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Introduction 
 
 7.1. We received evidence from Members of Parliament; Government departments; public bodies; 
organisations representing motorists, consumers and petrol retailers; individual retailers; oil traders; oil 
trade journals; and the public. 
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Department of Energy 
 
 7.2. DEn attended two hearings at the MMC, in April and October 1989. 
 
 7.3. DEn said that it had followed petrol prices in the United Kingdom, both in relation to crude 
prices and to spot gasoline prices at Rotterdam, over quite a long period. Analysis had shown a fairly 
close correlation between movements in crude oil prices and in the Rotterdam spot gasoline price and 
between Rotterdam gasoline prices and United Kingdom petrol prices. When product stocks were 
relatively low, there was, however, a greater volatility in relative product prices. DEn said that 
Rotterdam prices were closely related to prices in New York where there was an active petrol market, 
involving both spot and futures trading. Even if no trade was taking place in Rotterdam, Rotterdam 
prices were representative of world prices. DEn thought that United Kingdom refiners were efficient, 
and were running at much higher capacity than most other countries in the EC, with the exception of the 
FRG. Since the closure of a number of refineries in recent years, supply and demand had been more in 
balance. 
 
 7.4. Commenting on trends in crude oil production, DEn said that United Kingdom production ought 
to have been at 2.3 million barrels a day but was temporarily down because of the Piper Alpha and 
subsequent incidents, including the recent Cormorant Alpha shutdown. That compared with world oil 
production of more than 60 million barrels a day. There was a reasonable prospect of the United 
Kingdom's maintaining a high level of production through the 1990s, with the result that the United 
Kingdom would remain a net oil exporter for some time to come. DEn expected the growth in petrol 
demand to be closely related to that of GDP. Price elasticities of demand were usually found to be low. 
 
 7.5. DEn thought that the main implication for the downstream oil industry of the switch to unleaded 
petrol had been substantial investment in refineries which was now largely completed. Most unleaded 
petrol had initially gone to European markets, where demand was strongest. But, particularly since 
March 1989, the market for unleaded had markedly increased in the United Kingdom. 
 
 7.6. On the issue of exchanges between wholesalers, DEn had observed that where exchanges took 
place, a greater diversity of retailers operating round individual refineries was observable than might 
have been expected. Although DEn had not studied the matter in depth, it seemed that exchanges had 
tended to increase competition. 
 
 7.7. On pipeline availability, DEn said that it had heard of a few cases of pipeline access difficulties. 
Currently, DEn was dealing with one application for a major new pipeline. There were no insuperable 
planning difficulties associated with pipeline applications, since pipelines ran underground and their 
environmental effects were very soon concealed. 
 
 
Highlands and Islands 
 
 7.8. Four Members of Parliament with constituencies in the Highlands and Islands, Sir Russell 
Johnston, Mr Robert Maclennan, Mr Malcolm Bruce and Mr Jim Wallace, and Mrs Winifred Ewing, 
MEP for the Highlands and Islands, made representations to us about the high price of petrol in that 
region and the need for an inquiry. 
 
 
Highland Regional Council 
 
 7.9. The Highland Regional Council said that it had put on record its continuing concern about the 
level of petrol prices throughout the Highland region and the possible effects of such prices on 
commodities and communities. The Council told us that despite the different distribution arrangements 
of the four companies-Esso, Shell, BP and Texaco-operating within the region, the wholesale price of 
petrol quoted by each did not greatly differ. While consumer choice was limited, so was the market. BP, 
Esso and Shell could not avoid being in a complex monopoly situation but no evidence had been found 
of restrictive practices against oil companies which might wish to move into the area. On the other hand, 
no evidence had been found of keen competition between the four companies. Each appeared to have its 
portion of the market, which varied little over time. Petrol outlets appeared less competitive than those 
further south and charged higher prices, even if successful. The Council thought that there would be 
merit in further detailed investigation into the distribution, supply and price of petrol within the 
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Highland region, since its situation was quite different from that found elsewhere in the United 
Kingdom. 
 
 
 
Orkney Islands Council 
 
 7.10. Orkney Islands Council said that only three oil companies operated in its area: BP, Esso and 
Shell; and only BP and Esso had resident distributors. The Council did not believe that there was price 
competition between them. 
 
 
 
Shetland Islands Council 
 
 7.11. Shetland Islands Council expressed concern at the high petrol prices which had been 
experienced for many years in the Islands; these had generally been substantially higher than mainland 
United Kingdom averages and severely penalised the local economy and community by adding 
significantly to the already high cost of living in the Islands. The imposition of VAT made high prices 
even higher. Although the petrol price in Shetland had recently moved closer to United Kingdom 
mainland prices, in response to the move of one garage, it was still higher than the average mainland 
outlets and in any case the reduction might prove only temporary. The Council also said that in view of 
its past experience, the small number of garages in some locations made it possible that cartels existed 
between garages in some areas and the consumer had no choice but to pay the higher price. Finally, the 
Council drew attention to the arrangements in the Highlands and Islands where one companyBP in the 
Shetland Islandsoperated a depot in each area and distributed petrol to other companies, which sold it 
under individual company brand names. While the Council saw the economic reasons for this 
arrangement, customers could form the mistaken impression that they were paying for some special 
additive, for example, whereas in fact all petrol of the same grade was exactly the same. 
 
 
 
Western Isles Islands Council 
 
 7.12. The Western Isles Islands Council said that since its establishment in 1975, it had been 
concerned about the relatively high retail price of petrol in the Western Isles. Its concern had been 
reflected in the fact that two investigations into the local petrol market had been carried out by Council 
staff, in 1981 and 1988. These investigations had found that all 33 petrol retail outlets in the Western 
Isles were privately owned and the price of petrol in the Western Isles had always been one of the 
highest in the United Kingdom. Although the price had fallen recently almost to mainland levels in 
Orkney and Shetland, this had not happened in the Western Isles. There was no evidence of a cartel or 
collusive arrangements regarding prices, however, and in fact prices varied throughout the area. 
Nevertheless, retail prices were never as low as mainland prices, and prices in Stornoway, the largest 
centre of population in the Western Isles, were higher than in some smaller, remote villages. Wholesale 
surcharges for small loads and the zone premium did not appear to justify the price differences found. 
The Council recommended that an investigation be undertaken of petrol prices in the Western Isles as 
part of a wider study of petrol prices in the Highlands and Islands. The Council said that, since making 
its submission to the MMC, there had been a significant development in the retail petrol market in the 
Western Isles which had had a material effect on the price of petrol in Stornoway, the largest town, and 
its surrounding area. In July 1989 a new filling station had opened in Stornoway, the proprietor of which 
had publicly stated that his intention was to sell petrol at mainland prices. Surveys undertaken since this 
filling station opened indicated that the retail price in Stornoway, and to a lesser extent in its 
surrounding area, had dropped dramatically. There seemed, however, to have been little effect on the 
price of petrol in other parts of the Western Isles. 
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Gordon District Council 
 
 7.13. The Gordon District Council said that the price of petrol was high in that area compared with 
the English Midlands, yet the raw material was landed at, and passed through, the North-East of 
Scotland. These high prices led to hardship for those, especially the old, living off bus routes and reliant 
on motorised transport. 
 
 
 
 
Latheron, Lybster, Clyth Community Council 
 
 7.14. The Latheron, Lybster, Clyth Community Council complained of high petrol prices in 
Caithness, which it considered discouraged tourists. Local farmers also considered that livestock sales 
were prejudiced because of the high fuel costs which outside road hauliers had to pay at Caithness 
pumps. 
 
 
 
 
Highlands and Islands Development Board 
 
 7.15. The Highlands and Islands Development Board said that there were four major oil companies 
serving the Highlands and Islands: BP, Shell, Esso and Texaco. Shell and BP were more prominent in 
the remoter rural and island communities. Retail prices were generally high and this was attributed to 
low turnover and additional distribution costs. Pump prices varied enormously; it was alleged that 
cartels appeared to exist between retailers in certain communities but it was difficult to obtain 
information in support of that allegation. 
 
 
 
 
Royal Automobile Club (RAC) 
 
 7.16. The RAC welcomed the report of the House of Commons' Select Committee on Trade and 
Industry on Petrol Retailing in the United Kingdom and the subsequent reference to the MMC. The 
RAC said that the purchase of motor fuel was the largest element of running costs for most motorists 
and it was important that petrol prices were kept as low as possible; this was best achieved through the 
efforts of both petrol wholesalers and retailers and by restricting the duty levied. Motorists were finding 
it increasingly difficult to understand why petrol price increases were necessary when there appeared to 
be a glut of oil available on the international market and why, despite the benefit of North Sea oil, petrol 
prices in the United Kingdom were often higher than in other European countries with no oil reserves. 
The RAC thought that the only useful advice that it could give its members was to seek out the cheapest 
petrol. The RAC hoped that the MMC's investigation would provide adequate information to reveal 
whether the wholesale and retail supply of petrol in the United Kingdom was conducted fairly with 
regard to the costs incurred and that motorists could be assured that their interests would be adequately 
protected in the future. 
 
 
 
 7.17. The RAC also said that the major oil companies raised their prices simultaneously by similar 
amounts; that pump prices rose far more quickly than they fell in relation to fluctuations in crude oil 
prices; that it was regrettable that the Government had decided that petrol prices need no longer be 
displayed in terms of the cost for both litres and gallons; that the Government should provide incentives 
to encourage the supply (particularly in rural areas) and use of unleaded petrol; and that the true cost of 
supply to rural areas should be investigated to ensure that the consumer was not being overcharged. 
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Automobile Association (AA) 
 
 7.18. The AA said that petrol prices were largely determined by market forces, and that a levelling 
of prices could be an indication of intense competition; the decline of petrol retail outlets in rural areas 
was a cause for concern: major oil companies were prepared to leave such areas to small and vulnerable 
independents. A formula for Government assistance should be available to maintain the service and 
ensure the availability of unleaded petrol in rural areas; the price of petrol was a most sensitive factor 
but the AA had little evidence to suggest that motorists strove hard to find the cheapest petrol available 
in their locality. 
 
 
Consumers' Association (CA) 
 
 7.19. CA said that it had been closely involved with the investigation into the beer industry. Parallels 
between the structure and operation of the beer and petrol industries prompted it to offer some 
observations in the light of the MMC's own recommendations on the restructuring of the beer industry 
and the Government's response. 
 
