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The objective of this research project is to assess the validity of economic models and methods
used by competition authorities during merger review. This is done by conducting an ex post
evaluation of a recent merger. Specifically, | focus on the mergers of major Japanese petroleum
companies that were approved by the Japan Fair Trade Commission (JFTC) in December 2016. In
its review, the JFTC defined the geographic scope of the gasoline market to be the entire country,
and noted that competition occurs horizontally at the refinery level between the major oil
companies. The JFTC determined that, except for the fact that competition from imports is lacking,
there is no reason to expect a lessening of competition in the gasoline market after the merger.
Based on this determination, the two mergers were approved conditional on certain import-
promoting measures.
My research is motivated by doubts about whether the economic model used by the JFTC for its
decision-making accurately captured the workings of the gasoline market. In particular, | noted that
competition between oil companies occurs not only country-wide at the refinery level but also
locally at the retail level. By ignoring the latter, the JFTC may not have been able to correctly
predict the effect of the mergers. To address this question, | am conducting an ex post evaluation
of the effect that one of the mergers had on gasoline prices, using data collected at the level of
individual gas stations. Specifically, | am comparing the change in price before and after the
merger between two types of regions: regions where inter-brand competition decreased after the
mergers, and regions where inter-brand competition remained unchanged. The hypothesis is that
prices increased by a larger amount in the former.
The current year was the first of a two-year program. During the year, | acquired gas station-level
data on retail gasoline prices for the month of March 2018. Combining this with data for March
2016, which was already in my possession, | calculated price changes before and after the merger
between JX and Tonen General which was consummated in April 2017. At the same time, |
collected and quantified gas station-level data on competitive conditions (existence of rival brands,
etc.). Preliminary regression results based on these data suggest that gasoline prices increased by




a greater amount between March 2016 and March 2018 in regions where JX and Tonen General
competed, relative to other regions. | am currently refining the econometric model and assessing
the robustness of the results. In addition to these tasks, during the next year | would like to acquire
data covering additional time periods to improve the quality of my analysis.
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Research Towards the Refinement of Merger Analysis
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The objective of this research project is to assess the validity of economic models and methods used by competition authorities
during merger review. This is done by conducting an ex post evaluation of a recent merger. Specifically, I focus on the mergers of
major Japanese petroleum companies that were approved by the Japan Fair Trade Commission (JFTC) in December 2016. In its
review, the JFTC defined the geographic scope of the gasoline market to be the entire country, and noted that competition occurs
horizontally at the refinery level between the major oil companies. The JFTC determined that, except for the fact that competition
from imports is lacking, there is no reason to expect a lessening of competition in the gasoline market after the merger. Based on this
determination, the two mergers were approved conditional on certain import—promoting measures.

My research is motivated by doubts about whether the economic model used by the JFTC for its decision—making accurately
captured the workings of the gasoline market. In particular, I noted that competition between oil companies occurs not only country—
wide at the refinery level but also locally at the retail level. By ignoring the latter, the JFTC may not have been able to correctly
predict the effect of the mergers. To address this question, I am conducting an ex post evaluation of the effect that one of the
mergers had on gasoline prices, using data collected at the level of individual gas stations. Specifically, I am comparing the change in
price before and after the merger between two types of regions: regions where inter—-brand competition decreased after the mergers,
and regions where inter—brand competition remained unchanged. The hypothesis is that prices increased by a larger amount in the
former.

The current year was the first of a two—year program. During the year, I acquired gas station—level data on retail gasoline prices for
the month of March 2018. Combining this with data for March 2016, which was already in my possession, I calculated price changes
before and after the merger between JX and Tonen General which was consummated in April 2017. At the same time, | collected and
quantified gas station—level data on competitive conditions (existence of rival brands, etc.). Preliminary regression results based on
these data suggest that gasoline prices increased by a greater amount between March 2016 and March 2018 in regions where JX and
Tonen General competed, relative to other regions. [ am currently refining the econometric model and assessing the robustness of the
results. In addition to these tasks, during the next year I would like to acquire data covering additional time periods to improve the
quality of my analysis.
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