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CONSUMER COUNCIL NEWS

Consumer Council’s Submission on
Market Practice in the Textbook Industry

The Consumer Council has voiced concern over some of the market practices in the
textbook industry that may impact on the price of school textbooks.

In a study for submission to the Legco Panel on Education, the Council has
examined specifically allegations of publishers’ donations of teaching aids and other gifts to
schools, and of a standard discount rate for the sale of textbooks.

The Council’s inquiries reveal that it was common practice for publishers to provide
such incentives allegedly to influence schools in the textbook selection process. Three
separate categories of incentives were identified:

- items that are directly linked with the use of textbooks, e.g. teacher manuals and
computer software that assist in the use of particular textbooks;

- items that are not absolutely essential to students and not necessarily used in
conjunction with textbooks, e.g. cassette players, compact disc players, computers,
and wall charts that have general educational use; and

- sponsorships or donations to schools which are not directly related to the use of
textbooks, e.g. scholarships, school magazine advertisements, prizes and funding
for school functions, renovation and air-conditioning.

While the Council considers that the value of certain teaching aids cannot be
arbitrarily dismissed, it is nevertheless concerned that the costs of teaching aids, in addition to
other forms of assistance, would in some way eventually be passed on to the final prices paid
by students and their parents for textbooks.

In a survey of schools, only 22% of primary school and 42% of secondary school
respondents were in favour of separating textbooks from teaching aids. The primary concern
of the majority was the financial constraint of bearing that additional cost and the need to look
for extra resources required if the provision of teaching aids was separated from the supply of
textbooks.

Publishers might also lose the incentive to produce teacher manuals as stand-alone
items separated from the textbooks, as such items might prove economically unviable
(increased marketing cost and low demand



volume) to produce.

To resolve the issue, the Consumer Council is of the view that it may be worthwhile
for the Education Department to study the costs of, and the utility of various teaching aids.
This would provide a basis for school management and the Government to gauge how much
the provision of teaching aids adds to the cost of textbooks and the extra resources thus
required.

As to the other two categories of incentives, the Consumer Council has strong
reservations over the anti-competitive effect of such practices particularly on new entrants to
the textbook industry.

Problems can arise where the extent and the nature of sponsorships or incentives are
not immediately transparent. Where there is no transparency in terms of what form the
provision of sponsorships or incentives takes the practice would impair contestability to the
hidden nature of this cost of entry.

In its submission, the Council has put forward a set of recommendations that
include:

First, the Education Department, the ICAC and schools should devise guidelines
that differentiate between essential teaching aids, and equipment, as well as sponsorship and
donations, and set out an acceptable limit that schools can accept.

Second, teaching aids that do not come as a package, and other items of teaching
equipment should be treated as separate items from textbooks. If they are unpaid, the schools
should be required to record these items in a public inventory of donations available for
inspection on request to the public. Alternatively, publishers could issue invoice to be paid for
by schools as individual items.

The Council is also concerned at the practice of an implicit standard discount rate in
existence which has some effect on pricing in the textbook retail market.

Accordingly, the Council has recommended that the attention of the Educational
Booksellers” Association (EBA) - and any other associations involved in the industry - should
be drawn to the Government’s May 1998 Statement on Competition Policy. That statement
calls on all businesses to cease existing, and refrain from introducing, restrictive practices that
impair economic efficiency or free trade.

The Council has also recommended that the EBA should be



requested to ensure that there is no agreed discount rate amongst its member bookstores.

Issued by
Consumer Council
30 March 1999



.

e

—,
Euil

e

i [ﬁ?ﬁ%ﬁﬁﬁf’féﬁ’ iiﬁ r%"ffjgi%‘%%ﬁﬁ fg j RIS PR R R

T e [ b?}lj} (BRI 2 I i L
’ JFE?J’ JD?]"H = ‘Lwﬁfﬁ—’ﬁﬁf:ﬂ%} RSl S Eid e
Fiﬁ'ﬂj v -

o__‘—z T

mi
1_5‘1;
B
:t

e
b Sm

EL

2

Y A
Z i

= It
i
@Zaﬂ

4|
X

L N
=
&h
%
@

>
g
¥
R,
il
H'H\i
md?,
‘_m}

. C—/ "
|

10y
]
E
|
: §
& =
!
\qi
P
Bl
_’HT
T \%7 "
=
s
|
—
\Z_J
Iy
HE
_
[k

- ¢h
=%
g
o

L [_’-l ::LM 7

_I(\ K
{4
g
=
ot
plihnd
oy o
=N
i
S —tﬂf
T e
n&iﬂ
=S
- T—l s
AL“.:VH, !
‘ﬁg—_ﬂrm:
"
Ty
EE
—mij
S
R
HE
= =

