, cleaners, diapers, fresh milk,
frikandels, mayonnaise, olive oil, sanitary napkins, shampoo, and toilet
paper)

— For each category, we have two A-brand SKUs and one private-label
SKU

2. Variety (quarterly, 2010-2013):

— depth of assortment in each store (number of SKUs for 125 product
categories)

« We analyze the effect of the merger on a sample of 171 stores,
both merging parties’ and competitors’ (Albert Heijn and Coop),
controlling for the strength of discounters

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

PE 578.981 17
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Empirical analysis

« How do we quantify the effect of the merger on prices and variety?

« Potential anti-competitive effects are likely to be stronger in local
markets where both merging parties directly competed before
the merger (overlap areas)

« We compare the evolution of prices and variety in the overlap
areas with the evolution in areas where only one chain was
present pre-merger (non-overlap areas)

« FEvidence of a local component in strategic decisions on prices
and variety
— Prices: some but limited variation (e.g. discount variability)

— Variety/Assortment: main strategic dimension for local
competition

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA

Price effects: Descriptive
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ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA
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Price effects: Main findings

« No significant average effect of the merger both for merging
firms and competitors

+« No evidence of price effects along any dimension of
heterogeneity:

— Areas where C1000 stores were not rebranded after merger
Very concentrated markets
— Areas where divestitures took place

« Results are robust to dropping 3-month and 6-month windows
around the merger date

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA

Variety effects: Descriptive
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MA MATER STUDIORUM = UNIVERSITA DI BOLOGNA
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Variety effects:

Quantitative evidence

(Dep. Var.: Variety) Merging parties Competitors
Paost 1.881% 1.311
(0.791) (0.799)
Overlap 8.717+ 3,707+
(0.660) (0.852)
(Post  overlap -3.842" 0.624
.' {0.790) (0.277)
Observations 186,531 84,691
R-squared 0.867 0942
Other controls YES YES
Fixed Effects Category = Insignia Category = Insigniz

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA

Variety effects: Main findings

On average, the merger negatively affected the level of the
merging parties’ product variety (-4.3%)

variety (+0.66%)

These average effects are strongly driven by areas where there
was no rebranding of the target (C1000)
— C1000 strongly decreased assortment, while Jumbo slightly
increased it
Albert Heijn increased assortment

Our interpretation: product repositioning to avoid cannibalization

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA

20

This effect is only partly outweighed by an increase in competitors’

PE 578.981
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Variety effects: Additional results

» The negative effects of the merger on variety are particularly
severe in areas where concentration is high:

— All chains (Jumbo, C1000, AH) significantly reduce their
assortment

— Evidence of anti-competitive effects?

« Weaker effects in areas where a divestiture took place

— S8lightincrease for merging parties, but strong decrease for
competitars

» Results are robust to dropping 3- and 6-month windows around
the merger date and seasonal products from the sample

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA

Conclusions

»  Qur study shows that the Jumbo/C1000 merger:
— did not affect prices

— caused a reduction in the average depth of assortment,
notwithstanding the remedies imposed by the competition authority

— The reduction in variety was particularly strong in areas where
concentration was high and where stores were not rebranded

* Not enough information to understand changes in the composition
of assortment, nor how consumers evaluate a change in
assortment

— Potential cost savings were not passed on to consumers in terms of
lower prices.

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA
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Policy implications

Important to look also at non-price effects of mergers in retail
markets

— Variety (product assortment) is a key competitive variable at the local
level

In order to understand how retail mergers affect consumer choice,
information about the composition of assortmentis useful:

— Type of products (e.g. high/low quality range, niche/top-selling
products)

— Private labels/branded goods

— Number of suppliers

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA

Thank you for your attention

Elena Argentesi
elena.argentesi@unibo.it
https://sites.google.com/site/elenaargentesi/

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGMNA
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Selected references

+ Policy reports:

— Mergers in the Dutch grocery sector: an ex post evalustion: Acssssing e effects or price and non price dimznsions of
compettion, a report prepared by Lear (E. Argentesi, P. Buccirossi, R. Cervene, T. Dusc and A Marrazzo) for the Dutch
Autnority for Consumars and Markets, 2015

Fitps: iwww.acr n/endoub licatiomsipublicaticn/ 1508 4/Study-i~to-cfiecis-cf-threc-s upormarket-
MCrgers-oemween-2000-2012

