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Retail Policiesin the
Global Gasoline M ar ket

Sabina Riboldazzi

Abstract
The global motor fuel market is dominated by theamnpanies (NOC — National
Oil Companies and I0C — International Oil Compahi@gich control the raw
material and manage stable alliances designed toitorothe various stages of the
fuel supply chain. Where distribution is concerrted, large oil companies are being
threatened by the expansion of large retailers Whparticularly in certain European
countries, now occupy important positions.
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1. Motor Fuel Industry and Competition in Global M arkets

The motor fuel market (petrol, diesel and LP@) one aspect of the vast oil
products market, an area of activity populated loyp@ companies that compete
in conditions of scarcity of supply

On scarcity supply markets demand is a long wamfsaturation point, with a
supply system structured to maximise market densrd to regulate available
supply. As a result, we have unsatisfied overathaled with a high propensity to
purchase on one hand, and a heterogeneous, catednsupply system on the
other, in which both the large oil companies (IO@ternational oil companies
and NOC - national oil companies) and a small nunabeninor companies, in
terms of their output and results (for example mley refineries, niche refineries
and independent distributors) operate successfully.

The large oil companies control the competitiontesysby regulating the raw
material (by rights of ownership in the territonylny extraction concessions), and
by fixing the quantity of crude oil to be refineddaput on the consumer market.

Oil companies also market a small number of altaregroducts, which are
homogeneous within each category (petrol, dieselz), not easily replaced by
other products, so that there is a low price aldgt{demand is characterised by
stable and repetitive buying behaviour).
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Competition is therefore focused on acquiring axdesthe resources and on
achieving efficiency in the extraction, transpaotatrefining and distribution stages.

2. Oil Companies, Scar city of Supply and Global M arkets

Figure 1: World’s Largest Oil Companies — 2009
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Figure 1 lists the world’s largest oil companiesrbgerves and oil production.
The supermajofs (the most efficient companies with the highestelewf
capitalisation) compete with national oil comparfiesn different oil producing
countries with large reserves of oil and gas; tte@nntharacteristics shared by
most of the large oil companies are:

- large size and global economies of scale. Mergedsatquisitions (for
example, BP acquired Lear Petroleum, Britoil andnBah Oil; Getty Oil
was bought out by Texaco; Chevron purchased GUIf I@ive always
been an important part of the growth of the malrcompanies. The goals
behind these strategies are basically growth agidlzal presence, access
to reserves, and the exploitation of scale and escegpnomies at the
refining, transportation and distribution stagesdéefend and consolidate
the competitive positions achieved,;

- the creation of value for shareholders. Compangtesies envisage
rigorous financial analysis of returns on capitad ghey are often dictated
by the prime objective of creating value for shatdbrs;

- search for oil reserves. Exploration is the goait tiraws together the
main companies in the field; for example, mosthe production of the
Western Majors comes from oil deposits in North Aicgeand the North
Sea, which are diminishing. What is more, even OP&@ non OPEC
countries are becoming less accessible to theoopanies themselves; as
a result the companies are looking for other sauodesupply, in the deep
waters of Brazil, Russia, the Caspian Sea and eftfrica;
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- vertical integration. Many large oil companies exteheir activities along
the various stages of the fuel supply chain, ua#ieny not only the
extraction but also the refining, logistics/storaged distribution of the
finished products;

- competitive strategic alliances. Some large oil panies have forged
stable relations with each other (regarding thderbht activities that
make up the supply chain) in order to control paihun agreements.

o Saudi Aramco, the world’s leading oil company émnts of
reserves, has expanded its upstream and downstasdivities,
entering into numerous competitive strategic albes. Upstream,
the company has developed partnerships with Roya€tD Shell
(South Rub’Alkhali Company), Lukoil (Luksar Energ$inopec
(Sino Saudi Gas), Eni and Repsol (EniRepSa Gadhdmefining
sector, the oil company has started two joint vesguone with
ExxonMobil and the other with Shell, to develop wed@ineries
(Saudi Aramco Mobil Refinery Company Ltd and Saidimco
Shell Refinery Company) located respectively inbYaand Jubail.
The company is also developing projects to expasdefining
capability by establishing partnerships with ExxatM and
Sinopec (for the plant located in Fujian), with 8-@br the plant in
Seosan), with ConocoPhillips (for the plant thatl veie built in
Yanbu), with Total (for the plant planned in Jubasind with
Sinopec (for the plant that will be developed irir@daoy.