Jr%

SR VR o R T YA R
___1‘ ya

fi

6 3 %o 5B
B i %;IHJ o
93

I

Ll
i
En

mi

:ﬂ“—ll:ﬂ“—\i‘f—'

T |
-

Sy T b
mE o (

i 3 fu‘ﬂ o T [ﬂl?ﬂ[ﬁ'lfj R 5 %F[[é{% [%}
I %"f%f | —ﬁIF[E%’.*BaJi bh 38%[pI BV Y AT
LB 19 FTETREY o Ey 73% i VIR A 1 PTRL Tl 2P

)

gy

s i
ipnng

SO
juis
=
N}
()
AT
&2
b
%%i

EE{;‘C“C‘

FUETT RS @
o EHETH -
| ym

4 I BURLSE SR e - 20 BN B2 g oD R 0
i 5 - ;’ |amf %Ia%zi TR R - E[fEIEIJ,
—%ﬁﬂ 2 O - A
PR PRATE - SR

zt”ﬂ~LW@H°§%ﬂw$WM%E
=RE S0 5 Ty Y
’J?ﬂ—{, o 7 iﬁa{ PR 2 S Y

O—m

—
=

F I

6 W##buﬁ%@’¢ﬁe:%mmkg PR o
RN R Y~ R L) o pUE 22%’]‘:’5’?'~42A)F[léﬁ3[ﬁiﬁ‘§ﬁ;§f@n—~ﬁ% .
3 %IE&, +§¢ LI%WEJE rf E’ 68% T /| &K 87%3,3§Hlf3 A S|

)P FLEY I - B ) e g
F o

[J; A A H:l[*%%‘m o B F; ?J EFFJ = L S sfﬁd,sr

. 7 1998 ¥ 8 7] 13 Lk AR E 50 I - 7 82 [ bt

P b 1098 s 8IS 110 0N 4TI SO g G 2 i
50 fi] /| 5 F1 58 [H [l15° - F| 34 FEFJ?} Wy 3T I = 49 ﬁﬂfl[ﬂ"[ﬁ[%j:ﬁ i



ﬂﬂlﬁi%iﬁi ’ [ShFAT R R WL ST RN A
19 5 (=E mWiﬂ%zf?T*’dﬂﬁ FER R R
4 3, Tﬂ,w%ﬂ%,?m[mﬁ%mawq@ﬁ(m (T BT
{—X | .

8. 1? =S ?’r?ﬁj B Ay TJIE4[~ z';F j" 5‘?[ f’sr
% %mmﬂ ﬁ*ﬁ@ i@% ﬁﬁ'

SR S R R T g A Y
SR S [ER]

ALQ
J*B ““%

{m%ﬁuﬁﬁf %EF I FET BT WL E
FJ C R IR A :r?ﬁ 7 LA P Y BT
i@ﬁ@¥w

—L%

ff PR ﬁi‘{[ﬁ*‘? i i 55 AL 21 E'JF[@F'W %T“ﬁ? ’?“/¢
ARy o g M?l&ﬁ‘*‘ﬁh &/EF‘FJH‘E’Ef (ﬁmﬁﬁﬁﬁ’ﬁi Wkl = N b
ES HI;J II & F[ H eaes ]EIJEI%—IJ % %E’/]l I[jfl\;{l FF? b JDMJIF”E&'YtT IF 'E[IF )
ﬁgﬁ Sf, EJ FE J:éL 7 I—E,?i]’ﬁ)%—sr% F' [Jj}ﬁiﬁl ;UAF_
[P s filE l*'j Mg aige