 7.20. An obvious parallel was the relationship between producers and retailers. CA's concern centred 
on the nature of the relationships between oil companies and service stations. In particular, the solus ties 
that bound `independent' service stations, and the provision of low-interest loans, provided a close 
parallel with the `loan tying' of free houses in the beer industry. Such ties, coupled with the existence of 
directly company-owned outlets, added up to a significant degree of vertical integration. Such vertical 
integration, if sufficiently widespread, tended to suppress competition and to act against the consumer 
interest. It did not necessarily do so; an important qualifying consideration was the openness of the 
trading relationship between the wholesaling and retailing parts of vertically-integrated operations. 
 
 7.21. CA said that, in the case of the petrol industry, the key seemed to be access to petrol supplies 
at Rotterdam spot prices. Despite occasional criticism of this international oil market, it clearly did 
provide at least an approximation of a competitive world market price. CA's impression was that, at 
present, there was almost no Rotterdam spot petrol on sale in the United Kingdom retail market. That 
was not necessarily important in itself. From the consumer's point of view it did not matter whether 
physical product cargoes were crossing the North Sea. The important thing was that the wholesale prices 
paid by retailers tracked the Rotterdam spot price both on its upward cycles and its downward cycles. 
There had been controversy about whether or not this was currently the case. 
 
 7.22. CA said that the MMC should follow their recommendations in both the British Gas and the 
beer inquiries, and recommend that wholesale tariffs be open and published, and that opaque internal 
transfer prices (or transfer prices to tied retailers) be ended. It should then be possible for retailers (or 
independent agents) to monitor the relationship between published wholesale prices and spot prices. To 
help ensure that prices did not diverge, CA argued that any divergence beyond a certain specified (and 
fairly narrow) margin should automatically release retailers from solus tie arrangements. CA thought 
that transparent wholesale tariffs should also end the `selective margin support' given by oil companies 
to the outlets that they supplied. Esso had argued that this margin support was pro-competitive. In 
practice, it seemed much more likely to provide a mechanism for predatory pricing in local markets, and 
CA suspected that it was used in this way. The practice of selective margin support would tend to deter 
entrepreneurial petrol retailers from attempting to compete on price; there would be little prospect of 
competing with stations whose margins were guaranteed at almost any level of price. CA would 
welcome the end of such practices. 
 
 7.23. Clearly, one possible response from the oil companies would be the extension of direct control 
to a larger number of stations. There was clearly room for company-owned outlets, but CA said that it 
would not like to see this type of station dominating the market. It offered two broad proposals. First, 
the independence of retailers within the existing pattern of station ownership should be secured and 
extended. For example, soft loans should be discouraged, and LTA protection should be extended to as 
many retailers as possible. Secondly, something close to the divestment programme recommended by 
the MMC in the beer industry should be considered. CA said that it did not know enough about the 
market to recommend that the oil companies be required to sell off directly-held sites that they owned, 
but it suggested that a control on new acquisitions be considered. 

 

 
251



 

 7.24. Overall, CA's impression was of an industry which, though not fully competitive at present, 
could quite easily be pushed into being competitive. 
 
 
CA's survey 
 
 7.25. CA said that it had carried out a survey in March 1989 of consumer behaviour when 
purchasing petrol. The survey was of 2,312 randomly-chosen Which? subscribers who had at least one 
car in their household. The broad results were as follows: 
 

 (a) The majoritynearly two-thirdsbought from one particular service station. The main factor in 
choice of station was location; either proximity to home or location on a regular route. 

 
 (b) Price and quality factors were of secondary importance. Nearly two-thirds, for example, reported 

that they did not shop around for low-priced fuel. Similarly low proportions identified the 
quality of the service stationcleanliness or pleasantness of the premises, or the absence of 
queuesas an important factor. 

 
 (c) Brand loyalty to the fuel itself did not seem to be an important factor. Although a little over 

one-third did tend to use one brand of petrol, the survey suggested that this was a consequence of 
their use of a regular service station. 

 
 (d) Although the main reason other than buying fuel for using service stations at least once a week 

was to buy confectionery, tobacco, soft drinks etc, the quality of the shopping facilities offered 
by the service station was an equally unimportant factor. The main reason, other than buying 
fuel, for using a service station on a less frequent basis was to check tyre pressures, and a 
substantial minority used service stations less than once every six months to buy small motoring 
items such as wiper blades, or to have vehicle testing, service or repair work done. 

 
 7.26. CA said that the dominance of location in consumer choice suggested one particular strategy 
for the major petrol companies as a way of avoiding a full-scale price collapse. Concentration on the 
accumulation of prime sites would leave them relatively indifferent to the pricing strategy of 
independent suppliers in less well-sited stations, so long as any price-cutting could be contained. Low 
margins (or even losses) from some stations would be acceptable, if that prevented price-cutting from 
spreading to the prime sites. Local price-cutting on a modest scale would be bearable; the reluctance of 
motorists to shop around further afield would mean that the bulk of the business could be maintained 
unless the spread of prices became large. A rival price would have to be very substantially lower before 
it justified a trip that was otherwise not convenient. 
 
 
National Consumer Council (NCC) 
 
Retail competition 
 
 7.27. The NCC said that the consumer could be exploited through the existence of upstream 
monopolies even if the retail market contained a multitude of sellers. In petrol retailing, choice was 
generally restricted to choice between, rather than within, outlets, making it different from most other 
types of retailing, and changed the motivation of the retailer when dealing with his supplier. So far as 
each individual retailer was concerned, the market structure was one where the price elasticity of 
demand for the goods they sold approximated to that of the total product market. If that applied to all 
retailers, or a substantial part of them, price competition would be a weak restraint on monopoly pricing. 
The NCC concluded that the effect of linking retailers' input costs to their competitors' retail price was 
to remove the motivation of each retailer to compete on price. Prices higher than those in a competitive 
market could, therefore, be expected. 
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Non-retail competition 
 
 7.28. There were a number of constraints on the competition between suppliers for retailersthe 
ownership of outlets by suppliers, the long-term exclusive contracts between retailer and supplier and 
the collusion (explicit or implicit) between suppliers who identified their interests as being those of the 
market as a whole, not their own position in it. A market exhibiting the above features could not be 
expected to operate in a way consistent with the protection of customers' interests. 
 
 
Barriers to entry 
 
 7.29. The NCC said that it would not expect the threat of new entry to deter monopolistic pricing by 
the existing suppliers. This was mainly because of the significant entry costs, the planning and safety 
regulations and the lack of motivation on the part of a potential new entrant who would know that his 
lower price would be matched as soon as he opened for business. 
 
 7.30. In addition, the NCC hoped that, in particular, the MMC would consider the current legal 
restrictions on petrol stations' ability to offer goods other than those directly related to motoring in the 
evening and on Sundays, because of the Shops Act 1950. Independent retailers' hands would be 
strengthened if they could rely on a greater proportion of non-petrol business. These restrictions should 
be removed. 
 
 
Vertical integration 
 
 7.31. The NCC said that in coming to any policy conclusion on vertical integration, it would be 
necessary to trade off the actual economic benefits that would flow to consumers from vertical 
integration against the negative effects of less competition in the retail and intermediate markets. The 
NCC said that it would be surprised if a reduction of vertical integration did not create greater 
opportunities for retailers to increase their bargaining power vis-à-vis petrol suppliers. 
 
 
General Consumer Council for Northern Ireland (GCC) 
 
 7.32. The GCC was concerned that the conclusions of the MMC's investigation should prove to be 
valid for Northern Ireland, where some oil companies seemed to be in a stronger market position than 
were the larger companies in other parts of the United Kingdom. The GCC was aware that such a 
situation need not necessarily be against the consumer interest; however, it hoped to see the MMC's 
investigation demonstrate whether the existing situation was in the interest of consumers in the 
province. 
 
 
Petrol Retailers' Association 
 
 7.33. The PRA told us that it was established in January 1987 as a division of the Motor Agents 
Association to represent the interests of petrol retailers. It has 8,500 members, of which 5,500 are 
independent dealers, 2,500 are licensees and 500 are tenants. The PRA's principal objective is to 
improve retailing standards in the United Kingdom in the interests of retailers and the consumer. The 
PRA submitted substantial written evidence to us and also attended two hearings. 
 
 7.34. The PRA said that the refining oil companies exercised de facto control over petrol prices, at 
both wholesale and retail levels; that this control was a consequence of vertical constraints; that various 
barriers prevented new entrants at the wholesale and retail level from undermining control over retail 
pump prices; and that therefore prices in at least some segments of the retail market were significantly 
above levels that would characterise a competitive market. 
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 7.35. The PRA developed each of these propositions in its evidence, drawing attention to relevant 
changes in the market since 1979, the date of the last MMC report. 
 
 
Control over retail and wholesale prices 
 
 7.36. The PRA stated that all oil companies' supply contracts with independent wholesalers, as well 
as those with retailers, were at prices calculated back from the desired pump price. One effect of this 
was to encourage independent wholesalers to use the same pricing structure in their supplies to their 
retailers. Retail prices used to be calculated by reference to wholesale zonal prices, but wholesale zonal 
prices were now no longer used as a basis for retail prices, even though they continued to be quoted in 
retail supply contracts and might still be relevant for calculating load premia. In the experience of the 
PRA, all major oil companies and independent wholesalers now supplied their retailers, regardless of 
category, on a pump-price- related basis, subject to small differences in procedure and nomenclature. 
The supplier established, and communicated to his retailer, the local market pump price or support 
price; the retailer bought at the support price, less a margin, which varied by supplier. If the retailer was 
not a licensee or tenant, he would usually be paid a rebate in addition to the margin as part of the 
consideration for entering into a solus agreement. In general, a supplier would have the same support 
price for all his outlets in the local market. 
 
 7.37. The invoiced price to the dealer was variable at the discretion of the supplier. The supply 
contract would provide that the price to the dealer was the wholesale zonal price, which might be varied 
at any time. The system of margin support was extra-contractual. Suppliers could vary the invoiced 
price to the dealer either by altering the wholesale zonal price or by varying the level of margin support. 
Margin support was invariably at the discretion of the supplier. Because dealers were economically 
obliged to make at least a minimum margin on sales, the effect of varying the price to the dealer was 
(within certain limits) to vary the dealer's pump price. Although it was possible for dealers to use some 
part of their rebate to reduce pump prices below the recommended level, this rarely occurred. Operators 
of wholesaler-owned sites were in a different position from dealers since they did not receive rebate. For 
a wholesaler-owned site operator the margin available (ie the difference between his input price and his 
actual pump price) would be in the region of 8 ppg, which was the minimum margin which he needed to 
realise if he was to remain in business. A wholesaler-owned site operator was therefore unable to reduce 
his price unless his supplier offered him additional margin support. 
 
