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Website traffic for Bunnings spikes when
Aldi runs a special on its hardware and tool
items. That’s according to the manager heading
up Bunnings in Australia and New Zealand,
Michael Schneider. Responding to an analyst’s
question at the Wesfarmers’ Strategy Day held
in June 2016, Mr Schneider explained that his
team was quick to respond to the discounted
Aldi products.
It’s good for us because competition drives you
to go harder at what you want to do. We’re very
quick to respond in terms of putting products in
front of customers.
At the time, Bunnings Group CEO John Gillam
suggested that Mr Schneider was being a little
modest, because the team had worked out how
to pre-empt competitors through product range
and marketing.
The kinds of items that could pose a competitive threat include not just drills and saws.
Bunnings and Aldi both sell a broad range of
products, from garden hoses and outdoor furniture to mops, buckets, storage tubs, lighting,
heaters and fans.
However, while people can head down to Bunnings on a whim, to get their hands on the Aldi’s
discounts, they have to wait for them to appear
in the grocery retailer’s Special Buys catalogue.
These factors mean that Aldi’s threat to
Bunnings’ bottom line could be limited. But that
hasn’t stopped the hardware from taking it seriously. Aldi has its own private label “Workzone”
brand, and can get effective discounts from
manufacturers by using its massive worldwide

scale to bulk order.
A good example is its recent release of an
$89.99 cordless hammer drill. The Aldi Work
Zone cordless tool is 24-volts, has two gears, includes one Lithium-ion battery, and comes with
a one-hour fast charger. It also has a three-year
DIY warranty.
The closest matching tool from Bunnings
would be the Ozito Power X Change 18V
Compact Drill Driver Kit. It costs more, at $99,
and does not offer a hammer option, but does
include a five-year warranty.
In fact, the Aldi tool is a very clever move, taking advantage of a budget gap in the Bunnings
range. However, for savvier buyers, it probably
isn’t that attractive. The point of cordless tools
is buying a system that relies on a single battery
system, and Aldi, with its sporadic offerings, can
really offer the same degree of system accessibility that Bunnings does. Ultimately, cordless
tool systems will tend to favour non-discount
suppliers.
Of course, this does not stop the less knowledgeable from making odd comparisons. For
example, one News Corp journalist compared
the Aldi offering with a bare-skin Ryobi drill at
roughly the same price.
goo.gl/0WfkJx
That said, the one-off Aldi offerings have
garnered an almost cult following among the
retailer’s regular shoppers. Some analysts have
attributed the success of Aldi in Australia to
these regular bargains.
[continued next page]
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Former Woolworths
boss, Roger Corbett has
labelled the retailer’s
foray into hardware
through its Masters
chain as a “massive
strategic mistake”.
However, Mr Corbett
placed most of the
blame on to Woolworths’ US partner
Lowe’s, labelling its
claims of experience in
the hardware sector an
“absolute disgrace’’.
Speaking to The
Australian after declaring he would end
his consultancy role
with the Woolworths
board after just seven
months. Mr Corbett
said he was unable to
continue his consultancy arrangement
because of the major
expansion of Mayne
Pharma, of which he is
chairman.
The company director
criticised Woolworths’
decision seven years
ago, under former chief
executive Michael
Luscombe, to break
into the hardware
market through a joint
venture with US home

improvement retailer
Lowe’s, which proved
costly for shareholders.
He told The Australian:
Well, I had nothing
to do with Masters,
either in the consultancy arrangement or
in its original (formation), but Masters
was clearly a massive
strategic mistake and
it was extremely poorly
executed…
Woolworths has been
forced to write off
more than $3 billion as
a result of the Masters
experiment. It is still
negotiating to buy
back Lowe’s one-third
stake in the business
and then either sell
the retailer or close it
down completely.
Industry publication
ChannelNews reports
that a decision has
already been reached
and that Woolworths
will liquidate stock
via “massive sales” in
late November and
December.
http://goo.gl/lKkN9g
Mr Corbett, a former
director of US retail
giant Wal-Mart, fired

Bunnings/Aldi cont.

off a stinging criticism
of Lowe’s, that was
supposed to help Woolworths succeed and
navigate in the Australian hardware sector.
But it failed in the
most basic tasks, such
as recognising seasonal
differences between
the northern and
southern hemispheres
that would impact
what products needed
to be sold during the
Australian winter and
summer. He said:
Lowe’s was a partner
there, they were the
hardware experts and I
think … clearly Woolworths were relying on
the expertise of Lowe’s
and the execution was
an absolute disgrace
and it caused a terrible
problem for (Woolworths) shareholders.
Current Woolworths
chairman Gordon
Cairns appointed Mr
Corbett as an adviser to the company’s
board in November
last year, hoping some
of the shine from his
years as the head of
Woolworths during its
golden age would rub
off on the retailer.
His position was
then described as
a “mentor to senior
management”, having
been chief executive of
the supermarket giant
from 1999 to 2006. Mr
Cairns said Mr Corbett
had assisted him in the
role “and has provided
the benefit of his vast
experience and passion
for Woolworths”.
goo.gl/0Hl6Iu

A spokesperson for Aldi told SmartCompany that its Special Buys are designed to “help
customers get the best value on products which
support their passions and interests”. The
spokesperson said:
Special Buys arrive in store each Wednesday
and Saturday and are themed around activities
our customers are most likely to be interested
in at that time of the year. [They] deliver hard
to beat value because our streamlined business
model enables us to keep our prices low. Our
logistics and supply chain operate with worldclass efficiency, keeping delivery routes short
and employing best practice warehouse techniques.
David Gordon, retail expert and business advisor at LZR Partners, told SmartCompany that
it’s all about the message the stores are sending.
He said:
What Bunnings is trying to convey is that the
deals at Aldi aren’t that much more special than
what consumers can get at Bunnings.
Mr Gordon said Aldi’s marketing works by
triggering a reminder in customers that they
need or want a specific item. The retailer then
tries to cover all bases with its wide and erratic
range of items on sale.
It’s a completely different shopping experience
between the two. Consumers will go to Bunnings
with a plan to buy multiple things, where consumers will go to Aldi to buy the one thing that
might be on sale. People always feel like there is
a deal to be done at Aldi.
goo.gl/DsVvQs
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WA warehouse sold at auction
The sale of a Bunnings Warehouse in Osborne Park (WA) was part of the standout results from a Burgess Rawson portfolio auction
that raked in $30 million in sales.
The small format, 1736sqm Bunnings store
with a new 12-year lease was purchased by a
Perth-based private investor bidding for $7.05
million on a 4.65% yield.
Andrew Marks, Bunnings general manager
for property, said the Perth Bunnings sale was
at a record low yield. He told Fairfax Media:
The sale of our Osborne Park store highlights
the strength of Bunnings’ store format flexibility and innovation and the support and
confidence within the market for these assets.
http://goo.gl/eSi7v1
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Kingston is the scene
of the latest battle for
the hardware dollar
as Bunnings opens its
$26 million, 9000sqm
outlet a few hundred
metres from the locally
owned Mitre 10 store.
The two outlets will
go head-to-head in one
of Tasmania’s fastest
growing areas.
The opening comes
after the owners of
Clennett’s Mitre 10
led the opposition to
Bunnings’ plans. William Clennett helped
form the Kingborough
Region Development
Association to oppose
Bunnings, warning
local retailers would go
broke if the hardware
giant arrived. He told
The Mercury:
It’s been sad to
see small hardware
businesses close over
the last 12 months and
more are closing within
our sector, at times removing the heart of the

small regional towns.
You only have to look
to the experience within the fuel industry to
see a major lessening in
competition.
But now Mr Clennett
said he is ready to welcome the competition.
Our customers know
if they are not happy
they can ring me, and if
they are still not happy
they can ring my dad.
That’s the essence of a
family business.
Bunnings Kingston
manager Andrew Fox
believes there is room
for both stores in
Kingston. He told The
Mercury:
There’s a strong
differentiation. They’re
still going to be really
strong in that trade
space and we recognise
that. We do a lot more
things with families —
we’re probably really
about the weekend
warriors, the home
improvement, helping

Bunnings 2nd in Mandurah
The 13,000sqm Bunnings Warehouse Halls
Head was officially
opened by former
Fremantle Dockers
captain Peter Bell, local
councillors and Bunnings staff recently.
The store represents
an investment of more
than $29 million and
created over 100 jobs in
the Mandurah community. It features 14
kitchen displays, five
bathroom displays, a
coffee shop and nearly
300 parking bays. It
also has a playground

you do it yourself.
Both stores have tried
to entice tradies with
special events in recent
weeks, with Bunnings
flying in former AFL
stars Barry Hall, Brian
Lake and Tony Shaw.
Mr Fox attended Clennett’s industry night
and invited his rivals
to Bunnings’ night. He
said:
We’ve both got our
own businesses, we
both do things our way
and I think it’s great for
Kingston now there’s
this competition. It
pushes both of us.
The store, which
is not as big as the
Bunnings at Glenorchy,
includes a large nursery, undercover drivethrough timberyard,
cafe and playground.
http://goo.gl/Kimj5p
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and nursing facilities.
During the opening
ceremony, store manager Darren Feenstra
presented the projects
the Bunnings Halls
Head team had been
working while waiting for the store to
open. These included
the revamp of Glencoe Primary School
garden, the renewal of
Mandurah’s Southern
Districts Fire Brigade
facilities and a new
shed of the 1st Falcon
Scouts Group.
goo.gl/9z4xHp

Bunnings seeks new site in
Maitland, NSW
A development application for a new Bunnings Warehouse site
has been lodged with
Maitland City Council.
Maitland is located
north of Newcastle in
New Sout Wales.
Plans for the
17,500sqm premises on
Bungaree Street have
been lodged 14 months
after the existing
Bunnings Warehouse
facility was seriously
damaged during the
April super storm.
Repairs to the warehouse were finally
completed in May,
though the store reopened last August. A
statement to Fairfax Media from the
company said flood
management experts
had been engaged to
extensively research
the site. The latest
warehouse is expected
to replace the existing
store.

The statement
also said the larger
premises was expected to employ more
than 220 team members – an extra 75 jobs
compared with the
current warehouse.
The project is expected to cost more than
$35 million.
Bunnings general
manager of property,
Andrew Marks said
the site would meet
the growing demand
in Maitland.
We have been part of
the Maitland community for over a decade
and have been keen
to bring a bigger and
better offer to local
residents for some
time. The store will
continue to operate as
usual throughout the
development application and construction
process for the new
warehouse...
goo.gl/PHFeX3
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Woolworths has not commented on speculation that it
has held talks with Steinhoff
International about selling
some of its Masters sites and
its struggling discount department store chain Big W.
Trade publisher Inside Retail
has reported that Markus
Jooste, CEO of Steinhoff International, has been in Australia to talk with Woolworths.
It said a sale of Big W and
Masters sites would help new
Woolworths CEO Brad Banducci to focus on turning around
its flagship supermarkets.
Steinhoff International has
also been mentioned as a
potential buyer for whitegoods

retailer The Good Guys. Its
Australian businesses include
Best & Less, Harris Scarfe,
Freedom Furniture, franchised
bedding chain Snooze, and discount furniture and electricals
chain POCO.
The Masters sites could be
used by Steinhoff as POCO
stores. But a spokeswoman told
Fairfax Media that Woolworths
“won’t be making any comment
on speculation”.
Some analysts are sceptical a
sale will go ahead now, arguing
the business is not in good
enough health to get a good
price.
goo.gl/P2c2Lg

More hardware discounts
In an attempt to stop Home
Timber and Hardware (HTH)
retailers from quitting the
group before the sale process
winds up, Woolworths has
offered to extend a 2% settlement discount on purchases
for another three months until
September 30. The additional
payment will be made in October but is subject to retailers’
accounts being in normal trading terms at that time.
Woolworths’ move accords
with reports that HTH retailers are becoming increasingly
concerned about the outcome
of the sale process and the
prospect of a successful offer
from Metcash’s Mitre 10.
Leading HTH retailers are
worried about Mitre 10 becoming the monopoly wholesaler
and the impact this would have
on wholesale and retail prices.
Some have made their concerns known to the ACCC.

Sources told Fairfax Media
that Blackstone Group is
bidding for both Masters and
HTH which may strengthen its
position against Charter Hall,
which is backed by Bunnings
and Harvey Norman.
Bunnings is said to be seeking
to buy about 20 Masters stores
and Harvey Norman seven or
eight, but Woolworths is reluctant to sell to its arch rivals.
Charter Hall only wants the
Masters real estate and would
need to sell HTH to Metcash or
Anchorage Capital Partners.
Meanwhile the relationship
between Woolworths and Lowes is said to be deteriorating as
losses deepen at Masters and
the gap on price expectations
widens.
goo.gl/quldsw
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HTH is seeking
tradies with
passion for
their work
ACCC
provides draft
undertaking
for M10/HTH
merger

The Australian Competition and Consumer
Commission (ACCC) has released a draft of a
proposed undertaking for Australian retailer
Metcash.
Agreeing to such an undertaking would open
the way for Metcash to proceed with its proposed acquisition of the Home Timber and
Hardware Group (HTH).
The acquisition would enable Metcash to
combine the HTH assets with its own home
improvement retail franchise, Mitre 10. The
combined entity would have forecast annual
revenue of over $2 billion.
HTH, formerly known as “Danks”, is currently
owned by a joint venture formed between Australian retailer Woolworths, and US-based home
improvement chain Lowe’s. The assets of this
joint venture are being sold off. A number of
buyers have expressed interest in HTH. However, most buyers admit that Metcash is likely to
outbid them.
The undertaking would appear to open up
better distribution possibilities for suppliers not
currently distributed by Metcash. However, a
deeper reading of the document suggests Metcash may follow strategies that limit and even
preclude those apparent opportunities.
The ACCC is actively seeking comment on the
draft undertaking by those involved in hardware/home improvement retail in Australia.
The deadline for submissions is 12 July 2016. The
ACCC expects to announce its final decision on
21 July 2016.

Background
In May 2016 Metcash asked the ACCC to informally examine its proposed acquisition of the
HTH assets. The ACCC has raised concerns primarily about the acquisition creating a monopoly wholesale supplier of goods to independent
hardware/home improvement retailers.
An additional concern was that, as Metcash
wholly owns and operates a number of “corporate” stores, the company would privilege these
stores in its supply deals, providing them with
an unfair competitive advantage.
The draft undertaking released by the ACCC
on 5 July 2016 seeks to allay these concerns.

Broad outlines
There are four basic areas that the undertaking covers:
• Enabling retailers which have entered into a
wholesale supply contract with Metcash to
source products from other suppliers.
• Allows Metcash to impose supply requirements under certain set circumstances.
• Ensuring that stores that are not corporateowned and are within 10km of a corporate-owned store receive the same supply
terms and conditions as the corporate store.
• Regular auditing to ensure these undertakings are met.

hnn.bz
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In its press release, the ACCC quotes ACCC
Commissioner Roger Featherston as stating:
Without the alternative of switching their
business to Home Timber & Hardware, many
retailers are concerned that Mitre 10 would be
able to stop them buying hardware supplies
from outside Mitre 10. So Mitre 10 has offered to
undertake not to restrict retailers from acquiring products from such sources.
The two key sub-clauses in the undertaking
which relate to freedom of supply appear under
the heading “No requirement to purchase
through Metcash”, and are listed in section 5.8.
The first sub-clause states that Metcash undertakes that it will not:
restrict the ability of a Member Store or
Unbannered Retail Store to purchase goods
other than through a warehouse maintained by
Metcash or a chargeback facility maintained by
Metcash.
The second sub-clause states that Metcash
undertakes that it will not:
require a Member Store or Unbannered Retail
Store to purchase goods through a warehouse
maintained by Metcash or a chargeback facility
maintained by Metcash.

The final exclusion allows Metcash to impose
supply restrictions on the stores which it owns
in the majority.
There is also a note that affirms the freedom
of supply provisions do not affect volume
rebates for stores that sell quantities of Metcash-sourced goods.

Competing with corporate stores

The draft would allow Metcash to retain ownership of its corporate stores. However, it would
enforce a requirement that any non-corporate
store within a 10km radius of a corporate store
should receive the same or better terms of trade
(subject to additional costs related to matters
such as delivery differences, and taking account
of commercial risks such as financial stability).
This requirement would extend to non-bannered stores as well. Non-bannered stores —
where Metcash operates only as a wholesale
supplier — within a 10km radius of a Mitre 10
corporate store would be entitled to the same
supply conditions as an equivalent non-bannered store elsewhere.
These restrictions would apply immediately to
bannered and unbannered stores with an existing relationship to Metcash. For acquired HTH
and Thrifty-Link stores, their prior, existing
Supply restrictions
terms and conditions would be carried on for
six months from a “Control Date” (presumably
Section 5.9 provides clarification of those cirthe effective date of acquisition). They would
cumstances where Metcash can impose require- then be brought into line with the terms and
ments on bannered stores to stock certain goods conditions that prevail with the already banits supplies. The first of these exceptions relates nered stores.
to promotional activities. It states that Metcash
can impose a contractual provision that:
Auditing
...obliges a Member Store to have sufficient
products to support advertised promotions,
These requirements would be enforced by regincluding products promoted through Metcash ular audits. The first audit would take place six
websites.
months after the agreement comes into effect,
The next exclusion is perhaps the most inter- and then at subsequent 12-month intervals for
esting. It states, broadly that if Metcash makes the term of the undertaking. The term of the
an investment in a store (bannered or unbanundertaking is currently set at 10 years.
nered) that is greater than the “Investment
Threshold”, Metcash can then impose a restric- Analysis
tion that requires that store to:
...purchase a sufficient quantity of goods from
In his opening remarks to the conference held
Metcash within a defined period.
by the Committee for Economic Development
The Investment Threshold amount is declared of Australia in February 2016, the chairman of
in the Schedule Three attachment to the under- the ACCC, Rod Sims, repeated an old (but good)
taking — however, Schedule Three is regarded
economics joke:
as confidential, and has been redacted from the
All this leads to one of the great economist
public version of the draft undertaking.
jokes. Great because it is funny, but also because

hnn.bz
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it contains an element of truth.
A man returns to his old university and spots
his economics professor, and they discuss current teaching. When shown the current economics exam paper the man exclaims: ‘But that’s the
same exam paper I sat. Don’t you realise students pass these on to the next year’s students?’
‘Of course’ said his wise professor, ‘but in economics we change the answers.’
In many ways, the decision of the ACCC to
develop this set of undertakings for Metcash is
a case of the regulator changing some of its answers. Woolworths’ failed home improvement
retailer Masters might not be entirely going
away, but the level of investment it brought to
the home improvement market is fading out.
As it finally exits in the first half of calendar
2017, it is likely Bunnings will become even more
dominant in the market.
That’s one of the events that has no doubt
influenced the ACCC. Where once the argument
for diversity in supply might have led to one set
of answers, today the need to ensure resilience
in home improvement retail has likely shifted it
in another direction.

Mitre 10 has changed the way its web commerce operates, and has come to rely far more
on “click and collect” as a means of delivery. A
large proportion of the slightly limited range it
offers for sale online can now be directly picked
up in a Mitre 10 store. Others must first be ordered and delivered to the store before they are
available, a process that can take 14 days.
This is an improvement on the previous arrangement, where the majority of items offered
online were delivered from the warehouse, requiring both shipping charges and the (usually)
14-day delay.
Given the way that ecommerce works, this requirement could be more restrictive to retailers
than that for catalogue items. It would be possible to place many more items on the website,
and to frequently adjust pricing.
It’s interesting to note, also, that the ACCC has
not thought to include any restrictions at all in
the undertaking regarding how Metcash might
conduct ecommerce home improvement sales.