11. £, 1= Q—M‘ H

. Ew s %w&w*m—m EE AL EﬁHUQﬁ'%‘ﬁ e
7/ FFE gy s R E tglamf%ﬁpu?' ’bber Fg;% ;l a
Pl

® IR R Pl ( lr%ﬁ’:"fﬂ?'ﬁw— gugrsm) A
H PRt oS T B ECE 0 EJ@*E ffi%r?': I 25 B P A
WPHJ’ﬁﬁwﬂﬁﬁwiaﬂ Ww F@p*ﬁwfw~ﬁﬁl%ﬂ‘
Lt o R I

® P IPEIITI S O e I o IR
IFP;%F I FF 'F)’ngpjjwar

_u,;;p

\—

SRR ”@rﬁﬁaw "D E w i

L 2 B IR “f;méﬁ%ﬁ I P g

FF /S5 F B ngﬁ/ﬁ@gw [ﬂ |‘ﬁp‘ o J@EJEUEWH

° f[m” "%WEJW*IE"E B 4 By E & 2 F *@? JD;“ o U’?‘Nt
BRI R BmE i - 2

I 5150 2 B

- 321 451 91 0

— JuedusE = F] = A FI



Consumer Council
Study of Market Practice in the Textbook Industry

Executive Summary

1. This paper reports the findings of the Council’s study into market practices in the
textbook industry. The study was conducted in response to a request expressed by the LegCo
Panel on Education, regarding an allegation of a standard discount rate for the sale of
textbooks, and the impact on parents of exorbitant textbook prices. During the course of the
study, an additional allegation was made that publishers’ donations of teaching equipment or
other gifts to schools also impacted on the price of school textbooks. This practice has also
been examined in the study.

2. The Council’s inquiries indicated that there was in fact an implicit standard discount
rate in existence which has some effect on pricing in the textbook retail market'. Accordingly,
the Council has recommended that the attention of the Educational Booksellers’ Association
(and any other associations involved in the industry) should be drawn to the Government’s
May 1998 Statement on Competition Policy. That statement called on all businesses to cease
existing, and refrain from introducing, restrictive practices that impair economic efficiency or
free trade. In this regard, practices such as “setting retail price minimums for products or
services where there are no ready substitutes” and ““price-fixing intended to distort the
normal operation of the market” were identified as conduct that should be examined. The
Council has also recommended that the Educational Booksellers’ Association should be
requested to ensure that there is no agreed discount rate amongst its member bookstores.

3. Information was also collected in regard to the allegations that publishers attempt to
influence the textbook selection process by offering incentives such as providing
complimentary teaching aids and other gifts to schools®>. The Council’s inquiries indicated
that that the majority of publishers and nearly all school respondents stated that it was
common practice for publishers to provide such incentives. 100% of primary school and 98%
of secondary school surveyed claimed that they have been offered and received
complimentary teaching manuals and desk copies of textbooks. About 38% of the publishers
surveyed claimed that the incentives were offered voluntarily by them, 73% of publishers
claimed that they were responding to school requests only (which included some of those
claiming the incentives were offered voluntarily). Three separate categories were identified.

4. The first category was regarded as a package directly linked with the use of
textbooks, e.g. teacher manuals, and computer software that assist in the use of particular
textbooks. The second category, were those items that they are not absolutely essential to
students and not necessarily used in conjunction with textbooks, e.g. cassette players, compact
disc players, computers, and wall

On 13th August 1998, the Council randomly surveyed 50 booksellers and 32 of them responded.
2 On 13th August 1998, the Council surveyed 80 textbook publishers and 34 of them responded.
On 4th September 1998, we randomly surveyed 50 primary schools and 58 secondary schools,
respectively 37 and 49 of them responded.



charts that have general educational use. The last category took the form of sponsorships or
donations to schools which are not directly related to the use of textbooks, e.g. scholarships,
school magazine advertisements, prizes and funding for school functions.

5. The Council considers that the value of certain teaching aids cannot be arbitrarily
dismissed. Ultimately, it is a matter for the school to decide whether the offer supports the
primary responsibility of schools, which is to educate students to the best possible standard.
However, it has to be recognised that the costs of teaching aids, in addition to other forms of
assistance would in some way eventually be passed on to the final prices paid by students and
their parents for textbooks.