 7.38. Dealers therefore constituted the only source of retail price competition, but their impact upon 
prices was limited in a number of respects. Dealers' sites tended not to be prime sites and represented a 
small and decreasing proportion both of sites and of volume. Much purchasing of petrol was insensitive 
or largely insensitive to price. Oil companies were concerned to avoid bringing about a downward spiral 
of prices in an area and so tolerated, within limits, price competition by dealers and hypermarkets. In the 
case of the hypermarkets, competition was reflected in a relative price advantage, but the absolute price 
level might remain well above the competitive level if dealers and wholesaler-owned sites did not 
respond. Price competition by dealers was constrained by the ability of oil companies to respond at short 
notice with pump price reductions at other sites backed by margin support and so the permitted level of 
competition was more limited. Investment in comprehensive price monitoring by the oil companies 
enabled them to respond quickly, precisely and selectively to price movements. Major oil companies 
used selective matching of marker sites, frequently refusing to support their own retail outlets against 
price-cutting from independent dealers or hypermarkets, even at considerable cost to the retailer in lost 
volume. In extreme cases the oil companies would give extensive support to a loss-making site in order 
to keep its price up and prevent any `domino' effect. If major oil companies recognised as marker sites 
only those competing in the same segment of the market, all were likely to keep their prices high. The 
PRA submitted further evidence on price behaviour based on a survey of retail price changes during 
1988 amongst sites in PRA membership. 
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Vertical constraints 
 
 7.39. The PRA described the key characteristics of the oil companies' main contractual relationships 
with wholesalers and retailers, including licences, leases and solus ties. The PRA suggested that oil 
companies influenced the final price of petrol to the consumer through these contractual arrangements 
by means of complex pricing arrangements, comprising wholesale prices, margin support and rebates. 
Dominance over the vertical chain of supply and demand was effectively complete. Although the 
wholesale market in the United Kingdom comprised over 60 firms (of which 13 were oil companies) 
compared with 36 in 1979, the newcomers had been generally small, branded, independent wholesalers 
and branded authorised distributors marketing in limited geographical areas. Although the total number 
had risen substantially in recent years, the volume of petrol purchased from oil companies was now so 
great (approximately 98 per cent) that the oil company monopoly was effectively complete. North-West 
Europe was not a viable supply source and had not been viable on a long-term basis since 1978. The 
surviving independent wholesalers with appropriate facilities still imported but only as and when the 
opportunity arose. All independent wholesalers, whether owning or leasing facilities, bought the great 
majority of their supplies under the rack from the United Kingdom oil refineries of the major oil 
companies. Whilst independent oil company supply arrangements varied, the essential point of these 
arrangements was that in return for desired protection against the vagaries of the oil market, which only 
a small number of multinationals were able to tolerate, the independent wholesalers de facto surrendered 
their ability to set pump prices too far outside the price parameters of their suppliers. Independent 
wholesalers also surrendered the ability to compete for the custom of dealer-owned locations because 
the rebates offered by the major oil companies did not permit the independent wholesaler a sufficient 
margin for profitable trading. In this context, it was interesting to note that no independent oil company 
was a hypermarket or motorway supplier. 
 
 7.40. The exploitation of security of tenure by a small number of oil company tenants in the mid- 
and late-1960s (to further other activities on the site to the detriment of petrol sales) was one of the 
factors that contributed to an atmosphere in which many established and developing oil companies 
sought to create operating conditions that avoided the full effect of the LTA. In particular the use of 
licences rather than leases of petrol stations deprived many wholesaler-owned site operators of the 
security of tenure afforded by the LTA, with a consequent reduction in their freedom of operation. The 
use by oil companies of a licence rather than a lease was increasing and caused particular concern. 
Although the 1976 Undertakings included provisions designed to afford licensees similar protection to 
that available to tenants under the LTA (through a system of arbitration), those provisions had not fully 
achieved their purpose. This arbitration was not available where a dispute arose in the course of a 
licence agreement and did not result in termination by the oil company; or where a licensee alleged 
breach or non-performance on the part of the oil company; or where the oil company made proposals for 
the renewal of a licence that the licensee thought unfair and unreasonable. Licences were also subject to 
the oil company/licensee codes of practice, under which conciliation was to be available in the event of 
any dispute, whether or not this was covered by the arbitration scheme. In practice, there was no set 
procedure for conciliation, and the system had rarely been invoked by licensees in the recent past. There 
was no means of compelling co-operation with the conciliation system, or of enforcing any decision 
which arose from the process. The licensing system had undergone a number of changes in the last ten 
years or so. Apart from the general growth in the use of licences as opposed to leases, there had been 
modifications to the terms contained in licence agreements themselves, and generally these represented 
increased oil company control over the operation of sites. 
 
 7.41. As a result of the lack of security for licensees, their low margins and reliance on support, and 
the oil companies' ability to vary the terms of licences at short notice, oil companies effectively had 
complete influence over licensee pump prices. The PRA submitted the results of a margin study based 
on financial returns from a sample of their licensee members for the period 1986 to 1988, to support 
their contention that these retailers could not compete effectively on price because profitability was too 
low even when increasing shop turnover was taken into account. The PRA also reported that 
preliminary analysis of replies to a survey of members' attitudes to oil company policies showed 
widespread dissatisfaction amongst licensees and tenants. 
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 7.42. Dealers tended to find ties, even if limited to five years, increasingly onerous and the PRA saw 
a need to investigate whether the restrictions inherent in a system of solus ties were justified, or whether 
there was an opportunity to reduce the scope of the restrictions without removing the system altogether. 
Dealers sometimes encountered problems in this area because of the discrimination some oil companies 
practised by means of margin support. For example, if a hypermarket opened and the dealer was tied he 
was generally not able to respond to the hypermarket's prices because the oil company operated 
selective margin support policies but at the same time held the retailer to his tie. Retailers who broke 
ties in such circumstances would be liable for breach of contract. Under certain circumstances the solus 
tie was unduly restrictive and acted against the public interest. 
 
 
Barriers to entry 
 
 7.43. The PRA identified a number of barriers to entry into the wholesale market. These included 
higher transport costs because of inability to participate in swap arrangements; higher vehicle operating 
costs associated with deliveries to the predominantly rural sites that new entrants would be obliged to 
serve; the strategic stock requirements; and the price behaviour of the oil companies at retail level. The 
strategic stock requirement and other factors such as currency risks, the volatility of spot prices and the 
need for security of supply led to increased dependence on United Kingdom refiners for supplies. 
 
 7.44. At the retail level, planning permission was difficult to obtain for all types of site, and 
independent retailers could not compete for first-class properties with the oil companies. The oil 
companies were able to `overbid' for sites and meet the costs of development on the scale they thought 
appropriate because of their effective control of retail prices and increased refining and wholesaling 
profits resulting from increased market share. 
 
 
Other matters 
 
 7.45. The PRA drew attention to the extensive product swapping between oil companies and 
suggested that this raised a public interest issue which deserved further investigation. 
 
 7.46. Finally, the PRA drew attention to possible breaches of EC competition law through 
understandings on prices between oil companies and retailers and to weaknesses they saw in EC 
Regulation 1984/83. 
 
 
OXERA study 
 
 7.47. The PRA submitted to the MMC in May 1989 a study commissioned from OXERA on 
Economic Behaviour in the Petrol Market in the United Kingdom. This study covered a number of 
areas, including a general analysis of the economic affect of vertical integration in the petrol market and 
an examination of the relationship between the prices of crude oil and petrol over the period 1978 to 
1988, from which OXERA identified asymmetric behaviour, with margins between crude and United 
Kingdom retail prices and between Rotterdam and United Kingdom prices widening since 1985. 
OXERA examined the reasons for the perceived asymmetry in behaviour before and after 1985 and 
suggested that the explanation lay in heightened market power rather than changes in costs or in 
revenues from other products, although it observed that its research had been limited by lack of time and 
data. 
 
 7.48. The study then considered behaviour in the retail market and produced evidence to support the 
claim that oil companies' control over the final price and use of SPS was exercised to prevent 
competition and enable the aggregate differences OXERA had identified to be maintained. OXERA's 
general analysis was supported by the results of a survey of PRA members designed to elucidate the 
mechanics of price-setting behaviour, in particular who recognised whom as a competitor, how price 
changes were or were not followed and who initiated price changes. The main findings of that study 
were that Shell, Esso and BP were the price leaders, with Texaco and Mobil adopting a subsidiary, 
intermediate role; that the remaining brands acted effectively as price followers, in so far as they had 
any control at all over pricing; and that the recognition of competitors was designed to discourage price 
reductions and encourage price increases amongst the major brands, whilst discouraging the outbreak of 
price wars. The findings of the OXERA study are discussed more fully in paragraphs 4.19 to 4.21. 
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 7.49. The PRA concluded that the evidence supported their claim that the margin support and rebate 
pricing system in the market provided a sophisticated method for supporting the price level above the 
competitive level. 
 
 7.50. The OXERA submission also considered the use of non-price competition and the effects of 
barriers to entry in supporting the oil companies' strategy. 
 
 
Suggested remedies by the PRA 
 
 7.51. The PRA put to us a number of remedies aimed at removing the public interest detriments it 
had identified (described in paragraphs 7.36 to 7.46). 
 
 7.52. The PRA considered that the present system of regulation should be replaced by a set of 
undertakings or orders which would: 
 
 (a) institute a system of transparent pricing, backed by a provision to enable retailers to buy outside 

their tie if their supplier's price became uncompetitive; 
 

 (b) require oil companies to revert from the use of licences to the former practice of granting 
tenancies; 

 
 (c) limit the power of oil companies to control the sale of lubricants and dry goods; 
 
 (d) limit the number of company-owned and company-managed sites; 
 
 (e) institute a code of practice and provide for the establishment of an arbitration panel; and 
 
 (f) change the strategic stockholding and Customs requirements in order to facilitate imports. 
 
 7.53. The PRA elaborated on these proposals both in a written submission to the MMC and at a 
subsequent hearing, as follows. 
 