The ex-post svaluation cf two mergers, € repcrt prepared by Lear (L. Aguzzoni, E. Argentesi, ™. Buccross, L. Ciar, T.
Duso, M. Tognzni, ard C. Viale) for the UK Competition Gomirission, 2071

hittp-f'webarchive nhonzlarchives goy Jk20H 404012147 25 Enttn M compet hion-

caommiss or arg Ukiassetsicarpettioccommessionfdocs: 2011011 049 20 ex oost evallgtion of two msrgsr decisions pot

+ Papers:

— Nouzzori, L., E. Argentesi, L Car, T. Duso, and M. Togrori, 2016, “Ex-post Mcrgor Evaluationin the UK Retail Market for
Honlks " foveenal o Indvstnal Feonomica 64,1 1/0-200

— Allain, M-l ¢ Chamballe, 5 Turala and § 13 Villas-Bras, 2013, "The Impart nof Retail Mergers an Food Prices T'vdence
fram France " httpsleschalzrskip arg/uc/ ten/G0EB1mEpage-1

— Gancdhi, &, L Froceb, 8. Tschaniz and G.J. Werden, 2008, "Post merger Froduct Repositicning” Jownal of Industrial
Ceonorics 56, 49-87

— llosken, D. 3., L. M. Qlson, and L. K. Smith, 2012, "Da Reiail Mergers Affect Compstiion? Cvidence from Grozery
Relziling,” FTC Work ng Pager 313,

— Hosken, DS and D. Tenn, 2015, "Harizonta Merger  Analysis in Retzil Markeats”,
htp:lipapers ssrn.comusolsi 'apers cim?abstract 1d=2552248

— Inderst, 1t and (3 Shatter, 2007, “Hetaill mergers, buyer power and oroduct vanety " Feonomie Jaurnal, 117, 4h-6/

— Mrrren, M, K Sem and I Varela, 2014 “1hz Wetare Corssquences ot Mzargers with | ndogenaus Produe noes)
1110,

ALMA MATER STUDIORUM = UNIVERSITA DI BOLOGNA
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3.3. Jacques STEENBERGEN

2’ Selgicn
Competition Authority

The food supply chain, the BCA
perspective

Luropean Parliament, LLON Committee, Waorkshop on Competition in the | ood Supply Chain,
3russels, 2 May 2016

f‘;' Salgicn H
& ey, INtroduction

* NCAs and European Commission: one network,
» The food chain and competition law for NCAs
(excl. state aid):
— Cartels (art. 101 TFEU and national
equivalent),
— Abuse of dominance (art. 102 TFEU and
national equivalent),
— Merger control (Reg. 139/2004 and national
equivalent),
— AND for agriculture Reg. 1308/2013,
— Enforcement/ advocacy,
* Market structure: see presentation M. Chauve.
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=2 Salgicn

t -:u%;o':umnn Luthority Ag r ic u Itu I'E

* The most problematic element in the chain,

* Very heterogeneous: from savvy operatars on
competitive world markets to S(M)Es that badly
need coaching in transformation from old CAP
into new world,

* Key is building a working relationship with main
farmers' association(s) getting their support for
clear don'ts by helping them clarify the space for
do's and showing within well defined parameters
empathy in times of crisis.

=2 Salgicn

& e narey, AgTiCulture (2)

* Main concern: crisis measures can only offer
(micro) bubbles of oxygen hoping that within
their inevitably short period of validity we help to
create a climate that allows for serene discussions
on effective structural measures. But will they be
taken?

PE 578.981
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=2 Salgicn

[ . . s
& S anoy, Price and price transmission

» Data mostly on gross margins and vary
significantly between products.
* Forcrisis products:

— producer net margins tend to be negative,
retail margins modest and processor margins
non-transparent,

— Too much production (producers) and
unsustainable consumer prices?