The buy in

The other point of interest is the exclusion
that applies when Metcash invests in a store
over the undisclosed “Investment Threshold” —
The first thing that needs to be said is that this which it seems likely is not a set amount, but a
draft proposal is the strongest sign yet to be
formula. In those cases, Metcash/Mitre 10 would
seen that the acquisition of HTH by Metcash is obtain more control over supply sourcing and
a strong likelihood.
products stocked.
In its original statements, the ACCC seemed to
There is nothing effectively “wrong” with such
be pushing for Metcash to not hold any corpoa provision, as it is a clear case of “quid pro quo”,
rate stores. That would have been something of with the retailer opting into a contract because
a deal breaker, as those stores are reportedly a
it is advantageous. However, if Mitre 10 and
strong source of profit for the Mitre 10 division. HTH are combined, and an outside source of
The concession the ACCC might have gained
capital is found to further boost investment,
from letting go of that requirement is that Met- with the ultimate aiming of spinning off the
cash lessen any existing (formal and informal)
new entity through an independent listing on
restrictions on supply sourcing by its member
the Australian Stock Exchange, this provision
stores.
might become more the norm than the excepHowever, reading a bit deeper into the under- tion.
taking document, it’s possible that what we are
Metcash might, for example, choose to boost
really seeing here are the first sketchy outlines its existing “Sapphire Store” concept to half or
of a possible Metcash/Mitre 10 strategy emerg- more of the combined Mitre 10/HTH fleet. Given
ing.
the difference in store revenues, that could
end up including something close to 80% of all
Online
revenue.
Those investments would deliver more control
One such outline is the provision that stores
of supply to Metcash, and suppliers outside of
can be required to stock promoted items, includ- Metcash would have free access to only 20% of
ing, specifically, those that are promoted on the the revenue, likely split across a large number
Mitre 10 website.
of smaller retailers. Free access would, however,

The undertaking
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likely continue with some very good retailers
who would have no need of the Sapphire upgrade, such as the very good Hume & Iser store
in Bendigo, Victoria — which already relies on
the NatBuild buying group for a portion of its
supply for its trade business.
If the acquisition goes ahead, and this does
prove to be strategy of Mitre 10, we are likely to
see something of a scramble for market position
in the six months directly after the deal is concluded. Mitre 10 will be doing a Sapphire promotion to get retailers on board, and non-Metcash
suppliers will be countering by offering deals.
That will put pressure on both Metcash and
suppliers to create good deals, and also — potentially — on Metcash to bring on board the
suppliers that are more effective at competing
in that environment.

Does it work?
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The ACCC has done a good job of understanding the issues and providing solutions that, at
the very least, work on paper. One of the real
tests of this kind of agreement will be the way
in which the audit process is conducted. Atten-

Termite system at Mitre 10
A DIY anti-termite
product that is also
waterproof has been
launched at Hastings
Co-op Mitre 10 in Wauchope (NSW).
Invented by local
insect expert, entomologist Phil Hannay
and industrial chemist
Roger Franklin, it has
passed strict tests

set by the Australian
Pharmaceuticals and
Veterinary Medicines
Authority.
TERM-seal is a DIY
system for proofing a
house, farm, fences and
outbuildings in a safe,
eco-friendly way. The
product range is manufactured in a Brisbane
factory and has been

tion will need to be paid to the complaints process, and investigation of complaints. Hopefully
there will an inclusion of both informal and
formal processes for resolving disputes.
HNN’s real concerns about the possible merger of Mitre 10 and HTH certainly include competition fears, but they do extend beyond that as
well. We remain wary of some of the unintended consequences that could occur, particularly
as regards competition with Bunnings.
One aspect to consider is a situation where
there is a Bunnings store currently competing
with both a Mitre 10 and an HTH store. If Bunnings were to flex its market power and go after
a slightly broader range in the trade market
(which is likely in FY 2017/18), one of the independent stores could go out of business.
In the current situation this might raise some
competition fears at the ACCC. After a merger
it probably wouldn’t, as the situation would be
of one independent franchise with two stores in
an area losing one of those stores, rather than
three competitors being reduced to two.
That is one change to the answers that isn’t
going to help a new combined venture.
goo.gl/c0OaZq

installed in 100,000
homes.
At the launch, Ed
Caruana from TERMseal said it stops
moisture and termites
getting into posts and
timber yards, as well
as homes. He told the
Wauchope Gazette:
We have a product
to treat concrete and

masonry, and we’ve got
bait stations to control
termites.
Hastings Co-op CEO
Allan Gordon said the
product range was a
great addition to their
stock.
goo.gl/bM2Qro
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In recognition of the exceptional work that tradies do
for their trade, Home Timber
& Hardware is on the hunt
for Australia’s proudest, most
passionate tradie.
Someone who lives and
breathes their profession in
all aspects of their life and
“tools down” is practically
a foreign concept for them.
Someone who can tell their
timber species just by smelling it or whose beloved work
tools take pride of place in
the bedroom each night.
Someone who is so tough
that they sleep on a bed of
nails. Or perhaps someone
who is so passionate about
what they do that “proud
tradie” may as well be their
middle name.
The campaign calls on
tradies to enter their story
in 100 words or less at www.
tradieoftheyear.com.au to be
in the running to be crowned

“2016 Tradie Of The Year” and
score themselves $25,000 in
hard cash.
The competition remains
open until 28 August where
all entries are showcased
online for a public vote and
10 finalists put through to
HTH to select the tradie with
the most compelling story.
The winner is announced on
2 September and the nine
runners up will each receive
a $500 Home Timber & Hardware gift card.
Tradie Of The Year is
supported by Pink Batts and
Paslode.
You can view the TV commercial here:
goo.gl/8YCdbU
goo.gl/feiv3F
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Steinhoff considers
Big W acquisition

in this
update:
Indian investor
considers
buying The
Good Guys
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Winning
Appliances
sets up shop in
new residential
development
BuyDirect
improves
shipping
Now Steinhoff
considers Big
W buy

Speculation surrounds South African,
German-listed, Steinhoff International is
looking to acquire Big
W, along with a number of Masters sites for
its furniture and home
improvement brand
POCO.
According to Inside Retail, the chief
executive of Steinhoff
International, Markus
Jooste, has been in
Australia recently to
discuss with Woolworths CEO Brad Banducci about a potential
purchase.
Steinhoff may be
keen to expand in
Australia after outlaying $6.7 billion in
2014 for fellow South
African-based retailer Pepkor Holdings,
which owns Harris
Scarfe and Best & Less.
In addition, Pepkor
South East Asia has
Store & Order and Mozi
in Australia, as well as
Postie in New Zealand.
Steinhoff also owns

furniture chain Freedom Group, franchised
bedding chain Snooze
along with POCO,
which opened its first
store in Australia in
2013.
Fairfax Media reports
the acquisition of BIG
W would boost Steinhoff’s Australian sales
by $4 billion to more
than $5.5 billion, making it a serious rival
for Wesfarmers’ Kmart
and Target, which have
combined sales of $8
billion.
Steinhoff had annual
sales in Australia of
almost $1.4 billion in
2015 – $900 million at
Pepkor South East Asia
and $460 million at
Steinhoff Asia Pacific.
Steinhoff also recently expressed interest in
buying home appliances retailer The Good
Guys.
goo.gl/6vdaQS
Inside Retail understands that the
Masters Home Improvement component

of the deal would see
Steinhoff International
acquire select Masters
sites for the rollout of
a large format electrical/white goods/
homewares chain.
This would put some
weight behind recent
speculation that Steinhoff intends to proceed
with an expansion of
its POCO chain.
Steinhoff International’s 477-store
footprint in Australasia is just a fraction of
its 6500 stores across
30 countries, selling
furniture, homewares,
electronics, clothing
and footwear. It is
considered to be one
of the largest retail
corporations in the
world and has annual
sales of close to $17
billion, generated from
40 retail brands and
a manufacturing and
logistics base.
goo.gl/9SypyH
David Gordon, retail
expert and business
advisor at LZR Part-
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ners, told SmartCompany that its supply
chain might mean
that some Australian
businesses could be
overlooked if Steinhoff
goes ahead with its
POCO expansion. He
said:
They will use their
international supply chain, they may
not need Australian
wholesalers. Also, a lot
of Bunning’s suppliers
would not be wanting
to repeat what happened with Masters,
they picked their sides
and the Masters side
was the wrong one.
Brian Walker, chief
executive of the Retail
Doctor Group, sees
Steinhoff’s acquisition
of the Masters sites as
a sensible alternative
strategy to acquiring
Big W because the
group already understands the local
furniture market due
to its ownership of
Freedom Furniture. He
told SmartCompany:
In the furniture
market, the margins
are slim and it is ultra
competitive. Masters
will provide the sites,
but as the majority of
them are in regional
Australia, Steinhoff
may struggle to grow
the business.
goo.gl/PKvrLs
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Possible Indian buyer
for The Good Guys
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the merger would
deliver significant
market share for JB
Hi-Fi in an extensive
appliance industry
report. Currently JB
Hi-Fi has around 3% of
the overall appliance
market compared to
21% for The Good Guys
and 29% for Harvey
Norman.
The Good Guys is
approximately half
the size of JB Hi-Fi
in terms of sales and
store network, with a
highly complementary
Sources have told
An Australian Comof The Good Guys by
category mix.
ChannelNews that an petition and Consumer JB Hi-Fi.
Citi said that as JB
Indian-based retail
Commission (ACCC)
Currently the ACCC
Hi-Fi’s store roll out
group are discussions executive also told
is taking submissions
has matured, it has
with the owners of
ChannelNews it had
from parties with an
continued to pursue
The Good Guys. The
been approached by a interim ruling set to be growth opportunities.
group who own conconsultant represent- made on August 4.
With its HOME opersumer electronics and ing an Indian retail
Several analysts have ation proving to be a
appliance stores are
group. The consultant said that a merger
challenging roll out to
believed to have hired wanted to know how
between JB Hi Fi and
date, The Good Guys
former JB Hi-Fi execu- many submissions
The Good Guys is not
would deliver 45% to
tives to consult on the had been made to the
without its risks.
50% sales and EBIT
potential acquisition of ACCC concerning the
Citi Equities analysts growth upon complethe appliance retailer. proposed acquisition
recently concluded
tion.

They expect The
Good Guys to generate
FY17 sales per sqm of
$9,400, approximately
half that of JB Hi-Fi
($18,900 per sqm) and
in line with the broader appliances category
($8,000 – $12,000).
Most of this differential is explained by
category mix, with appliances much less productive than consumer
electronics products.
Citi analysts said:
Despite lower sales
per sqm, appliances are
an attractive category,
with stable pricing
and demand while also
delivering higher gross
margins.
They added that JB
Hi-Fi’s expansion into
appliances is logical
and necessary in order
to sustain growth.
goo.gl/YdktDs

Kitchen and laundry
appliance specialists,
Winning Appliances
has acquired the entire
ground floor retail
space of the FV development in Fortitude
Valley (QLD). It will
move into 1770sqm of
the residential tower
in the $600 million
development that is
under construction
and scheduled to be

become an iconic Brisbane building.
The Elenberg Fraser custom-designed
retail space will span
two levels. Real estate
developer GURNER is
behind the project.
goo.gl/WBrYs0

Winning Appliances part of FV apartments
completed by the middle of next year.
Industry sources said
the retail showroom
deal was valued at between $11 million and
$13 million.
A fourth-generation
family business, Winning Appliances will
move from its existing
showroom facility at
209 Brunswick Street
and move to the

three-tower project.
That building will soon
be demolished to make
way for the third stage
of the FV development,
due to start construction later this year.
Winning Appliances
will also supply the
whitegoods packages
into all 651 apartments
in the first two towers,
Flatiron and Valley
House.

Winning Appliances
chief executive David
Woollcott said the
showroom would be
on par with its flagship
Redfern showroom
in Sydney. He told the
Courier Mail:
We pride ourselves on
offering our customers
the world’s most iconic
appliance brands and
there’s no doubt that
the FV building will
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BuildDirect improves shipping
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Without a store
base to support any
fulfillment, Canadian pure-play, home
improvement retailer
Build.com lives and
dies by efficient product shipping. Further
complicating the retailer’s efforts to provide
quality shipping while
maintaining reasonable internal costs is
the nature of its product assortment. Marshall Downey, director
of direct marketing at
Build.com told Chain
Store Age:
We knew for some
time there was a huge
opportunity for more
intelligent determination of customer
shipping. A lot of our
items are big enough
to qualify for free shipping – like tubs and
showers.
In 2015, Build.com decided it wanted to implement an enterprise
solution that would
manage the end-toend customer delivery
experience in a way
that would guarantee
customer satisfaction
while controlling costs.

The online retailer
performed an initial
pilot implementation
of the Convey enterprise SaaS (Software
as a Service) customer
delivery platform.
Convey connects
carriers to retailers, enabling drop shipments
to the consumer. The
solution takes product
tracking data from retailers and transforms
it into shipping APIs
(application programming interfaces). Mr
Downey explains:
We sent data to
Convey regarding our
current shipping choices. They suggested
alternate services with
cost savings numbers
generated specifically
for us.
During a 90-day
trial period, Build.com
piloted five carriers on
the Convey platform.
Downey said:
Convey typically
halved our price
forecasts and saved
15%-20% per freight.
It takes the human
element out of deciding
what regional companies to use for drop

shipments.
In addition, Convey
removes the human
element out of decisions made remotely at
drop shipment centres.
He said:
Warehouse personnel
decided how to ship
our products. We had
routing guides listing
our specs, but they
have lots of guides
from other companies
and may not read ours.
Now personnel at
drop shipment centres
are directly informed
how to ship Build.
com orders, resulting
in fewer damaged
packages.
Looking ahead, Build.
com plans to use
Convey functionality
to allow customers to
obtain digital updates
of the status of orders.
Downey said:
Currently, we can only
tell customers when
an order is paid or
delivered. We can’t give
updates on physical
status. It’s not a great
brand experience. We
will give updates via
email or SMS.
goo.gl/yzOTzJ
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Valspar votes on sale
in this
update:
Kohler
launches
online strategy
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Bosch sets up
“experience
zones” for
tools in Europe
Valspar votes
on acquisition
by SherwinWilliams

The Wall Street
Journal reports that
paint maker Sherwin-Williams could
move a step closer to
expanding access to
DIY painters if shareholders from Valspar
approve the sale of
their company for as
much as USD9.3 billion.
The balloting by
Valspar investors
will culminate with a
special meeting when
results of the vote will
be revealed. But even if
shareholders approve
the sale of Valspar to
Sherwin-Williams, it
could take months for
them to find out how
much they will actually receive.
Sherwin-Williams
has agreed to pay up
to USD113 a share for
Valspar’s. The offer
represents about a 35%

premium to Valspar’s
share price before
the all-cash deal was
revealed in March. The
final payout is contingent on regulatory
review.
US-based federal
antitrust regulators
are combing through
the two companies’
business lines in paint
and industrial coatings
for potentially unfair
market concentrations.
If the Federal Trade
Commission demands
that certain businesses
be shed as a condition
for approving the sale,
Sherwin-Williams
would lower its purchase price.
If Sherwin-Williams
is forced to divest
businesses with more
USD650 million of
annual revenue, the
purchase price would

fall to USD105 a share.
Sherwin-Williams
could abandon the
purchase entirely if
the required business
divestments amount
to least USD1.5 billion a
year in revenue.
Executives from
both companies have
said they believe the
probability of having
to shed business is low.
Although both companies make paint, their
retailing strategies are
different.
The companies
are counting on the
distinctions to help
keep the deal intact.
Valspar mostly sells
paint through a variety
of consumer-focused
store chains, including
home improvement
retailers such as Lowe’s
and Ace Hardware
stores.
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Sherwin-Williams,
meanwhile, relies on
more than 4,000 company-owned stores in
the US and Canada to
sell paint, primarily to
professional painters
and contractors. These
specialty paint stores
have come under
increasing competitive
pressure in recent
years from big-box
retailers.
With Valspar, Sherwin-Williams would
get more exposure to
the major retailers.
goo.gl/LXO9za
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Kohler’s content strategy
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Kohler is looking to
do more than just sell
plumbing supplies
and it’s using content
to get there. The goal
is to help prospective
customers envision
how a new piece of
hardware will fit into
their homes.
In the pre-digital
era, Kohler showcased
beautiful kitchens and
bathrooms through
glossy print ads. But
adapting that ethos to
the digital space took
more than developing
a presence on social
platforms and design
sites like Pinterest and
Houzz, which Kohler
did. Those efforts felt
like one-offs and nothing was centralised.
This led Kohler’s marketing team to present
the digital team with a
challenge. Kristen Wo-

jhan, a digital director
at Kohler said:
Figure out how we
could get our digital
footprint into one
place, not to replace
our presence on places
like Houzz and Pinterest, but to supplement
it. It’s a symbiotic
relationship.
The resulting site,
Kohler Ideas, hosts
branded content created by other publications and influencers,
mood boards and
home tours. Even if
an article originates
with an influencer or
publisher, it ends up on
Kohler Ideas, making
it a resource for people
trying to figure out
what faucet, for example, is right for their
home design.
A large number
of people who visit

Kohler Ideas end up
clicking over to the
main merchandising
site, Wojhan said,
though Kohler doesn’t
share those numbers.
But compared to people who just visit the
main site, those who
come in via Ideas are
twice as likely to display purchase intent
and search for where
to buy Kohler product,
according to Wojhan.
Kohler measures the
success of Ideas in other ways, too. Quantitatively, it monitors dwell
time, engagement and
when users click to
view product details.
Although Kohler
Ideas and its ecommerce site are quite
separate now – in part
because the latter
is more difficult to
re-develop – Kohler

is trying to weave
more and more of its
inspirational content
into its ecommerce and
product lookup site.
But the reverse
happens, too. Kohler
Ideas includes relevant
product links next to
content.
As influencer marketing grows, Kohler
is looking to develop
more direct relationships with its publishing partners. Kohler
now has a more automated way to do that
through Tidal Labs.
Tidal Labs, a tech
platform that’s a “CMS
meets aspects of CRM”,
according to CEO
Matthew Myers, allows
Kohler to monitor
topline engagement
and key traffic sources.
The tech also integrates with Kohler’s

Click ad to visit hbt.net.au
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product database, so
that the right products
show up next to relevant articles.
Better connections
to content producers
will allow Kohler to
continue to execute on
its strategy of providing useful content to
people fixing up their
homes. Wojhan said:
We see ourselves as
a lifestyle leader and a
brand that can provide
design solutions. Half
the building I work in is
dedicated to producing,
shooting, editing and
publishing beautiful
content, because we
want our customers
to have the bathroom
or kitchen of their
dreams.
goo.gl/wIAbr7
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Bosch digital Experience Zones
Tool brand Bosch is
rolling out digital Experience Zone areas to
DIY superstores across
Europe. The shop-inshop fixtures will be
installed in more than
50 stores in Germany,
Belgium, France, Norway and Austria. They
will also be installed in
stores in Turkey.
The digital terminals
have been designed by
digital media distribution company Dimedis,
using Kompas digital
signage software. The
objective is to create a

Bosch “brand island”
in-store, where shoppers can try products
and learn more about
them in a practice-oriented environment.
Touchscreen terminals encourage
customers to complete
transactions, providing
added-value services
and information in 23
languages. Information
gathered can be printed out or transmitted
to a smartphone via
a QR code. Dimedis
head of digital Patrick
Schroder said:

The Bosch Experience
Zone is an excellent example of how one can
increase the involvement of the customers
at the point of sale and

integrate the advantages of the online world.
The comprehensive
modernisation of the
shop-in-shop concept
goes hand in hand with
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the integration of digital signage to an extent
previously unknown in
DIY superstores.

europe update
B&Q launches
new store format
in this
update:
Wesfarmers
keeps more
Homebase
stores going
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Dobbies
Garden
Centres in
Scotland sold
off
B&Q
welcomes first
customers to
new concept
store

UK-based industry publication Retail Week
took a tour of the new large-format B&Q in
Cribbs Causeway, Bristol.
This B&Q store has some similarities with
Castorama, the DIY retailer that parent company Kingfisher operates in France, Poland and
Russia. Elements of what is currently done in
the sister DIY company have been deployed in
this B&Q. Chief executive Michael Loeve said:
The intention was to create a best practice
store in the four countries [within the Kingfisher
empire] that operate big box retail.
The Cribbs Causeway B&Q big box is the first
of these with the other three best practice
stores set to follow later this year. It also means
that the font that forms the Cribbs Causeway
branch logo is the same as that used in Castorama – this also is an exercise in looking at what
the synergies between the various Kingfisher
operating companies may be.
Following its refurbishment, the store now
measures just shy over 13,006sqm (up from
a pre-makeover footprint of 12,405sqm). The
exterior is still a combination of B&Q’s corporate orange and white colours – and yet it looks
different. The font for the logo has changed and
there is a more simplified and modern feel to
the orange and white areas across the frontage.