 
(a)  Transparent and non-discriminatory pricing 
 
 7.54. The PRA's suggested remedy was designed to ensure that retail prices at particular sites related 
more directly to costs, to achieve the transparent publication of prices and the linking of prices at the 
wholesale level to the Rotterdam spot price. The PRA proposed that each oil company and independent 
wholesaler should be required to publish a tariff of its wholesale delivered prices for motor fuels. A 
wholesale delivered price would be quoted for each grade or specification of motor fuel offered by the 
wholesaler, with a requirement of `full-line availability'. The tariff could contain zonal differentials to 
reflect differences in transportation costs and storage and surcharges or premia for small or short notice 
deliveries. In order to prevent the selective and discretionary offering of subsidies and rebates variable 
at short notice, in a way which could be tantamount to giving margin support, the PRA considered that 
the amount of, or calculation formula for, such subsidies or rebates should be constant for a period of 
not less than six months. This would not prevent the payment of retrospective subsidies or rebates 
calculated by reference to criteria laid down in advance, eg target volumes. Customer-orientated 
promotions should be offered in a non-discriminatory manner, either nationally or regionally. 
Unjustified exclusion of a retailer from such a promotion should be subject to conciliation or arbitration 
pursuant to the Code of Practice described in paragraphs 7.66 to 7.69. 
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 7.55. The PRA said that it was concerned that the abolition of margin support might in some 
circumstances leave a retailer at greater risk than at present of being squeezed into loss- making where 
he remained tied to his supplier at a wholesale price which did not allow him to compete with other 
local sites. The PRA thought that a provision should therefore be introduced to the effect that retailers 
would be released from their tie for so long as their supplier's wholesale price exceeded by more than a 
given margin the prevailing spot price on the Rotterdam market. This would provide an incentive to 
wholesalers to keep their prices broadly in line with international spot prices. The permitted margin 
between the spot price and the tariff price would reflect, inter alia, the value to the retailer of a term 
supply contract. The amount of the margin should be fixed between the individual wholesalers and the 
OFT. The PRA said that it was implicit in the proposed system that there should be an obligation to 
supply, subject only to force majeure. 
 
 7.56. The PRA thought that, because of the already ingrained nature of de facto RPM in this market, 
it would be appropriate for an order to be made or undertaking accepted in the terms of paragraph 11 of 
Schedule 8 to the Fair Trading Act, prohibiting the recommendation of resale prices. Without such an 
order, there was a real risk of price recommendations (which were in themselves lawful under the 
Resale Prices Act) continuing to be made and followed. This would defeat the object sought by the 
system of transparent pricing. It would also be appropriate to prohibit the present practices of stipulating 
a maximum resale price and of operating a `clawback' of profits in the event that the retailer exceeded a 
stipulated maximum price. These practices had no downward effect on the generality of pump prices 
and squeezed the margins of sites in disfavoured rural locations, leading to their closure. Such sites 
should be free to price motor fuel at the level they considered necessary and their survival or extinction 
should be regulated by the market rather than artificially interfered with by maximum price 
arrangements. 
 
 7.57. The terms of the orders or undertakings should be approximately as follows: 
 

 (a) to publish and lodge with the designated bodies and the OFT a tariff of zonal prices and delivery 
charges for the supply of motor fuel to petrol retailers; 

 
 (b) not to refuse to supply motor fuel to a petrol retailer with whom the supplier had an agreement 

for the supply of motor fuel except in circumstances set out in the tariff; 
 
 (c) not to include in the tariff any term providing for the refusal of supply of any type or grade of 

motor fuel set out in the tariff to any person referred to in (b); 
 
 (d) not to make different provision in the tariff according to whether the purchaser operated a site 

owned by the supplier; 
 
 (e) not to supply motor fuel upon a term set out in the tariff if that term was objected to by the OFT; 
 
 (f) not to offer or make available to a petrol retailer any rebates, credit terms or arrangements for the 

provision of equipment or services unless their amount or the formula for the calculation of them 
was constant for a period of not less than six months; 

 
 (g) not to recommend or suggest prices to motor fuel retailers, by publication or otherwise; 
 
 (h) not to require, as a condition of supplying motor fuel to a petrol retailer, the acceptance of terms 

relating in any way to the observance of maximum resale prices; and 
 
 (i) to include in any agreement for the exclusive purchase of motor fuel by a petrol retailer a 

provision by which he would be released from the exclusive purchasing obligation for so long as 
the supplier's tariff price exceeded by a prescribed amount the price quoted in the spot price 
index for motor fuel of the same standard specification. 
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(b)  Licences and tenancies 
 
 7.58. The PRA said that petrol station licensees should have the status of tenants protected by the 
LTA. Legislation would not be required to achieve this, since the LTA already applied to petrol station 
tenancies. Oil companies should be required by an order or undertaking not to offer licences in future 
(with the exception of trial licences). This would have the advantage of making the courts competent to 
apply the LTA (as they already did in the case of business tenancies falling within it) and thus of giving 
petrol station tenants access to an existing and well-developed system and machinery of protection. 
 
 
 7.59. The PRA said that existing Undertakings 18 and 19 should be replaced by an undertaking or 
order not to grant to any person, whether or not by way of renewal of an existing licence, a licence 
(other than a trial licence) to occupy premises on which a petrol filling station stood. There should be a 
requirement for oil companies to offer existing licensees a right of first refusal of a tenancy for a term of 
not less than five years, following procedures laid down in the Code of Practice. As regarded regaining 
possession for demolition or reconstruction, the PRA considered that a requirement to offer alternative 
premises would not be an unreasonable imposition on the oil company. It would also be appropriate to 
allow the right to resume a tenancy of the original premises after the redevelopment had taken place. 
The PRA recommended that the use of the `own use' provisions of the LTA be prevented, to ensure that 
a new form of vertical integration did not result. There should also be a prohibition on oil companies 
requiring their tenants to contract out of the protection of the LTA. 
 
 
 7.60. The PRA considered that the offering of soft loans (for example, for the refurbishment of 
premises where the dealer had decided to refurbish) might be beneficial to retailers and to the public 
interest and should be permitted to continue. Solus ties with independent dealers should also be 
permitted to continue, with or without soft loans, subject to the five-year limit set out in Part I of the 
existing Undertakings. 
 
 
 
(c)  Lubricants and dry goods 
 
 7.61. The PRA said that there should be a prohibition on any restrictions on competing brands of 
lubricants and on dry goods. It was against the public interest that retailers should not be permitted to 
sell whatever goods they, in their judgment as retailers, considered would be attractive to their 
customers. The PRA accordingly recommended that oil companies should be prohibited from entering 
into franchising or similar arrangements which had the object of controlling non-fuel sales. Any 
safeguards which oil companies might need to protect the appearance of sites and good repute of their 
company brands could be adequately covered by means of a Code of Practice. 
 
 
 7.62. Various amendments would also be needed to the drafting of existing Undertakings 6 and 12 to 
increase the protection which they gave to retailers, in particular to ensure that they prohibited indirect 
forms of control over non-company branded products which arguably did not amount to restrictions, 
such as positive requirements to display the supplier's goods. 
 
 
 
(d)  Limits on site ownership levels 
 
 7.63. The PRA said that its recommendations here fell under two heads: 
 
 (a) in the case of oil companies which already had a substantial market share, a ceiling upon the 

proportion of motor fuel sold through company-owned sites; and 
 
 (b) a cut-back of the number of sites directly operated by oil companies. 
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The PRA considered that a further spur should be given to competition by increasing the proportion of 
independent dealerships. To the extent that oil companies would have to compete to win supply 
contracts with them, that competition was likely to play some part in keeping prices down. According to 
the PRA's best estimates, Total currently retailed some 85 per cent of its fuel through wholesaler-owned 
sites, Mobil 80 per cent, Shell, Esso, Texaco and BP 60 per cent, Conoco and Petrofina 40 per cent, 
Burmah 25 per cent and Kuwait 15 per cent. 
 
 7.64. The PRA accordingly proposed that any oil company which at present had a brand market 
share of 5 per cent or more, and which had more than 500 wholesaler-owned sites, should be limited in 
the proportion of its motor fuel which it sold through wholesaler-owned sites subject to a full length 
solus tie, nationally and in each conurbation. The appropriate proportion would be one-third. Kuwait, 
Total, Petrofina, and Burmah did not have market shares exceeding 5 per cent or more than 500 sites 
and so would be unaffected by these proposals. The target level of 33 per cent might be achieved either 
by the sale of excess sites or by leasing them subject only to a solus tie of not more than five years' 
duration. Sites leased under a tie limited to five years would be in the same position as 
independently-owned sites; in particular, at the expiration of the tie the tenant could make a solus 
agreement with any oil company. The lease would be subject to the LTA. 
 
 7.65. It would also be necessary to control the number of directly-managed sites (ie sites operated by 
an oil company through managers or commission agents, however the arrangements were described). If 
this were not done it was likely that oil companies would simply restore vertical integration by taking 
sites into direct operation. This should be done by requiring them to undertake not to sell petrol by retail 
at more than 30 sites. 
 
 
(e)  Code of Practice and Arbitration Panel 
 
 7.66. The PRA said that it had sought to show that the present Undertakings had not worked 
wherever they had required detailed supervision. The OFT appeared unable, or at least reluctant, to 
supervise detailed points of application of the Undertakings, and in any event the likelihood of the 
OFT's intervening rapidly to deal with a retailer's complaint was slim. The Undertakings had the further 
defect that they were negotiated solely between the oil companies and the competition authorities; the 
retailers, who were the parties principally affected by them, had no opportunity to take part in those 
negotiations. There was no opportunity or incentive for the Undertakings to be reviewed when retailers 
considered them not to be operating satisfactorily or in response to changes in market conditions. 
 
 7.67. The PRA therefore considered it advisable to introduce a code, or codes, of practice negotiated 
between the oil companies, the PRA and the OFT, whose terms would be incorporated into contracts 
between oil companies and retailers and which would contain a conciliation and arbitration procedure 
under which disputes were first submitted to conciliation between the PRA (on behalf of the retailer) 
and the oil company and thereafter, if necessary, to adjudication by a standing arbitration panel. Oil 
companies should be required by an undertaking to negotiate and abide by such a code. 
 
 7.68. The PRA said that it saw the Code of Practice as being the only way by which the necessary 
degree of flexibility could be introduced into the relationship between oil company and retailer to give 
each side the protection it required. Provision for an arbitration panel would relieve the OFT of the 
burden of dealing with complaints about the behaviour of oil companies and would enable those issues 
to be adjudicated by a body with knowledge of the industry. The PRA envisaged that the panel would 
consist of one representative of oil companies and one of retailers, with an independent, legally 
qualified chairman. 
 