=2 Salgicn

e . -
& s asory Price transmission and balance of power

* See presentation M. Chauve: retailers are not
always the strongest party in negotiations, and
even the largest multinationals may only be so for
a few brands,

* Standard approach: best practices on fair trading
standards, to work provided the imbalance is not
excessive,

* They seem to offer adequate protection to all
parties, provided the imbalance is not excessive.
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f-.; Balgion H H
& Z3nnaoy,  Processing industry

* Net margins: non-transparent,

* Main concern: market fragmentation to maintain
price differentiation.

f"—' Salgion H
t -fu%i:'o':umnn Luthority Re ta l I

* No evidence that margins for food are (at least on
average) excessive,

* The development as green field starters of Aldi
and Lidl and the impressive development of
Colruyt shows that regulatory barriers to entry
are seriously exaggerated,

* Barriers to exit (restructuring) have/had a much
more negative impact on competition,

* Main concern: hub&spoke or similar
anticompetitive arrangements that help to
maintain price differences between Member
States
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3.4

Philippe CHAUVE

Competition issues in the food supply chain

ECON Committee, Workshop on competition in the food
supply chain

Brussels, 02 May 2016

Phillppe Chauve
Head ol Lhe Foud Task Force
DG Competition
European Commission

The views expressed in ffus pressnfaiion

personal ann do nof committhe | ampean Comimission

Evopean
Cormrivsion

The presentation will address some of the key
competition issues in the food supply chain

* Market structure
* Price transmission

* The impact of modern retail on consumer
welfare

Operators segmenting the internal market
(if there is time) Buying alliances
There are of course other issues

= ’
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Cormrivsion

1. Market Structure

Agrlcu’ture (1) Graph 1 Number of EU holdings since 1875

16 -
14

+ The agricultural sector is
highly fragmented

* The number of holdings in
Europe has decreased over
time since the 1980s

+  There were 10.8 million
holdings across the EU-27
countries in 2013

-
[

-
(=}

million holdings

o N 2 o
|
|
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w o~ S

+  40% of the holdings have a 2eg33 % % g & B g % g g g

noo ¢
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very limited activity (vearly W EL-9 (BF, DK, DF, TF, FR, IT, LU, NI, UK)
output<2000€£) WEL-15 (FL-9 + FI, FS, AT, PT, F1, SF)
+ About 9.5 million employed HEU-N12 (BG, CZ, EE, C¥, LV, LT, HU, MT, PL, RO, SI, SK)
wEU-27

Source: ECurostat, FSS (historical results; conline data codes:
ef ov kvaa and ef kvaareg).
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Agriculture (2)

= Competition law permits
farmers to form producer
cooperatives that improve
efficiency

* In most cases cooperatives
have low market shares
and the agricultural level is
the least concentrated in
the chain

+ A few large cooperatives
have reached dominant
positions and a few have
been found to abuse their
position (dairy)

Market share of cooperatives,
total EU, per sector, 2010
0%
50%
4%
El
20%
10%
0%
Sheep Olives Wine Cereak  Pig  Sugar Dairy  F&V  tofald
Meat Meat

Manufacturing and
processing (1)

*»  289000companies (2012)
4.2 million employed (2013}
*  15% of EU manufacturing

*  Manufacturing and processing
sector is made up of "national
brands” (including
international brands), private
labels, “other producers”
(local brands, artisanal
producers)

* National brands have the
largest market share (50%-
80%)

*  5SMEs: 49.6% of turnover?,
63.3% of employment

Market share in edible grocery market
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Manufacturing and
processing (2) -

* Concentration of =
top 3 suppliers ciiing

varies between i
MS and product, s

sy U

from low (green) -
to high (red) o

Manufacturing and
processing (3)

Evolutien of suppller concentratian (HHI brands only), 2004-2012

*+  Supplier
concentration per
member state
(averaged auoss
product categories)
has increased over
2004-2012 in 12 ol
14 MS analysed.

*  Simnilarly, supplier
concentration per
product catrgory
(averaged auioss
member states) has
increased over 7004-
2012 for aimost all 2 —CAGR (0e-13) - Auersge (04-08) = = - Sveraga {C8-13) Avarage |04-13)
categories. 5

Source EY ansipsis 0asad on curomoniior International, CAGR of HEIL

= :
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Retail (1)

1.5million companies
and a few dozen large
chains (modern retail)
18.6million employed

Modern retail =2/3 of
grocery retail

Most EU member
states have low or
moderately
concentrated madern
retail sectors (below
2500)

The Nordic and Baltic
countries have highly
concentrated retail
sectors (above 2500)

Suwrce. Plznel Relall, EY analysis

3501 = <4000

3001 = <3500
2501 < < 3000

2001 = « 2500

1501 < <2000

1001 < < 1500

| 500< <1000

N/A

Retail (2)

Retailer concentration
(including both modern
retailers and traditional
retail shops) has
increased overall, due to
the increasing share of
modern retail.

