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Two Widely Reported Observations
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• Hong Kong has the highest auto fuel prices in the world

• Prices among the retailers are “always the same” and they all 

move together (i.e., identical and parallel pricing)

* Source: HKCC, “Report on Study into Hong Kong’s Auto-fuel Market”, May 2017

2017 HKCC Market Study*

• No hard evidence of explicit collusion among competitors

• Observed high prices and identical and/or parallel pricing can be (at 

least partially) explained by other factors
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Outline
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I. Background

II. Contributing factors to high auto fuel prices in Hong Kong

III. Market conditions that are conducive to collusion

IV. Aspects of firm behavior that may warrant further research or 

investigation
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Background
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Hong Kong Auto Fuel Retailers
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Hong Kong Auto Fuel Market – Supply Chain
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High Auto Fuel Prices in Hong Kong
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High Auto Fuel Prices in Hong Kong v. Rest of the World
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Contributing Factors to High Auto Fuel Prices in Hong Kong
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• Auto fuel has to be imported

• Very high import duties (HK$6.06/liter) (gasoline only)

• Terminal storage facility cost

• Distribution cost from terminal to retail sites

• Operating costs (e.g., labor, etc.)

• Land cost

• Only 98 RON unleaded petrol is offered (no lower cost alternatives, 

e.g., 95 RON unleaded) *

• Full service only

• Lack of opportunities for suppliers to offer high margin non-fuel items at 

the retail sites
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Types of Gasoline Products Sold in Selected Countries
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Australia:  91 RON (regular); 95 RON (premium); 98 RON (reasonably 

common)

China:  92 RON and 95 RON; 98 RON (limited areas)

Hong Kong:  98 RON only 

Singapore:  92 RON; 95 RON; 98 RON

South Korea:  91 – 94 RON (regular); 95+ Ron (premium; not widely 

available)

Taiwan:  92 RON; 95 RON; 98 RON

United Kingdom:  95 RON (regular); 97 RON (super unleaded)

United States:  91-92 RON (87 AKI); ~95 RON (89-90 AKI); ~ 97 RON 

(91-94 AKI)
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Market Conditions That Are Conducive to Collusion
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Market Conditions That Are Conducive to Collusion

12

• Highly concentrated market

– Four suppliers account for 95% of all retail sites

• Similar cost structure  

– All four suppliers participate in the same stages along the vertical supply 

chain

• High barriers to entry and expansion

– Challenges in acquiring a sufficient number of retail sites to achieve 

economies of scale

– Reliance on imports

– Lack of access to terminal storage facilities
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Market Conditions That Are Conducive to Collusion
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• Homogeneous product 

• Price transparency  

– Information on headline pump price, and some of the discounts and 

promotional offers is publicly available

• Large number of small customers *

– Private motorists, primarily gasoline products

*  Large commercial vehicle operators typically have the ability to negotiate 

directly with the suppliers for significant discounts (primarily diesel).  
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Collusive Agreement v. “Consciously Parallel” Behavior
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In an oligopolistic market (i.e., a market with a small number of 

firms) where firms compete repeatedly with one another, each firm 

would consider the reactions of its competitors when making a 

business decision. 

– E.g., when deciding whether or not to raise the price of a product, 

the firm would consider how its competitors would react. 

Non-cooperative, independent, self-interested behavior can 

produce market results that are indistinguishable from those one 

would expect from a collusive agreement.
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Collusive Agreement v. “Consciously Parallel” Behavior
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Conditions that are conducive to a conspiracy to collude are 

equally conducive to achieving economic behavior and market 

outcomes that are the result of independent self-interested 

behavior of the firms competing in such a market.  

Such “competitive” outcomes are, however, often indistinguishable 

from those that might be produced by a conspiracy.

Even if there is a conspiracy to collude among several firms and a 

collusive result is observed, it does not follow that all firms in that 

market are part of the conspiracy.
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Competition Via Discount Offers
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Commercial Segment (Diesel)

Franchised bus companies 

– Own filling stations; periodic tender of fuel supply

Trucking fleets

– Individual negotiations with retail stations; sometimes negotiate directly with 

oil companies for whole barrels of diesel; can buy across the border 

Smaller trucking operations and non-franchised bus companies

– Discounts through third party consolidators or fleet card agents
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Competition Via Discount Offers
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Private Motorist Segment (Gasoline)

Various discounts from the headline pump price are available: Cash payment discounts; 

bonus point or loyalty card discounts; credit card discounts; gift or cash vouchers
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Aspects of Firm Behavior That May Warrant 

Further Research or Investigation
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1.  Suppliers offer only premium unleaded gasoline; no lower 

cost alternatives are available 

• Suppliers offer only 98 RON unleaded gasoline products

• Lower cost 95 RON unleaded gasoline can be used in 99% of the gasoline 

engine vehicles in Hong Kong

– 98 RON unleaded gasoline “recommended” for 15% of the vehicles

• 95 RON unleaded gasoline was sold in Hong Kong from April 1991 to March 

1992

– 98 RON unleaded gasoline was introduced in October 1991

• The major gasoline retailers launched campaigns to tout the benefits of 98 

RON unleaded gasoline to consumers, while attempting to cast doubts over 

the quality of 95 RON unleaded gasoline (Ming Po, May 5, 2017)
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Q:  Any evidence suggesting that the decision of offering only 98 RON 

unleaded gasoline was a result of “concerted” actions among the suppliers?



Private and Confidential

2.  Sinopec entry/expansion experience

• Sinopec successfully won a bid to acquire five retail sites in 2003, and another 

bid to acquire four additional sites in 2004

• Three retail sites in operation as of 2005 (~ 2% of total retail sites in Hong 

Kong)

• No terminal storage facility until 2007

– Had to purchase auto fuel at wholesale from the “vertically integrated” suppliers at 

the time (i.e., Esso, Shell, Caltex)

• Sinopec acquired terminal storage facilities and retail sites from China 

Resources Holdings in June 2007 

• Sinopec share of total retail sites in 2015:  21%
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Q:  What were the strategic responses of the three major suppliers to 

Sinopec’ s entry and expansion?

Q:  What were the changes in Sinopec’s business strategies and pricing 

after it became “vertically integrated”?
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3.  PetroChina experience

• PetroChina won a bid to acquire five retail sites in 2004 

• Two retail sites in operation as of 2005 (~ 1% of total retail sites in Hong Kong)

• No terminal storage facility: Has to purchase auto fuel at wholesale from the 

“vertically integrated” suppliers (i.e., Esso, Shell, Caltex, Sinopec)

• PetroChina share of total retail sites in 2015:  ~ 5%
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Q:  What kind of auto fuel purchase arrangements does PetroChina have with 

each of the “vertically integrated” companies?

Q:  How much of a cost disadvantage of PetroChina vis-à-vis the four “vertically 

integrated” suppliers?

Q:  To what extent does PetroChina’s pricing strategy differ from the other 

suppliers?

Q:  To what extent are PetroChina’s pricing decisions affected by its reliance on 

its competitors for auto fuel supply? 
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Terminal Storage Facilities :  Essential Facility Doctrine?
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The plaintiff is required to show the following in order to establish 

liability: 

(i) Control of the essential facility by a monopolist

(ii) A competitor’s inability practically or reasonably to duplicate 

the essential facility

(iii) The denial of the use of the facility by a competitor

(iv) The feasibility of providing the facility

Compulsory access to terminal storage facilities to entrants?

• Esso, Shell, Caltex and Sinopec share terminal storage space through loan 

and borrow arrangements
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