6. In view of this cost concern, the Council sought the view of schools. In particular, it
sought views on the separation of textbooks from teaching aids in the first category of
incentives. Only 22% of primary school respondents and 42% of secondary school
respondents concurred with the idea. The primary concern of the majority was the financial
constraint of bearing that additional cost and the fact that schools would need to look for extra
resources to purchase the items if they were supplied separately. About 68% of primary
school respondents and 87% of secondary school respondents complained of insufficient
funding. Most schools felt it was the responsibility of publishers to provide the items and that
if schools had to bear the costs themselves, the inability to afford them might adversely affect
the quality of instruction.

7. From the perspective of publishers, there was a view that they might no longer have
an incentive to produce manuals associated with textbooks in particular, as stand-alone items,
if they were to be separated from the textbooks. The reason is that the higher cost of supply
through increased marketing activities and low volume, would mean that the prices schools
had to pay for them would be higher than if the cost was subsumed into the cost of the
textbook.

8. The Council is of the view that to resolve this issue it may be worthwhile for the
Education Department to study the costs of, and the utility of various teaching aids. This
would provide a basis for school management and the Government to gauge how much the
provision of teaching aids adds to the cost of textbooks. It would also indicated the extra
resources required if the provision of teaching aids was separated from the supply of
textbooks and schools or teachers had to produce them, rather than rely on publishers; and the
extent to which the provision of teaching aids facilitates the teaching of students.

9. As to the other items such as equipment, gifts or sponsorships that are provided by
publishers, this raises a concern as to the effect the practices have on new entrants, or on
existing publishers that have to make counter offers when competing for supply of textbooks
to schools. The practice of offering sponsorships or incentives could be viewed as a legitimate
cost of marketing school textbooks.

10. However, ethical considerations apart, problems can arise for competitors in the
market where the extent and the nature of sponsorships or incentives are not immediately
transparent. Where there is no transparency in terms of what



form the provision of sponsorships or incentives takes, the practice would impair
contestability due to the hidden nature of this cost of entry. Potential suppliers would be
unaware of the range of items, in addition to textbooks, for which they were actually
competing to supply.

11. Accordingly, the Council has recommended that:

® The Education Department, the ICAC and schools should devise guidelines
that differentiate between essential teaching aids and equipment, as well as
sponsorship and donations, and set out an acceptable limit that schools can
accept.

® Teaching aids that do not come as a package, and other items of teaching
equipment should be treated as separate items from textbooks. If they are
unpaid, the schools should record these items as donations in a public
inventory of donations. Alternatively, publishers could issue invoices for them
as individual items.

® The Education Department should undertake a study into the costs of, and the
utility of various teaching aids. This is to gauge how much the provision of
teaching aids adds to the cost of textbooks and what extra resources would be
required if the provision of teaching aids was separated from the supply of
textbooks.

12. In addition, the Education Department should be requested to add the following
provisions to their guidelines:

® Schools should record in a public inventory of donations, which is made
available for inspection on request to the public, any incentives received from
suppliers in the form of goods or services such as teaching aids, equipment,
sponsorship or other donations.

® Acceptance of complimentary textbooks should be confined to teachers’ desk
copies as this would add costs to textbooks. Schools are encouraged to record
additional complimentary copies in the public inventory of donations.

Consumer Council
30 March 1999



Consumer Council
Study of Market Practice in the Textbook Industry

1. This paper reports findings of the Consumer Council’s study into market practices
in the textbook industry. The Council has also proposed a number of recommendations in the
light of the findings with a view to enhancing the efficient operation of the textbook industry.

BACKGROUND

2. The study was conducted in response to a request expressed by the LegCo Panel on
Education, regarding an allegation of a standard discount rate for the sale of textbooks, and
the impact on parents of exorbitant textbook prices. During the course of the study, an
additional allegation was made that publishers’ donations of teaching equipment or other gifts
to schools also impacted on the price of school textbooks. This practice has also been
examined in the study.

3. The issues identified for consideration were:

® to what extent is the market practice of imposing a standard discount rate by
booksellers affecting market competitiveness;

® to what extent is the practice by publishers of offering incentives to schools
impairing market contestability; and

® what if any detrimental effects to the welfare of consumers/schools arise from
the above market practices.