3. Motor Fuel Supply Chain: Refinery and L ogistics/Stor age

The main stages of the motor fuel supply chain egfning, logistics/storage,
retail (see Figure 2).

Figure 2: Motor Fuel Supply Chain
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After it has been extract®@see Figure 3), the crude is taken to a refirgagre
are a large number of refineries all over the wowtlich together have a total
daily output capacity of 90,662 thousand barrelsti@ Petroleum 2010).

Figure 3: World Oil Production (Thousand Barrels Daily) -G
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There are 103 refineries in Europe (see Figurewjch have a refinement
capacity of 24,920 thousand barrels a day (Bristroleum 2010).

Figure 4: European Refineries by Area — 2009

AREA REFINERIES
North West Europe 49
Mediterranean 37
Eastern Eurog 17
TOTAL 103

Source:POYRY Energy Consulting

The European plants with the highest output capas# located in the West
Europe and most of them are controlled by the vi®iiakge oil companies (in
Eastern Europe and in Mediterranean countriespmatioil companies dominate;
ENI and Repsol are the largest players) (see Figure
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Figure 5: Refinery Players in Europe by Refinery Capacitip/@dy — 2009
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Although they dominate the refinement market, irge oil companies are not
the only players in the worldwide petroleum indysin fact, there are several
important players at the second level of the mbtel supply chain in addition to
the large vertically integrated companies:

- National oil companies. These are companies tha¢ waginally State-
owned and operated primarily on their domestic miakSome have been
transformed into State-owned listed companies, ésample PKN
(Poland) and MOL (Hungary);

- Pure-play refineries. Companies that refine cruti®ooother operators in
the supply chain, which are often linked by cortréc wholesale
operators (for example, Ineos and Petroplus);

- Niche Refineries. Companies specialising in cerstages of the refining
process (for example, Nynas in Sweden).

In global terms, the static nature of competitiortloe markets makes it feasible
to build refineries that are very costly in termé size’® and investment,
designed to achieve high levels of output, genagaprogressive economies (of
scale, scope and experience).

Plant localisation is also characterized by lonmgntstability and proximity of
infrastructure to access the raw material (in otdeguarantee the continuity of
the production proce&s and to ship the refined prodiitt

Control of the competitive system (the main comparthat possess the raw
material also own or control refineries, and teadfdrge stable alliances with
each other) allows the companies to concentratmaximising the performance
of the production processes, guaranteeing the éssiaconomics by determining
the quantity of demand to be met, thus maintaittegscarcity of supply.

The refining market has changed in recent yégysarticularly in Europe).
However, although a number of companies have beguationalise their plants,
modifying their range of action, the overall refigi capacity has remained very
much the sanfd (some examples: ENI has expanded its operatidtoitugal by
acquiring a third of Galp; Total SA has developé&sl activities in Spain by
increasing its share in Cespa; Ineos and Petropdug entered the French,
German and British markets; PKN now operates ifuania and the Czech

Edited by: Universita degli Studi di Milano - Bicm



© SYMPHONYA Emerging Issues in Management, n. 1,20
www.unimib.it/symphonya

Republic; MOL has developed its activities in tHevak Republic; Lukoil has
entered the Italian and German markets).

When it has been refined the oil is transferretthéodistribution structures. The first
stage of this transport is the transfer of thesfireim the refineries or coastal depots to
internal depots; the secondary stage is to tratfegproducts from the internal depots
to the service stations located all over the @it The refined products are
transported mainly by ship and by oil pipelfhgipelines exceed a total length of 1.2
million kilometres around the world), but also @rdpes, tank cars and road tankers.

Around the world, most of the storage and distidyuinfrastructure belongs to
the large oil companies. However, this stage algolves companies operating in
other sectors with their own logistic infrastrueyfor example, Enel, Snam and
Trenitalia in Italy), logistic operators that woviith the oil companies on the
basis of rental, transit and deposit contracts,fanadly independent retailers with
the infrastructure to supply their own points desa

Logistics and storage play a key role in the mdéset supply chain; in under-
supplied markets, all the output produced by themamnies is absorbed by the
market (Brondoni 2009a). As well as making up fa tack of synchronisation in
the supply chain, the depots are a competitive dppity because they permit the
programmed release of the end product to sustaimadeé and to control local
profitability with selling prices.

Any decisions that regard logistics/storage areefioee designed to foster the
competitive development of production activitiesprder to guarantee control of
the market, and to maintain overall scarcity ofpgyp

Agreements between production companies to mooittput and the quantities to
release on the market therefore help to estalbiesksdlling price on the world’s major
marketplaces and guarantee significant operatsutseor the production system.