Concentration of modern
retail at national level
has decreased in a
majority of EU Member
States (16 out of 26
reviewed).

Evolution of modarn retail concentration across Europe

{at national level)
o e
& -

)

[
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and suppliers

* The ratio of
concentration of
retailers and brand
suppliers varies per
state and per category

= The retail side of the
market is not always
the more concentrated
side. In a sample of
14MSand 23 categories
there were as many
situations where
suppliers were stranger
than retailers.

Imbalances between retailers

LE]

"3

0.4

BRSSP SPGB B0
I «;ﬁﬁ%"‘%‘f ol

Measure cf imbalarce s-and orly - Ssain
2004 2012 Eveluten

wanz

Sowrces: Euromonitor Passport, EY analysic Eased on 2012 data

"

2. Price transmission
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= Agricultural production costs
are lower than wholesaler or
retailer costs for most
products (in absolute terms).

* The purchasing costs of the
producer are limited (except
for eggs). Other producer
costs are more substantial.

*  Margins (as proportion of
total costs at a given fevel)
are lowest for wholesalers,
they are highest for
producers or retailers
depending onthe
product==it is not alwaysthe
retailer who has the highest
margins.

The Dutch NCA analysis 2005-2008

Costprice struciure (as Yof the consumer prica)

Oniors [ 8 | | | |
— T
Bell Pepprs. [ 1l I | ]
S
Egs | i I 11 I ]
Tl
Cuamibars [T I | [ J
: /
W
apples [T = il =]
—
=g 7
Petsbors [ ] I [ [ ]
w 1¥% 2K foak ] A 5 £ % 30 o% UL

O Froducer purchasing costs @ Other zosts Frocucer DFamiy noome Foducer  (Wholeszler costs

osup

b

D 'halesaler rrargn Otup e

The twe vorbical lings show the prices (o2 % ofthe

= PRetailingis the
smallest component
of the final price, at
around 10-15%.

« Dairy processing is the
biggest component of
the final price of
skimmed milk,
accounting for around
30-40%.

¢ Farmgate prices show
the most volatility.
However this volatility
tends to be absorbed
by processors.

Evidence from the French dairy sector

Results in dairy food chain / decompositior: retail price : skimmed milk

e Kcmrieg

the metai a mtalers br |

Searce: T 3
Tor FArm Sumne. 72 .08y 210
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3. The impacts of modern retail on
consumer welfare

Consumer welfare in the food supply chain

* Two projects shed light

— European Commission "modern retail study" on
choice and innovation in food in Europe in the
period 2004-2012

— European Central Bank study on food prices in the
period 2009-2011
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Evs et
Cornmivsion

The Commission study on the EU retail sector

« Mativation for the study:
— Complgints at national and EU level argue that largs retzilers impose detrimentzl conditions on food
suppliers (food manufacturars and farmers) and that this reduces their means to invest, thereby
decr zasing choice and innovalion.
— Nobody really checkad such negative long term effects ot retailers’ practices on consumer weltare

* Objective of the study: deliver quantitative evidence
—  Provide facts about the cvolution of concentration at the differont levels of the supply chain

— Identify the possible (positive and negative) drivers of choice and innovation: concentration factors,
imbzlances, ecocnomic environment, socio-demaographics, shop charactaristics, shop opening, etc

* Method of the study
— Construction of a comprechensive datobase on a representative sample for the EU, containing maore than
100local arcasin 7 MS: encompassing various degrees of local retzil concentration, supplier concentration
and imbzlances between retailers and suppliers 2t national lzvel.
—  Detailed data on choice and innovation on retailers' shelves, more than 100,000 different products,
covering 23 product catogories, 2004 2012;
—  Economszlicanslysis: drivers ol chuice and innovationin the EU modern lvod retail sector.