4. To gather information from market participants at different levels in the textbook
industry, the Council conducted three separate surveys with textbook publishers, booksellers
and schools in the period of August - October 1998. Survey results are annexed to the paper
(Annexes 1 - 3, Chinese version only). The Council also held in-depth interviews with
representatives from the Hong Kong Professional Teachers’ Union, the Anglo-Chinese
Textbook Publishers Organisation, the Hong Kong Educational Publishers Association, and
the Educational Booksellers® Association, and sought information from the Education
Department. The survey results and the feedback from these parties form the core analysis of
the paper.

5. This paper is limited to a study into the market practice of a standard discount rate
and the offer of incentives in the textbook market. A more thorough study of the textbook
industry examining market structure, barriers to entry, government educational policies
relating to the periodical revamp of school curriculum, the procedures for the submission and
the approval of textbooks, and the production and the selection processes of textbooks, has
also been undertaken. A paper outlining the results of the study will be issued at a later date.



FINDINGS

6. During the information gathering process, there were two market practices
identified which in the Councils’ view would most likely affect the extent of competition in
the textbook market. These were:

® astandard discount rate imposed by booksellers; and

® the offer of incentives by publishers to schools.

Standard discount rate

7. In the retail market, booksellers were alleged to have entered into a standard
discount rate agreement to preclude individual bookstores from offering a discount rate
beyond a prescribed level.

8. The Educational Booksellers’ Association, in a letter of 13 December 1989 to the
Council, acknowledged the existence of standard discount rate agreement. The relevant part
of the letter read:

“our Association did agree with effect from January 1, 1989, all secondary
textbooks are retailed not more than 5% discount off the publisher’s recommended
retail price. Violation of this will be subject to disqualification from membership.”

9. During recent discussions with the Educational Booksellers’ Association, we were
told that the discount rate agreement was optional and adherence to the rate was not normal
market practice.

10. In our surveys, most publishers and booksellers dismissed the suggestion of a
discount price agreement in the textbook market. Only very few mentioned that there was
some form of general understanding on discounts. Nevertheless, the survey results suggested
that the general understanding does have some effect, as follows.

® About half of the respondents claimed to have been requested by the
Educational Booksellers’ Association to follow a standard discount rate in the
sale of textbooks.

® Of the booksellers who responded to the Council’s survey, about three-quarters
of those that supplied secondary school textbooks offered 5% discount and all
of them were members of the Educational Booksellers® Association.

® Only a small number of non-member booksellers gave more than 5% discount;
several of them offered discount rates up to 10-15% for individual orders.

11. In a few cases, respondents claimed that if they were found offering discounts
greater than that allowed, apart from being disqualified from membership of the Association,
they would also encounter difficulties obtaining supply from



individual publishers.

12. While it was observed that there were discounts on offer above the prescribed
discount rate, there appeared to be a general understanding among booksellers to limit the
discount rate to a maximum of 5%. In fact, at the time of our field study, the Council found
some notices displayed in certain bookstores making reference to a discount of 5% agreed
upon by the membership of the Association.

Offer of incentives

13. Since the choice of textbooks is not exercised by students or by their parents,
publishers direct their marketing efforts to schools, with a view to securing a demand for their
textbooks. There is no difficulty to be had with publishers pointing out the intrinsic benefits of
their textbooks to schools. But allegations that publishers attempt to influence the textbook
selection process by offering incentives such as providing complimentary teaching aids and
other gifts to schools, suggest that:

® the efficient operation of the market may be impaired; and

® students and their parents may be paying higher prices for textbooks than
would otherwise be the case.

14, The survey results showed that the majority (82%) of publishers and nearly all
school respondents stated that it was common practice for publishers to provide
complimentary teaching aids and sponsorships, and make donations (A breakdown of the
incentives is listed in paragraph 17). Examples given were supplementary learning materials
such as teacher manuals, progress charts, cassette tapes, and computer software. There were
also other gifts to schools, or sponsorship of some extracurricular activities and events. Apart
from these incentives, it is noted that there have been cases of schools requesting substantial
additional number of copies of teachers’ desk copies of textbooks and teaching manuals.