 7.69. In addition to the matters already referred to, the Code of Practice would cover those matters 
falling within the general definition of operating standards which were already extensively covered in 
oil companies' contracts. There would be a provision in solus and tenancy agreements by which the 
agreement could be terminated or the lease forfeited if the operator had, in the opinion of the arbitral 
panel, committed a serious breach of operating standards or failed to take adequate steps to remedy a 
breach previously found by the panel. 
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(f) Strategic stockholding requirements and Customs and Excise requirements 
 
 7.70. The PRA considered that it would be more logical if the Government were responsible for 
maintaining strategic stocks, by buying these on the open market and making arrangements for their 
storage. If this was too fundamental a change from the current arrangements, the PRA considered that a 
more appropriate balance could be struck between the requirements of national security and of 
competition if the sales level above which the stockholding requirement applied were changed from 
50,000 tonnes to 100,000 tonnes per annum. 
 
 7.71. Finally, the PRA urged that Customs and Excise deposits be waived in order to facilitate 
imports. 
 
 
Association of Esso Retailers (AER) 
 
 7.72. We received oral evidence from the AER, which was established early in 1989 and has about 
367 members. 
 
 7.73. At the hearing, the AER said that the relationship between Esso and its licensees had markedly 
deteriorated over the past few years; licensees were treated as quasi-employees who received veiled 
threats and intimidation if they stepped out of line by failing to comply with Esso's requirements on all 
aspects of the running of their businesses. No protection was afforded by the existing Undertakings, 
which were easily manipulated, to their benefit, by the oil companies and there was no effective 
challenge outside the courts. The price of Esso fuel, wherever sold, was controlled exclusively by Esso 
and licensees were in no sense enabled to compete on price. Licence agreements had gradually become 
more restrictive and oppressive, and could be altered at will by Esso. The Code of Practice governing 
the relationship between Esso and its licensees had been drawn up entirely by Esso and could 
unilaterally be changed by it at any time. The Code had no legal effect and its terms were onerous, 
unfair and unreasonable. 
 
 7.74. The style and content of shops, their layout and stock, were standardised throughout the 
country, irrespective of differences in local customer demand, and there were severe restrictions on the 
sale of competitor goods, eg motor oil. The style and content of all advertising was dictated by Esso. 
The accounts system was specified, controlled and closely monitored by Esso. The new `Partnership 
Agreement' provided for a levy on shop turnover exceeding £150,000. 
 
 7.75. The AER further said that the oil companies were not interested in a local market but only in 
the national market. Their concern was to maintain a constant market share, only reducing prices if that 
market share began to fall. Profit margins for retailers were too low and had remained unchanged for 
three years. The percentage of market sales of company-owned service stations had increased 
dramatically and that trend meant that the oil companies would increasingly be in a position to dictate 
prices even more rigidly. 
 
 7.76. The AER said that there should be a return to published wholesale prices. The ability of the oil 
companies to impose recommended prices should be removed. Licences should be phased out and 
replaced with tenancies of at least five years under LTA protection. Wholesaler-owned sites should be 
limited to 10 per cent by gallonage of any oil company's total sales. 
 
 
Mr E and Mr K Dunkerley 
 
 7.77. The Dunkerleys, former petrol retailers, provided the Commission with the evidence they had 
presented to the House of Commons Select Committee on Trade and Industry and supplemented this 
with further detailed submissions and oral evidence. 
 
 7.78. The Dunkerleys argued that the integrated refining wholesalers were receiving excessive 
margins, derived from lack of competition and their monopolistic position, and that all other parties 
operating within the United Kingdom petrol market were suffering from the existing situation. 
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 7.79. The refiners used a variety of methods to protect their market. Many of them overlapped and 
had several effects which, when combined, served to give the refiners a very high degree of control over 
the industry. 
 
 
 
Anti-competitive methods 
 
 7.80. 
 
 (a) The solus tie system. This restricted the retailer, either the operator of a wholesaler-owned site or 

a dealer, to buying off the wholesaler. The refining wholesaler had traditionally set the pattern of 
these ties which lasted usually from three to five years. The dealers could, in theory, move to 
another wholesaler at the end but were usually loath to do this because of the disruption 
rebranding could cause. Operators of wholesaler-owned sites had no such choice. Thus the 
market was rigid and restrictive and segmented to various vertically-integrated `tied' estates. 
This lack of freedom substantially reduced the retailers' ability to obtain the best terms and deals 
to satisfy their customers. 

 
 (b) The rack system to control independent wholesalers. In the past much refined petrol was brought 

into the country by independent wholesalers when prices became high. This downward pressure 
on prices was to the benefit of the public and the detriment of domestic refiners. After the last oil 
shortage of the late 1970s, these refiners had sought to bring independent wholesalers within a 
tied system of guaranteed supplies. Wholesalers complied for fear of losing supplies in a tighter 
market. The wholesalers were now unable to go to other, cheaper markets and this was reflected 
in the much reduced proportion of imported products and the high prices being charged by 
refiners. 

 
 (c) Limited intra-refiner competition. The degree of control over aspects of petrol pricing and, in 

recent years, over the operation of non-petrol activities meant that each refiner could restrict 
sites within its own network competing with each other. Not only would two sites near to each 
other belonging or tied to a particular oil company charge the same price but probably also two 
sites with very different levels of facilities and services. 

 
 (d) Ownership and continuing acquisition of the best sites. From the early 1950s onward, the 

refiners had sought to purchase the best sites in the market and now these accounted for 56 per 
cent of total volume sold nationally. These sites, operated under either direct management, 
licence, franchise, or commission agreements, could not be supplied by competitor refiners. This 
eliminated competition between suppliers. The degree of control over these sites by refiners 
meant that they could be used as weapons of unfair competition in controlling independent 
retailers. The refiners were also prepared to overspend massively in order to buy the higher 
volume sites; this had driven up the higher end of the property market and reduced the relative 
value of the smaller sites. The net result was a heavily distorted property market. 

 
 (e) Raising costs of entry to the industry and branding. There were many other barriers to entry to 

the industry besides ownership of existing sites. Another important one was the 
overdevelopment of sites, making outside investors less willing to back new ventures by 
non-refiners. The higher the perceived entry cost the more the entrepreneur would have to raise 
and spend to compete. This reduced the chances of success and raised perceived risk. 

 
 (f) Covenants on and crippling of unwanted sites. The access to the market of independent dealers 

and wholesalers was restricted by the practice of the refiners of crippling sites from their 
wholesaler-owned network which they no longer required. This usually involved filling the tanks 
of such sites with concrete slurry. The cost to a new owner of removing these tanks and the loss 
of trade due to the close-down significantly raised entry costs for start-up companies. Even if 
this failed to deter potential entrants there was often a covenant on the site prohibiting it being 
used for petrol sales. Small family firms found it almost impossible to acquire and renovate such 
sites. 

 

 

 
262



 

 (g) Increasing control over site activities through new agreements. Originally the refiners had 
standard tenancy agreements with the operators of company-owned sites. Some eventually 
changed to licences and others, in many cases, to franchises, commission agencies and mere 
operation agreements. Control passed from the hands of the retailer to the refiner and this trend 
was rising exponentially. Each contract was more restrictive than the preceding one; some now 
allowed the refiner to remove retailers with minimal notice. The controls could cover many areas 
such as the purchase, stocking and display of goods in the shops, services that could be offered, 
length of opening hours, staffing arrangements, and site appearance. 

 
 (h) Fear trading, unequal contracts and unethical pressure. `Fear trading' was the use of legal but 

unethical tactics to intimidate a weaker party in a relationship. The contract between retailer and 
refiner was always one-sided but was overwhelmingly so where the refiner owned the property. 
Side letters unnecessarily emphasising the right to demolish with little notice, suggestions that 
licensees who disliked the conditions offered could leave, or that good and able retail staff 
should be disposed of as they did not fit the corporate image, were all examples of the kind of 
pressure put on retailers by refiners' staff. 

 
 (i) Ignoring Undertakings to Government. Undertakings first given by the refiners to the 

Government in 1966 were largely observed for many years. In the last few years, however, the 
refiners and their staff had started to ignore and side-step these Undertakings which were 
designed to protect the interests of both retailers and the public. New forms of agreement not 
mentioned in the Undertakings and the pressures described earlier, with failure to handle licence 
renewal properly, were just some of the abuses of Undertakings that were currently occurring. 

 
 (j) De facto resale price maintenance. Over the last decade or so the refiners had gone from a 

position of no control over retail pricing to one where they had the maximum control without 
breaking the letter of the law. On sites they owned they had almost total control. They set the 
petrol margin at such a small amount that overheads were barely covered, if at all, and it was 
suicidal for the retailer to cut the price below that which was recommended: he had to set the 
maximum price he could charge. 

 
 (k) Control over financial arrangements of retailers. The supply agreements allowed the refiner 

increasing control over the retailers' finances. Margins were a fixed ppg, and part of this was 
usually paid up to two weeks after the product was sold, title to goods could be left in dispute; 
rights to inspect and audit the books of the retailer were often reserved: recent agreements 
allowed for the automatic polling of information, and guarantees on the property (usually the 
house) and assets of the retailer were usually demanded regardless of bank guarantees. In return 
the retailer was given almost no information on oil company operations that affected him. 

 
 (l) Transferral of profits and prices. The refiners claimed to make little, or to lose, money on their 

refining operations but this was untrue. One of the original justifications for the solus tie was to 
increase the security of upstream operations and increase the producers' desire to invest. In other 
words, the upstream section could not make as much money, or as securely, without the 
downstream side. Therefore, the vast upstream profits made by the refiners were largely due to 
the downstream section. 

 
 (m) Taxes. In the United Kingdom, the tax regimes meant that it was better for the refiners to make 

money internationally and in the North Sea rather than on the refining side. Figures could be 
more easily obscured where few outsiders had direct knowledge. Transfer prices were influenced 
by tax treatment and genuine profitability bore no resemblance to published profitability. Use of 
the Rotterdam price (from where only 2 per cent of actual product originated) made United 
Kingdom refining and marketing appear unprofitable on an opportunity cost basis whereas in 
reality it was highly profitable. Furthermore, there was the constant reminder of Brent crude 
prices, which distorted perception of the true United Kingdom refinery costs. Possibly 30 per 
cent of crude emanated from other overseas sources at lower prices, due not only to the chemical 
composition of the crude but also to the size, scale and terms of any contract. The supposed 
margins made by refiners' chemical arms showed where profits were being shifted. The overall 
margin from the oil barrel was far higher than margins in other comparable mature industries. 
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 (n) Simultaneous announcement of price changes etc. The close timing and similarity of price rises 
led to the popular suspicion of cartel-type activities. It was hard to believe that the refiners had 
precisely the same crude oil costs, shipping costs, refining costs, distribution costs and retailing 
costs such that they should recommend the same price at all their sites and that rises should take 
place at exactly the same time, sometimes to the precise minute. 