Evopean
Cormrivsion

Results: What drives choice and innovation?

fnote: result of econometrics in moderately concentrated national retail marksts,

*  Posilive drivers:
— |he apening of a new shop in local consumer shopping areas
— The expansion of modern retall outlets in terms of floor space
— The size of the product category

| — For innovation: An Increase In the relatlive wholesale concentration of retallers vis-a-vis
Lheir suppliers

= Negalive drivers:
— Ihe economic environment since 2008 measured by the local unemployment rates and
local GDP/Lapila
— Forinnovation: higher levels ot supplier (wh
[— For innovation: The proportion of private labels in the product assortment, mcasured as thc]
proporlion ol PL producls in EANs and riew EANs by shop 2nd producl calegory.

ale) concentration (ot national ieve!)
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Evs et
Cornmivsion

European Central Bank work on market structure and prices

xr e

The European Central Bank camied out a project on
consumer prices (as part of its work te undarstand
inflation mechanisms).

They have published several studies using a
comprehensive AC Nielsen scanner dataset covering 9
member States across 45 food product categories over
2009-2017. The studies look st differences in price
lavels across the Euro Ares and their drivers.

After controllingfor income levels, VAT, unemployment, population density and business
cycle, the studies find significant impacts of concentration and competition on prices:
— Downstream retail competition (i.e. lower local retail concentration) is
associated with lower prices for the end consumer
— Higher retail concentration in the procurement market (including buyer groups)
is associated with lower prices for the end consumer (welfare-enhancing).

— Concentration of suppliers has a large impact on price differentialsacross EU
countries — lower concentration of suppliersis assaciated with lower prices.

4. Operators segmenting the
internal market
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Evs et
Cornmivsion

Operators segmenting the internal market

* Price differences between Member States:

— can be explained by objective market differences,

— can be the result of business practices: where is it a problem?
» Agreements between operators to restrict imports

— Commission investigation into agreements of National
association of French vegetable producers with French
retailers in 2015: closed after agreement was denounced

— Commission currently looking into agreements to restrict
imports of milk and meat in France: ongoing

“ bl

Cormrivsion

5. Buyer alliances

“ 7
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Buying alliances are varied
* Buying alliances exist at the EU

level to negotiate some aspects of
procurement. They have evolved {a mSI A

in recent years (membership, creating synergy

scope). ALIDIS
= National buying alliances also ‘@I
exist, usually to negatiate most |C0'0P£RNIC"

procurement conditions
(assortments, prices).

— Cooperative types: in many MS
Main European buying alliances

— Larger/smaller partners: DE, IT

“ 23

— Large similar partners: FR

Pro-competitive effects of buying alliances

= Buying alliances can create effeciencies (lower
wholesale/transaction costs) that are passed on to
consumers — provided that the downstream retail market is

competitive.
* The ECB study discussed above found that concentration of

retailers at procurement level (including national buyer
alliances) is associated with lower consumer prices.

* The Commission's Modern Retail Study found that a higher
concentration of retailers vis-a-vis their suppliers is
associated with more innovation on shop shelves.

“ 74
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Evsupesi
Cormrishon

Competition concerns over buying alliances

Efficiencies from buying alliance may not be passed on if there is
insufficient competition downstream:

— ltalian NCA investigated buying alliance Centrale ftaliana, which
controlled more than 40% of many local markets. Found that the group
restricted the ability of weaker suppliers to compete and restriction in
competition between retailers through commonalities in costs.

— Norwegian NCA investigated proposed alliance between ICA and
Norgesgruppen, which hold joint shares of more than 60% in many local
markets. Found that the alliance was unlikely to pass on any cost savings
and it may further restrict competion downstream.

French NCA published an opinion on buying alliances in 2014, in
which it noted risks of exchange of information and symmetry of
purchasing conditions that could lead to coordination in downstream
markets.

Useful links

ECN repart on competltion enfarcement In the food supply chaln (2012):
http://ec.europa.eu/competition/ecn/food report_en.pcf

DG Competitionstudy, "The economicimpact of modern retail on choice and
innovation in the EU food sector” (October 2014):
http://ec.europa.eu/competition/sectors/agriculture/retail study report en.pdf

European Central Bank, "Retail market structure and consumer prices in the Euro Area"
(December 2014): http://www.ech.europa.eu/pub/pdf/scpwps/ecbwp1744.en.pdf

See also European Central Banl, "Within- and crass-country price dispersion in the Euro
Area"” }November 2014):
http://www.ech.europa.eu/pub/pdf/scpwps/ecbwp1742.en.pdf

“ 2
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4. SUMMARY OF THE DISCUSSION

After thanking the four experts for the presentation of their introductory remarks, Markus
FERBER (Member of ECON) started the discussion by asking about the practical effects of
buying alliances and whether competition was effective enough to let the consumer benefit
sufficiently. Luke FLANAGAN (Member of AGRI) added that, in his perception, the public did not
seem to have profited adequately from buying alliances and he would like to know whether the
participating companies themselves experienced advantages from entering into those alliances.

