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RESPONSE TO CONSUMER COUNCIL STUDY OF MOTOR GASOLINE,
DIESEL AND LPG MARKETS

(Hong Kong, 12 January, 2000) Shell welcomes the study report on motor gasoline, diesel
and the LPG markets issued by the Consumer Council today. We have been supporting the
study by providing the Council with detailed information about the business and our
operations.

The report has correctly pointed out the market is characterized by relatively small total
demand, limited growth opportunities and keen competition. Among petrol station
operators, there is keen competition in the forms of price discounts, promotions, product
differentiation and other special offers. Therefore price discounts off pump prices are much
higher than they appear.

In addition, fuel duty and land cost represent a high proportion of the total retail price.
Motorists in Hong Kong also prefer higher octane rating for petrol. This was clearly
demonstrated in our launch of unleaded petrol (ULP) back in 1991. When we first introduced
95 octane ULP in April, the initial penetration was not high, but when 98 octane ULP was
launched in August, the penetration quickly increased to over 60%.

With regards to the LPG market, the report also correctly highlighted that new entries are
unlikely because of the high set-up and operating costs and the clear limitations on growth
opportunities in what has become a sunset industry.

In terms of the 11 specific recommendations made in the report, we have the following
comments.

Removal of import license and supply contract restriction

We have always supported the principles of a free market economy and competition.
Independent entrepreneurs are currently free to enter the petrol retailing business either by
bidding for government sites or applying for land lease conversion. In a free economy, any
review of the bidding requirements or lease renewal should be made on a fair and equal basis.
While the Consumer Council suggested ways to facilitate new entries, the existing players,
however, should not be penalized. We also want to stress the importance of safety and
therefore relevant government regulations cannot be removed.



Scrutinizing site ownership

We disagree with the report’s recommendation on scrutinizing site ownership. Hong Kong is
a unique market in that it is geographically small while supporting a very high population
density. As a result of the special nature of the market, it is not surprising that one oil
company may operate a number of petrol stations in a particular district. This has been driven
by market demand. We support free competition and undue intervention in site
ownership could jeopardize the spirit of free market economy.

Encouraging diversity in retailing

At present conversion of land leases is available to landlords of private sites and is an
existing practice. While exercising flexibility in the government’s procedures, it is important
that all players receive fair treatment to maintain the level playing field. Safety and
environmental concerns should never be compromised for private site conversion. However,
selling these sites to existing oil companies has been more attractive than entering the petrol
retailing business because of high capital investment costs. In the past, BP and Muji have had
entered the market but both exited later.

Safeguarding adequate storage facilities

In any industry, all companies should have the right to decide how they want to use their
spare capacity to serve their best interest. At Shell, we have been trying our best to maximize
the usage of our resources and assets.

Ensuring Competitive Behaviour

The report has clearly ascertained the existence of market competition in terms of price
discounts, promotions, product differentiation and other special offers. Because of high fixed
costs, competition amongst oil companies has been very fierce - and even through cut-throat
price war - to maintain market shares. We believe this will not only persist but will
intensify in the coming years.

Price information boards

Shell has always been transparent about its pricing policy. Our highly transparent LPG
pricing mechanism introduced since January 99 has been favorably welcomed. Adjustments
to fuel prices are announced through timely press statements, and Consumer Council and
Economic Services Bureau are well informed of the changes. Price information board is
just one of the communication tools and the market will determine the most effective means
of communication.



LPG common carrier

We strongly support a Hong Kong wide Common Gas Carrier Arrangement to ensure
fair competition between different gas suppliers. Present government policy does not favor
the creation of a LPG Common Carrier in public housing estates. No existing public housing
developments using piped LPG is on a scale which satisfies the test of economy of scale. The
Housing Department has also indicated that LPG is not preferred in public estates because of
a scarcity of land resources to build LPG depots at safe distances from residential complexes.
Therefore such an arrangement is only feasible if new sites are available specifically for piped
LPG common carrier platform.

Standardization of cylinder LPG connecting equipment

As the report rightly pointed out, the cylinder LPG is a shrinking market and further
investments in new LPG connecting equipment may not be justified and to the best interest of
consumers. Keen competition is existing in the current retail LPG market, and customers have
a lot of choices amongst different suppliers.

Competition Authority and Energy Commission

The creation of an Energy Commission and a Competition Authority will mean a change to
the government structure. As such, it is too early to comment until we know the specific
roles and responsibilities of the proposed organizations. However, we would hope to be
consulted in the process.

Monitoring the industry’s profitability and trend

We have always cooperated and will continue to cooperate with the Consumer Council
and relevant government departments on their monitoring of price trends. Hong Kong is a
free market economy and, as such, it is the market forces which determine acceptable profit
level.

Competition implications of regulatory intervention

This recommendation has specifically involves the government. As such, we are not in a
position to comment.



In conclusion, we appreciate Consumer Council’s effort in this in-depth report for the local oil
market. However, the scope of the report only covers the retail fuels and LPG market, but not
the fiercely competitive industrial and commercial sectors, we have reservations about
the conclusions regarding the overall level competition of the industry.