 
 
Effects on the market 
 
 7.81. The Dunkerleys then outlined the detrimental effect of these methods of operation on all the 
other parties involved in the petrol market. 
 
 7.82. First, the so-called independent wholesaler was now largely in the grip of the refiners, as 
shown by the minimal imports, despite the low international price of refined spirit. The rack system and 
the refiners' ownership of outlets had taken away wholesalers' freedom to determine whom they 
supplied and on what terms. The increased number of such operators merely filled niches vacated by the 
refiners and their tiny and restricted market proportion meant that they represented no real competition. 
 
 7.83. Newcomers to the market were largely excluded by the tied market and by the huge sums that 
would have to be spent to capture a significant market share. The only major entrants to the market 
recently had been a large property developer and a company backed by one of the world's largest 
investment organisations. Most new entrants found it hard to buy good sites. To make a mark as a 
modern-looking organisation they needed to compete with the overdeveloped sites of the refiners. 
Buying the best sites was an option open only to refiners, given the low and tightly controlled retailer 
margins. 
 
 7.84. Secondly, for the reasons given earlier, on retail sites owned by a refiner the operator was no 
longer the partner in an agreement where both sides respected each other's abilities and views. Costs of 
withdrawal might be greater than those of staying in the market. The main features of these contracts 
were the operators' reduced freedom of operation, expansion and innovation, and the almost total lack of 
security of tenure; this reduced the ability to plan ahead, and gave the operator the responsibilities but 
not the rights of an employee despite the high proportion of his lifetime capital he had often ploughed 
into a site. When the relationship with the refiner deteriorated then the retailer was left with limited 
arbitration rights and any compensation was likely to be less than equivalent redundancy entitlement. 
Many operators of wholesaler-owned sites also felt that there was discrimination by comparison with 
the refiners' dealer sites. The low margin and financial rewards for what amounted to a very high degree 
of risk-taking led to low morale amongst operators and made it difficult for them to be motivated to 
expand and innovate or improve their service. Since nearly all major innovations had come from 
retailers in the past 30 years, this present situation was to the detriment of the consumer. 
 
 7.85. Among the independent dealers, those with solus ties to refiners had much more freedom than 
the comparable refiner-owned operator, but were still working under conditions set by the refiners. The 
terms dictated to the operators eventually tended to filter through to these dealers. As there was little 
effective choice between the refiners' terms, the real choice for the dealers was to enter into a tie with a 
refining wholesaler or independent wholesaler. The latter was unlikely to give such favourable financial 
terms or publicity support as the former. Although the dealer appeared to get a better deal than the 
operator, the costs of maintaining and repaying the loan on the property might wipe out any advantage. 
In many cases it was property appreciation or the ability to undertake other activities that kept a site 
profitable. Few dealers devoted all their energy to petrol. 
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 7.86. It might at first sight seem that the dealer contracted to an independent wholesaler was in a 
good position but this was untrue. Whilst he had greater freedom of action, he was generally unable to 
obtain the financial returns of the branded dealer for two main reasons. First, his wholesaler was 
unlikely to be able to give better straight margin terms or loan deals than the refiner. Second, the false 
property market restricted his ability to expand and acquire better sites. 
 
 7.87. The exceptions were the hypermarkets and motorways sites that now had a reasonable market 
share, and the financial resources to be fully independent of the oil companies. Having gained 
knowledge over the last few years they were now able to undertake their own developments and 
probably received a substantial margin. They did not need to `loss-lead' since they had enough margin to 
make a reasonable return (especially on their high gallonages) and to cut prices substantially. 
 
 7.88. The staff of petrol retail outlets suffered because the margin set by refiners was insufficient to 
allow adequate compensation for their working conditions and for the responsibilities they carried. 
 
 7.89. While these arguments dealt mainly with the treatment of retailers, the main issue was the 
effect of these arrangements on the public at large and the motorist in particular. The consumer was 
missing out on the benefits that usually flowed from a free and competitive market. 
 
 7.90. The loss of competitive influences led to artificially high prices and lack of choice. Price 
competition between refiners was almost minimal; one would wait for the other to move down or up and 
would sacrifice market share rather than risk a price war. 
 
 7.91. Many services were being introduced for which there turned out to be little demand and the 
consumer was charged a far higher price than he would be if a non-petrol retailer had introduced the 
same type of service. 
 
 7.92. The long-term effects of such overdevelopment and the operating methods adopted by the 
refiners would be detrimental to the consumer and would ultimately lead to poorer services. 
 
 7.93. The move towards increased control, standardised outlets and higher prices had a major and 
detrimental effect on the relatively disadvantaged groups in society such as the disabled, the old and the 
lower-paid sectors, particularly in rural areas. 
 
 
Views of other retailers 
 
 7.94. We received views about wholesalers from over 300 retailers. A large proportion came from 
Esso licensees, who expressed dissatisfaction with the new Esso `Partnership Agreement'. Most retailers 
said the low margins set by wholesalers made it impractical and uneconomic for retailers to cut petrol 
prices. The steady erosion of retailers' profit margins meant that retailers were unable to compete 
effectively on price; retailers' attempts to set prices below the wholesaler's recommended levels were 
countered with the threat of withdrawal of price support, without which retailers would be unable to 
continue in business. Several retailers said that wholesalers' choice of the marker sites that were used to 
assess the need for price support was selective and avoided those that adopted a competitive pricing 
policy. One retailer said that the three major oil companies only targeted each other's company-owned 
sites as marker sites in most areas. It was most unusual for wholesalers to react to price competition on 
their own initiative. 
 
 7.95. One retailer explained in some detail how retailers' freedom to price as they saw fit had been 
restricted in recent years. In the 1970s, all the petrol companies published their wholesale scheduled 
price lists, giving the price at which fuel was supplied to all licensees, tenants or dealers. If a price 
increase or decrease was justified, it was the wholesale scheduled price that was varied. The licensee or 
tenant could determine at what price he would retail petrol, free from petrol company interference. His 
decision was solely determined by his own judgment of the optimum margin/volume mix for his site, 
given full consideration of the activity of his competitors. 
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 7.96. But in recent years, many operators had not bought fuel at the published wholesale scheduled 
price. Temporary allowances, introduced to offset rebates to new hypermarket outlets, became 
established during the 1970s and one of the first results of these allowances was the introduction of the 
concept of a basic margin, ie the amount the petrol company thought the operator should earn whenever 
he sold at the agreed supported price. Later, the basic margin was enshrined in side letters 
supplementary to licence agreements, which specified that the licensee must not sell at a price above 
that agreed by the petrol company. The wholesale price of petrol became irrelevant and the gap between 
the published wholesale scheduled and the actual price grew wider and wider, especially when 
world-wide prices began to fall. When the petrol companies wished to alter the price they charged the 
retailer, they did not alter the scheduled price but simply increased or decreased the amount of 
competitive allowance being given. Thus the decision-making process of what should be the retail price 
of petrol passed to the petrol company; the petrol company now decided at what price the licensee 
should buy and at what price he should sell. 
 
 7.97. Although, in theory, the petrol company was only dictating the maximum price at which the 
licensee or tenant could sell, in practice that company controlled the actual price to be charged. This was 
achieved, first, by the petrol company refusing to increase price support when competitor sites reduced 
their prices. The licensee himself generally had little margin to match the lower competitive price by 
reducing his own basic margin. Second, the petrol company could exert informal pressure, by 
threatening to withdraw support if prices were lowered or if they were not further increased. Thirdly, the 
increase in the grant of licences, as opposed to other forms of agreement, had reduced the scope for 
retailers to act independently. These licences typically reduced the basic margin to 1 ppl with an 
allowance being paid as a contribution towards operating expenses. 
 
 7.98. Many retailers deplored the policy by wholesalers of switching their sites from tenancies to 
licences whenever the opportunity arose. This substantially increased control by petrol companies over 
their licensees but provided no recourse to arbitration. Licensees had no protection as employees and 
enjoyed no security of tenure under the LTA. Many retailers said that they had committed a great deal 
of time and their own financial resources to creating a successful business solely on an informal 
understanding that if the site was successful the licence would be offered for a further term (but even 
then only for three years at a time). A licensee could not seek legal redress if he considered that he was 
being unfairly treated by the wholesaler; some of the licence terms and conditions were used to coerce 
the licensee into compliance with wholesalers' wishes: licensees were threatened with the prospect of 
direct management by the wholesaler (which would mean loss of livelihood) or with onerous conditions, 
such as the imposition of 24-hour opening (which would probably lead to financial loss). Some 
licensees said that they were required to provide monthly operating statements and that they considered 
this to be an invasion of their privacy. 
 
 7.99. One retailer said that the motorist would only get a fair deal when the market was broken up. 
Restrictions should be imposed on the number of sites which oil companies or their subsidiaries could 
operate on licence. This would still leave many sites in company ownership but the oil companies 
should be forced either to sell those sites or lease out the sites on proper market rentals. The leases 
should contain no restriction on what brand of fuel should be supplied; supply contracts could be 
entered into separately. 
 
 7.100.  Other complaints were that the rent of forecourt shops had increased to an unacceptable level; 
that as much as 75 per cent of car wash profits went to the wholesaler; that retailers received no 
compensation for dip losses; that licensees and tenants were prevented from selling competitors' 
lubricants on their sites; that the requirement to notify changes in company directorships was an 
intrusion; that the requirement to engage a specified accounting firm was inappropriate; that licence 
agreements which entailed personal guarantees from company directors destroyed the principle of 
limited liability; that agency agreements stipulating acceptable credit cards limited licensees' freedom of 
choice; and that `knock down and rebuild' clauses required licensees to vacate sites at little notice, with 
no assurance of renewal of a licence thereafter. 
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British Independent Garages Association (BIGA) 
 
 7.101.  BIGA recognised that there had been a major movement in petrol sales in favour of 
well-known brand names; this reflected the public's preference for larger self-service stations with easy 
access. Such changes were not working against the public interest: the public enjoyed a greater range of 
facilities and higher standards of service, whilst petrol prices, relative to income, appeared to have 
decreased. BIGA said that the changes in the shape and structure of the petrol retail trade had forced 
many of its members out of the market or had obliged them to operate petrol stations in the less 
competitive rural areas. BIGA said it appreciated that the public's preference for convenience shopping 
was a normal business trend, reflected in the other trades. However, in the field of vehicle service, the 
movement was the other way, with considerable numbers favouring the independent garage for vehicle 
repair and service. It was only in the field of petrol sales that the independent garages had lost out. 
 