Loeve has made the point that the font being
used at Castorama and Cribbs is owned by
Kingfisher, while the one used in all other B&Q
branches is not and would therefore cost money
to use.

Inside
The same font throughout the store as has
also been used to form the logo. For navigational signage, this means white on grey and more
subtle than in other B&Q outposts.
Moving into the store, the first things that the
DIY shopper will encounter are a cafe, light and
space. The cafe is to the left of the main door
and features, among other things, pendant copper lights and 3D-style wall graphics, created by
putting gardening tools on wooden pegboards.
It’s a good-looking introduction to the shop
and also serves as a waiting area for those who
have ordered in-store or who have clicked and
are about to collect, prior to walking away with
their purchase from the order collection area,
which lies just beyond the cafe.
The light and space are the outcome of a
high ceiling with LED lighting overhead. This
delivers higher light levels, lower cost and a
longer lamp life. The main point about it, how-
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ever, is that there is an
immediate feel-good
factor on entering this
store – a trait which is
conspicuously absent
when entering most
DIY establishments.
Loeve points out that
there are two major
aisles that run from
left to right across the
length of the floor,
with the one closest to
the front of the store
allowing shoppers to
inspect DIY tools and
hardware. The other,
deeper into the store,
is for more “considered
purchases”, according
to Loeve. Translated, this means that
kitchens, bathrooms,
tiles and so forh, all
of which will involve
thought and expenditure, are set away from
the hubbub of the row
of checkouts at the
front of the store.
B&Q and Castorama
are just at the beginning of a programme
that will see a lot of the
same merchandise sold
across the two stores.

This makes sense in
terms of economies of
scale. One of the first
departments to benefit
is lighting, a key part of
every B&Q store, with
both retailers now selling the same items.
Deeper into the store
more changes become
apparent when set
against a standard
B&Q. The tile department, for instance,
is all about display
as “it is quite hard to
imagine what tiles look
like when they are
laid, without seeing
them laid out”, states
Loeve. This means that
the tile area has been
increased and multiple
boards show the range,
but there is no stock
on the floor. As soon as
a shopper makes a decision to purchase, the
order is collated in the
stockroom, ready for
collection at the end of
the visit.
http://goo.gl/IoiMA8
Images courtesy of POS
Insights:
goo.gl/cdkYEV

Homebase stores
get a reprieve
Wesfarmers plans
to make products
cheaper at its newly
acquired Homebase
stores in the UK and
will stop shutting
them down.
As reported earlier,
it has also appointed
retail veteran Archie
Norman to the advisory board for Homebase. Mr Norman is a
former chairman of
supermarket Asda.
Wesfarmers said it
was looking to keep
open 18 Homebase
stores previously earmarked for closure – a
move that could save
between 500 and 700
jobs.
Former owner,

Home Retail Group
announced plans in
October 2014 to shut
down a quarter of the
323 Homebase stores
by 2019, reducing the
total to around 243
stores. But Wesfarmers is hoping to keep
260 shops open, which
will then all be converted to the Bunnings
brand.
Critics, however,
are worried that the
revamp moves will
be tough as the DIY
market in the UK is
shrinking and rival
Kingfisher, owner of
B&Q, is also embarking on a turnaround
plan. A spokesman for
Wesfarmers said:

New management
have successfully
reversed the closure
of seven Homebase
stores, saving approximately 200 jobs. It
hopes to prevent the
closure of 11 more, saving up to 500 jobs.
Five Homebase
stores have closed
so far this year, with
around 200 employees
losing their jobs.
Wesfarmers said
that any employees
affected by store
closures had been
given priority for job
opportunities at other
stores within a 30-mile
radius.
http://goo.gl/sAS1Ni

Dobbies Garden Centres sold off
Edinburgh-based
Dobbies has been sold
by its owner, supermarket group Tesco.
It is the UK’s second
biggest garden chain
behind market leader
Wyevale.
The garden centre retailer is being
bought by a group
of investors led by
Midlothian Capital
Partners and Hattington Capital for GBP217
million.
Tesco purchased
Dobbies for GBP155
million in 2007 when
Sir Terry Leahy was
chief executive as it
looked to branch out
beyond food to woo
shoppers. Current
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chief executive Dave
Lewis is divesting its
non-core assets to
focus on reviving its
grocery operation.
Dobbies has 35
stores and employs
over 2,700 staff. It
contributed GBP17
million to Tesco’s annual pre-tax profit of
GBP162 million as the
supermarket giant
returned to the black

following a GBP6.3 billion loss the previous
year.
The new owners of
Dobbies Garden Centres have vowed to
add more stores to the
chain and boost the
retailer’s ecommerce
offer, according to
industry publication
Retail Week.
goo.gl/7c7JCF

usa update
How Ace Hardware
beats the big-box
the item. Then, to take
this to a higher level,
they start a conversation to learn more
about why the customer needs the item and
how it will be used.

in this
update:
Home Depot
works to
reduce
inventory
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Sears seeks
more value
from its brand
holdings
Ace beats the
big box in five
different ways

4. They have
knowledgeable
staff.
Shep Hyken writing
in Forbes magazine
believes Ace Hardware
not only survives
but thrives in an
intensely competitive
environment. The independently owned retail
stores go up against
big box stores that in
some cases are 10 times
larger than the typical
Ace Hardware store.
Furthermore, these
competitors often
spend 30 times more
than Ace in advertising dollars. CEO John
Venhuizen calls Ace’s
success a David and
Goliath business story.
The little guy takes on
the big guy and wins.
Hyken believes customer service provides
a true competitive
advantage. Often,
better service can even
trump a lower price.
Companies that win
with customer service
know that their customers buy more, buy
more often and share
their positive experiences with friends,

colleagues and family
members.
He has identified five
ways that enable Ace
to win in a highly competitive marketplace.

1. They mystery
shop their stores.
Many companies
use mystery shoppers in their stores,
but what makes Ace
Hardware different
is that the stores are
independently owned,
yet they agree to be
mystery shopped by
the corporate cooperative that supplies their
merchandise. The head
office provides customer service training and
mystery shopping services that the retailers
know will take them
to a higher level of customer experience.

2. They are easy to
do business with.
The Ace Hardware
stores are smaller,
and that can work to

their advantage. While
they may not have
the largest variety or
even the lowest prices,
they can compete with
convenience. Driving
through the parking
lot is easier. Navigating through the store
doesn’t mean a quarter-mile walk from one
side of the store to the
other. There seems to
be more staff to help
the customers than in
the typical hardware
or big box store.

3. They engage
their customers
when they enter
the store.

While the same
might be said about
the competition, Ace
associates are taught
to use their knowledge
in a different way.
They ask appropriate
questions that give
them the opportunity
to help the customer
by making suggestions
that might make the
project easier and even
less expensive.

5. They don’t just
give friendly service, they deliver
helpful.

Ace is known for
helping, or being
helpful. Engaging the
This is more than
customer is friendly.
a friendly greeting.
But, Ace takes it a step
Instead of a traditional further, always making
greeting like, “Hello,
suggestions that help
how are you today?”
the customer. It is in
the Ace associates are Ace’s corporate DNA
taught to ask, “What
to be the most helpful
can I help you find
hardware stores on the
today?” When they
planet. Helpful is their
find out, they don’t just ultimate competitive
point the customer in advantage.
the right direction, but
goo.gl/0y7scE
walk the customer to
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Instead of filling
its warehouse-style
racks to the ceiling
with drills, rolls of
insulation and cans of
paint, The Home Depot
wants fewer items on
its shelves and it wants
them to be within
customers’ reach.
Tom Shortt, Home
Depot’s senior vice
president of supply
chain, relayed the following message going
out to stores.
Get comfortable with
days of inventory, not
weeks.
The retailer is targeting sales growth of
nearly 15% by 2018, but
wants to keep inventory levels flat or slightly
down.
It is a shift happening across the retail
sector as companies
try to figure out ways
to profitably serve
the growing needs
of online shoppers
while making their

network of stores less
of a financial burden.
Chains must predict
whether demand will
come from the internet
or a store visit, and
whether they’ll ship
online orders from a
distribution centre or
a store. Every move of
inventory is an added
cost that eats away at
already thin margins.
Online shpping “has
forced the industry
to rethink not only
the math and science
behind the inventory
pool, but also the strategy,” said Scott Fenwick, a senior director
at Manhattan Associates, which makes
supply-chain software.
Inventory is one of
retailers’ highest costs.
Any reduction in the
level of capital tied
up in unsold goods
frees up resources to
invest elsewhere, such
as building out online
operations or covering

wage increases. But
destocking isn’t without risk. Bare shelves
are a major annoyance
to shoppers who take
the time to go into
stores to shop. Rodney
Sides, vice chairman
of the retail practice at
Deloitte said:
If I hold too much
inventory out of the
stores, then it looks like
I’m out of business.
When many chains
first started selling online, they set up distribution centres to service their e-commerce
operations. But that
ran the risk of doubling inventory. Then
they tried to make
their stores double
as online fulfillment
centres and merged
the systems that
manage their online
and store inventory
pools. While that helps
lower shipping costs
by storing products
closer to customers, it

means more work for
store employees. Brian
Gibson, a supply-chain
professor at Auburn
University said:
Ideally, you put less
inventory in the stores,
but replenish more
frequently. You’d rather
fulfill based on demand than based on a
forecast.
Home Depot has
weathered the shift to
online shopping habits
better than most,
with sales at existing
stores up at least 5% in
each of the past three
years — helped by the
continuing rebound in
the housing market.
Still, its push to lighten
inventory levels will be
a challenge, especially
as it seeks to increase
annual revenue to
USD101 billion in
2018 — USD12.5 billion
higher than last year
— without opening
more US stores.
To tackle the issue,
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Home Depot is overhauling a big part of
its brick-and-mortar
supply chain. It has instituted “Project Sync,”
a series of changes that
include developing a
steadier flow of deliveries from suppliers into
its network of 18 sorting centres. Instead
of being slammed
with five trucks twice
a week, for instance,
Home Depot now
wants to have suppliers send two trucks
five days a week.
The savings from the
synchronised inventory flow are a key
part of getting Home
Depot’s operating margin up to 14.5% by 2018,
from the current 13%,
and also boosting the
return on invested capital. The more frequent
deliveries also help
improve in-stock levels,
even as Home Depot
tries to keep a lid on
inventory growth.
When the shipments
get to stores, workers
move them right to the
lower shelves, eliminating the need to store
and retrieve products
from upper shelves
using ladders and forklifts. Those activities
are some of the most
expensive parts of the
supply chain, Home
Depot executives say.
Savings can be used to
have more workers on
the floor or finding orders for shoppers who
are picking them up.
goo.gl/gRjzpe

usa
update

Sears expands its brands

24

Sears Holdings is
looking to generate
more cash from its
Kenmore, Craftsman
and DieHard brands
than the sale of tools,
washers and dryers,
and car batteries in its
own stores.
The retailer recently
announced that it was
exploring unspecified
alternatives for those
brands, along with its
Sears Home Services
business, by expanding their availability
beyond the doors of
Sears and Kmart.
While not naming
what options were
under consideration,
they potentially could
involve selling the
products in other
stores, licensing them
to other companies or
an outright sale.
Although the Kenmore, Craftsman and
DieHard names have
faded a bit as the overall Sears brand has diminished, they are still
well established brands

with strong reputations, according to Neil
Stern, senior partner
at Chicago-based retail
consulting firm McMillanDoolittle.
Expanding distribution would likely
bring in extra revenue,
Stern said. But if you
can buy Kenmore and
Craftsman elsewhere,
that’s one less reason
for shoppers to come
to Sears, he said.
Sears was once a
primary destination
for appliance sales in
the US, largely on the
strength of its Kenmore brand, once one
of the top two major
appliance brands
in the US, based on
market research firm
Euromonitor International.
Now sales are shifting to home and garden specialty retailers
like The Home Depot
and Lowe’s, which
accounted for 34% of
major appliance sales
in 2015, according to

Euromonitor.
The Stevenson Company’s TraQline’s quarterly market survey
shows that Kenmore’s
share of the major
appliance market
dropped to 12.7% for
the 12 months ending
in March, down from
17.4% four years ago,
when it had the largest
slice of the market. But
it is still the third-biggest player, behind
General Electric and
Whirlpool.
Craftsman still accounts for the largest
share of the hand tools
and accessories market
by dollar share, with
about 28.5%, and for
about 9% of portable
power tool sales, with
both categories down
between 4 and 5% over
the last four years.
DieHard had only
about 5.2% of the auto
battery market though
nearly 30% of people
surveyed said they
didn’t know their car
battery brand. The

TraQline report said:
If Craftsman is in
independent hardware
stores, it’s probably
not a bad thing for the
company to explore. If
they do a deal with the
Home Depot or Lowe’s,
that’s also heavily into
your appliance business; that could really
siphon traffic away
from stores.
It’s not the first
time the retailer has
turned to the brands
to bolster sales. In 2011,
Sears signed deals to
sell Craftsman tools
at Costco clubs and
DieHard car batteries
to big box chain Meijer.
It also expanded a pilot
that put Craftsman at
1,000 Ace Hardware
stores and reportedly
considered selling certain Kenmore products
at Costco.
The Craftsman pilot
marked the first time
in the brand’s 83-year
history shoppers could
buy it outside a Searsowned store.
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Sears had considered
such deals before 2011
but worried about
cannibalising sales at
its own stores. At the
time, the Craftsman
brand manager said
the Costco deal would
attract new customers
since many Costco
shoppers weren’t coming to Sears or Kmart.
Today, more than
2,800 Ace Hardware
stores sell Craftsman
and some DieHard
products, said Sears
spokesman Howard
Riefs. Blaine’s Farm
and Fleet and Atwoods
Ranch and Home also
sell some categories of
Craftsman products,
and all three brands
are available in more
than 50 countries.
But Sears only sells a
portion of its branded products through
other retailers and
believes a partnership
or other transaction
expanding distribution of its brands and
service offerings could
help both parties. Riefs
said:
Sears is the only place
you can get the full assortment of Craftsman,
Kenmore and DieHard
products.
goo.gl/9JXe2M
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The Kohler Konnect system includes a mirror that can display information.

Bathroom
Strategy

Bathrooms, as Australian home improvement retailers know, are a good business — as
well as a big business.
The Housing Industry Association (HIA)
estimates that there were 429,400 new bathroom installations in FY 2015/16, at an average
cost of $16,731, for a total of $7,184 million. In
bathroom renovations, there were an estimated 219,600 installations, wth an average cost of
$17,779, for a total of $3,904 million.
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The total market is thus estimated to have been worth over
$11,000 million. The actual market size for bathroom fittings
alone is estimated to be a little less than 50% of this, about
$5,400 million.
The Australian domestic market is currently dominated
by two companies: Reece Group, and the New Zealand-based
Fletcher Building, through its Australian wholesale chain
Tradelink. Reece holds around $2,000 million of the market,
for 38% overall share. Tradelink has around $800 million for
a 15% share. The share that Bunnings controls is difficult to
determine, but it is thought to be somewhere between 7% and
9%.
The rest of the market consists of companies with shares
of less than 4% of the market. These range from large integrated retailers such as IKEA, to smaller national chains such
as BGW’s Samios Plumbing, which has over 20 outlets around
the country. A large proportion of the market is also held by
smaller, regional and local companies.
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In the commercial market, there are major players such as
the RBA Group, which supplies, among others, the Harvey
Norman Commercial division. Harvey Norman Commercial
has been expanding in recent years, and opened a showroom
in Canberra, ACT in March 2016. Harvey Norman has also
expanded this commercial offering to online services, most
notably as a hot water replacement service supplying systems
from Rheem.

Disruption
Of the four main areas of home renovation and improvement — kitchens, bathrooms, storage and outdoor living —
there is little doubt that bathrooms are the most “old school”,
delivering customer experiences that are like those experienced by kitchen renovators 12 or 15 years ago. Increasingly
complex designs, and ever-growing margins (Reece
had margins of 11.2% for the
first half of its FY 2015/16,
close to Bunnings’ 11.4%
margins — not bad for a
largely wholesale operation)
are some of the signs that
indicate things may change
in the near future.

Online
That disruption has
already begun online.
Furniture supplier Milan
Direct launched its online
MD Finishings ecommerce

The plush environs of a Reece Bathroom Life display outlet
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website in February 2016, offering an extensive range of bathroom fittings. Reece (to use that company as an example) has
had a well-developed online presence since 2014. In fact, as an
“inspiration” website, it is an absolutely world-class experience (it was put together by the Australian design company
now known as Isobar). For anyone interested in how to build
a great home improvement oriented website, it’s a great place
to start.
Dip into Reece’s ecommerce features, however, and it’s a bit
of a different experience. After you have registered (which is
mandatory for purchases on the site), and then logged in, at
the last stage of purchase it turns out Reece charges a standard $55 flat fee for delivery — on a $400 tap. MD Finishings,
after assessing the postcode, would have charged $12 on a
similar fitting, one which only cost $150. Reece would prefer,
of course, that its customers pick up their purchase in-store,
which is free. Nice for Reece as this means a customer visit,
but perhaps not so nice for the busy customer.
There is a degree of inattention to that — or, more likely,
simply a refusal to invest in developing the necessary logistics for delivery. It’s not a situation that is much improved on
by any of Reece’s competitors, including, of course, Bunnings,
which has yet to enter ecommerce.
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It’s a situation that is only going to get worse for the existing suppliers. IKEA will be offering an online store by early
2017, building on its experience with online commerce in 13
other countries. According to IKEA Australia’s CEO, David
Hood, it’s counting on the store to provide a major boost to its
sales. There will likely be other, niche retailers who enter this
market as well.

Reece’s excellent approach to online
inspiration

The big store
The real news in disruption, however, comes from Europe,
where the retailer Kingfisher has been hard at work revising the way it goes about selling items such as bathroom
supplies. When Kingfisher’s CEO, Veronique Laury, set about
working out what needed to change in the vast
home improvement
retailer’s operations, bathrooms was one of the first
places she started.
The company began
by mapping out a typical customer’s journey
through a bathroom
redesign. The diagram
below shown in Figure 1
is a slide at Kingfisher’s
Capital Markets Day
presentation.

Figure 1: Customer bathroom journey from Kingfisher presentation
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Perhaps the key statistic, as the diagram indicates, is that
39% of those who start simply give up, overwhelmed by the
complexity. While these are French figures, it’s quite likely
they would be similar in Australia. Which means that, for
all its apparent growth, there is a large, unserviced market,
largely made up of people who cannot afford the services of
professional designers.
Another way of seeing this kind of customer path is
through a pattern that keeps repeating. Steve Willet, Kingfisher’s chief digital and
IT officer, diagrammed
that pattern on another
slide, shown in Figure 2.
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He described how this
works during his comments at Kingfisher’s
2016 Capital Markets Day
presentation:
So, typical bathroom project, and if you look at it in
a slightly different way, it
takes about seven months
and I think we said 39% of
Figure 2: Customer bathroom journey from Kingfisher presentation
people don’t get through that process.
Now, why is that? Well, typically, a bathroom project starts with
inspiration, it’s usually female and it’s usually driven by look
and feel. So basically, people are going out and a lot of that
is digital. You’re going out on the internet looking at Pinterest,
ripping sheets out of magazines, et cetera. So, you get the
look and feel for your bathroom.
Actually, at that point it’s not one project. Actually, it breaks
into a series of missions. And if we just take one example, so
take tiles, which is an example out of that. In tiles, you’ve then
got to go through a complicated process in tiles. So, the first
decision you’ve got to make is emotional again. It’s inspirational: actually, I like the look and feel of that tile. It’s what I want,
it’s the look I want.
Very quickly, though, you’re then into quite a lot of functional
decisions, they’re not emotional. Actually, is it the right tile for
the application? How thick is it? Is it a wall tile? Is it a floor tile?
Is it waterproof? Will it go with under-floor heating?
!You’ve then got a whole pile of decisions around who’s going
to do the project. So, if actually you’re not to do the tiling,
you’ve got to find a tradesman. If you are going to do the
tiling, then you’ve got a whole series of other decisions, which
is effectively around what’s the right grout, what’s the right
adhesive, what’s the tools I need to do the job?
What you get is a cycle where people constantly go between
inspiration, emotional decisions, functional decisions and back
around the cycle. And at the end of it, you’re fulfilled and you
get some product. And that is only tiles.
A typical bathroom project is actually a wave of things. So,
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you’ve got to do tiles, you’ve then got to do white goods,
you’ve got to do taps and showers and you’ve then got to do
all the accessories that goes with that. It’s not surprising, then,
that people, 39% of people don’t get through the process
from end-to-end.