Jacques STEENBERGEN used the example of Delhaize to explain that even though the
supermarket tried to follow a high quality strategy, it nonetheless took great effort in
developing its choice in low cost products to meet consumers’ wishes. Philippe CHAUVE pointed
out that a buying alliance can obtain better prices and offers and be beneficial for consumers if
there is enough competition for the consumer at the local level. In this context, Philippe
CHAUVE made reference to the studies conducted by the ECB which showed that consumers
benefit most from low prices when there was strong competition between different
supermarket chains. However some national buying alliances were made between supermarket
chains that were the main retail competitors at the local level and they did not pass advantages
to their customers. As a result competition authorities intervened to dissolve such alliances
(e.g. in Italy). The increasing power of buying alliances and the increasing concentration of
retailers overall led to a new question, i.e. whether this led to less product innovation. Philippe
CHAUVE noted that the study commissioned by the Commission in 2014 had not found that
concentration had led to less innovation. He noted however the most concentrated national
markets require more analysis in that regard and that the study triggered work on the impact
of penetration of private labels on innovation. Philippe CHAUVE also recalled the important role
played by consumers in the market: in order to benefit from competition, consumers must
continue to shop around and search for the best offers also between different supermarket
chains. Paul DOBSON emphasized that international buying alliances were very volatile. Their
structures were not stable and members were often swapping. As regards consumer benefit,
he raised the question if too much choice could be counterproductive and explained that also
other parameters, such as non-misleading prices and well-informed consumers led to a
participation of the advantages of competition.

Markus FERBER discussed whether the development of prices or the variety of product choice
was the more significant criterion to assess the effectiveness of competition. He made
reference to the fact that most food markets were local and that recently food products were
also sold online. This raised the question whether significant changes to the market structure
were expected by this rather new way of distribution by dealers like Amazon. Jacques
STEENBERGEN mentioned the existing great variety of shops — from small neighbourhood
shops to hypermarkets - and the importance to safeguard sufficient choice between shops for
consumers regarding their main shopping needs. He also pointed at the variety of clients, such
as those who used online platforms to save time, or the ageing population who liked to
frequent neighbourhood shops and were not so familiar with the internet. Philippe CHAUVE
emphasized the need to define and differentiate between the relevant markets at different
levels in the chain to understand the structure of the market. Broadly speaking, the sales of
agricultural raw products by farmers to wholesalers are local or national depending on the
product (rarely European), the sales of processed products from manufacturers to retailers are
essentially national and the sales or retailers to the final consumers are essentially local. This
shows that supermarkets are both acting at national level for their purchases and at local level
for their sales. Online shopping has remained rather limited so far: they seem to face several
hurdles such the weight of goods compared to their value, transport fees and possibly
consumers’ expectations. Elena ARGENTESI explained how choice in local markets was
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measured. On the criteria of effective competition Paul DOBSON added that the purpose why
consumers shop should be taken into account. Whereas for a weekly ‘large trolley’ shopping
exercise ‘value for money’ is essential, for a more spontaneous ‘basket-shopping’, parameters
like convenience or service play a more important role. Those two kinds of shopping do not
necessarily substitute for each other. With regard to online food retailing, he differentiated
between dealers with both a physical presence and an online distribution network using ‘dark
stores’ for picking and packing, against pure-internet retailers that have no physical contact
with customers like Amazon and which - for the time being - rely mainly on dry grocery. The
latter, in his view, will continue to operate in a niche business still for quite some time.
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5. BACKGROUND

The food retail sector is a field of concern for all citizens. Price level and selection of food
available in shops and supermarkets influence the way we nourish ourselves. The state and
intensity of competition in this area is thus an important issue not only for consumers but
also for the companies offering the products to the end-customer.