 
Donald Humphreys (Motor Traders) Ltd (Humphreys) 
 
 7.102.  In oral evidence to us, Humphreys said that it operated 15 cut-price petrol retail outlets in the 
Cardiff area under the name `Action Petroleum'. The company imported about 30 per cent of its petrol 
from Rotterdam through Phillips, who acted as agents, buying and shipping the petrol over to the United 
Kingdom and dealing with the storage; the company then collected it in tankers from Phillips. However, 
Humphreys planned shortly to import petrol directly from Rotterdam itself, and hoped to obtain 75 to 80 
per cent of its supplies from that source. It did not foresee any problems in availability of supply, but 
intended to keep about 20 per cent of its supply with United Kingdom contracts as a fall-back. It 
expected that on a yearly average, the Rotterdam price would be more favourable than United Kingdom 
wholesale prices. 
 
 7.103.  Humphreys told us that the petrol it obtained from United Kingdom refiners was on a net 
price basis; it was untied and therefore received no price support. Humphreys' retail prices were very 
competitive. All but one of its sites sold only petrol; the exception was a site also containing a very large 
second-hand car unit. Although its retail prices were well below those of its competitors it was able to 
make a very adequate profit on petrol sales, largely because of its lower wholesale price. 
 
 7.104.  On barriers to expansion, Humphreys said that it was not too difficult to secure planning 
permission for redevelopment of sites but for new sites it was very much more difficult. The majority of 
its sites had been redeveloped. It was looking to expand, but not into rural outlets, which were not 
profitable. 
 
 7.105.  Humphreys said that it had many corporate account customers to whom it sold large volumes. 
These customers were not, apparently, willing to pay the higher prices of Humphreys' competitors 
merely because they were not personally paying for the petrol. 
 
 7.106.  The main competitors of Humphreys were the hypermarkets, such as Tesco and Sainsbury. 
Humphreys regarded them and itself as the main source of competition in the United Kingdom petrol 
retailing market. But, unlike the hypermarkets, Humphreys' sites were totally redeveloped and, in its 
view, offered the same high-quality facilities, including ease of access and egress and shops, as the 
major oil companies' sites. 
 
 7.107.  Humphreys said that if there were 30 and 40 operations like its own throughout the country, 
they would have an important effect on prices. But it was very difficult to start such an operation. One 
current difficulty was the hold of the oil companies which were also retailers over their licensees and 
tenants. The price support system enabled wholesalers, in effect, to dictate the price of petrol. 
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Heron Service Stations Ltd (Heron) 
 
 7.108.  Heron made some written observations to us on the possible remedies which we had 
identified. Heron thought that no limits should be placed on further acquisition of retail outlets by the oil 
companies, since the latter were the only people likely to make the necessary investment in high-quality 
sites, to the consumer's advantage, at a time of high interest rates. 
 
 
 7.109.  Solus ties were necessary for the wholesalers to justify their investment programmes, but two 
or three years should be a sufficient period. 
 
 
 7.110.  In Heron's view, SPS kept prices down and should be encouraged, provided it was applied in 
a non-discriminatory way, so as not to favour the oil company's own retail licensed, tenanted or 
directly-operated outlets. 
 
 
 7.111.  Promotional gifts were popular with consumers and encouraged brand loyalty. A cash 
alternative was likely to create a false price ceiling. 
 
 
 7.112.  Finally, Heron thought that restrictive covenants limiting the availability of sites should not 
be allowed, since these reduced the number of retail outlets and therefore limited consumer choice. 
 
 
 
Norfolk House Group plc 
 
 7.113.  In oral evidence to us, Norfolk House said that it was a rapidly-growing company with 
interests in petrol retailing, property dealing and development and fast food outlets. Its strategy since 
1983 had been to develop large petrol retail stations and then sell them on to the oil companies (always 
keeping a proportion as an asset base), and in some cases leasing those sold back. Norfolk House did not 
think that the major oil companies had the skills required to enable them to identify an adequate number 
of suitable new retail sites of the right size and potential; this was the function of a developer. 
 
 
 7.114.  Norfolk House said that when it had been running a site successfully for, typically, one year 
and wanted to sell it off, the oil company which had been supplying that site would find itself bidding 
against perhaps three or four other oil companies, but because of the commitment it had made to that 
site, the oil company supplier would usually be prepared to outbid the others to retain it. Norfolk House 
said that it secured two-year agreements with the oil companies and these short-term agreements were 
the key to its success. It found the oil companies very reasonable to do business with. 
 
 
 7.115.  Commenting on possible remedies which the MMC might recommend, Norfolk House 
said that, so far as restrictions on ownership of sites were concerned, there was no case for artificial 
constraints on market share growth; the smaller refiners were already gaining market share on the larger. 
Moreover independent retailers were also increasing their market share. These inroads into the existing 
position of Esso, Shell and BP would be likely to continue. Any restrictions on further ownership of 
sites could have unforeseen adverse consequences. 
 
 
 7.116.  Norfolk House said that it would support a reduction of the solus tie from five to three years. 
The current five years created a vacuum during the middle of the period, allowing the supplying 
company to be less efficient and less competitive. Loans to independent, smaller dealers were valuable 
in allowing them to offer facilities to customers especially in rural areas and should not be outlawed. 
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 7.117.  On SPS Norfolk House said that it should remain, as it enabled other retailers to compete 
against hypermarkets. In any case, if the solus tie period were reduced, that would make the supplying 
oil company more aware of its vulnerability to losing that agreement and hence of its need to use SPS 
fairly. 
 
 7.118.  Norfolk House supported the proposal that non-price promotions should provide for a cash 
alternative at point of sale, provided that this was arranged so as to eliminate the possibility of 
defalcation. 
 
 7.119.  As to restrictive covenants, Norfolk House thought that the existing law on their 
enforceability was adequate and it would be undesirable to impose a ban on them. 
 
 
Oakstead Holdings Ltd 
 
 7.120.  In oral evidence to us, Oakstead said that it currently operated over 100 outlets. About 
three-quarters had been acquired from the oil companies, or from dealers who had decided to dispose of 
their assets, and the remainder had been built on greenfield sites. 
 
 7.121.  Oakstead said that petrol retailing was, and always had been, competitive, and it wished to 
stress the important balancing role played by the independent retailer, vis-à-vis the oil companies. The 
independent retailer was genuinely entrepreneurial and maintained the competitive market by 
preventing monopolistic pricing. Since the MMC's 1979 inquiry, the market had become more 
competitive and more sophisticated and the quality of outlets had risen substantially. 
 
 7.122.  Oakstead said that it obtained petrol from ten suppliers, mainly mini-majors, because they 
tended to be more flexible in their terms, including those relating to price support. Oakstead said that it 
had no difficulty in obtaining competitive quotations for each new outlet acquired or for an existing 
outlet on expiry of a current agreement. It would not risk having just one supplier, even if the terms 
were more competitive. It saw no difficulty in obtaining supplies from the Rotterdam market, should it 
consider it expedient to do so. 
 
 7.123.  Oakstead said that it was not deterred from cutting the price of petrol at its outlets by the 
knowledge that its competitors could obtain price support. The availability of that price support varied 
week by week and it was not automatically given, so it did not deter Oakstead from pricing 
aggressively. 
 
 7.124.  Commenting on certain of the possible remedies which the MMC had put to the wholesalers 
for comment, Oakstead said that, because the market was highly competitive, no restrictions should be 
placed on company ownership of retail sites. Freedom from restriction would encourage the majors to 
continue to improve standards, the mini-majors to expand their networks and the independent retailers 
to grow and compete even more successfully. In effect, there was a self-imposed limit of 20 per cent of 
market share by the majors. If any restrictions were, nevertheless, to be applied, they should only limit 
any wholesaler to 20 per cent of the market by volume and to 10 per cent of the market by volume 
through company-owned sites. 
 
 7.125.  Oakstead saw no logical or commercial reason to reduce the solus tie below the current five 
years. It did, however, consider that the 12 months' notice clause prior to the ending of a five-year tie 
was undesirable: it should be replaced by one month's notice by either party. 
 
 7.126.  Oakstead said that SPS was the best mechanism yet devised to maintain a competitive 
market. It should not be abandoned. Nor would any modification of the system, in the ways proposed, 
be practical or desirable. In particular, it would be discriminatory and unfair to allow SPS to be given to 
wholesaler-owned outlets but not to independents. 
 
 7.127.  As to proposed limitations on promotions and advertising, Oakstead said that any requirement 
for a cash alternative to be offered would substantially decrease the number of outlets where promotions 
were available, because the proposal would be costly and burdensome to administer. At present, 
customers had the choice not to use a filling station offering promotions, and that choice should remain. 
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 7.128.  As to relaxation of the restrictions limiting availability of sites, Oakstead said that, while in 
principle it agreed with this proposal, it saw difficulties in implementing it in practice, without resort to 
some sort of arbitration. 
 
 
 7.129.  Oakstead urged the MMC to consider the effects of rapid progress being made by hyper-
markets (which in France had a 40 per cent share by volume). Oakstead questioned whether any 
hypermarket group was making a profit currently from the sale of petrol if the true capital value of each 
outlet were taken into account and if all other administrative costs incurred were properly apportioned. 
There could come a time when hypermarkets controlled a substantial proportion of the market and then 
began to increase prices. 
 
 
 7.130.  Finally, Oakstead said that, if the MMC were to apply safeguards to the industry, these 
should be kept simple and easily administered. Minor conflicts within the industry should be left to the 
participants to resolve between themselves. 
 
 
 
P D H Garages Ltd (PDH) 
 
 7.131.  PDH said, in oral evidence to us, that it operated a number of garages as licensee or dealer in 
the Brighton area, selling cars as well as petrol. PDH said that the major oil companies determined the 
price structure, not market forces. By careful purchasing of existing dealer outlets, they were able to 
expand their influence in specific areas. The monopoly therefore worked against the public interest now, 
and had the potential to do so more severely in the future. 
 
 
 7.132.  PDH, however, said that the majors had undoubtedly raised the standard of retail sites and 
facilities and it was right that they should retain existing sites, purchase new sites and obtain a fair 
return on their investment. At the same time, since the MMC's last report, the licence structures and 
price support systems had become much more sophisticated; but whereas they had become fairer to 
licensee and retailer, they had become more disadvantageous to the consumer, by keeping prices up. 
 
