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Abstract
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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 merger between major Japanese petroleum companies that was 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. Based on this definition
of the relevant market, the JFTC approved the merger 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 represented the gasoline market. In particular, | was concerned that,
by ignoring the competition between oil companies at the local retail level, the JFTC may not have
been able to correctly predict the effect of the mergers. To address this question, | am constructing
a theoretical model of the gasoline market and conducting an empirical analysis of the effect that
one of the mergers had on retail gasoline prices.

During the current year, | evaluated the effect of a refinery merger by constructing a model of the
gasoline market in which each gas station procures gasoline from a single refinery, and refineries
price discriminate among gas stations. | have been able to show that, under these conditions, the
effect of a refinery merger can vary substantially across local retail markets. To examine this result
empirically, | am conducting econometric analysis of the merger between JX and Tonen General
(which took place in April 2017), using data on retail gasoline prices which | obtained in 2018.
Preliminary regression results strongly 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, confirming the theoretical prediction. | am currently refining the theoretical model
as well as the econometric model, after which the results will be organized into an academic
article.
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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 merger between major Japanese petroleum companies
that was 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. Based on this definition of the relevant market, the JFTC approved the merger 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
represented the gasoline market. In particular, I was concerned that, by ignoring the competition between oil companies at the local
retail level, the JFTC may not have been able to correctly predict the effect of the mergers. To address this question, I am
constructing a theoretical model of the gasoline market and conducting an empirical analysis of the effect that one of the mergers
had on retail gasoline prices.

During the current year, I evaluated the effect of a refinery merger by constructing a model of the gasoline market in which each gas
station procures gasoline from a single refinery, and refineries price discriminate among gas stations. I have been able to show that,
under these conditions, the effect of a refinery merger can vary substantially across local retail markets. To examine this result
empirically, [ am conducting econometric analysis of the merger between JX and Tonen General (which took place in April 2017), using
data on retail gasoline prices which I obtained in 2018. Preliminary regression results strongly 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, confirming the theoretical prediction. I am currently refining the theoretical model as well as the econometric model, after
which the results will be organized into an academic article.
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