
Cover for Ebook

fresher  
food 

 faster

GLENN RADFORD 
RESEARCH CONSULTANT 

DOES AMAZON SPELL THE END  
FOR COLES & WOOLWORTHS?



FRESHER FOOD FASTER

synopsis 

According to NAB, Australian e-commerce is growing five times faster 
than traditional retail and now accounts for roughly 7% of total bricks 
and mortar sales.

Although online grocery is still relatively small – accounting for just over 
2% of total grocery sales, it has the potential to revolutionise the way 
Australians fill their kitchens and cupboards.

In the UK, online grocery shopping works off the premise that it offers 
consumers greater convenience, more variety, cheaper prices, easy 
product/service comparison and better control of budget, to name just a 
few benefits…. but is this true of the Australian market?

In this report, PLAY will explore why online grocery in Australia has 
grown so modestly compared to our Anglo relatives, and discuss just 
how feasible it is for Australian retailers to deliver against consumers’ 
expectations of convenience.

Finally, we’ll leave you with our summary of where we believe the online 
grocery market is headed. 

FRESHER FOOD FASTER – TODAY’S  
EXCEPTION IS TOMORROW’S EXPECTATION.
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I arrived in Sydney in January, and had absolutely no trouble settling into my 
new beach-side suburb after the misery of an English winter. However, being 
the tech-hungry millennial that I am, I reeled back in horror when I arrived 
at my new home and realised the bedroom had only one electrical socket – 
forcing me to choose between lighting the room with  my bedside lamp or 
powering my phone! 

My immediate reaction was to go straight to Amazon to search for a 
cheap power board. I was looking forward to taking advantage of the 
familiar one-click checkout and one-hour delivery service I’d become 
accustomed to when living in central London.

My face dropped in disappointment when instead of the usual 22 
departments, I found only 6 on Amazon’s Australian website. My 
housemate jumped in and offered up JB HIFI as a recommendation. I 
quickly discovered their standard 3-day delivery dispatch and took  
to the local shops to get what I needed, when I needed it. 

A PERSONAL ANECDOTE

PART ONE

a one-plug-problem
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INTRODUCTION

Since settling in Sydney, I’ve had time to realise that my expectations 
for convenience are well above that of the average Australian. However, 
convenience isn’t the same thing to everyone, and different services 
speak to different consumer needs.

For the purposes of this report, we’re particularly interested in the 
grocery industry. With Amazon’s imminent arrival in Australia, there 
is plenty of speculation around the impact it will have on Australia’s 
grocery duopoly – Woolworths and Coles.

We will share our vision of the changing grocery landscape in Australia, 
particularly focusing on the potential part e-commerce has to play in 
transforming our lives, by reshaping the way we shop for food and 
household necessities. 

We’ll start by outlining the current state of the market and what online 
grocery has to offer consumers, before looking at the factors likely to 
drive online grocery, as well as the potential barriers to uptake. Finally, 
we’ll leave you with a summary of where we believe the Australian 
grocery market is headed over the next 5-10 years. 

fresher food faster 
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australian e-commerce 
fast facts 

MARKET LANDSCAPE

Australian e-commerce is certainly not underdeveloped by global 
standards. Despite what you might hear in press headlines about 
Amazon’s plans, this simply isn’t true. According to NAB, Australians 
spent a whopping $22B online in 2016, that’s over 7% of total bricks and 
mortar spend and Amazon have only been selling books for the most 
part. Australia’s online retail sales penetration is consistent with other 
developed economies such as Canada and Japan. E-commerce grew 
in Australia by over $2B in 2016 and analysts are expecting growth to 
continue between 15-25% for the next 5 years. 

05

PART THREE



So, e-commerce is sizeable and growing relatively well in Australia, but is 
this the case across all e-commerce categories? The short answer is no. 
Online grocery holds the third largest share of spend at 17%, just behind 
homeware (19.6%) and digital media (17.2%). 

However, when it comes to growth, grocery is significantly outpaced by 
media (e.g. Netflix and Spotify) and online takeaway services (e.g. UberEats, 
Domino’s Pizza and Deliveroo). Growth in Australian online grocery, 
dominated by Coles and Woolworths, slowed to 2.8% in 2016, whilst 
takeaway and media services enjoyed 34% and 21% growth, respectively.  

In summary, we’re seeing consumers increasingly buy into on-demand 
content and convenient takeaway services in Australia, whilst online 
grocery growth has stagnated. 