This kind of analysis has driven Kingfisher to rethink just
about every step of how its customers go about finding and
buying bathroom fixtures from its home improvement retail
operations. The goal of those changes is encapsulated in the
slide shown in Figure 3.
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This is how Arja Taaveniku, Kingfisher’s chief
offer and supply chain
officer, describes the process of implementing this
change:
The unified offer that
we are creating over
the next five years — this
consists of a unique part.
And what we mean by
“unique” is where the design and quality is owned
by Kingfisher.
...
We will also have complementary items; items that you need
to complete the project. We have, on top of this, identified six
leading ranges where we want to be the first choice for our
customers. Meaning that if you have the intention to renew
your bathroom, you should always have one Kingfisher company as the top of your mind on choosing us for your bathroom renovation.
...
So, outdoor and bath. The bathroom journey, Vero showed this
before. We know this is a very complex journey and we know
that 39% of our customers — this is a survey in France, but we
also know that it’s not very different in the other countries —
they give up. And we do think that we have a real mission to
help customers through this.
The bathroom journey today, it takes too long. It is too complex to manage, I’m sure a lot of you have experienced from
this. It’s too expensive for regular people’s wallets. It has a lack
of functionality, differentiation and design.
And tomorrow, the Kingfisher bathroom will be easier; it will
be more affordable, meaning reaching out to many more
customers. It will be fit for purpose and it will be functional
with adequate storage, because we know that one of the main
pain-points for people in their bathroom is to fit in all the stuff
they have at home.
It will be unique, again, with the design and quality owned by
Kingfisher. There is no manufacturer that is doing this today,
because suppliers are supplying sanitary taps, furniture, tiles,

Figure 3: Transformation of customer experience
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but none of the manufacturers are looking on the complete
bathroom. And none of them are really basing that, or reading
customer insights as we can do.
We think that we have a great potential to take this space in
the market.

What is being described by these top Kingfisher executives
is the development of home-branded bathroom suites with
interchangeable elements. Essentially what is being developed is a decision-matrix of choices, which makes it much
easier for home-owners seeking a low- to mid-level bathroom
redesign to achieve their goals. Especially as this is backed up
by Kingfisher’s certified installation services.
In general terms, it is doing to the bathroom market what
flatpack kitchens have done to the kitchen market over the
past 12 years. In that time, flatpack has virtually taken over
the market for kitchens costing less than $30,000, and is
extending into the over $35,000 market as well. The effect of
this systemisation has been to take from 15% to 25% off the
cost of these kitchens, through reduced mass production
costs and much tighter margins.
Thirty-nine percent. It’s a number to keep in mind.

Bunnings
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HNN believes that Bunnings will duplicate some of the
processes at work in Kingfisher today over the next three to
four years. The big-box retailer’s goal will be to capture something like an additional 10% — over $500 million in revenue
— from that market.
This isn’t going to be easy. The current market leaders are
quite entrenched, and have developed good relationships
with plumbers and designers on a wholesale level. However,
this is an example of where Bunnings can use its clout in the
direct retail market to shift the wholesale market. Plumbers
and designers are not going to refuse a client who has spotted
just the thing they want in the comfort and convenience of
a Bunnings store. And many of these clients — especially in
the 39% who are likely to
abandon a bathroom project — do not feel comfortable in the slightly
exclusive (and excluding)
environment of a Reece
design centre, for example.
One motivation for this
type of category expansion is the company’s
need to continue growth.
It is not perhaps so evident to people who do

The Bunnings “Wall of Taps”. Effective, but not necessarily inspirational
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not follow the interactions of Wesfarmers and Bunnings with
the financial markets, but the view is that as Bunnings takes
greater risks (the rapid expansion of its store network in the
face of increased competition from Masters, and its recent
acquisition of Homebase are two examples) it is also expected
to deliver higher growth and returns than equivalent retail
businesses.
One drag on this drive for growth is that in many areas
Bunnings faces the prospect of being seen as a monopolising
force that could possibly limit competition. In bathrooms,
with two key companies already controlling over 50% of the
market, and no calls for intervention stemming
from that, it would feel free to expand market
share.
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Additional to this is that Bunnings has long
been able to swiftly and easily adopt the developments of other companies for its own benefit.
Quite a few of the merchandising techniques
developed by Woolworths’ Masters Home Improvement, for example, ended up being modified
and used at Bunnings. Bunnings’ UK venture with
Homebase will expose it to a wide range of new
retail techniques, including the shift in Kingfisher’s bathroom category outlined above. As that
rolls out through calendar 2017, Bunnings will be able to see
what works and what doesn’t, and bring the best of it home
to Australia.
Companies such as Reece are also the perfect target for
Bunnings, just as Beacon Lighting has been in the past. These
are businesses that Bunnings can “disrupt” in the formal
sense of the word: through entering markets that have
steadily developed increasingly premium products, to the extent that the lower-end of the market is now under-serviced.
Finally, one of the trigger events for this kind of disruption,
is a decline in the high-end demand, and a resurgence of interest in options which provide a better return on the money
spent.

The end of “peak bathroom”
It is likely FY 2015/16 will be the last year of what we might
call “peak bathroom”. Not only are general renovation numbers set to slide a little over the coming three years, but there
are special influences on bathroom design in Australia that
are shifting as well.
The HIA estimates that installations of new bathrooms
will dip below 325,000 during FY 2017/18, a fall of close to 25%
over 2015/16, with bathroom renovations likely to fall by a
similar proportion.
It’s a decline that is likely to hit the higher-end bathroom
fixtures manufacturers and distributors, as the home design

Figure 4: Disruption theory
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market loses some of its focus on bathrooms, and interest
moves elsewhere, to features such as home automations and
associated systems to reduce energy and resource consumption.
In fact, the strong growth in bathroom spending over the
past three to four years can be seen as the result of several
factors which came together to make the bathroom a focal
point for home renovation and new home design. Some of
those are starting to fade, and important changes are happening in areas that strongly influence bathroom design.

The gift of the 1990s
The 1970s was an era when bathrooms were typically
cramped and quite utilitarian, as the idea of the bathroom as
a “family room”, which was common during the 1960s, faded.
The 1980s saw the bathroom expand slightly, with the introduction of features such as double-sinks for busy couples/
families and more space allocated to the shower and bath.
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By the early- to mid-1990s home-owners and designers
took that extra space and came up with solutions that by
current-day standards are a little over the top. At the upper
end of the market, just about every house had to feature a
“spa tub”. Showers were large and constructed of glass and
thick metal edging. At the mid to lower end of the market
,acrylic material shower stall units were common. These are
not especially attractive, and frequently have problems with
leakage.
As the HIA reports, most bathroom renovations occur on
houses that are between 11 years and 20 years in age, and statistical analysis suggests there is a likely “sweet-spot” in the
14 year to 17 year bracket. Renovating the 1990s bathrooms
was much easier than those of the 1970s and early 1980s, as it
wasn’t necessary to, for example, make structural alterations
to the walls to increase size.
That sweet-spot in age is today moving increasingly into
the late-1990s and early 2000s. By that time the excesses of
the past had moderated. In fact, much of the early 2000s
design remains closely matched to today’s design, with some
shifts in colour palette, and a new attention today to tiling
shape/design. One possible reason so much attention is
being paid to tapware finishes (matte black and brass,
but also vibrant touches of colour) is to help differentiate
more clearly the recent from the recent past.
This means that renovations over the next five years
or so may develop more as “touch-ups” than large-scale
redesign of spaces.

The hotel influence
Since the mid-1990s the design of high-end resort/spa
hotel bathrooms has had a profound effect on bathroom

1990s “power bathrom”
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design. There is something of an interesting economic story
behind why that is the case.
The hotel industry, starting in the 1960s, but strongly developing in the 1970s and the early 1980s, shifted from selling
accommodation to the general public, to using segmentation
as a means of increasing the key performance metrics of the
business: occupancy, rate, and revenue per available room.
In the beginning this was largely a matter of marketing. A
hotel that had previously sought to attract business travellers realised it had a broader, more profitable appeal to people
on holiday, changed the colour of its bedspreads, and began
marketing itself in holiday magazines instead of the financial
pages of newspapers.
By the mid-1980s, however, segmentation moved from
marketing to product design. Hotels began to be constructed
to appeal to very specific market sectors. The upper end of
the hotel business grew increasingly more luxurious, and the
lower end grew increasingly spartan and less expensive. In
the middle, there was also growth of longer-term occupancy
accommodation, family-style accommodation, sports-based
hotels (boating, tennis, golf, for example), and health spas.
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The development of the high-end tier of resort hotels was
a very positive one for several Asian and South-East Asian
nations. Attempts to grow a tourism industry in these nations had not always been so successful, largely because they
were a mingling of first-world and third-world infrastructure
and cultures. Turn a corner in 1990s Kuala Lumpur, and you
could go in the space of 10 metres from a super-modernist
environment to the Malaysia of the 1950s.
The resort hotel solved this problem. As the hotel was itself
the destination and the purpose of the journey, it could be
equipped as a self-contained area, with its own rules and regulations, delivering an environment in which inexperienced
travellers would feel safe. Economically, it was the closest
thing to magic these economies could know. The hotels
attracted investment from overseas, provided work in their
construction, and ongoing employment for large
numbers of staff. The
income was, of course,
the equivalent to export
income, helping to boost
the balance of trade for
countries increasingly dependent on the import of
technologies, and facing
difficult export commodity markets.
For the hotel operators,
there were considerable

Promotional photograph from Pangkor Laut Resort in Malaysia
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advantages as well. Reliably hot weather provided a resort
atmosphere. Wages, a prime cost for all hospitality industries,
were very low. Staff were loyal and highly motivated — within certain cultural bounds. Government support was high,
providing opportunities for building and expansion.
However, what ended up spoiling all this to some extent
was a series of crises. The first of these was the general economic crisis for the late 1990s.
As Soultana Kapiki writing in the Central European
Review of Economics and Finance, describes in her paper
entitled “The Impact of Economic Crisis on Tourism and
Hospitality”:
In 1997 the world financial crisis that began in Asia and spread
to Russia andBrazil in 1998 ... as well as the falling currency
values, depressed demand for travel and investment in tourism.
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This crisis was followed shortly thereafter by two others:
the terrorism attacks in New York on 11 September 2001, and
the Global Financial Crisis (GFC), which began in 2008. Ms
Kapiki describes the effects of the GFC on hospitality:
As with most industries, the hospitality and tourism sector is
experiencing numerous challenges as a result of the global
economic crisis. The industry is feeling the impact of a shrinking capital market and decreased spending by both corporate and individual consumers. Businesses have reported a
downturn in sales of lodging, foodservice, events and other
hospitality products and some have closed their doors forever.
The decline resulted not only from fewer customers in hotels,
restaurants, conference and convention centres, etc., but also
from a significant decline in the average expenditure per
guest.
The recession caused serious problems for luxury hotels in
particular. However, many hotels in certain global markets,
especially those catering to leisure travellers,were less affected. And the popularity and growth of the luxury hotel segment
in recent years suggests that a strong rebound may not be
unrealistic.
goo.gl/QKeIhH

From the Australian
perspective, these crises
had one key effect: the
cost of holidays to these
“exclusive”, very high
luxury hotels in Asian
destinations fell dramatically. The Australian
market was targeted with
a wide range of packages,
and the trade was boosted by a similar reduction
in airfares.

Resort bathrooms are typically luxurious
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The result was that a wide band of the Australian demographic experienced truly luxurious hotel accommodation
for the first time in their lives. This had a profound effect on
design sensibilities. As Emily Becker writes in “The Proximity
Hotel”:
Although hotels originated to meet the needs that were born
from increased mobility world-wide, the luxury hotel industry
has progressed as an outlet for travellers to dreams of and fantasise about other lifestyles. It is for this reason that the luxury
hotel industry places a large focus on the guest experience
along with their satisfaction and guests have high expectations. Satisfying luxury hotel consumers can be a challenge
because a luxury experience varies for each individual and is
highly subjective.
https://goo.gl/CY5XLF

One reason that bathrooms are such a focus of this kind
of hotel design is that studies show guests typically spend
around 25% of the time in their rooms in the bathroom. Particularly in the warmer climates, it can become a strong focus
for activity.
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Returning to their own houses, the Australian tourists
brought with them a sense of their home architecture that
was often quite changed. From being a place where interesting things happened, it began to seem more like an experience in itself.
Jamie Gold, writing in the industry journal “Kitchen & Bath
Design News” lays out this connection between the commercial and the domestic bathroom, quoting from Sandra Vivas,
general manager for San Diego’s Gaslamp District boutique
hotel, The Keating:
While it’s true that hotel managers are buying hundreds of
fixtures, faucets and vanities, and acres of floor and wall tile
for a project, the attributes they seek are seeping into the
residential market, especially as local building and remodelling codes continue to toughen: High-tech, low-maintenance,
resource-saving, durable, timeless and safe for users are all
crucial criteria for hospitality designers. But they also need to
excite the senses and deliver a resort-like ambiance for guests.
”At the Keating, we think of everything as an experience,”
shares Vivas. Homeowners want their master baths to have
that same “experience” effect, so that they feel like they’re on
vacation when they use them. Fixtures like rain showers and
separate hand-sets, mood lighting and jetted tubs with chromatherapy – as the Keating and other boutique hotels offer –
contribute to that effect.
This has been very good the bathroom industry, really
since about 2002, though there have been ups and downs
in demand. It’s been a strong force in contributing to the
growth of high-design bathrooms.
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All good things...
However, resort hotels as a major bathroom inspiration
may very well be about to end. That’s partly because the Australian economy is set to weaken over the coming five years
in relation to its closest geographic neighbours, which means
those resort vacations are going to cease to be so common.
Though it is more than that, as well. Today’s travellers,
many of whom will have experienced a “gap year” of travelling the world as cheaply as possible, are more keen to interact with other cultures, and less keen on being pampered and
cosseted.
As EY’s 2015 “Global Hospitality Report” states:
Over the past several years, the millennial generation has increasingly impacted the lodging industry, calling into question
products and offerings that have for decades been industry
mainstays. Today’s emerging traveler, millennials and millennial-minded travellers, is more cost-conscious and experience-focused than ever before, whether traveling for business
or leisure.
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The report goes on to describe the new kinds of accommodation:
As these new products and experiences began to evolve over
the last several years, affordability and a focus on social experiences were maintained.
Substantially aligned with the desires of millennials and millennial-minded travellers, these low-cost, amenity-rich hostel,
lifestyle budget hotel and hostel/hotel combination concepts
are now becoming viable in major US and Asian markets ...
where unique atmospheres, architecture and cultural elements
draw greater demand. With a focus on limited service with
added conveniences, these products are able to decrease
costs by removing unnecessary and high-cost elements, such
as large guest-rooms with full furniture sets, full-service restaurants, room service and daily housekeeping.
It replaced them with more practical alternatives, such as
smaller rooms, grab-and-go food and beverage outlets, daily
housekeeping to hotel rooms but not to hostel rooms, free
bicycles, free Wi-Fi and iPad usage and pay-as-you-go amenities such as air conditioning, towels, toiletries and high- quality
in-room coffee machines.
http://goo.gl/tU1aPR
This isn’t an effect that will be limited to the millennial
generation alone, but will move both older and younger in its
wake. At a guess, we are looking at a fairly radical and rapid
decline in the luxury bathroom, and its replacement with a
more functional version.
Though that functionality will not be about “dumbing
down”. It’s likely it will become more sophisticated, and better
connected to the rest of the “connected home” — another factor that will lend an advantage to “whole of house” suppliers,
such as Kingfisher and Bunnings.
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Future bathrooms
Bluetooth mirrors, Bluetooth waterproof speakers and
even Bluetooth speaker showerheads have been around for
a number of years, offering ways for home-owners to listen
to their music while in the bathroom. These have had limited
usefulness, however, as their connectivity options are limited.
A glimpse of what may become more common in the future has been offered by the Konnect system from US-based
bathroom fixtures manufacturer Kohler. Konnect enables the
control of a number of “smart bathroom” objects — part of
the Internet of Things (IoT) — through smartphone apps.
Kohler Konnect includes a combination of the company’s VAB upgraded Underscore bathtub, Numi integrated
super sensitive intelligent toilet, DTV+ intelligent constant
temperature shower system, steam shower equipment, filtered-water dispenser and heater/air purifier.
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The range of functionality offered varies from simple notifications — the bathtub can “tell” you when it has finished
filling — to full control systems. The DTV+, for example, is an
electronic thermostatic valve, which sense and mixes water
to a precise temperature. Used as an integrated component of
a shower, it can “count down” the time taken to shower, and
allows a user to “pause” a shower, with the waterflow rapidly
restored to the desired temperature when it is “un-paused”.
Using Kohler Konnect, users can even customise temperature and system settings to suit the preferences of each
member of the family.

Kohler Konnect provides a centralised
control app

The Kohler system combines elements that have been
around for a few years with some new control systems. The
elements are quite expensive. However, it is likely that some
of its elements will see more wide-spread adoption, especially
as connected home systems continue to improve.
At the very high end of the spectrum, Dornbrecht provides
an entire re-imagining of the bathroom experience, including
both the relation to the use of water, and the role that technology plays. With everything from “horizontal showers”, to
digital displays of water temperature, the Dornbrecht systems provide a glimpse into one possible future for high-end
bathrooms.
Equally futuristic, yet available today for a price under
$400, is the Aurajet showerhead system from New Zealand
manufacturer Methven, which was launched in February
2015. This outlines one of the big trends that will likely take
over the market in the years to come, where superior, true
21st Century design aesthetic meets with functional requirements to deliver something that works better than conventional systems, and actually looks better as well.
The Aurajet uses a ring system to deliver water, and angles
the small droplets produced so that they collide to produce a
fine but dense mist. This is a technique that has actually been

German company Dornbracht blends
digital controls with water dynamics
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in use on agricultural systems for more than a decade. The
result is a shower that uses the water more efficiently both
to wash the skin area, and also to deliver the “shower experience” of an invigorating spray of water.
Further along this spectrum, some manufacturers are
developing shower systems that allow water consumption to
be greatly reduced. This includes the Nebia shower system,
which its designers claim can reduce water usage by up to
70%. This is set to be released in the US market in the fourth
calendar quarter of 2016.
Another take on similar issues is the CleanFlush technology that the GWA brand Caroma has developed for its premium line of toilets. This is a flush system that works with
rimless toilets, providing, according to the company, a superior bowl cleaning action. The water dynamics, as with those in
Methven’s Aurajet, are very important to delivering this kind
of performance.

Ageing in place
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Aurajet technology by Methven provides a
unique shower experience. The design has
won a prestigious Red Dot award.

The other trend that is expected to pick up over the coming three to four years is ageing in place. One in three Australians over the age of 65 will have a fall incident in the coming
year, and falls are the largest physical trauma cause of death
and serious injury in that age group. It is estimated that over
30% of serious falls occur in bathrooms.
With steadily growing numbers of Australians in the over65 age bracket, this will become an increasingly viable market
sector. In addition to hand and grab rails for bathrooms, there
is a considerable move to introduce “curbless” showerstalls, as
this is one of the major trip hazards.
Additionally, redesign of bathroom spaces to accommodate
people whose range of movement has been compromised
by illness and/or age is showing signs of growth. This can
include something as simple as the inclusion of bench seating in a shower, to complete sit-down bathtubs, entered via a
door, which closes to make a watertight seal.

