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Exami_neci:

e industry trends and structure

* Government regulations

¢ the different functional levels involved
from supply to retail

» the state of competition in the various
markets; and

making recommendations for the
Government and industry to consider
...... intended as a starting point...

Overall market structure &
behavior

An Oligopoly Market

e Highly concentrated
Market Share

2 ooif comparves LPG 70%
Diesel £0%
Gasocling 90%

e Largely vertically integrated
¢ Small total demand

e Limited growth opportunities
e Barriers to entry




Overseas oil refiner
95% of motor gasoline and
61% of gas / diesel oil &
naphthe are from Singapora in

139397

Motor Gasoline / Diesel
by trucks to
petrd filling stations
(PFS)

Retasiling sector: 180 PFS

{1) Vertically integrated: the five oil importers

{2) Contractual arrangement: Feoso owns and operates its 7 sites
but gets supplies from Esso. Price and promotion ties in with that
of Eseo. Concord owne the PFS in the Western District and gets

supplies from CRC.

{3) Joint venture: Two PFSs at Tseung Kwan O are of joint venturs.
One is jointly ownad and operated by Mobil and Fecsa, one by

Mobil and Concord.

Importing sector:
Fve oil importers, each has
ite terminal in-Tsing Yi

Consumers:
2/3 is private cars

{trucks + taxis)

0.5million vahicles

1/3 is diesel vehicles

Overseas oil refinaries:
40% of LPG is from Singapore
in 1997

Piped LPG
by company .
trucks to >
installation sites

Over 100 piped LPG
storage instaliation
sitos.

No piped supply from
CRC.

‘It excludes emall
buildings/estates with
less than 500 flats. (f
it inctudes, the total
number would be 60 +

Over 200 indapendent dedlars
carrying company branded
cylinder LPG.

Concord, an independent LPG
markaeter, gets its supplies from
CRC for its deasiers.
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Su

ly Chain of LPG

Shell
(50 + dealers)

~

(50 + dealers) pmony

Importing sector:

Tsing Vi

Fve oil importars, sach has
its pressurizad LPG tanks in

(37 [dealers)

CRC
{36 dealers)

Cylinder LPG
Consumers

by dealers’
truck

Concord
(14 dealers)




Overall market structure & behavior

Despite uniform pump prices,
no direct evidence of explicit
collusion.

Oligopoly market can lead to

implicit co-operative behaviour:
firms recognize mutual
interdependence, not in their
interests to’ drive prices down to
marginal cost level

Existence of:

e Some forms of non-price competition (give
aways)

e Jan 99, instance of limited price competition
in certain geographic areas

But:
Recently, all but one oil company have
stopped giving away “free” tissues and
bottled water (the remaining company will
cease doing very soon)
In view of oligopoly characteristic,
question whether competition will continue

Price comparison §

ESIRESS:

Prices

* Prices (exclusive of taxes) higher than
most other countries, particularly in the
region

e QOil company: higher quality product,
higher octane level for gasoline




Hong Kong

Singapore

Shenzhen

Malaysia
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Components of Retail Prices of Unleaded Petrol and Diesel

$/Litre
H Government Duty
10r $10.04/Litre
Profit
8| Fixed Costs:
.Premium & Rent
Other Operating
6} $5.69/Litre U costs
42.0 BE.1%) Variable Costs:
4| ; 022 14.0%) Dealer Margins and
e m— Promotional Costs
m $0.80 (14.1%) Sh. . c
r_' ipping Costs:
2 [ [rosommm [ sose 0w | B insurance, freight,
H ote-
m§ +0.08 (1.9%) ; g;:tra rtiaciingapore
0 | | $0.91 (9.1%) " 9073 12.8%) N »

Unieaded Petrol Diesei

Figures are of 1998 and compiled by Consumer Council
based on ESB’s submission to Legco Panel on Economic Services . i g,