By contrast, in the UK, online grocery shopping is the fastest growing 
purchase channel. The UK online grocery market is forecasted to 
become the second largest worldwide after China by 2020. In 2016, 
the online grocery channel represented 5.8% of grocery, whilst in 
Australia it represented less than 3%.

So, why is the grocery landscape different here?
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On average, Australian households are making 2.5 trips per week to 
supermarkets. That’s over 3 billion physical shopping trips per year. 
Undoubtedly, online grocery shopping has the potential to revolutionise 
the way Australians fill their kitchens and cupboards.

Convenience
First off, many Australians are feeling time poor. According to a survey 
run by the Organisation for Economic Co-operation and Development, 
45% of women and 36% of men ‘always’ or ‘often’ feel rushed or pressed 
for time. This would imply a natural progression towards convenience 
shopping. Opening hours simply do not exist for online stores. This has 
created a new level of flexibility for those shopping around a demanding 
occupation or family circumstance.
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PART FOUR

BEFORE WE DIVE INTO FACTORS AFFECTING 
GROWTH IN AUSTRALIA, WE MUST FIRST 
CONSIDER THE POTENTIAL BENEFITS OF 
ONLINE GROCERY SHOPPING.

the grocery
revolution



Range
The second key benefit of online shopping is variety. The fact is, shelf 
space in bricks and mortar stores is extremely limited and comes at a 
premium in key metro locations, limiting our access to a variety of goods. 
Faced with limited space, you might find that your local grocer will have 
to stop stocking your favourite ‘Pineapple, Coconut and Basil Kombucha’ 
when few others share your whacky taste.

Typically, a bricks and mortar superstore will carry anything from 20,000 
to 30,000 products and there are only 1,000 to 5,000 products in your 
average convenience store. In comparison, let’s look at a pure-play 
online grocery retailer. Upon the launch of Amazon Fresh in London, 
the business promised UK consumers over 120,000 products to add to 
their grocery baskets, cleverly blending many of the existing general 
merchandise products already offered to generate the appealing 
marketing tagline.

You might wonder whether anyone needs 120,000 products to choose 
from? Especially when we know the top selling 1,000 items in a 
supermarket typically account for more than half of its sales revenue. 
However, we must consider that retailers compete for shoppers, and 
shoppers vary enormously in what they look for. If an online retailer can 
offer you just one product you love and cannot find elsewhere, it might be 
enough to keep you buying the other 1,000 top sellers every single week.

Anonymity
Sometimes it’s not about how much you can buy, but what you buy and 
who’s watching. When consumers fear judgement, online purchasing 
provides the extra benefit of anonymity whilst browsing and buying 
(especially if you come from a small town!).

“...the top selling 1,000 items in a  
supermarket typically account for more than  
half of its sales revenue.”
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Cost and budget control
What’s more, shopping online is often cheaper. Without the operational 
costs associated with bricks and mortar, online grocers have the cash to cut 
prices. According to Profitero, bestselling private-label products on Amazon 
Fresh are at least 14% cheaper than in UK supermarkets.

In addition to lower priced goods, a virtual basket offers the shopper better 
control of their budget. When you’re at the till in your local supermarket and 
you’re hit between the eyes with a $400 bill, socially it’s very difficult to tell 
the shop assistant you’ve changed your mind! At the checkout of an online 
store, it takes only the click of a button to return goods to shelf.

Personalisation
An additional benefit of shopping online is a personalised experience. 
Imagine if you walked into your local store to find half your basket 
already filled with your favourite products, and only being presented 
with new products which fall within your dietary preferences. Dreamy.
The amount of information that can be stored about an individual, and 
utilised by merchandising and marketing to generate additional value to 
the consumer, whilst terrifying to some, makes the virtual shopping trip 
experience more relevant than the relatively prehistoric navigation of aisles.

Brands like Amazon are incredibly focused on treating each customer like 
an individual, especially in terms of their capacity to cross-sell. If I sell you 
a NutriBullet, I can immediately suggest new smoothie recipes during your 
weekly shop.
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Online merchandising
Lastly, online merchandising works harder and is more responsive to how 
the consumer wishes to shop. Traipsing around stores to find your goods 
is a thing of the past. Online shoppers can search, sort and filter their 
way to the products and categories they love whilst sat on the couch. 
For example, with Australia’s recent consumer focus on health star 
ratings, customers of an online grocer could simply filter categories by 
stars rather than turning over every potential purchase in a physical store.