Multi-unit/apartments
One area of growth that seems to be a little neglected by
Australian suppliers and distributors is that for multi-unit
dwellings, in particular high-rises.
While at the moment much of that market is dominated
by cheap semi-commercial systems, it’s likely that as over the
next four to five years there is a larger number of owner-occupiers buying into apartment blocks, bathroom renovations
for these dwellings will increase. The original bathrooms are
often so cheap and poorly designed that this is a priority for
home-owners seeking to make their apartments more liveable.

The Nebia, to be released in late-2016, conserves water through the use of advanced
water droplet dynamics.
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The requirement there is for super compact and efficient
systems. In particular, apartment owners seek solutions that
deliver the maximum of storage possible in a confined space.
We can expect to see companies such as Blum and Hafele
marketing products that are ideally suited to these situations.

Conclusions
Markets typically struggle to adapt to sudden changes
to their size and composition, and HNN would have to say
we expect to see signs of this kind of struggle in bathrooms
during calendar 2017. The difference about the tough times
to come is that they are likely to mark an actual change in
design style, more than one of the more usual fluctuations in
the market.
What’s likely to win out in the end is a combination of
high-functionality, good use of technology in the product or
at least its design process, and clean, modern aesthetics. The
bathroom as a “rest and relax” zone is likely to fade out, and
to be replaced with the bathroom as a place to be invigorated,
part of an active, healthy lifestyle.
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Bunnings
Australia
Strategy
At Wesfarmers’ recent Strategy Briefing day
much of the attention ended up being focused
on the move by Bunnings into the UK market
through its acquisition of Homebase. This is
understandable, but it has shifted attention
away from Bunnings’ operations in Australia
and New Zealand.
While the operation Bunnings is running in
the UK is difficult and risky, and will require
great skill to make work, the challenges that
Bunnings faces in Australia over the next five
years will be nearly as difficult to master.
hnn.bz

On the surface, much of what is going on with Bunnings
Australia and New Zealand seems positive. Bunnings CEO
John Gillam has been very clear that the company will not regard Masters as having exited until it finally closes its doors.
However, even if Masters does continue in some form after its
assets are sold, it is unlikely that anything like the big investments Woolworths made in the sector will be repeated. In the
short term, there could be some negative effects from deep
discounting during November and December 2016, but by the
first calendar quarter of 2017 Bunnings is likely to see a bump
in its customer numbers and revenue.
As HNN has suggested in the past, it is quite likely the
possible merger of the HTH and Mitre 10 franchise buying
groups will have as many positives as negatives for Bunnings.
The merger is going to take time to sort out. While Mitre 10 is
a competent organisation, it’s likely the details and possible
store refitting and refurbishment will only be complete by
December 2017. That means those independents will not be in
the best shape to gain customers from the exit of Masters.
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Additionally, HNN also believes the merger will take some
pressure off of Bunnings as regards competitive concerns. It
is quite possible the company will choose to expand somewhat in the trade area of its business, as it will be seen by
Australia’s regulators as competing with a newly revitalised,
$2 billion revenue business, rather than two slightly struggling $1 billion retailers.
That situation may, of course, change by the middle of
calendar 2018, if the merged company can invest strategically
in its operations, and perhaps win back some of the DIY consumer business it ceded to Bunnings from 2009 onwards.
That remains to be seen. The Mitre 10 management team is
a good one. It’s excellence has been to operate for most of the
past six years with a very restrained budget, and still deliver
good earnings before interest and taxation numbers to its
parent, Metcash. It’s likely with that background that, at last
given the investment the company deserves, it will be able to
retain that efficiency and do some interesting things — but
this is not entirely certain.
The risk is that Mitre 10 ends up being more captive to
investment interests. Given the track record of some of the
companies which may invest in the potential merger, it would
not be surprising if there is a considerable push to extend
the store fleet by opening new stores in urban locations. That
will make the forecast spreadsheets look good, but do little to
solve some of the deeper problems facing independents.

Trade expansion
There were some signals given at the Strategy Briefing that
Bunnings is continuing its progress into the light commercial
area. While this is something that Mr Gillam has mentioned
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at previous briefings, its reappearance should not be discounted.
This is part of what he had to say:
Inside commercial, light commercial and heavy commercial,
there are good prospects for our business, and we are getting
better and better at direct marketing skills, we have always
been a relationship marketing business. That is the heritage of
Bunnings going back decades and decades, but we’ve really
added that strength of direct marketing.
The light commercial engagement in our business is really,
really pleasing. It actually synergises our stores, they shop us
at different times, really, than consumers, but they are shopping mostly and nearly totally the same products, so it gives us
more working capital benefits as well, and it validates the offer
to have that quality of person shopping you, as well as people
who are trying to do things around their home.
There are more and more segments that just work on the
home, and that’s one of the exciting areas of light commercial,
and that goes back to that thought I was saying at the start
around every structure, every building and every ground, not
just homes and gardens, and our addressable market being
wider.
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The origins of Bunnings’ interest in light commercial seem
to date back to around October/November 2014. At that time,
Bunnings and Masters had engaged in a “paint war” over
low-cost paint. While there is a degree of dispute over what
actually took place at that time, as far as HNN can determine
Masters started selling four-litre tins of a cheap pre-coloured
paint produced by Wattyl for $20 near the end of September
2014. At that time the Bunnings price was higher than this,
with its Spring brand produced by Dulux retailing for over
$28. Bunnings then discounted its paint below $20, in response to Masters.
In the wake of this price struggle, Bunnings apparently
began to ask questions about who was actually buying that
paint. As we all know, paint is a little bit of a back-to-front
market. Where in general tradies tend to buy slightly higher
grades of tools and materials, paint is one of the exceptions
to that rule. Much of the expense of high-end paint comes
from its formulation to make it as easy as possible to apply
and still produce a great finish. Cheaper paint often requires a
bit of skill to make it work properly — but that’s a skill many
tradies have worked hard to acquire. With the cheaper paint
often 35% of the price of the fancier high-end of the brands,
they would certainly rather pocket the difference, and do a bit
of harder work with the brush and roller.
What Bunnings unearthed as a good market and came
to call “light commercial” was what we might generally call
the “blokes with utes” market. These are the people who do
smaller tasks for householders, everything from installing a
new mail box, to laying the pavers for an outdoor area, to even
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helping to put in kitchens from Kaboodle and IKEA. They typically do not have actual trade qualifications. Their work can
range from the quite dodgy, to relatively high quality.
As individual customers, from the perspective of retailers
such as Bunnings, and many other hardware stores, they
don’t show up as such a great market. Unlike builders and
many trades, they tend not to make bulk purchases. Often
they will buy the materials they need progressively through a
job, with the home-owner paying them for those materials as
they are acquired.
Viewed as a group, however, these customers turn out to be
quite significant. On average, they might be worth around 10
to 15 times what an averagely good DIY customer is worth. As
Mr Gillam suggests in his remarks, their shopping behaviour
tends to work around not only retail consumers, but also the
heavier trades. Where the heavier trades will begin their day
with an early morning pick up of materials, light commercial
will often show up just after that morning rush and before
the retail consumers arrive on weekday mid-mornings. Where
building sites get going from 7:00am, light commercial are
typically working with home-owners, and show up around
8:30am to 9:30am, when they will not disrupt morning routines, or the neighbours.
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Marketing to light commercial

Masters’ aggressive paint pricing
You can read HNN’s original coverage of this
at the following two links:

http://goo.gl/KBSQWa

As Mr Gillam’s remarks indicate, marketing to this group is
actually a little challenging. Approaching them with the same
kind of marketing used for serious trades and builders is unlikely to work, as many of the special deals on bulk orders, or
handy facilities such as warehousing an order for a period of
time, are unlikely to be of much use to them.
Bunnings seems to be pursuing an approach of direct marketing. At a guess, this would be based on its Bunnings Trade
PowerPass account/card. The benefits of this card include access to some special deals and to trade events. Just as importantly, however, the card provides a degree of organisational
help for tradies.
For example, by placing orders through the Bunnings
Trade website, a complete record of transactions can be easily
accessed when completing tax requirements, such as those
for the GST. The site also enables its users to put together
comprehensive quotes online, simply by searching for and
selecting Bunnings products. The quotes can include custom
images (such as a logo), business and client details. They will
list either a simple title for all the goods in the quote, or a
line-item accounting. And Bunnings has thought of adding an
automatic markup percentage for the account holder’s use as
well.
The benefits for the average tradie are immediate. While
some tradies are very sharp and organised, many of them —
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http://goo.gl/JbDwrk

especially in their first few years after their apprenticeships
are over — can really struggle with accounting. This one
simple tool will be something many of them will find a great
relief when September rolls around.
(HNN would need to add that while the ideas behind PowerPass are great, it is a little clunky in its execution. The site is
relatively slow and the product search does not seem to reach
the very high standard that the consumer Bunnings website
offers.)
While the tradie benefits are pretty good, the benefits to
Bunnings could be even better. If this becomes the primary
point of contact between customer and retailer, Bunnings will
see a wealth of data, on both an individual and group basis.
For the light commercial market, that data will be invaluable,
as the activities of this group are quite diverse. It would be
possible to narrow down the range of activities pursued by
each card holder, and then custom tailor online direct marketing to suit that customer.

Why light commercial?
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In just about any element of the Bunnings’ strategy, a good
question to always ask is “what does this connect to?” While
there are a number of “stand-alone” reasons to concentrate
some resources on the light commercial customer, that’s generally not enough for Bunnings.
One way of gaining some insight into what Bunnings is
doing is through some of the analysis of the “pro” market
offered by US-based big-box home improvement chain The
Home Depot. In its December 2015 presentation to investors,
Bill Lennie, executive vice-president of outside sales and service, provided some detail on their new approach to the pro
market.
The “light commercial” category is called the “transactional
pro/contractor” by Home Depot. Mr Lennie introduces this
category like this:
Historically we have provided great service to our transactional contractors that allowed us to develop a successful Pro
business. As you heard from Marc, we serve all kinds of Pros,
but generally acted more like a 7-Eleven to many of the larger
ones. As we will discuss, we are taking steps to move beyond
the 7-Eleven approach and become the primary source for our
Pro customers’ needs. Truly a one-stop shop.
He goes on to outline one of the important sub-categories
of the transactional category:
Further, in many ways, we have ignored the professional who
installs projects for our do-it-for-me customers. We believe we
can better serve this customer and drive higher product pull
through.
...
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As Masters geared up to enter the market,
Bunnings went about refreshing its PowerPass offer. The Blue Group helped Bunnings
formulate their campaign.
The basics are described at the link below:

http://goo.gl/AB6TXz

You also have needs around installation services such as kitchen and countertop refreshes, and have to solve those needs
through disparate providers with varying degrees of price and
professionalism.

What is being identified here are two patterns, both of
which apply to Bunnings. The first pattern is a very familiar
one. It’s not unusual that light commercial contractors, when
they get a slightly bigger job, will go to known wholesale outlets to source, for example, timber or plasterboard. Bunnings
is likely to push itself as a good wholesale supplier to this
market. This applies not only to light commercial, but to the
heavier end as well.
The second pattern is likely the one that is of more importance to Bunnings. For many homeowners Bunnings has become part of their relationship to light commercial. Bunnings’
Kaboodle kitchens (Kaboodle is Bunnings’ independent but
exclusive kitchen brand) are a good example of this, where
customers will frequently choose the kitchen they want, then
find someone to assemble this for them.
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Another good example, and one called-out by Mr Gillam at
the Strategy Day, is the glass-panel pool fence. This is a product Bunnings worked with a manufacturer to produce, enabling DIYers to build a glass fence for $6000 that would have
previously cost close to $20,000 from a contractor. Putting
up such a fence is not a trivial task, of course, so there were
a number of light commercial contractors who would put up
the Bunnings fence for clients, for an all-in cost of around
$8,000 to $10,000.
There are further flow-on effects from these connections.
As many of us know, with projects such as kitchens and pool
fences, it is really only the first time you do such an installation that it is really hard. People who have seen one of these
installed, or who can examine the work an installer has done,
may be more inclined to try it DIY — especially if they also
attend one of the in-store courses Bunnings provides, or have
access to some of the very good online videos Bunnings has
produced to help with DIY tasks.
To sum this up, the light commercial, DIY, and do it for me
(DIFM) market is really a joined-up “ecosystem” of sorts. Customers balance time, effort, knowledge, risk and expense to
come up with a solution that provides the best results at the
lowest cost. When this ecosystem works well, Bunnings experiences a higher percentage of what US home improvement
retailers refer to as “pull-through”. That’s when the availability of trade/commercial services encourages customers to buy
products.

The market
Mr Lennie illustrated Home Depot’s view of the pro market with the slide shown in Figure 1. As can be seen, one of
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Bunnings glass pool fence

the purposes of the diagram was to illustrate where Home
Depot’s most recent acquisition, the maintain, repair and
improve (MRI) company Interline would fit into its markets.
It does also show, however, just how extensive and broad the
company sees the reach of the light
commercial/transaction pro to be.

Home automation
While home automation is currently still not a major category, it has the
potential to become a major renovation
driver within three years. Google, Apple
and Amazon are all focusing resources on this area, and even power tool
makers such as Ryobi are bringing out
competing products.
This is a prime area for light commerFigure 1: Home Depot slide of the professional market
cial handymen to really come to the fore, as the systems that
emerge will required relatively complex, but non-intrusive
installation (i.e., they don’t involve mains electrical, plumbing
or structural work).

Effect on independents
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With more and more independents focusing on trade over
DIY sales, the light commercial area has become one place
where they could lose business during 2016/17. DIY acts as a
kind of “feeder” to this market, and when DIY products decline, that feeder also declines.
The other difficulty is that many trade-based retailers have
a strong focus on volume as an indicator of their best markets. That volume may apply to individual orders, but it also
applies to customers as well.
It may seem that the “blokes with utes”, who typically buy
smaller quantities on an infrequent basis and do not have
formal trades qualifications do not really warrant the care
and attention that larger, more qualified businesses do. However, this is a growing sector of the market, and while on an
individual basis it looks small, in the aggregate it is becoming
increasingly significant.
One market approach that does tend to work well in this
area is the “buy this, get that” add-on. Adding something
like an extra drill-bit in a power tool purchase, a paint-stirring drill attachment with a paint order, and so forth can
have a direct and immediate effect. It’s not just about giving
something that makes life that little bit easier, it’s also about
acknowledgement and showing support.

Challenges
Bunnings faces other quite serious challenges that have to
do with its market, and its developing market position. As is
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often the case with retail, these do not stem from any failure
by the company at all. Rather, they are at least partly the consequences of its successes — though they are no less serious
for that.
As HNN has suggested in the past, the Bunnings approach
to the market is highly unsegmented. Management in seeking
to grow the business pursues two main questions:
• Who is not shopping at Bunnings, and how do we get them
to shop with us?
• Of those customers shopping with us, what are they still
buying elsewhere, and how do we get them to buy it from
us?
This approach has led Bunnings to continuously expand
the categories of goods its offers for sale. For example some
six or seven years ago Bunnings decided to make a serious
effort at capturing more of the lighting market. It studied
competitors, such as Beacon Lighting, developed attractive
store displays, and delved into ways it could make its supply
chain work for these products. Bunnings’ approach has been
to find a style of lamp that is selling well, then work out how
to produce these at volume for lower prices.
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There are a number of other categories where Bunnings
has applied a similar approach, most notably with floor coverings, and — at the hard end of the spectrum — decking materials. It has also moved into kitchens, with its very successful
Kaboodle line, bathroom fittings, and, more recently, outdoor
furniture.
It was with the outdoor furniture that HNN first began to
notice just a slight difference and change. There was nothing
wrong with the furniture itself, not at all. It was well-constructed, from good materials. It also featured very attractive
designs. Some designs and price ranges were designed to
compete with suppliers such as The Outdoor Furniture Specialists, while others aimed higher, somewhere between that
level, and the furniture sold through Harvey Norman and
Domayne.
From a commercial standpoint, it is also a classic Bunnings
play. The competitors are relying on thick margins, and not
always the best put-together products. A close look at those
other businesses shows that, in general, higher levels of
service are there more to overcome supply/display problems
than to actually improve the customer experience.
From Mr Gillam’s comments on the importance of the outdoor living market (both in Australia and the UK) it is good
assumption that the furniture category is at least doing OK.
And yet HNN cannot help the sense that there is something
just not quite right going on.
In part we think this sense is backed up by some print advertising that Bunnings has run which show the furniture as
part photograph and part the “traditional” line-drawing that
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Bunnings uses in its advertising. The ads are a reminder
that while the furniture may be a “high style” item, it’s
still offered at warehouse prices. This type of advertising
has also been extended to Bunnings’ Kaboodle kitchens.
The thing is that it wouldn’t make sense for Bunnings
to run that kind of ad for, say, the Makita 1650W 305mm
Slide Compound Mitre Saw, which costs $1,040. It does
seem to make some kind of sense for something like
the Mimosa 6 Piece Cococabana Corner Lounge Setting,
which costs $2,499.
What this could indicate is that Bunnings has expanded to the very edges of what its current positioning in the
market will allow. In some indefinable way, items such as
lighting and floor coverings do fit easily into its positioning, but outdoor furniture is just a bit of a stretch, as are
some of the higher-end choices from Kaboodle kitchens.
If this is true, then the task facing the managing director of Bunnings Australia and New Zealand, Michael
Schneider, is a considerable one. Even though the kind of
repositioning needed to make future expansion more possible
is slight, it will take a good deal of effort to make this kind of
adjustment.
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Bunnings ad tieing together old and new

The bathroom example
Given Bunnings’ market position and business model,
there are a lot of complexities involved. For example, it
seems fairly likely that sometime over the next three or
four years, Bunnings will consider expanding in the bathroom area. It’s an almost ideal market for Bunnings, currently dominated by Reece Group and Fletcher Building’s
Tradelink. For the most part, it is currently a relatively
high-margin, high-end business. There is room in the
market for a value retailer which can provide a simpler
path to project completion, as Bunnings did through its
association with Kaboodle.
However, this is going to be very difficult to pull off.
At the moment the range and the display of range that
Bunnings offers is closer to a wholesale model than a retail model. The displays of ranked tapware and basins are
surprisingly effective, but they are unlikely to support an
expansion in this category.
A good model for display would likely be IKEA. IKEA is very
good at putting together simple “vignettes” that attractively
illustrate the potential of its goods, and provide good hints
and illustrations.
Yet it would be very difficult for Bunnings to move to those
sorts of display. IKEA has a very limited number of very large
stores. It can afford to have several teams that specialise in
building product displays, using designs determined else-
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IKEA bathroom display

where in the IKEA organisation. This is a real advantage
that the company knows how to use.
For Bunnings the cost of duplicating this kind of display would be relatively high. In another business, using
a different kind of model, the company would use the
better display to increase margins in order to carry the
cost. That simply is not the Bunnings way, as it doesn’t fit
with everyday low prices, and opens the company up to
competition from a lower-price supplier.
The only way that this could work is if such displays
increased the volume of sales to such an extent that a
lower price could be reached on the supply end, enabling
Bunnings to improve the display but keep the price the
same. That strategy is unlikely to work out. This means
the only way for it to work would be to combine an
expanded range and improved display with sourcing
products from a more efficient supplier, as it does with
Kaboodle and kitchens.
While that works well with kitchen cabinetry, it’s unlikely to work with bathroom products, due the diversity of
manufacturing and design techniques needed.
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No doubt there is an answer to this situation somewhere,
but if this kind of strategy is put in place, it’s going to be risky
and difficult to pull off.