In recent years changes in consumers’ preferences as well as developments in distribution
and concentration processes between supermarkets have taken place. In response, several
studies have examined the level of competition in the retail food sector?.

In practice, competition rules in the EU are predominantly enforced by national competition
authorities. For instance in the Netherlands, three supermarket mergers took place
between 2009 and 20122. In Germany, just recently a supermarket merger in food retail
was cleared by the minister®. Also a large Belgian food retailer was bought by a Dutch
competitor’. Questions of concentration of supply in certain geographical areas, the
development of price levels and the variety of consumer choice have to be looked at. Even
the European Central Bank had a specific look into the development of grocery prices®.

In the European Parliament certain issues of the food sector have been discussed as well®.
The Committee on Internal Market and Consumer Protection (IMCO) is preparing an own-
initiative report’ in response to the European Commission Communication on ‘Tackling
unfair trading practices in the business-to-business food supply chain’®. The Agricultural
and Rural Development Committee (AGRI) has issued an opinion in regard to this report.

This workshop aimed to give an overview about the current state of competition and its
challenges in the sector of food retail.

1 See for instance European Commission, The economic impact of modern retail on choice and innovation in the
EU food sector, http://ec.europa.eu/competition/publications/KD0214955ENN.pdf; answers to consultation on
this study, http://ec.europa.eu/competition/sectors/agriculture/modern_retail_study consultation_responses.zip;
Bundeskartellamt sector inquiry
http://www.bundeskartellamt.de/Sektoruntersuchung_LEH.pdf%3F blob%3DpublicationFile%26v%3D7.

2 See https://www.acm.nl/en/publications/publication/15083/Supermarkets-have-not-become-more-expensive-
following-mergers/.

3 See http://www.lexology.com/library/detail.aspx?g=2379856c-84cc-4f13-b6cc-ccOf546df7fb;
http://www.bundeskartellamt.de/SharedDocs/Entscheidung/EN/Fallberichte/Fusionskontrolle/2015/B2-96-
14.pdf?___blob=publicationFile&v=2.

4 See press release http://www.belgiancompetition.be/sites/default/files/content/download/
files/20160315_ press_release_06_bca.pdf.

5 See https://www.ecb.europa.eu/pub/pdf/other/art01_eb201501.en.pdf.

6 See background documents to accompany this dossier: Workshop proceedings
http://www.europarl.europa.eu/RegData/etudes/STUD/2015/563438/1POL_STU(2015)563438_EN.pdf;
and Briefing Paper
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/563430/1POL_BRI(2015)563430_EN.pdf.

7 See procedure file

http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=&reference=2015/2065(INI).

8 COM(2014) 472 final of 15.7.2014, see http://ec.europa.eu/internal_market/retail/docs/140715-
communication_en.pdf.
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ANNEX: FOR FURTHER READING

Argentesi, Elena, Buccirossi, Paolo, Cervone, Roberto, Duso, Tomaso,
Marrazzo, Alessia, Mergers in the Dutch Grocery Sector: An ex-post Evaluation, Lear
Laboratorio di economia, antitrust, regolamentazione, Rome, October 2015;
http://www.learlab.com/pdf/lear_ex_post_merger_evaluation_final 29 1450283460.pdf.

Belgische Mededingingsautoriteit /  Autorité belge de la Concurrence
(Belgian Competition Authority), Press release of 15 march 2016 explaining the
authorisation of the Ahold/Delhaize merger http://www.belgiancompetition.be/sites/
default/files/content/download/files/20160315_ press_release 06 bca.pdf; decision
(in NL) http://www.belgiancompetition.be/en/decisions/16-cc-10-ahold-delhaize.

Bundeskartellamt (Germany), Sektoruntersuchung Lebensmitteleinzelhandel,
Darstellung und Analyse der Strukturen und des Beschaffungsverhaltens auf den
Markten des Lebensmitteleinzelhandels in  Deutschland, September 2014;
http://www.bundeskartellamt.de/Sektoruntersuchung_LEH.pdf%3F blob%3Dpublicati
onFile%26v%3D7.

Ciapanna, Emanuela, Rondinelli, Concetta, Retail Market Structure and Consumer Prices
in the Euro Area, ECB Working Paper Series No. 1744, December 2014;
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwpl744.en.pdf.

ECN (European Competition Network) Subgroup Food, ECN Activities in the food sector,
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