Summary
So, what have the best-in-class online grocers offered the world? 
Convenience in terms of shopping when, where and how you want, 
as well as an enormous number of products for every niche desire, a 
private browsing experience when it’s needed, cheaper-than-high-street-
prices, more control over your budget during a shop, and a personalised 
experience… all from the comfort of your lounge.
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PART FIVE

So, all the macro factors for success are here. Category growth is still 
positive, due in part to population growth and long-term Australian 
economic stability. Internet penetration in Australia is 89%, on par with 
the UK. Moreover, smartphone ownership exceeded 16 million handsets 
in 2016. Now, more than ever, consumers are connected to the internet. 
These factors all make the Australian market appealing to prospective 
online grocery businesses.

Really, it comes down to who is willing to invest in the costly 
infrastructure to bring online grocery in Australia into the 21st century. 
Woolworths and Coles began their online operations in ‘98 and ’99. 
They’ve both dabbled in central-fulfilment models, but largely still rely on 
store-pick models for fulfilment. This means every product bought online 
travels through the usual supply chain to a bricks and mortar store. 
There, it’s placed on a shelf, taken off that shelf by a personal shopper 
(who must replenish it later), before finally being driven to a customer’s 
home by some other guy. Don’t forget, this is a market where staff 
wages and operating costs are high.

driving growth

DRIVERS OF ONLINE GROCERY IN AUSTRALIA



“...It’s now not a question of if Amazon will make a 
move on Australian retail, but when and how many 
categories they will target upon launch...” 
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With this in mind, you can probably imagine why Coles and Woolworths 
don’t offer the big sign up incentives available in the more competitive 
online grocery markets of the UK and US, where central fulfilment 
models drive profitability and thus conversion to online. For example, 
Ocado offers 25% off your first shop, content that they may only break 
even by your third or fourth checkout, but willing to invest in converting 
behaviour from bricks and mortar to drive online penetration. The best 
deal Woolworths and Coles have offered is free delivery on your first 
order – working hard not to needlessly cannibalise their bricks and 
mortar investments.

It’s now not a question of if Amazon will make a move on Australian retail, 
but when and how many categories they will target upon launch. 
Amazon haven’t promised a grocery offering in Australia yet, but when 
they bought the U.S. bricks and mortar retailer Whole Foods in June - in a 
multibillion dollar tie up - Woolworths’ shares were amongst those worst 
hit, crashing down 3.5% in a day’s trading. Meanwhile, the more diversified 
Westfarmers, which owns Coles, dropped just 0.2%. The sheer scale of 
the Amazon enterprise means that just a small amount of pressure can 
be enough to disrupt the retail landscape. Moreover, with the impact that 
global news alone can have on smaller markets like Australia, local grocers 
should not underestimate Amazon’s CEO Jeff Bezos’ potential to influence 
through media - being an investor in Australian Business Insider through 
his personal investment company Bezos Expeditions.

Amazon has an aggressive global growth strategy and customer-
oriented service model that has the potential to drive online grocery 
penetration in Australia. According to Hitwise website profiling, monthly 
searches for Amazon in Australia increased 93% in the 12 months leading 
up to May 2017. Also, according to Nielsen, Amazon currently converts 
49% of Australian visitors to its US site into sales; meaning, Amazon 
already has a relationship with the Australian consumer. 



So, other than a lack of market pressure from global enterprise, what’s 
causing the delay in growth relative to the UK and US?

Population density
The most significant challenge is Australia’s size and spread of people. 
The pure-play online model relies on developing a cost effective, ultra-
fast ‘Hub and Spoke’ distribution network, focusing first on the most 
dense and affluent geographies to develop a reliable cash flow. However, 
setup isn’t cheap.

Almost two-thirds of Australia’s population live in one of five distant 
cities. Sydney and Melbourne are clearly the two key opportunities 
for a new online grocery offering, together summing to 40% of 
Australia’s population. However, the population density of Sydney 
and Melbourne is far lower than the likes of London. To put things in 
perspective, Australia’s densest city Sydney holds 2,037 residents per 
square kilometre, whilst London holds over 5,000 residents per square 
kilometre.

challenges 

BARRIERS IN AUSTRALIA

013

PART SIX



That said, Sydney’s urban sprawl has grown fast over the last 6 years. 
In 2011, there were 21 square kilometres with a population of over 
8,000 people. Just 5 years later in 2016, this number had increased 
to 38 square kilometres. This presents potential online grocers with 
opportunities, but also challenges. 

For example, whilst metro areas often have the digital and physical 
infrastructure required to enable e-commerce growth, metro consumers 
typically have better access to physical stores, and they’re often the first 
with access to new store or service formats and order fulfilment options. 
Consequently, urbanites tend to have higher expectations when it comes 
to flexibility and efficiency, and enhancing the shopping experience will 
be key for growth in the sector.