Online commerce
The other task that will eventually face Mr Schneider is
the introduction of online sales to the Bunnings websites. In
the past, HNN has been a little puzzled by why Bunnings has
continued to delay this move. However, as we’ve continued to
analyse the situation, we think we understand it a little better.
The difficulty Bunnings faces is two-fold. When it does
eventually launch online sales, it will be a natural expectation of its customers that this works as well as its warehouse
stores work. If it doesn’t, if customers feel let down by the experience, that will have an impact that goes far beyond online
sales, and comes to affect in-store sales as well.
The standard that must be met would go far beyond any
other ecommerce site by other home improvement retailers
in Australia. That means better than, for example, the ecommerce offered by Masters Home Improvement.
Bunnings does have a good head start on this task. Its
existing, non-transactional website is really very good. Over
the past two years its searching capabilities have improved
substantially. Bunnings’ move to video the renovation of an
entire house, and to provide those videos as instructional
guide is outstanding, and offers a level of content not seen
anywhere else in Australia. The Home Depot site does excel
in areas where Bunnings does not, but there are places where
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IKEA bathroom display

Bunnings matches or even pulls slightly ahead of Home Depot.
Of course, though, in considering the move to ecommerce
for Bunnings, the website is the least of the retailer’s concerns. The problems that really need to be solved are all to do
with logistics, in terms of supply, warehousing and delivery
structures.
As the developments at Home Depot illustrate, when you
do that kind of thing seriously, you need to consider a wide
range of options. When a customer orders a product, where
does that product originate from? Is it a simple case of “click
and collect”? Even that can be complex if the product needs to
be shipped to the target store. Would it be shipped from the
standard supply warehouse, from a nearby store with excess
stock, from a specialised ecommerce warehouse? The same
complexity applies to shipments to customer sites, with the
added complexities of arranging convenient delivery times
and handling returns.
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During Bunnings’ competition with Masters there was
little doubt that the “silent heroes” of the company were the
retailer’s property team. Time and again, after Bunnings had
acquired a new site for development, when we at HNN would
pull up the satellite/road map of the location, we would be
amazed at just how ideal the sites would be. We were also
aware of how well the processes of obtaining planning approval, and then building the new stores were managed.
In a similar sense, it’s likely that the “silent heroes” of a
move by Bunnings into ecommerce will be its logistics team.
As with the property team, that no one really talks about
logistics and Bunnings is a sign of how well logistics is run.
Rodney Boys, who has extensive logistics expertise, has joined Peter Davis, the
managing director of Bunnings UK, in
helping to turn around Homebase. Part
of that work will include continuing to
improve the Homebase ecommerce site,
and eventually the Bunnings UK website.
It wouldn’t be a surprise to see Mr Boys
eventually return to Australia to head up
its ecommerce efforts.
Which brings us to the second part of
the two-fold problem. Building out the
kinds of delivery processes that are needed is going to be a very expensive process.
Depending on how full-force Bunnings
would decide to go into it (for example, a
dedicated ecommerce warehouse in four
or five states and territories), the costs
could go over $350 million.

The complexity of ecommerce driven logistics at Home Depot

Given Wesfarmers’ and Bunnings’ close

hnn.bz

attention to delivering return on capital (RoC), making this
kind of move will only make sense when that kind of investment is going to immediately produce a steady stream of
revenue that is additional to the ongoing store-based revenue.
The Australian online market for home improvement items
is simply not at a stage of development currently where the
added revenue stream would make this investment viable. It
wouldn’t be surprising, in fact, if it takes until FY2019/20 for
it to reach that stage of viability, and that will depend heavily
on both cultural issues, and the state of the Australian economy.

Conclusions
Most of the strategy decisions that have been discussed
have a medium time frame of between two and four years. In
the immediate future, over the next one to two years, what
we are most likely to see is Bunnings reap the rewards of
what has been a long period of investment and striving. The
most immediate gains are from its standard efforts of steadily
improving its reach to new markets, and deepening its connection with existing markets.
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Forecasting:
the transition
Over the next two financial years, 2016/17
and 2017/18 , it will be of some help to home
improvement retailers to have a good idea of
what is happening in the overall Australian
economy, as well as in the home improvement
industry itself.
One reason for this is that there is quite a
wide gap between the way in which the economy has been presented during the most
recent Federal Election, and the way that
government economic reports and budget
announcements have analysed it. It will be a
little helpful to push aside some of the former,
and take a closer look at the latter.
hnn.bz

The forecast
To cover the forecast as it directly affects the home improvement industry first: In general terms, the outlook for
home improvement retail is positive, but not overly robust.
It is unlikely that retail sales for this sector will decline
over the next two years. Wages are not expected to increase
above the level of inflation, and while unemployment will
decrease slightly, it is unlikely that jobs growth will provide
much of a boost.
The main boost may come from increasing confidence in
the economy, with households becoming more comfortable
with higher levels of debt, which will fuel consumption. This
will in part be supported by ongoing growth in house prices,
which though slower, will continue to drive up valuations,
and make it easier for home-owners to borrow more.
Against this, there are likely to be some constraints on
growth for home improvement retail. These include a reduction in renovation activity, a levelling-off of construction
growth, and price deflation in some commodity product lines.
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There are also a number of “one-off” events that will cause
localised but strong changes in the home improvement
market. This includes the final closing of the Woolworths’
controlled Masters Home Improvement (Masters) business.
Masters is currently in the second tranche of what is likely a
four-stage discount sequence. It is likely deeper discounts will
appear in mid-August 2016, and final discounts will arrive by
November 2016. This could take retail sales away from competitors at a critical time in the sales cycle.
It remains unclear at the time of writing what the
“post-Masters” home improvement retail environment will
look like. It seems highly unlikely that this will be really
evident until near the end of calendar 2016. It is also likely
that whatever shape it does take, it will be over 12 months
before new alliances and ownership arrangements, possibly
with new competitors entering the market, get themselves
completely sorted out. At best, these new forces will become
significant by December 2017.

The larger economy
To help come to grips with some of the forecasts for this
period, we can take a look at three different sources and their
views: that presented by the Liberal/National Party Government in their Budget Strategy and Outlook Budget Paper No.
1: 2016-17 (Budget Paper); the Reserve Bank of Australia’s (RBA)
Statement on Monetary Policy (SMP) for May 2016; and the
Roy Morgan State of the Nation presentation (RMSN), delivered in mid-June 2016.
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The numbers
The Budget Paper’s “Table 1” data provides a good summary
of the main numbers that give a good indication of what is
happening with the economy. This is replicated, in part. in
HNN’s Table One: Domestic Economy Forecasts. The numbers
are derived from the Budget Paper, though we have excluded
some statistics that were less helpful.

Good numbers
Looking at what is positive in these statistics, three rows
stand out. The first is row 1, the GDP numbers. In general,
GDP is performing better than expected, which means Australia’s overall economy is growing at an acceptable rate,
above that of, for example, the USA.
The second row to stand
out is row 2, household consumption. This also has been
a little more robust than
expected, and is forecast to
continue at a helpful rate
over the next two years.
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The third row is row 12,
the consumer price index
(CPI), which is a broad-based
measure of inflation. For the
current year this is forecast
to be low enough that it
should give rise to a little
concern about deflation, but
is forecast to increase to a
very sustainable 2% in the
coming years.

Worrying numbers
Of the numbers that give
rise to concern, rows 5 and
6 really stand out. Mining
investment is forecast to
decline steeply in the current
financial year, and to decline
almost as steeply in the next
year. The number of 2017/18
looks better in comparison,
but a slide of 14.0% is still
very significant.
Much of the focus at the
moment is on the numbers
in row 6. If you were to ask
economists what was the
best indicator of the difficul-
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ties facing the Australian economy today, most government
and many non-government economists would point to these
weak non-mining investment numbers. The number forecast
for the current financial year indicates a fall in investment.
One has to wonder if there is not an element of optimism in
the mild improvement forecast for the coming two years.

Mixed numbers
Some of the numbers could be either good or bad, depending on which direction the economy goes in. For example, row
13, the wage price index, indicates that wages are likely to be
kept under control over the forecast period. That’s a good
thing if the concern is keeping inflation down, and controlling
costs for business so that further investment is encouraged.
It is less of a good thing if you are concerned about maintaining and accelerating household consumption (row 2).
Likewise row 9, change in inventories, is something of
mixed news. While low inventory levels could indicate a more
efficient economy, with good forecasting and effective warehouse management, it could also signal slow growth.
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Dwelling investment (row 3) is another somewhat mixed
story. This forecasts a strong result for the current financial
year, followed by an ongoing slide for the next two years. The
positive of this is an indication that the bubble-like rise of
house prices in areas such as Sydney and Melbourne may be
set to level off. The negative side is that, while the “building
pipeline” is strong, with high levels of housing approvals creating a pool of demand over the past two to three years, this
drop-off will deplete that pool, and could lead to a slump of
sorts in the 2018/19 financial year.
The most controversial numbers of all are those for employment/unemployment (rows 15, 16 and 17). There is an increasing dispute about what these numbers actually measure,
and whether this is as useful as it could be. Some regard these
numbers as being mainly useful as a relative measure, indicating whether unemployment is improving or worsening, while
others believe they should directly reflect the experience of
the Australian people as closely as possible.

Beyond the numbers
One aspect of the economy that is not directly reflected in
these numbers is the extent to which conditions vary between the different states and territories. States such as Western Australia and Queensland which have been very reliant
on mining investment have experienced a strong economic
slump. States such as New South Wales and Victoria which
were less reliant on mining have proved to be more economically resilient. Meanwhile, South Australia, which has been
reliant both on mining and manufacturing, is facing a number of difficulties in its immediate future.
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The Budget Paper
The portion of the overall Budget Paper of most interest is
“Section 2: Economic Outlook”. In the “Overview” part of this
section, the paper makes a number of key statements. The
statement that sets the tone and key agenda for this section
is this one:
As our economy transitions to broader-based growth, nearterm economic activity will continue to be supported by household consumption, dwelling investment and exports, while
falling mining investment is expected to continue to detract
from growth over the forecast period.
This is a reasonable outline of the main themes of the
Budget Paper. The Australian Federal Government’s position
on the economy is that a sharp decline in mining investment
will be offset by growth in other areas of (“broader-based
growth”), fuelled by an increase in consumer spending. The
lower value of the Australian dollar in foreign exchange terms
will help to expand its export markets.

Contradictions regarding the transition
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Unfortunately, while this situation may appear clear at
first, the paper rapidly seems to build up some contradictions.
A little after the statement quoted above, under the same
“Overview” heading, the paper states this:
Domestically, the transition to broader-based growth is well
underway, supported by historically low interest rates and a
lower exchange rate.
The paper goes on directly to point to the GDP numbers
(row 1 in Table 1) as proof that things are going well. This
sounds relatively hopeful — the transition is going OK,
helped along by stimulus measures, and the end result is an
annual growth in GDP that’s not all that bad.
A little later, however, a slightly less positive statement is
made:
The outlook for business investment will continue to be dominated by shrinking mining investment.... While this drag on
growth is expected to lessen by 2017-18, uncertainty remains
as to when the transition to broader-based sources of growth,
already evident in the labour market, will translate into stronger
non-mining investment.
So, the transition, which a moment ago was “well underway”, is now not bringing strong non-mining investment. One
would think that would be a bit of an inhibitor to the “broader-based growth” which is supposed to be a big part of the
transition. (The reference to the labour market indicating a
transition is something we will return to later.)
The numbers certainly back up this caution. As mentioned
about, mining investment (row 5 of Table 1) is in steep decline,
and non-mining investment (row 6) remains relatively low.
Total business investment (row 4) as a result remains overall
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negative.
This trend from the positive to the negative continues in
the rest of the paper. Later on, in the section devoted to the
“Outlook for the Domestic Economy”, under the sub-heading
“Business Investment”, a bit more detail is provided about the
lack of investment.
Conditions are in place for non-mining investment to pick up.
Borrowing costs are low, and domestic demand is forecast to
strengthen. There are positive signs of bolstered activity in the
service sectors and business surveys are showing improving
conditions in the non-mining sector. Non-mining capacity utilisation is at its highest level since the global financial crisis.
To date, however, the recovery of non-mining investment has
been slower than expected and leading indicators remain
mixed, with some business expectations surveys suggesting
the delay may continue into 2016-17.
So, just to put all this together, “the transition to broader-based growth is well underway, supported by historically
low interest rates and a lower exchange rate”. Except that
there is “uncertainty” about exactly when the transition to
stronger non-mining investment will take place, although it is
“already evident in the labour market”. Except that “non-mining investment has been slower than expected” and “the delay
may continue into 2016-17”.
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Or, in other words, it hasn’t happened yet. No transition.
The only part of the transition from mining to non-mining
business investment that is “well underway” is the part where
the business investment in mining drops off sharply.
At the very end of the section headed “Business Investment”, the paper does confess to the problems that need to be
faced.
The pace and timing of a pick up in non-mining business
investment continues to be a key source of uncertainty for the
outlook. Along with mixed indicators, a change in the composition of investment creates uncertainty for the forecasts. As mining investment declines and the economy transitions to broader-based growth, business investment will be underpinned by
a greater number of smaller investments, such as investments
by small businesses and businesses in the service sectors. The
lead times for these kinds of investments are typically shorter
than those for large mining projects. This adds to the difficulty
in estimating both the timing and scale of the expected pick
up in business investment.
To translate that into different terms, the reality is that the
transition that may or may not come to the Australian economy affects not only businesses, but also the government systems in place to monitor those businesses. It’s not that there
are some strange and unusual aspects to understanding the
“greater number of smaller investments, such as investments
by small businesses and businesses in the service sectors”. It’s
that the Australian Government is not used to having to take
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an aggregate numbers of smaller businesses as seriously as it
has taken a relatively few very large mining companies.
In short, one might conclude that if the Australian Government is so invested in helping this transition take place,
it might start by transitioning itself to have a better regard
and understanding of the area of the economy it hopes will
provide future growth.

RBA Statement on Monetary Policy May 2016
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Much of what the RBA has to say about the economy
echoes the Budget Paper, though its statements tend to be
both more modest and more nuanced. Rather than suggesting
that a transition to non-mining investment is well underway,
in the introduction to the policy statement the RBA states
that:
Surveyed conditions in the business sector remain above
average and business credit growth has picked up over the
past year or so. Nevertheless, indicators of investment intentions suggest that non-mining business investment is likely to
remain subdued for a time, although it is expected to gradually
pick up later in the forecast period as overall demand strengthens.
...
GDP growth is expected to strengthen gradually to an abovetrend rate, reflecting the effects of low interest rates and the
depreciation of the exchange rate since early 2013. Both have
been helping activity to rebalance towards the non-resource
sectors of the economy.
Later, in its chapter on Domestic Economic Conditions, the
RBA expands on these comments by detailing those areas of
non-mining activity where some growth has occurred:
Activity in the non-resource sectors of the economy increased
at an above-average rate over 2015, with output expanding
fastest in industries that provide services to households and
businesses.
While these are positive indications, the RBA is quite explicit in stating that non-mining investment will continue to
be subdued in the near term:
Indicators of investment intentions suggest that non-mining
investment will remain subdued for at least the next few quarters. The latest Capex survey continues to imply that a recovery
in non-mining investment will not occur in either 2015/16 or
2016/17. Consistent with this, non-residential building approvals remain at relatively low levels, in part reflecting weak
underlying conditions in the commercial property market.
That said, there are differences across the states and territories:
Patterns in non-mining investment spending across the states
appear to have varied considerably. The direct and indirect
effects of conditions in the mining sector on activity in the
non-mining sector appear to be quite significant for the re-
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source-rich states of Western Australia and Queensland.
...

In contrast, in New South Wales and Victoria, which are less
resource intensive, the recovery in non-mining business investment appears to have begun, supported by stronger demand
growth due to very low interest rates and the depreciation of
the Australian dollar over the past few years. Consistent with
this, survey measures of business conditions in New South
Wales and Victoria are clearly above average, while those in
the resource-related states are more subdued.

In a “box” feature added to the chapter on the domestic
economy, the RBA notes that certain services have enjoyed
strong growth, particularly those related to travel. Australia’s proximity to Asian nations with growing middle classes
makes it a natural destination.
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Additionally, this section states that Australia has also
found an export market for business services.
The depreciation of the Australian dollar has also improved the
international competitiveness of Australian business service
firms. Consulting, financial and technical services provided
by firms in Australia appear to be benefiting from the lower
exchange rate, as business service exports have grown steadily in recent years and imports have declined. In the short to
medium term, the depreciation is more likely to affect contract-based work. However, if the exchange rate remains at
lower levels for an extended period, some firms may choose to
bring production of services back to Australia that had previously moved offshore to benefit from lower costs.
Other trends that the RBA points to include:
• Growth in the Australian economy seems set to continue at
slightly above previous estimates.
• Household consumption increased in the second half of
calendar 2015, and is expected to continue at that rate,
despite ongoing weakness in terms of wage growth. This
means that households will be increasing their overall debt.
• Residential construction is expected to continue to grow,
driving ongoing investment in dwellings, though this will
gradually tail off, as indicated by the fall in building approvals.
• House prices have grown modestly during calendar 2016,
while housing credit growth has eased to 7%, as mortgage
rates increase, and banks reined-in non-price lending in
response to regulatory pressures.
• Inflation is trending lower than expected, and may well
end up at less than 2%. Forces that have contributed to this
include ongoing weakness in wage growth, increased retail
competition, falling rental costs, and decreases in some
business inputs such as petrol. However, there is the possibility for inflation to spike higher, if labour costs return to
trend.

hnn.bz

Roy Morgan State of the Nation June 2016
The Federal Government’s Budget Paper and the RBA’s
Statement are formal documents which make use of statistics
freely available to the public. The RMSN is unique in that it
makes use of statistics gathered by Roy Morgan’s own survey
techniques.
Delivered by the always interesting CEO of Roy Morgan,
Michele Levine, the presentation was divided between political and economic statistics. This was, however, one of the
less interesting State of the Nation presentations, as it was
at times somewhat hectoring. Nonetheless, some interesting
economic points were made.
On the political side, the numbers presented tended to
support the notion that the Australian Labor Party (ALP)
and the Liberal-National Party (LNP) were evenly matched in
the election to take place on 2 July 2016, while distribution of
votes was likely to favour the re-election of the LNP.
Looking at voter priorities, Roy Morgan’s statistics also
indicated that economic concerns are the main priority for
voters in this election, replacing the concerns over the environment and terrorism that have heavily influenced past
elections.
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The core issues highlighted by Ms Levine were:
• Unemployment and under-employment in Australia
• Corruption in business and unions, particularly regarding
wage rates
• Regional inequities
• The cash economy

Unemployment and under-employment
Ms Levine did take a moment to express her regret that
more was not being done about corrupt business and union
practices. She also suggested that the Federal Government’s
infrastructure, currently housed in Canberra, should be
moved to Adelaide, as a means of better acquainting its managers with the “realities” of Australian society.
Outside of these social issues, the main focus of the economic portion of her talk was on the consequences of unemployment and under-employment. Roy Morgan publishes
some interesting statistics on employment that are gathered
on a different basis from those of the ABS. The ABS makes
use of a standard which classifies someone as unemployed if
they have actively sought employment at any time during the
survey period of four weeks and are currently available for
a job. Likewise, anyone who has worked for an hour or more
during the most recent week in any occupation is classified as
employed. Roy Morgan states that for its purposes: “A person
is classified as unemployed if they are looking for work, no
matter when.”

hnn.bz

Michelle Levine, CEO of Roy Morgan

Roy Morgan is best known these days for
its “Single Source” consumer tracking surveys
(which has made the wish-list of many large
retail firms). So it is perhaps not stretching
things too far to suggest that the RM approach uses something of a “consumption”
model of employment, while the ABS modelling uses an “opportunity” model. Consumption models desire and need, while opportunity models activity.
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The following is some of what Ms Levine
had to say about unemployment:
Now we tend I suppose when we put all of this data together,
you actually start to think about these things from a structural
perspective. You think about employment, you think about
trends, you think about all of those things.
There is a very important human perspective to this as well. So
for most people, they are not thinking about structural issues,
they are actually thinking about things like the cost of living,
and the cost of living comes up as a really strong word and
phrase from people in the electorate.
Most people are actually thinking “will I keep my job? Will my
kids get job? Will my family, my husband, my wife, my friend,
my whatever, be able to keep their job. Because we all know
that if you’ve got a job, you’re OK. We know throughout the
global financial crisis, those people who kept their jobs were
OK. Those who didn’t, who lost their jobs, their lives changed,
extraordinarily.
So people are thinking about their own jobs, their family’s jobs,
the cost of living, they are thinking about those normal human
issues, not just the kind of economic lines that we’ve been
talking about so far. And that is really why it is so incredibly
important to look at the big issue of unemployment.
We see unemployment as Australia’s major issue, and as I said
earlier, it is travelling at 10.7%. That is 1.37 million Australians
unemployed, and another almost a million, 947,000 underemployed. They have some part-time work, they really want full
time work. 2.3 million Australians being affected by this at the
moment.
Many of you will have seen this chart before. Keep looking at
it. The Roy Morgan real unemployment figure, the blue line, is
clearly much larger than the government’s stats which would
see us having unemployment still at around 5.7%, pretty
much unchanged over the last little while. And that means
two things. One, it means policymakers are making the wrong
decisions. Does anyone else feel sick when a politician stands
up and says “we don’t have an unemployment problem in this
country, so I’m going to do blah, blah, blah”. Does anyone else
feel really, really devastated? I do.
Ms Levine certainly has a point to make. Statistics such as
those for unemployment really have a dual purpose. The ABS
focuses on providing stats that are internationally compara-
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ble and designed to track changes on a month-by-month basis
— hence the popularity of the seasonally adjusted version
(though both trend and raw data stats are also available).
The Roy Morgan stats, in contrast, really track the gap
between need and availability. The importance of this approach is that it highlights the societal and individual cost for
those who cannot find adequate employment. It’s a point that
is backed up by some statistics provided by the Australian
Department of Employment when it analyses regional areas
such as Albury-Wodonga. As regards Wodonga itself, this
analysis from 2013 based on the 2011 Census numbers shows
not only the decline in full-time employment and the rise of
part-time employment, but also the difficulties many young
people face in even applying for jobs.
https://goo.gl/FIz1oA

For example, in the area of technicians and trade jobs, the
average number of applicants is 8.5, while the average number
of applicants who actually have the required skills and experience is 1.3. The same stats show that for women aged between 20 and 24 years in the region, 5% are unemployed and
not studying, while 14% are not in the labour force and not
studying. The numbers for men are 6% and 4% respectively.
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It’s quite likely that the upcoming Census will reveal a further deterioration in these circumstances.
While these kinds of statistics, which are better reflected
in the Roy Morgan numbers, are valuable and deserve more
attention, it should also be stated that this is not really an
“either/or” situation. The Roy Morgan statistics have some value, but the ABS statistics are also very valuable. Putting the
three sets of stats together — ABS unemployment, ABS participation rate, and the Roy Morgan unemployed/under-employed — produces a better statistical view than regarding
any of these statistics in isolation.
A further difficulty, which we will explore in more detail
in the analysis of these sources, is that Ms Levine seems to
regard the Federal Government as directly responsible for the
level of employment and under-employment. There is certainly a history to that approach.