15. The publishers claimed that the incentives were made out of courtesy or in response
to the schools’ requests for sponsorship, as most schools did not receive sufficient subsidy
from the government for teaching aids or other equipment. About 38% of the publishers who
replied to the survey claimed that the incentives were offered voluntarily by them. The survey
results also showed that 73% of publishers (which included some of those claiming the
incentives were offered voluntarily) claimed they were responding to school requests only.

16. In the same vein, 68% of primary school respondents and 87% of secondary school
respondents complained of insufficient funding from the government. Only 22% of primary
schools and 13% of secondary schools considered that they received adequate resources from
the government.

17. In this study, we have identified three separate categories of incentives. The first
category should be regarded as a package linked with the use of textbooks. The second
category, in our opinion, should be referred to as ‘nice to have’ items, in that they are not
absolutely essential to students and not necessarily used in conjunction with textbooks. The
last category takes up the other forms of



sponsorships or donations to schools which are not directly related to the use of textbooks.
Examples of the three categories are:

® Teaching aids - e.g. teacher manuals, cassette tapes, video tapes, laser discs,
and computer software that assist in the use of particular textbooks.

® Equipment - e.g. cassette players, compact disc players, computers, CD-ROMs,
overhead projectors, slide projectors, television sets, and wall charts that have
general educational use.

® Sponsorships / Donations - e.g. scholarships, school magazine advertisements,
prizes and funding for school functions, banquets, installation of air
conditionings, copiers, and public address systems, refurbishment of schools,
subsidies, and gifts to schools.

18. The survey results showed that nearly all school respondents (100% of primary
school and 98% secondary school respondents) claimed that they have been offered and
received complimentary teaching manuals and desk copies of textbooks. With regard to other
teaching aids, 95% of primary schools and 90% of secondary schools submitted that they
received them. Only 38% of primary schools and 14% of secondary schools claimed that they
accepted publishers’ offers of teaching/school equipment that has general educational use.
Only 5% primary schools and 12% secondary schools replied that they have received
sponsorships or donations from publishers.

19. As to the motivation behind offer of incentives from publishers to schools, in terms
of their appropriateness or otherwise, that is a matter beyond the scope of this paper.

Teaching aids

20. Certain teaching aids, such as teacher manuals, come as a package with textbooks.
The value of certain teaching aids cannot be arbitrarily dismissed. Some of the teaching aids
might not be critical to the use of a textbook and could be substantiated by teaching materials
developed by teachers or schools. Ultimately it is a matter for the school to decide whether
the offer supports the primary responsibility of schools, which is to educate students to the
best possible standard.

21. It has to be recognised that the costs of teaching aids would in some way eventually
be passed on to the final prices paid by students and their parents for textbooks.

22. In view of this cost concern, the Council sought the view of schools as to separating
the provision of textbooks from teaching aids. The idea is to separate the cost of these items
from the cost of textbooks so as to reduce any unnecessary pass on effects to students. Only
22% of primary school respondents and 42% of secondary school respondents concurred with
the idea. The primary concern of the majority was the financial constraint of bearing that
additional cost and the fact that schools will need to look for extra resources to purchase the
items if they are supplied separately. Most schools felt it was the responsibility of publishers
to provide the items and that if schools had to bear the costs themselves, the inability



to afford them might adversely affect the quality of instruction. Moreover, it was either
impossible for most teachers to produce their own teaching aids, taking into account their
work pressure; or difficult for schools to prepare teaching aids by themselves in view of
financial constraints.

23. From the perspective of publishers, they might no longer have an incentive to
produce teaching aids in particular, as stand-alone items, if they were to be separated from the
textbooks. The reason is that the higher cost of supply through increased marketing activities
and low volume, would mean that the prices schools had to pay for them would be higher than
if the cost was subsumed into the cost of the textbook. Accordingly, schools may feel that the
extra expense may not be worthwhile and demand for the teaching aids would be limited.

24. The Council is of the view that to resolve this issue it may be worthwhile for the
Education Department studying the costs of, and the utility of teaching aids. This would
provide a basis for school management and the Government to gauge:

® how much the provision of teaching aids adds to the cost of textbooks;

® the extra resources required if the provision of teaching aids was separated from
the supply of textbooks and schools or teachers had to produce them, rather
than rely on publishers; and

® the extent to which the provision of teaching aids facilitates the teaching of
students.