Shell has been operating in Hong Kong for 86 years and we are committed to the
territory. We believe that Hong Kong has strongly benefited from the free market
approach, which has supported the development of the industry and has provided an
excellent foundation for competition. We strongly oppose to any attempt that will
jeopardize the spirit of free competition but would support efforts that uphold the level
playing field.

*k*k

For further information, please contact:

Ms Irene Chan Public Affairs Manager Tel: 2506 7340
Pager: 7601 5007
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OQil prices jump to 9-year high
OPEC production curbs, cold
US weather push up costs

LONDON: Oil prices
jumped to a fresh nine-year
peak yesterday amid concern at

OPEC (Organization of the Pe-.

troleum Exporting Countries) -
induced supply tightness and
forecasts of a long spell of cold
US weather.

Benchmark Brent crude for
March delivery opened in Lon-
don at US$26.30 a barrel, its
highest level since January
1991, before slipping to
US$26.03 for a loss of US$0.02
on the day. '

Its previous nine-year peak '

of US$26.15 was struck on De-
cember 15 amid heavy buying at
that time as a precaution
against possible hew year dis-
ruptions by the millennium bug.

Fresh bullish sentiment has

now taken hold amid forecasts’

that the US northeast, the
world’s biggest heating oil mar-
ket, is likely to remain in the
grip of a cold snap for'another

-10-12 days.

“Cold weather is clearly a big
driving force at the moment,”

said London brokers GNI.
“Should the cold weather spread
to Europe, then OPEC will be
sitting pretty”

Temperatures across the US
northeast were expected to be
six to 12 degrees Fahrenheit
below normal today, Boston-
based Weather Services Corp
said. : .

US Energy Secretary Bill
Richardson expressed concern
early yesterday over this year’s

fresh spurt higher 'in crude oil -

and heating oil markets.

He plans to raise the issue of .

prices when he meets oil minis-
ters of major US petroleum sup-
pliers including Saudi Arabia
later this month. -

Richardson has been urged to

sell oil from the US Strategic
Petroleum Reserve to counter
OPEC’s policy and push down
prices. But he has said the re-
serve would be tapped only in a
supply emergency and not as a
way to control prices. .

Concerns that OPEC will
maintain a squeeze on supplies
this year have bolstered crude’s
13 per cent gain in the past nine
days.

Signals have come from
many OPEC members that they
favour keeping supply limits
beyond an end of March expiry
despite falling stockpiles of pe-
troleum. .

A group of OPEC ministers
last week recommended that
course of action be approved

when the group of Middle Eas
Asian and African countrie
meets to set policy on March 2’

Last week Saudi Arabian o
minister Ali al-Naimi said tha
if market conditions remaine
as they were, he saw no need t
change the output policy, possi
bly even for the whole of 2000.

The supply curbs, put i1
place in March 1999 to cu
OPEC output by 4.32 milliox
barrels per day, were to last ¢
year. : *

OPEC’s adherence to the out-
put cuts has generally exceeded
expectations and succeeded in
lifting prices from sub-US$10
lows in early 1999.

Agencies via Xinhua



Date: 12/1/2000
Publication: South China Morning Post (P. 1)

‘HK shares title as ‘world’s freest economy’

D:AVID SAUNDERS

Hong Kong remainsthe woyld’s
freest economy, but its suprema-
cy is threatened by countries
whose liberalisation policies

have helped them catch up, a re-

port says.

The SAR tied with Singapore
for No 1 with an overall score of
9.4 out of 10, but concerns about
the legal structure and property
rights before and after the July
1997 handover caused a drop in
its overall rating, :

In the last report in 1995,
Hong Kong led the index with a
score of 9.8. ‘

" The Economic Freedom of
the World 2000 annual report
includes 123 countries and terri-
tories and is compiled by a group
of 55 economic think-tanks
around the world, led by Can-
ada’s Fraser Institute.

Established by a group of aca-
demic economists, including
Nobel laureate Professor Milton
Friedman, the report claims to
be the world’s most objective
study of economic freedom.

The index measures factors
including the size of govern-
ment, the structure of the econo-
my, legal system, property rights
and freedom to trade with for-

eigners. Hong Koég has consis-
tently been the top-ranked free
economy going back to 1970,

Executive director of the
Vancouver-based institute Dr
Michael Walker, said despite the
drop in the SAR’s rating and
Singapore’s dramatic progress in
recent years, he expected Hong
Kong to resume the top position
alone in the next survey.

Financial Secretary Donald

Tsang Yam-kuen welcomed the
findings, saying: I am happy
the report recognises the fact
that Hong Kong has fully re-
spected and preserved its eco-
nomic freedom after the rever-

sion of sovereignty. It is another
welcome acknowledgement of

the continuity of Hong Kong's !

free and open market cconomy

functioning robustly under ‘one *

X1

country, two systems’.
The survey has a two-year lag
and predates the Government'’s
intervention in the stock and fu-
tures markets in August 1998
and the controversy surround-
ing the right of abode.
However, Dr Walker said
such factors would only adverse-
ly affect Hong Kong if they re-
sulted in greater government ex-
penditure as a proportion of
gross domestic product. '
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