Overview
The emphasis in the first two documents, the May 2016
Budget Paper and the RBA Statement on Monetary Policy
(SMP) for May 2016, is on the idea of an economic transition
for Australia — a concern just about entirely missing from
both Roy Morgan’s State of the Nation for May 2016, and the
2016 Federal Election.
One of the curiosities of this situation is that Australia is
not going through its first transition from mining to non-mining investments, but actually, arguably, its third.
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The first two transitions are well-documented by the RBA
itself, in its 2010 report, “Structural Change in the Australian
Economy”.
http://goo.gl/KGh68I

As that report states:
The economy has been transformed from one centred on the
production of primary products to an urbanised
economy mainly producing services.
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Later, the report goes further into the nature of this change:
Service industries have grown strongly over the
past 50 years, rising from around 60 per cent of
total output in the 1960s to around 80 per cent
recently.
In the 1950s, services were closely linked to
manufacturing, with wholesale trade and transport supporting the production and distribution
of manufactured goods.
Since then, the share of distribution services has
steadily fallen, consistent with the declining relative importance of manufacturing and also agriculture. In contrast, the fastest growing service
industries in recent years have been business
services, including financial and professional
services, and social services such as health and
education.
Service industries are generally more labour
intensive (and less capital intensive) than manufacturing, mining and agriculture, with services
employing around 85 per cent of the workforce,
but representing only around 70 per cent of
investment.
The shifts and transitions mentioned above
are illustrated in the following set of three
graphs on the right.
The top chart, “Employment by Industry”,
shows a hundred year sweep of Australia’s
employment history. The surprise in this
chart isn’t so much that it turns out the services industries have been Australia’s largest
employers, but rather just how early this economic shift started, really from the immediate
post-World War II period.
The middle chart shows the share of employment for different types of services from
1970 through to 2010. The strongest growth
has been in social services and business services, while distribution services have steadily
declined. As the report describes this:
In the 1950s, services were closely linked to
manufacturing, with wholesale trade and trans-
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port supporting the production and distribution of manufactured goods. Since then, the share of distribution services has
steadily fallen, consistent with the declining relative importance of manufacturing and also agriculture.

In contrast, the fastest growing service industries in recent
years have been business services, including financial and
professional services, and social services such as health and
education. Service industries are generally more labour intensive (and less capital intensive) than manufacturing, mining
and agriculture, with services employing around 85 per cent
of the workforce, but representing only around 70 per cent of
investment.

What is being outlined here is really two transitions. The
first is the steady increase in service industries in the immediate post-World War II period. The second is the switch in
services from manufacturing-linked distribution to social and
business services.
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The RBA report goes into further detail about this second
transition:
The increase in the share of services in the Australian economy largely reflects rising consumer demand for services as
real incomes have increased. The share of consumption spent
on services has risen from 40 per cent in 1960 to over 60 per
cent currently, reflecting rising spending on health, education,
recreational services and financial services.
The third, bottom chart outlines some of the problems facing Australia today. While services might form the majority of
the employment economy, they do not figure as significantly
when it comes to the export economy. The mining industry,
until the last four years, provided the most significant share
of exports. This chart, which stops at 2010, shows the beginning of the decline in mining as a share of exports.
The importance of this is that, given Australia’s relatively
small population of less than 25 million people (less than
65% of the population of the US state of California, and only
slightly more than Taiwan, which has a geographic area of
36,193 square kms, versus Australia’s 7,617,930 square kms — a
factor of over 210x), a significant export economy is needed to
spur both foreign and domestic investment, which is a direct
driver of economic growth.

The new services economy
To adopt something of an optimistic view of this situation:
If the services economy is going to evolve again in Australia,
what shape will it take? In one of the sections quoted above,
the Budget Paper all but confesses it doesn’t really have any
data that will help it observe or understand the transition, if
it takes place, because
...business investment will be underpinned by a greater number of smaller investments, such as investments by small businesses and businesses in the service sectors.... This adds to the
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difficulty in estimating both
the timing and scale of the
expected pick up in business
investment.

Most of the time with
statistics we look for established patterns, and try to see
how one set of numbers may
indicate an influence on another set of numbers. In circumstances such as this one,
it can help to look instead
for non-patterns, changes in
familiar patterns that don’t
seem to make much sense.
There are two sets of statistics that HNN has found
that would tend to suggest something is actually changing in
the economy. The first is illustrated by the following chart. It
shows the ABS A3534030W series: Current Prices ; Computer
and information services - Computer, Hardware and software
consultancy. These are the unadjusted, original data.
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What this chart shows is
hardware/software businesses, which for the ten years
prior to October 2014 had
a running average of $302
million in exports, suddenly
over a period of five quarters
increased to over $550 million in exports. In actual dollar terms that $250 million
may not count for much, put
in proportional terms this is
an increase of over 80%.
The second set of numbers
that is interesting is the ABS
data on percentage changes
in gross domestic product
(GDP) per hour worked.
There is something of an established pattern evident which
held from 1999 through until the March quarter of 2013, and
then changed. From March 2013 onwards, there are 17 quarters of continued growth in the GDP/hour. It’s difficult to say
exactly what this means, but the ABS suggests that this is a
measure of much more than just productivity.
Estimates of GDP per hour worked are commonly interpreted
as changes in labour productivity. However, it should be noted
that these measures reflect not only the contribution of labour
to changes in production per hour worked, but also the contri-
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bution of capital and other factors (such as managerial efficiency, economies of scale, etc.).

One possibility is that this upwards shift indicates a move
from the production of less-valuable goods and services to
more valuable goods and services. As with the export numbers for hardware/software, it’s hard to provide a firm interpretation, but it’s worth noting that something unusual may
be happening.

Composition of new services
While it’s not possible to guess exactly what new services
might be launched to eventually fill the void left by a fall in
mining production and investment, the general outlines can
be seen from what has happened in other nations. The new
services that have been developed typically do one of two
things: They replace physical work/products with digital services/products; or they significantly enhance the efficiency of
the way physical work/products are delivered and used.
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A good example of the first category that is already at work
in Australia is the replacement of postal mail with email.
Instead of using a complicated system of vehicles to move
pieces of paper from one place to another for a fee, people can
digitally send documents to each other quickly and virtually
for free.
An example of the second type is the increasing popularity
of online financial services, in particular banking. While the
underlying service has not changed that much, online banking provides more convenient access to information, payments and other features.
We’ve become accustomed to the influence of innovations
such as these, largely because they have been present for
some time, and because their introduction was very gradual, taking more than 10 years to complete. However, newer
services are likely to be introduced more quickly, and work to
directly replace existing services.
An example of something in the second category that has
created resistance would be Uber, which is rapidly replacing
standard taxi services. Uber works by taking an existing
physical world overcapacity, transportation provided by
cars, and developing a digital layer that makes it possible to
distribute some of that overcapacity to the market of people
who need an individual travel solution.
Both of these newer solutions have met with considerable
resistance from market incumbents. In part that’s because
the competitors they have displaced had been delivering poor
and expensive services for some time.
In Australia, most taxi regulators have experienced some
form of “regulatory capture”, where they became more concerned with the welfare of the drivers than the consumer
rights of passengers. Tight regulation and high barriers to
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entry stifled innovation. Uber has provoked very strong
responses from people associated with taxi companies largely
because they simply do not know how to compete.
This resistance is part of what goes to the heart of the
difficulty of transitioning from non-mining to mining investment. It is largely not about adding wholly new services to
the economy, or even improving existing services, but actually replacing existing ways of doing things with newer, better
ways of doing things. Unfortunately, this kind of situation
where some stakeholders lose out so that more stakeholders
can gain, is not one Australia usually copes that well with.

Unemployment
This brings us, finally, to some of the remarks that were
made by the CEO of Roy Morgan, Michelle Levine, about Australia’s unemployment rate. One of the primary focuses of her
remarks was that unemployment conditions were so severe
in regions such as South Australia’s Whyalla that government
assistance should be rendered. In fact there was an unstated
assumption in her remarks that the Federal
Government was responsible for unemployment and under-employment, and should
take action to counter these.
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It’s worth taking these remarks seriously
because this is an attitude that is surprisingly persistent not only in Australia, but also
in nations such as the US. In fact one of the
surprises of Ms Levine’s presentation was
a slide featuring US Presidential hopeful
Donald Trump’s statements about the “real”
unemployment rate.
As is evident in Mr Trump’s policies, the direct road to government assistance to industry and a bump in employment is
usually seen to lead through some form of tariff protection.
It’s not entirely coincidental that some of South Australia’s
woes are set to be increased by the fall of the final pillar of
large scale industry assistance and tariffs, the automotive
manufacturing industry. Both Ford and General Motors will
cease making cars in Australia by the end of 2017. This includes the closure of the General Motors Holden plant in the
Adelaide suburb of Elizabeth.
Australia has a long history of linking employment and
tariffs, extending from the 1930s through to the 1980s. By the
end of the 1980s it had become very clear that tariffs and government assistance did very little more than provide support
to inefficient industries, which then would simply lay claim to
more tariffs as they fell further into inefficiencies, removed as
they were from any form of real market feedback.
Evidently, it has become necessary to once again rehearse
the logic and the history of why these forms of government
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support don’t really work. To
round out the other charts already presented, the tariff chart
should be added, as displayed
on the right.
This is extracted from a good
overview of tariffs in Australia,
“100 years of tariff protection”
by Peter Lloyd of the University
of Melbourne:
http://goo.gl/kfZOud

The surprise of the graph is
just how persistent tariff levels
were from 1950 through to 1988. The drive by the Whitlam
government in 1973 to put in place an across the board tariff cut resulted only in increased tariffs. It wasn’t until firm
action was taken by the Hawke government in 1988 that they
were finally reduced.
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Perhaps the most interesting tussle to ever take place over
tariffs came with the release of the Vernon Report in September 1965. The result of an inquiry launched in the aftermath
of the 1960 economic troubles (which nearly saw the Menzies
government removed), the report was roundly criticised by
Menzies and summarily dismissed for intruding into what
were considered at the time policy rather than technical
matters.
One of its sharper recommendations was not that tariffs
should be removed, but that they be limited to a nominal rate
of 30% — which was substantially below most manufacturing tariffs of the time. One exceptional circumstances in an
industry would warrant a higher tariff, the report suggested.
While the report was dismissed, it had a strong effect on
G.A. Rattigan, who was appointed head of the Tariff Board by
the Menzies government Minister for Trade, long-time tariff
proponent John McEwen, in 1963. Mr Rattigan introduced
the notion of only providing protection for viable industries
(much to McEwen’s surprise).
The late Gough Whitlam changed the Tariff Board into the
Industries Assistance Commission (IAC), with a brief that
included productivity and efficiency. The Whitlam government’s efforts to reduce tariffs in 1973 were less about efficiency, however, and more an effort to reduce rampant inflation.
Faced a year later with steadily increasing inflation and a
steep rise in unemployment, most of the reductions were
reversed.
The IAC attempted to carry on Mr Rattigan’s work, but
were regularly thwarted by the government of the day, with
the Fraser government constantly poised on the edge of tariff
reform like a nervous diver on the high board. Ultimately it
never did jump.
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In its early years the Hawke government was equally cautious about tariffs, though it did move to deliver protection
only where it would help viable industries. More positive (as
opposed to defensive) industry support measures were also
introduced.
The story of the Hawke government’s move from its
promises of more protectionism to a more liberal attitude is
complex, and remains unclear. First elected in 1983, it moved
to complete tariff reform by 1988, and in 1991 committed to
reducing tariffs to 5% by 2000. This was achieved, with the
exception of the car and textiles industries. These were part
of wide-ranging reforms, including, of course, the floating of
the Australian dollar. Arguably those actions in 1988, and the
subsequent actions by the Keating government, helped to set
up nearly two decades of reasonable economic performance.
The historical indication really is that government assistance rendered to industries that are simply no longer viable,
whether due to high labour costs, or low global demand, simply does not work in the long run.

Analysis
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It is not overstating the case to suggest that the economic
conditions Australia finds itself in today are about as dire as
those of 1988. The task at that time was to try to escape somehow from the burden of a particular economic past. The task
today is really as much cultural as it is economic. After a solid
50 years of a particular economic basis, Australia needs to
find its feet in a world where creative business development
that relies to some extent on digital capabilities is essential to
its future.
It’s not surprising, given this, that there are calls to retreat
back to something more familiar, to the pre-1990s world of a
fondly remembered, manufacturing-led economy. Mr Trump
wants to return to the Reagan years of 1980 to 1988. Voices
on the left in Australia want to return to a world of industry
assistance, industry control by government, and subsidised
employment.
Australia’s first task is to clarify and to accept what these
issues really are. While we might want to blame our political
parties, which at the moment do not seem to be supplying
strong leadership, there is a lot of truth in the saying that
ultimately, democracies get the leaders they deserve. It will
likely take another four or five years for the society as a
whole to accept that these transitions and changes, so clearly
noted in both the Budget Paper and the RBA Report, are here
to stay, and cannot be avoided.
This delay, however, is really unlikely to affect the transition itself. That’s because that transition will not originate
in the politics and government, but actually in the workings
of business itself. In fact, it seems evident to HNN that it is
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already at work. In small companies, in research
units in universities, even in some public sector offices, some people are effectively already
working as though they are in the coming, new
economy.
The victory of Australia, the hard currency
wrung from the difficult changes in the 1990s,
and an ongoing economic endurance, is that this
country is facing up to these changes as much as
any other. That said, it is difficult to see the next
two to three years as being anything other than
difficult, on both an economic and cultural level.
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Pulte Group, a
US-based mass
market home
builder gets
into zero net
evergy homebuilding
She-sheds
surge in
popularity
New
smartphone
app for DIYers
Telstra
launches
version of
smarthome
Scientists
come up with a
new blue

US-based mass
market home builder PulteGroup has
completed construction of its zero net
energy (ZNE) home
prototype in Northern
California. The new
Pulte home, which is
designed to generate
as much energy as it
uses, will be monitored
for 12 months to evaluate its performance
and identify opportunities for future
enhancements. Ryan
Marshall, president of
PulteGroup said:
PulteGroup’s Zero
Net Energy prototype
is at the forefront of
innovation. It has the
potential to dramatically reduce overall
energy use to benefit
homeowners and the
broader environment.
Our goal for this prototype is to help define
the most efficient path
to building more energy efficient homes that
effectively balance
constructability, cost,
and quality.

The Pulte ZNE home
prototype aligns with
California’s long-term
ZNE goals by leveraging advanced design,
construction, and onsite renewable energy
solutions. The home’s
design combines airtight building methods, highly efficient
HVAC, water heating,
insulation and more,
along with on-site solar energy production
to offset the home’s
greatly reduced energy
consumption.
Pulte is the largest
builder to participate
in Pacific Gas and
Electric Company’s
(PG&E’s) Zero Net
Energy Production
Builder Demonstration program aimed at
building new homes
that maximise utility
grid load reduction.
PG&E’s demonstration
program supports
California’s energy
efficiency and climate
goals that all new residential construction to
be zero net energy by

2020. Mr Marshall
said:
Participating
in this program
allows PulteGroup
to test the technologies that can
reduce overall
energy use, while
also determining
the construction
practices needed
to deliver these
homes with superior quality, at high
volumes, and in a cost
efficient manner. Making our homes more
energy efficient helps
to shrink their carbon
footprint and makes
them less expensive to
own and operate.
A ZNE home is
designed with the
goal of producing as
much energy as it uses
during a year. To cope
with fluctuations in
demand, ZNE homes
are typically connected to the grid, exporting electricity when
there is a surplus, and
drawing electricity
when not enough is
being produced.
The prototype
located in Brentwood,
California will be monitored for a year after
it is sold. It allows
Pulte and its partners
to measure and analyse the home’s energy
performance, actual
cost savings, and the
impact on the energy
grid.

By working with
its building partners,
PulteGroup is driving
continuous improvements to reduce
incremental costs and
deliver the best technological solutions to
consumers, according
to Steve Kalmbach,
president of the
company’s Northern
California division.
Some of the partners involved in the
build include: Lennox
(HVAC equipment);
Rinnai (tankless water
heater); Owens Corning (insulation products); and SolarCity
(photovoltaic system).
Kalmbach said:
Overall energy
performance and
consumption will be
evaluated to assess
construction technology and help guide
best practices for the
company in building
more energy efficient
homes. Not only will
the prototype seek
improvements through
energy use tracking
and analysis, but Pulte
is also seeking consumer feedback to develop
design improvements
to meet future homebuyer needs.
PulteGroup, based in
Atlanta, is one of America’s largest homebuilding
companies with operations in approximately 50
markets throughout the
US.
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There is a trend
for homeowners to
upgrade their homes
rather than move
house, according to
the latest Housing
Industry Association
Renovations Roundup
report. It is expected
to drive a $1 billion
surge in renovation
work nationally this
year. HIA senior economist Shane Garrett
said the pool of owner
home equity was driving renovations.
It accounted for
about 35% of total residential construction
last year, with renovations expected to rise
2.5% this year to $31.23
billion nationally. Mr
Garrett said:
The recovery in
renovations activity
is being supported by
the environment of remarkably low interest
rates and very strong
dwelling price growth
in key markets. In this
context, many home-

owners have decided
to shelve plans to move
house and instead
conduct major renovations work on their
existing homes. The
large pool of available
home equity has made
this possible.
Mr Garrett said with
new home building
expected to decline in
some areas, the importance of renovation
activity would only
increase.
The revival in renovations activity will
provide a welcome
offset to the more
challenging situation
emerging on the new
home building side.