Profit Analysis

S0P S

S $0.40 (4.0%) £%

Profit

$0.23 (4.0%) [ % 'Pmﬁt |

Dealer Margins PR o LR S L
& Promotional | $1.08 (10.8%) | — i | fDealer Marging
Cost s : o $1.29 (22.7%) & Promotionall

Cost
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Demand
Unleaded Petrol limited
Diesel decline
LPG (motor fuel) grow
LPG (piped) uncertain
(cylinder) decline

P

Findings on Operations

LTI oot 7
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‘Motor Fuel Retailing

¢ Uniform Pricing (public concern)

* pump service appears to be the same
except: discounts based on loyaity
schemes and give aways

* little or no opportunity to diversify
Oligopoly Market Characteristics - can lead to

cooperative behaviour - not in their interest to
constantly drive prices to marginal cost levels,




Motor Filling Stations

¢ at strategic locations
* safety regulations
* no competition oversight re:

—~ ownership of sites within geographic
markets

~renewal of lease

— auction for new sites (goes to highest
bidder)

. - o .
no price information boards

LPG

Cylinder
* new entry uniikely

e competition can be induced by:

- standardizing connecting equipment
enhances mobility of distributors
between suppliers

— consumers to shop around

Piped

» safety concerns addressed, a viable means
for introducing common carrier arrangements
in Hong Kong (private & public housing)

Government
Regulations and Oversight
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Government Regulations and Oversight

SCocani

Previously: safety and stability of long term supply

Of equal importance:
* need for competitive markets
~ lower cost of doing business in Hong Kong
- alleviate pressure on household expenses
Need for better co-ordination of government
polices:
e example:
- policy for bidding filling sites
- utilization of piped LPG infrastructure at
residential estates for LPG filling sites for vehicles,
policy for PFS to enhance competition

P

Recommendations of
the Consumer Council
to Promote Competition &

Recommendations

Objectives of

1 Encouraging Entry by New
Operators

2 Inducing Price Competition
3 Improving Government Oversight




Objective 1: Encouraging Entry By New Operators

oo

1 Removal of bidding restrictions: reduce barrier
to entry
2 Scrutinize the ownership of petrol filling
station sites: avoid market over-concentration
3 Flexibility in filling sites
- encourage mixed retailing of filling sites
- filling sites need not be confined to sites
identified by the government.Conversion
of land lease should be flexible
4 Safeguarding adequate storage facilities:
commercial pressure on oil companies, new
entrants to lefase spare storage capacity

>

Objective 2: Inducing Price Competition

5 Ensuring competitive behaviour: lease
conditions to prohibit collusive anti-
competitive conduct

6 Price information boards: easy viewing and
comparison by consumers

7 LPG common carrier: separation of fixed
costs of the LPG network and storage area
from the variable costs LPG supply

8 Standardization of cylinder LPG connecting
equipment: greater mobility and choice
between suppliers

Objective

e

3: Improving government oversight

9 e Creation of an Energy Commission
- develop long term strategy
- compaetition oversight for the energy sector

¢ Creation of Competition Authority
- bring about consistency in the application of
compaetition policy rules

10 Monitoring the industry profitabitity trend,
prompt information on difference between
import and retail prices

11 Competition implications of regulatory
interventions

[



Implementation
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Implementation

Government action: will not involve great cost
increases to the Government
Industry action: take up the suggestions
provision of information to
government
Consumer action: comparing prices
by shopping around
making their views known to
the preference for price
competition compared to
promotional giveaways

Agenda for the Future
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Agenda for the Future

¢ Further Monitoring of Market Structure: further
work for Government on competition in the
industry

¢ Alternative Land Leasing Procedures:
combination of premium and offer of price
ceiling formula

* Remote Storagc.a: enhancing competition?

&

Conclusion

EEL LA A AN

Conclusion
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The study is a starting point
Issues to be studied

Council has made practical recommendations
where it can to energize the three petroleum
products markets
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