 
 7.133.  PDH suggested a number of ways in which the present system might be modified so that it 
operated more in the consumer's interests. First, it was necessary to give the licensee greater security of 
tenure and to limit the extent to which oil companies could directly operate their own sites. 
Directly-operated sites tended to lead the price up, never down; it was therefore important for the 
licensee to have the security against which to risk being more price competitive. 
 
 
 7.134.  Secondly, a different pricing structure was needed. The licensee should be given the same 
buying price as the dealer (excluding rebates), offset by a suitable fixed licence fee and no fixed 
allowances except those such as credit card allowances as given to dealers. This could be incorporated 
in undertakings to the OFT. 
 
 
 7.135.  Thirdly, because as a matter of practical policy the three biggest majors took acccount only of 
the competition from each others' wholesaler-owned sites (notwithstanding their denying this), and 
therefore supported only against those sites, an undertaking was required to the effect that, where the oil 
companies were giving price support over a wide area price support to the same level would be given to 
any within the area where two out of the  nearest ten competitor sites were receiving SPS from their 
suppliers. The five majors would not, however, be obliged to give support against a price reduction 
initiated by the competitive licensee or dealer himself. 
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 7.136.  PDH said that, with these changes to licensee tenure, the number of directly-operated sites, 
the licensee pricing structure and `price support comparability', the deleterious effects to the consumer 
could be reversed without upsetting the advantages of the present system. By the same token, nothing in 
the suggestions should damage the oil companies if, as they maintained, the market was already freely 
competitive. 
 
 
Telegraph Service Stations Ltd 
 
 7.137.  In the early stages of our inquiry, we received written and oral evidence from Telegraph, a 
company operating 43 service stations, of which 37 were freehold and six were leased from non-oil 
company landlords. In the course of our inquiry the whole of the company's share capital was sold to 
Gulf but the stations continue to be run as an entity by the former Telegraph management. The evidence 
summarised below was given while Telegraph was an independent company. 
 
 7.138.  Telegraph said that it did not operate any oil company-leased or -licensed sites and was 
therefore free to take product from whatever source it chose. It signed no agreements for a longer period 
than 12 months. Packages of sites were put together in blocks representing about 5 million gallons of 
sales per annum and were offered to a number of oil companies; the best offer was then accepted. 
Contracts were timed to come up for renewal each quarter, so that each oil company knew when 
business opportunities would present themselves. Telegraph would not rely on a single supplier, 
however good the terms, so different suppliers were chosen for each package if possible. All supplies 
were from United Kingdom wholesalers, which offered greater security than the Rotterdam market. 
Telegraph's principal competitors were the hypermarkets. 
 
 7.139.  Telegraph said that the five majors were now less competitive with the mini-majors than they 
had been about seven or eight years ago. They had invested heavily in high-facility sites and felt that 
they could demand a premium; they did not consider smaller sites as genuine competitors whose price 
they had to match. Such sites typically ran cut-price, poor-facility operations, realising very low 
margins. If a small retailer improved his site, however, to a standard comparable with the majors, they 
would then tend to match his price or narrow the gap to 1p or 2p. 
 
 7.140.  Telegraph said that it had not found that purchasing supplies direct from Rotterdam was 
worthwhile; there was transport, handling and storage to be arranged and the quality of the petrol might 
be unsatisfactorya competitior's recent shipment had been contaminated with sea water. There might, 
however, come a point when the amounts required made it cost-effective to import supplies rather than 
purchase from a United Kingdom refiner. 
 
 7.141.  Commenting on the future development of other petrol retailers, Telegraph said that it 
thought hypermarkets would substantially increase their market share in the near future, as would 
retailers such as Heron, Norfolk House, Frost and Oakstead. All were specialist petrol retailers. They 
retailed major oil company brands and all enjoyed similar price support arrangements. 
 
 7.142.  Telegraph said that it was aware of no anti-competitive practices by the oil companies. The 
market was fiercely competitive. If retailers did not obtain the best deal from an oil company it was 
because they were not sufficiently clear or knowledgeable about the terms they required, which could be 
tailored to meet the oil company's needs. As to availability of new sites, there were many available but 
prime sites were scarce and expensive. 
 
 7.143.  As to measures to improve competitiveness, Telegraph thought that the Government should 
require prices to be posted both in litres and gallons, not litres only, as the majors would exploit this to 
conceal price increases. There was no need to put a limit on further wholesaler-owned sites, which did 
not reduce competition. Possibly the position of the tenant and licensee could be improved. 
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Tesco plc (Tesco) 
 
 7.144.  Tesco said, in oral evidence to us, that it was in petrol retailing both to make a profit and to 
promote the other parts of its business, which adjacent petrol sales enhanced. It aimed to price 3p below 
the average price of around 20 non-hypermarket outlets in a given vicinity. At present, Tesco did not 
consider that its 2.5 per cent market share gave it enough influence with its suppliers to secure a better 
deal than it was currently receiving. 
 
 7.145.  Tesco felt that there were a number of constraints on its future development of petrol stations 
at every new superstore outlet. One of these was the difficulty in obtaining planning permission. 
Another problem was future security of supply. Tesco said that it felt vulnerable in this respect, 
particularly after 1994, when it believed that there would be a shortfall of refining capacity in Europe. 
 
 
Platt's Energy Services Ltd 
 
 7.146.  Platt's told us that it claimed to be the world's leading oil news business. It was now a part of 
the United States publishing company McGraw Hill Inc, but had been started in 1923 by an American 
journalist, Warren Platt, as an information service for subscribers operating in the oil market. It reported 
500 to 600 prices per day and covered the market comprehensively world-wide. A major part of the 
service was to cover the spot oil markets. Platt's did not encourage or promote the use of these 
assessments for any specific purpose, but it knew that the oil companies used them in their transfer 
pricing, and for other commercial purposes. 
 
 7.147.  Platt's said that it sent out a daily telex, Platt's European Marketscan. It published prices of 
gasoline at the different grades. To assess a price, Platt's talked to traders, brokers, the oil companies 
and, whatever the volume of trading, even if there were none, a price was arrived at for each grade of 
product which (where possible) reflected the average price over that day. If there were no deals in a 
particular grade of product reported on the day, a price would be derived from information supplied by 
potential buyers and sellers in the market, informed by the judgment and experience of Platt's 
journalists. Platt's did not think that the major oil companies could manipulate the marketit would be 
very difficult for them to do so and would damage their credibility. Platt's said that it did not keep 
records of the volume of business done and had no way of knowing what proportion of the total market 
was represented by the deals on which its prices for gasoline were based. Nor could Platt's give any 
reliable estimate of the proportion of the total market represented by deals reported by the major 
companies. On each product, Platt's had about 60 contacts, but it would by no means call all of these 
every day. 
 
 
Petroleum Argus 
 
 7.148.  We took oral evidence from Petroleum Argus, on the working of its price-reporting service. 
 
 7.149.  Petroleum Argus took the prices the highest buyer and the lowest seller were prepared to 
offer for a specific type of oil or petroleum product at 18.30 London time each day. Other reporting 
services adopted a transactions basis, which had the disadvantage that a decision had to be made as to 
where to put the final price when prices had been fluctuating during the course of the day. Petroleum 
Argus would telephone refiners, traders and brokers from the middle of the afternoon onwards, and it 
would usually succeed in contacting around a dozen as a basis for establishing the gasoline price. 
Petroleum Argus would quote a price on a specific volume1,000 tonnesof a specific type of oil. 
 
 7.150.  The Rotterdam market was most representative of the gasoline market price because it was 
the most liquid market, and it was possible to obtain a price assessment from a sufficiently broad section 
of market participants, providing a very reliable consensus. There was no evidence to suggest that the 
multinational oil companies co-ordinated their activities to influence the price in that market. 
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 7.151.  Small United Kingdom independent wholesalers did not import from Rotterdam, but used 
Rotterdam mainly as a price marker. Importing product from Rotterdam involved a good deal of time 
and effort and the United Kingdom majors could themselves give good credit terms and price deals, so 
the incentive to import was not there. 
 
 7.152.  There was no close correlation between movements in the prices of crude oil and petrol, 
although ultimately the two would have some relationship to each other. There had been a sharp rise in 
the gasoline price around March 1989; the main reason for that had been that a number of refineries had 
been undergoing regular maintenance programmes at that time and were not producing gasoline. There 
was also an upsurge in demand at this time, as amounts being produced fell, leading to less surplus 
product. 
 
 
Vitol Energy Ltd (Vitol) 
 
 7.153.  Vitol is an independent oil trader operating in the Rotterdam market. It said that it bought in 
products from refineries that had an excess of one component or product, regraded that material by 
blending it and then sold it on to resellerstypically smaller trading companies operating locally in that 
market. The component products were bought in from diverse sources such as South America or the Far 
East; Vitol arranged for shipping, tankage and testing of the material and directed the ultimate blending 
of the components. There were several other large gasoline blenders in Rotterdam besides Vitol. The 
blended material went to all parts of the world. So far as spot market business was concerned, a good 
deal went from Rotterdam to the United States and Canadaabout 60,000 tonnes per month on average 
over the past four years. 
 
 7.154.  Esso, Mobil, BP, Texaco, Total and Amoco had bought from Vitol on an irregular basis, 
whenever they needed product. There was probably more trade on the Rotterdam market between a 
major oil company and an independent trader such as Vitol than between the majors. The majors 
preferred a stable market and did not attempt to exercise any influence over it. 
 
 7.155.  The Rotterdam market was a true supply and demand market. Because there was no 
Rotterdam futures market, the element of volatility and speculation was absent; Rotterdam was also less 
susceptible to outside influences, which made it easier for Vitol to assess its own position. 
 
 7.156.  Vitol regarded Platt's published prices as a fair representation of where prices should be, 
based on the previous day's deals. Vitol usually informed Platt's of its daily range of prices but not 
always; nor did it always reveal all the deals it had donearound 10 per cent of Vitol's customers did not 
wish their identity, or the existence of the deal, to be revealed. It was very important that Platt's should 
have accurate figures and information, because longer-term contracts were based on it. Platt's was 
accepted internationally because it was the oldest-established journal, but other reports accurately 
reflected prices. Vitol's contracts specified Platt's prices which was common in the industry. 
 
 7.157.  The oil majors were Vitol's best customers and best clients. Vitol sold a proportion of its 
gasoline stocks to independent United Kingdom wholesalers, which sold to independent retailers in the 
United Kingdom. But the disincentive to importing directly from Rotterdam was fear of currency 
fluctuations; the independent did not really wish to be a currency trader. Vitol said that it would have no 
difficulty in increasing trade with independent wholesalers, if demand rose, up to a maximum limit, at 
present, of about 120,000 tonnes a month. 
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