Wealthy suburbs
drive renos
The prestigious
eastern suburbs are
Sydney’s home improvement hotspots,
with Double Bay and
Bellevue Hill homeowners splashing

$15.23 million on renovations in the three
months to March, data
shows.
Cremorne and
Cammeray residents
spent $11.8 million on
renovations, followed
by Bondi, Tamarama
and Bronte who sank
$11.36 million into their
homes. This is based
on Domain Group’s
modelling of the latest
Australian Bureau of
Statistics. Mosman
came in a close fourth
at $10.62 million.
But it’s no surprise
these luxury property
markets topped the
list as those with a
foothold in desirable
areas are more likely
to renovate before
moving to another
house, Domain Group
chief economist Andrew Wilson said.
Higher priced
areas gravitate more
towards renovations,
particularly as upsizers don’t want to move

out
of the
area
with good schools and
a certain cache. With
higher levels of equity
and lower interest
rates, the ability to
borrow and tap into
equity is higher.
Unsurprisingly, it’s
the north shore and
the eastern suburbs
– where listings have
decreased over the
year – that make up
the lion’s share of the
renovation spend. Mr
Wilson said:
When prices are
rising we also get more
professional renovators at work, particularly in smaller inner
suburban areas – it’s
attracting speculative
flippers, not just mums
and dads.
And quarter on
quarter, renovation
jobs have increased
14.2% in NSW, according to ServiceSeeking
chief executive Jeremy
Levitt. These renovations cover minor

jobs, as well as those
requiring development
applications that are
picked up in the ABS
statistics. He said:
There are many
reasons underpinning
this growth, but the
main one is that renovating is the easier
and cheaper option for
many homeowners.
Property prices have
sky-rocketed over the
last few years, meaning the house you once
had your eye on might
be out of reach today.
School of Renovating
founder Bernadette
Janson said the top areas are inner suburbs
“with a lot of old properties and all in the
sweet-spot in terms of
lifestyle,” leaving them
ripe for upgrading. She
said:
When the market
is moving so quickly,
upgrading can shortchange homeowners.
Deciding to stay put
and renovate, rather
than upgrade, could
save a seller up to
$300,000 on selling,
buying and relocation
costs.
https://goo.gl/rAKq2E

news
“She-sheds” grow popular
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A demand for “she
sheds” — the female
take on a man cave
— has sparked a new
building phenomenon.
The trend has seen
women in Australia
erect private sanctuaries in their gardens to
escape the stresses of
modern life and spend
time away from their
partners and families.
The structures they
are building tend to be
more elaborate than

the basic tin sheds men
have traditionally used
for stowing things
such as power tools
and range from cabins
carved from pink wood
and old French doors
to $110,000 granny flats.
Custom sheds designer Rob Martin of
Unique Smart Sheds
said his company alone
has been engaged in 20
projects where women
have commissioned a
backyard space to call

said:
These kinds of garden
spaces are popping up
all over the place now.
Part of their popularity is that they give
women an opportunity
to enjoy their gardens
with minimal interference, and to pursue
creative projects.
Natalie Holt has a
she-shed out the back
of her Bangalow (NSW)
home and said she had
always wanted a space
she could use in the
same way men use garages or rooms they’ve
their own. He told the turned into man caves.
Sunday Telegraph:
Building the shed was
Every one of them
also a way to pursue
had a different need
her passion of finding
for it. They’re using
new uses for recycled
the sheds for almost
materials, she said.
everything.
Sisters Alana and
Landscaper Olaf von Madi Smithies have a
Sperl of Adore My Gar- slightly different take
den is into his second
on the concept. They
she-shed project and
have a custom-built
agreed that the trend
granny flat in the garis picking up, particuden of their Newport
larly in Australia, due
(NSW) home, which
to our large backyards has become something
and sunny climate. He of a social headquar-

ters for the local surf
lifesaving club. The
granny flat has made
it easier for the sisters
to continue living with
their parents.
The rise of she-sheds
has mirrored growth in
the backyard building
industry. Government
data showed the
number of NSW properties with secondary
structures grew 260%
between 2009 and 2014
and 20 per cent from
2014 to 2015. The desire
for a recreational
structure drove part of
that growth.
A Gateway Credit
Union survey revealed
she-sheds, man caves
and teen retreats
trumped home offices
and guest accommodation as intended uses
for secondary dwellings or granny flats.
Gateway CEO Paul
Thomas said more people are realising “the
lifestyle value sitting in
their backyard”.
goo.gl/ZWBQtb

Paint app helps DIYers
Paintzen started
out in early 2013 as
an on-demand app
to book professional
painters for homes,
stores and offices.
Today, the company
started catering to the
DIY market, specifically selling supplies
to those who plan to
paint their own rooms.
CEO and founder Mike
Russell said:
We’re still a marketplace for home and
office painting. When
we started, the tech

we built was about
getting a quote to you
and helping you book a
painter. But it’s evolved
now into helping you
with colour selection,
inspiration and other
things that come up
when you are ready to
remodel and redesign.
According to Paintzen’s own market
research, about 40%
of people who need to
paint their homes or
shops and offices want
to do so on their own.
Paintzen’s new fea-

tures and instructional
content will help them
plan it all out from
setup to clean up.
Users can now access
Paintzen DIY for help
taking measurements
correctly, coming up
with style ideas for
a room, figuring out
a colour palate, and
determining just what
quantity of paint, tape,
and other supplies
they may need to get a
job done.
The US-based startup
has raised about USD9

million in funding
to-date, and is betting
that DIYers who come
to the app or website
for this kind of planning will purchase a
full basket of recommended items.
Targeting this new
demographic could
help Paintzen expand
within and beyond its
five core markets: Boston, Chicago, Washington DC, New York and
San Francisco.
The company is not
without competition,
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however. Among
its challengers are:
EasyPaint, co-founded
by ex-Benjamin Moore
CEO Denis Abrams
in 2014; Thumbtack,
which reportedly
raised USD125 million
in its last round of
funding at a USD1.3
billion valuation;
and Amazon Home
Services, which offers
home improvement
and specifically painting services.
goo.gl/lGSbXN

news
Scientists invent
a new colour

Telstra mainstreams smart home
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tion for the home”. He
said:
In our first Smart
Home release, we
are focused on what
customers have been
telling us they want
right now – security
and energy solutions
– while keeping an eye
on the future so that
we can integrate with
emerging technologies
and services, such as
in-home health care,
dynamic energy management and entertainment.
Telstra is set to
resistant keypad that
The launch also
release a new range of will permit guests’
included energy saving
‘smart’ home devices
entry with a secure pin devices such as a smart
that includes a secure and has the ability to
thermostat, light bulbs
door lock, security
override key access in and power switches.
cameras for inside
case of emergencies.
Mr Chambers said
and outside the home, Two different secuthese devices will not
as well as door and
rity cameras are also
only let people conmotion sensors – all of included, one for inside trol their appliances
which can be conthe home and a more
from anywhere with
trolled from an app on durable design for
internet connectivity,
a phone.
outside the home.
it will also allow them
The range has two
Director of home
to create a “tailored
different packages
and premium services energy solution” for
focusing either on
John Chambers said
their home.
improving security or the cameras can help
He said Australians
reducing energy conusers with tasks like
are expected to own up
sumption. But Telstra watching over a famto 29 connected devices
claims the platform
ily member who lives
by 2020 which has
has an extensive list of alone or checking on
created an industry
uses that will “revolu- their pets.
predicted to be worth
tionise” the way people Parents will also be
more than $1 billion
interact with their
able to see exactly
annually in the next
homes and each other. when their kids get
five years.
Door sensors that
home from school,
Telstra teamed up
will send you an
if the garage door is
with US company
instant notification
locked or if a package
iControl Networks to
if an intruder tries to
has been delivered.
roll out the internet
access a home has been Mr Chambers said
connected hubs, door
introduced as well as
Telstra was aiming to
sensors, smart door
a new smart door lock. give consumers a “sim- locks and cameras. The
The device will allow
ple, flexible platform
smart home platform
users to lock or unlock that will work across
and its products will
a door from a remote
multiple devices and
be available in time for
location using a phone. operating systems to
Christmas this year.
It has a weather
deliver a single soluhttp://goo.gl/T7IqIg

A new pigment is on the market that contains
no toxins and can help keep buildings cool.
Discovered by Oregon State University (OSU)
chemists in 2009, the new colour can be purchased and is called YlmMn blue.
The colour was discovered accidentally by
OSU chemist Mas Subramanian and his team
while they were experimenting with materials
to use in making electronics applications. The
chemists mixed a black colour (manganese
oxide) with other chemicals and put them in a
nearly-2000 degree Fahrenheit furnace; one of
the sample results came out as a vivid blue.
The colour is going to be used in commercial
products like coatings, plastic and paint – it may
also be used in roofing materials. The “cool blue”
compound has infrared reflectivity at about
40%, which is much higher than other blue
pigments. Paints in this colour could help keep
buildings cool by reflecting the infrared light,
and the colour is so durable – even against oil
and water – it won’t fade.
YlmMn blue is formed by a unique crystal
structure, which allows the manganese ions to
absorb red and green wavelengths of light while
only reflecting the blue hue. Mr Subramanian
said:
The basic crystal structure we’re using for
these pigments was known before, but no one
had ever considered using it for any commercial
purpose.
Ever since the early Egyptians developed some
of the first blue pigments, the pigment industry
has been struggling to address problems with
safety, toxicity and durability. Now it also appears to be a new candidate for energy efficiency.
http://goo.gl/K01h87
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Methven turns shower design on its head
Methven aims to
create amazing water
experiences for users,
and have done so by
designing and manufacturing premium
showers and tapware
for over 125 years.
In March 2015, this
pursuit culminated in
the launch of a new
shower technology
called Aurajet™.
The ground breaking
Aurajet technology is housed in the
company’s latest

Dynamic
Tight Lock
Pro roller
Users can prevent
roller slippage and
achieve a smooth,
even finish every time
with the Dynamic
Tight Lock Pro roller
frame. The Tight Lock
Pro features a toggle
action that securely
locks rollers in place

shower collection, Aio.
Incorporating highend aesthetics and
materials, Aio uses intriguing contours and
a modern minimalist
composition throughout the range. The
showerhead employs a
unique style-defining
halo shape that can be
the centrepiece of any
bathroom.
More recently, Methven has been awarded
a design award at Australia’s Good Design
Awards for its Twin
Shower System as well

to prevent movement
or slippage during
painting tasks.
A heavy-duty
construction and
smooth internal
bearing provides an
ideal paint finish
without roller marks
or streaks. Tight Lock
Pro is finished with
a comfortable hardwood handle to reduce
muscle fatigue, and a
metal threaded insert
for easy attachment to
extension poles.

as a prestigious Red
Dot Product Design
Award.
The Red Dot Award
was founded in 1955
and is the revered
international seal of
outstanding design
quality. Now in its 61st
year, the 2016 awards
attracted a record
number of entries
with 5,200 products
from 57 countries
vying for honours.
Only products which
set themselves apart
through their excellent design receive the
sought after seal from
the international Red
Dot jury.
This takes the total
number of awards to
12 for the Aurajet Aio
shower collection. Its
globally recognised
design and engineering teams designed the
halo shaped showerhead with hidden
nozzles that generate
individual jets of wa-

Tested by professionals, the Dynamic range
includes high quality
brushes and rollers,
trays, extendable
poles, caulking guns,
blades, scrapers and
wall fillers, as well as
protective wear and
drop cloths.
Dynamic is a Canadian supplier of paint
tools and accessories
and distributed in
Australia by Tenaru
Timber & Finishes.

ter that collide against
precisely-angled surfaces, creating a fan of
dense droplets.
Investing thousands
of research hours
provided the inspiration for Aurajet. By
studying consumer
attitudes and preferences, Methven found
that while the majority of Australians
look for water-saving
solutions, most would
never compromise a
good shower in favour
of a water-saving one.
Aurajet shower

delivers up to 20%
more total spray force
and two times the
water coverage on the
skin of conventional
showers, leading to a
more invigorating and
luxurious showering
experience.
The Aio Aurajet collection is available in
full chrome as well as
in a white accent.
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The Switchmate
light switch can turns
any home into the
“One-Second Smart
Home”. It is the first
smart home product that can be used
with no installation,
configuration, tools or
wiring.
The sleek light
switch magnetically
attaches instantly to
any standard light
switch so consumers
can immediately control it with the Switchmate companion app.
The Switchmate light
switch launch follows
the strong response to
the company’s Indiegogo campaign in 2015.
CEO Dean Finnegan

said:
Today’s consumers
want to make their
homes smarter, but the
complex integration
barrier to entry has
been too high for the
mass market consumer. We’ve changed all
that with the Switchmate light switch. It
comes configured right
out of the box and instantly attaches to any
standard light switch.
Our customers can
snap, tap and start…
it’s that simple. With
Switchmate, we’re
opening up the market
and making smart
lighting accessible to
everyone for the first
time.

ping tongs and basting
brush. Users then select their own blanks
Rockler
and shape them into
BBQ kit
custom handles to
achieve a unique look
and feel. The handles
Woodworkers and
are then attached to
DIYers searching for
the hardware either
distinctive barbecue
with the included
tools can now design
threaded inserts or
and craft their own
with epoxy. Whether
with Rockler’s new
made to keep or as a
Grill Tools Hardware
gift idea, the combinaKit.
tion of hardware and
The Grill Tools
one-of-a-kind craftsHardware Kit includes manship will result
a slotted spatula, grip- in a unique set of

Switchmate allows
consumers to have
lighting controls
always at their fingertips on their smartphone. Also, even
homes without WiFi
can now enjoy smart
home technology, as
Switchmate uses Bluetooth connectivity to
connect the device and
the app.
Switchmate works
automatically so
customers can begin
using the product
immediately via the
convenient default
setting on the Switchmate app. The “Welcome Home” feature
automatically turns
lights on by sensing
the smart phone when
returning home or
entering rooms.
Customers can use
the intuitive Switchmate app to personalise their lighting
quickly, including
setting timers to turn
on and off lights automatically at preferred
hours.
The thin and light
Switchmate light
barbecue tools made
to last. Steve Krohmer,
Rockler’s vice president of merchandising
and proprietary said:
There are everyday
grill tools, and then
there are grill tools
that make you say
‘whoa’ when you pick
them up. These are
the ‘whoa’ tools. Their
quality is enough to
make anyone feel like a
grill master.
Each Grill Tool Hardware Kit is made of
heavy-duty, food-grade

switches instantly attach over existing light
switches (rocker or
toggle) with powerful
magnets, eliminating
the need for rewiring
and configuration
that is complicated
and requires tools
and expertise. Since
Switchmate light
switches are connected by magnets, they
can be moved conveniently to another
location when needed.
This is an added bonus
for anyone who rents
and isn’t able to make
permanent changes to
their residence.
Consumers simply
download and activate
steel components,
except the basting
brush, which is made
of heat-resistant
silicone. The slotted
spatula features a serrated edge on one side
for cutting.
The spatula
and brush
include metal
loop caps that
allow users to
attach a tie for
easy hanging
storage.

the Switchmate app
onto any smartphone
(iOS or Android) and
instantly control their
lighting. Unlike most
smart lighting products that can only be
used via an accompanying app, the Switchmate gives users the
extra convenience of
manual operation at
the switch plate itself
when preferred.
The switches are
available in white and
beige, and use two AA
batteries that last up
to one year.

goo.gl/sdVjE9

Drizoro Construction Products
The most comprehensive range of cement based
waterproofing and concrete repair products.
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One of the most common causes of damage
and durability problems
to concrete and masonry
surfaces is water. Damage
caused by moisture, is rapidly becoming the major
cause of structural destruction to masonry structures.
The range of Drizoro
Construction Products
available from Scientific
Waterproofing Products
(SWP) makes waterproofing of concrete and
masonry surfaces a simple undertaking. Specific
brands include Maxseal
Foundation, Maxseal Flex,
Maxplug and Maxjoint
Elastic. They have been
widely used in Australia
since 1992, and manufactured in Spain since 1977.
Each of these products
from Drizoro is cement

based so they penetrate
the pores and actually become part of the surface.
This provides a totally dry
interface against either
positive or negative flow.
Once cured, Drizoro
products can be rendered,
tiled or painted over.
Furthermore, they can be
tinted to achieve decorative colours, textured
and troweled to achieve a

decorative finish.
The Drizoro range is
user-friendly, suitable
with potable water and
non-toxic. This makes
suitable for extremely
confined places, and clean
up is achieved with water,
eliminating the use of toxic
chemicals and solvents.
Surfaces requiring resistance to hydrostatic or static pressure such retaining

walls (including DINCEL) in
car parks and basements
pose no problems for
Drizoro materials. They
must be applied to a wet
surface, making it ideal for
this type of work.
Drizoro Construction
Products are available from
Scientific Waterproofing
Products.

Maxseal Foundation

Maxseal Flex

Maxplug

Maxjoint Elastic

Maxseal Foundation is
a cement-based product
that, with special additives
and selected aggregates,
can provide total waterproofing protection to
concrete, bricks and blocks
due to its high resistance
to aggressive waters. It will
seal against positive and
negative water pressure.

Maxseal Flex is a coating
with flexible and waterproofing properties that
adheres to practically
every surface including
concrete, natural and artificial stone, mortar plasters,
bricks, concrete blocks –
when they are subjected
to both positive or negative high water pressure.
Once applied and cured,
Maxseal Flex provides
a non-toxic, flexible and
waterproof coating.

Maxplug is a quick-setting cement-based mortar
that instantly stops running
water from cracks, fissures,
holes or other openings in
concrete and masonry. It is
non-shrink and sets within
three to five minutes depending on the temperature. Once Maxplug sets,
it adheres perfectly to the
substrate. It only requires
water for mixing.

Maxjolnt Elastlc is a
two-component product.
Component A is a liquid
based on special synthetic
resins. Component B is
supplied in powder form,
as a mortar based mixture of cements, additives
and special aggregates.
When both components
are mixed, an elastomeric
product with high bond
strength is achieved.

Contact details
Unit 4/92 Bryant Street
Padstow NSW 2211
Phone: (02) 9771 0011
Fax:(02) 9771 0077

Website:
http://www.scientificwaterproofingproducts.com.
au/

Email:
info@scientificwaterproofingproducts.com.au
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Malco Shear Attachments

Labour-saving, cost-effective, Malco makes power
tools even more capable
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Malco shear attachments
are labour saving and cost
effective.
A metal-cutting power shear is now a more
accessible and practical
job-site addition than ever
before. Cost-effective TurboShear attachments from
Malco Products quickly
insert into the chuck of a
corded or cordless drill,
or impact driver, to make
fast straight, curved or
square cuts in sheet metal,
metal roofing and building
panels.
A sleek, lightweight
aluminium cast shear head
and a compact, moulded
polymer drill clamp allow
maximum portability and
ease to go wherever the
work is. The telescoping
clamp adjusts to fit both
length and width of a drill
motor housing as well as
smaller bodied impact
drivers. The clamp collar
allows the shear head to
be rotated 360-degrees
and set in any position to
optimise tool clearance
and facilitate easy material
flow.
Malco TurboShears can
be operated at high or
low speeds for the control
users need to make precise trim cuts, follow tight
patterns or navigate cuts
over profiles.
A Malco model TSCM
TurboShear attachment
provides enormous value
for both the time savings it
offers and the low investment required to achieve
clean precise cuts in corrugated metal roofing panels
every time.
Specialised, elongated
blades with compact jaws
create a steep 75-degree
offset so that the drill is
held at a more vertical

approach when starting a
cut. As the offset blades
follow the rising angle of a
corrugated profile, the drill
handle or battery pack has
clearance to naturally tip
downward and still clear
the roofing panel surface.
These hardened carbon
steel blades offer long service life in 0.31 to 0.61 mm
steel roofing material.
A versatile model TSHD
TurboShear attachment
features heavy-duty
gearing and larger, wider-opening blades for
cutting up to 1.22mm cold
rolled steel, including layered metal and seams. The
model TSHD is easily manoeuvrable and capable of
making precise trim cuts,
following tight patterns.
With the head rotated for
adequate clearance, it can
also navigate mild corrugated profiles.
Both of the TurboShear
models have a lateral
blade adjustment capability to ensure that cutting
performance and manoeuvrability can be maintained
for the life of the blades.
Replacement blades are
available and can be easily
installed on the job.

Contact
BND Australia on
1300 883 520
for your nearest retailer.
More information on the
Malco range in Australia
can be found at
http://bndaustralia.com.au/
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