Need for speed
Speed of service will be key for the online retailer breaking into additional 
occasionality that local supermarkets and corner stores mop up, such as 
impulse buying of sweets or last-minute emergencies for nappies. 

According to Deloitte, in 2015 the majority of customers surveyed viewed 
delivery within three to four days as ‘fast shipping’. In 2016, the majority 
saw fast shipping as being delivery within two days. Expectations are 
growing across online retail, but it will be even more pertinent when it 
comes to food, with pressures from localised delivery services such as 
Uber raising the game.
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A further issue with speed lies in consumers’ experience of website load 
times. Australia has some of the poorest page load times internationally, 
with retail websites seeing average load times increase from 5.4 seconds 
in 2015 to 8.2 seconds in 2016 – potentially the final straw for time poor 
shoppers. This is less of an issue in other online retail categories, where 
you buy one or two products in one shop. In grocery, where a basket 
might exceed 50 or 70 items in a family shop, the issue is compounded 
significantly. 
 
Brands can of course work on optimising their websites and apps 
to store more information user-side, and machine learning and 
personalisation technologies will allow retailers to pre-fill loyal customers’ 
baskets following several shops, but again, this doesn’t come cheap. 
The biggest hurdle will be persuading customers to invest their time in 
that first painful shop, which will cost the business by way of incentives. 
Ultimately, how long do you wait before ditching an online supermarket 
for an UberEats delivery?
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Trust
A further barrier to online growth in Australia is consumer trust, especially 
when it comes to the freshness and quality of produce. There’s no doubt 
about it, food is critically important to all of us. The need to find food is 
ingrained in human survival, but it’s not only about necessity – we all have 
our own customs and traditions to which food is central to the experience, 
as well as our connection with others. Putting dinner on the table for 
ourselves, our families and loved ones is important and isn’t always based 
on convenient shopping decisions. Determining how to deal with quality 
and availability issues, such as substitutions, remains an area of debate. No 
matter how convenient and cheap a grocery service is, if you cannot gain a 
customer’s trust, you will not gain their loyalty.

Trust is also gained by the appropriate use of personal data. Consumers are 
becoming increasingly aware of the amount of information collected about 
them by the internet of things. With the forfeit of their privacy, consumers 
demand more in return by way of intelligent personalisation. When this goes 
wrong, it can annoy consumers who feel they’re giving away their personal 
data, yet receiving no benefit in the shopping experience. For example, if 
you’re a vegetarian and you always filter by vegetarian or vegan options, 
how do you feel receiving an email loaded with sausage promos?!

Experience
The last thing to touch upon here is the challenge presented to retailers 
and packaged goods manufacturers, when determining how to display 
groceries online. On a smartphone screen, it is difficult to differentiate 
between a 500g and 1kg bag of flour, or different cuts of meat. 
Furthermore, where would you expect to look for value or premium 
products within an online aisle - something which is naturally merchandised 
from bottom to top on shelf space. With online, there are tens-of-
thousands more products available too. This creates a new challenge for 
the consumer and for the retailer to make the process more intuitive. 

“ Consumers are becoming increasingly aware of  
the amount of information collected about them  
by the internet of things.”
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so, what happens next? 

THE OUTLOOK

So, what does the future of Australian grocery look like? One thing’s for 
certain – the future is exciting! In a market where only two grocers have 
largely run the show for over 20 years, increased omni-channel competition 
can only be a good change for the Australian consumer.

Today’s online grocery shoppers do not typically begin their experience 
looking for a drastic new way to shop. For many consumers, online grocery 
has the potential to remove drudgery from their everyday lives. For others 
who love or enjoy food shopping, it will likely take a lot for online grocery to 
entice them away, from an experience and trust standpoint. 

Online and traditional grocery channels need to evolve, studying food culture 
in Australia more closely. Retailers will need a technology-driven approach to 
reach the ever more demanding consumer lifestyle. And they are. 

In the US, Amazon GO opens the door to revolutionising how a physical 
convenience store can operate – no lines, no checkouts, just grab-and-go 
using your mobile. Meanwhile, Amazon Click and Alexa provide innovative 
new ways to interact with your online shopping basket throughout the 
week, embedding online in our lives more than ever before.

In 10 years’ time, I imagine heading home from work and my grocer 
automatically arranging my food delivery, based on what’s in my fridge, to 
meet me at my door in time to prepare dinner. I’ll be surprised to see that 
food I liked in a friend’s post on Facebook earlier in the day is also there. 
Delicious!
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