Equipment and sponsorships

25. As noted previously, in addition to teaching aids, there are other items such as
equipment, gifts or sponsorships that are provided by publishers as gesture of good will
(ultimately for marketing purposes) and that also have an effect on the textbook prices.

26. The issue of publisher sponsorships or other incentives raises a concern as to the
effect the practices have on new entrants, or on existing publishers that have to make counter
offers when competing for supply of textbooks to schools. The practice of offering
sponsorships or incentives could be viewed as a legitimate cost of marketing school textbooks,
because of the benefit ultimately derived by schools in educating their students.

217. However, problems can arise where the extent and the nature of sponsorships or
incentives are not immediately transparent. Where there is no transparency in terms of what
form the provision of sponsorships or incentives takes, the practice would impair
contestability due to the hidden nature of this cost of entry. Potential suppliers would be
unaware of the range of items, in addition to textbooks, for which they were actually
competing to supply.



Summary

28. In summary, it must be conceded that there is a cost increase effect that teaching
aids has on the final prices paid by students and their parents for textbooks. A
profit-maximizing firm would seek to at least recover the costs in marketing its products. In
fact it is incumbent on them, due to responsibilities owed to their principals or shareholders,
that they do so. The costs of teaching aids would eventually be reflected in the final prices
paid by students and their parents for textbooks generally.

29. As to the provision of teaching equipment, sponsorships or donations, the Council
believes that this practice should also be as transparent as possible and the provision should
be within an acceptable limit, so that competing publishers are aware of the possible costs of
doing business. This transparency is also necessary in order that other interested parties within
society in general are aware of the extent of payments to schools that could raise issues of
conflict of interest.

30. The Council is aware that the Education Department and the Independent
Commission Against Corruption (ICAC), together with the Hong Kong Professional
Teachers’ Union, have recently held a discussion on the offer of teaching aids or gifts in
schools. Their aim is to construct clear definitions of teaching aids and gifts which schools
can accept. At the time of completing this paper, we have not been able to obtain details of
their study.

RECOMMENDATIONS

31. Having regard to the results of the above study, the following measures are
proposed for consideration.

a) As it appears there is an implicit standard discount rate in existence which has
some effect on pricing in the textbook retail market, attention of the
Educational Booksellers’ Association (and any other associations involved in
the industry) should be drawn to the Government’s May 1998 Statement on
Competition Policy. That statement called on all businesses to cease existing,
and refrain from introducing, restrictive practices that impair economic
efficiency or free trade. Practices such as “setting retail price minimums for
products or services where there are no ready substitutes” and “price-fixing
intended to distort the normal operation of the market” were identified as
conduct that should be examined, in this regard. The Educational Booksellers’
Association should also be requested to ensure that there is no agreed discount
rate amongst its member bookstores.

b) Our study findings did not provide firm evidence of refusal of supply of
textbooks by publishers to booksellers who did not comply with a minimum
discount rate. Nevertheless, it is recommended that this matter be referred to
the COMPAG for its perusal.



d)

The Education Department, the ICAC and schools should devise guidelines
that differentiate between essential teaching aids and equipment, as well as
sponsorship and donations, and set out an acceptable limit that schools can
accept.

The Education Department should undertake a study into the costs of, and the
utility of various teaching aids. This is to gauge how much the provision of
teaching aids adds to the cost of textbooks and what extra resources would be
required if the provision of teaching aids was separated from the supply of
textbooks.

Teaching aids that do not come as a package, and other items of teaching
equipment should be treated as separate items from textbooks. If they are
unpaid, the schools should record these items as donations in a public
inventory of donations. Alternatively, publishers could issue invoices for them
as individual items.

The Education Department should be requested to add the following provisions
to their guidelines:

i.  Schools should record, in a public inventory of donations, made available
for inspection on request to the public, any incentives received from
suppliers in the form of goods or services such as teaching aids,
equipment, sponsorship or other donations.

ii.  Acceptance of complimentary textbooks should be confined to teachers’
desk copies as this would add costs to textbooks. Schools are encouraged
to record additional complimentary copies in the public inventory of
donations.

Consumer Council
30 March 1999
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