4. Motor Fuel Retail Policies

The motor fuel retail sector includes all the dlgttors whose primary activity
is to sell petrol, diesel fuel and LPG. These tetai operate with different
formats and organisational models and in 2009 (wdatmonitor.com) they
generated global revenues of $ 1,202.1 billionr(pedales accounted for 57% of
the total, those of vehicle diesel fuel for 40% amds for 2%). Figure 6 shows
that Europe is the continent with the largest reesn(48% of the total), followed
by Asia-Pacific countries and America.

Figure 6: Motor Fuel Revenues by Area — 2009
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In Europe, a total of 113,108 service stations (RY¥YEnergy Consulting,
2009) reveal an intensive distributfdmvith a suitable number of retail structures,
mostly controlled by the world’s large oil compahisee Figure 7).

The main players in the fuel distribution markes aften subject to the direct
control that producers exercise on the distributtbiannels and they therefore
play a passive role, configuring local retail maskelanned with global
production, marketing and logistic logics (Brond@0i05a).

The functions performed by distributors can themefbe described simply as
one of proximity, contact (Artle and Berglund 19%8\ service, because most of
the other distribution functioi are controlled and planned by the large
production companies.

The passive role of the distributors is underlitgdthe fact that they cannot
even differentiate supply by introducing assortm@ktlerson 1958¥, because
the marketable alternatives are limited and judded a clientele with
homogeneous consumption habits.

Figure 7 shows that the distribution of motor fuallves not only the world’s
large oil companies, but also, to varying degredespénding on the different
countries), other actors such as national oil congsa independent distributors
and retail chains.

Figure 7: Largest Players in the Motor Fuel Retail Marke2609

MARKET MARKET
COUNTRY SHARE OF | SHARE OF 3 NAMES OF THREE
LARGEST LARGEST LARGEST PLAYERS
PLAYER PLAYERS
AUSTRIA 22% 58% OMV, BP, SHELL
BELGIUM 18% 44% TOTAL SA, Q8, ESSO
DENMARK 23% 61% STATOIL, SHELL, OK
FINLAND 35% 73% NESTE OIL, TEBOIL, ABC
TOTAL SA, INTERMARCHE,
FRANCE 32% 56% CARREFOUF
GERMANY 23% 56% ARAL, SHELL, CONOCOPHILLIPS
IRELAND 17% 48% TEXACO, ESSO, TOPAS/STATO
ITALY 27% 55% AGIP, ESSO, API
LUXEMBOURG 19% 54% SHELL, TOTAL SA, ARAL
NETHERLANDS 20% 44% SHELL, TEXACO, TOTAL SA
PORTUGAL 37% 66% GALP, REPSOL, BP
SPAIN 40% 69% REPSOL, CESPA, BP
SWEDEN 41% 81% OKQ8, STATOILHYDRO, PREEM
UK 16% 41% BP, TESCO, SHELL

Source:Experian Catalyst, Energie Informationsdienst, RY¥YEnergy Consulting
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o There are a number of unspecialised retail chansong the
first three fuel distribution companies (by sales) several
European countries: Carrefour and Intermarché inakce, and
Tesco in the United Kingdom. ABC, the third fustrbutor on the
Finnish market, is a chain of service stations thatongs to the
SOK group (the second retail chain in Finland, wstiles of Euro
8.9 billion).

The ownership of service stations can therefore bbeken down into
(Borenstein and Bushnell 2005):

- oil companies. Service stations owned by the aiganies and managed
by employees of the companies themselves;

- oil companies managed by third parties. The oil ganes own the
service stations but entrust the management td tharties (with various
types of contracts);

- Independent operators. Service stations that areedvand managed by
independent entities (individual stations, smaliinok that specialise in
selling fuels and retail companies) which usuallyghase from the oil
companies or the wholesale mafRet

Service stations operate in the territory with ctinees that are similar in terms

of size, assortment policy and layout, regardlésshm owns or runs the stations.
We can identify the following distribution forméts

- filling stations. Small units, with a low averagevél of sales, selling
petrol, diesel fuel, lubricants and car accessohiesome cases the station
will have night-time and holiday self-service pumasd will be located in
a facility that includes other services, such aalsmaintenance jobs or an
automatic car wash;

- medium sized service stations. Stations locatedgahoain roads that offer
a comprehensive range of fuels, with a high aversyel of sales,
supplying technical service, a car wash, and sgifise pumps;

- large service stations. Stations with an assortmpehty and supply of
service similar to the previous type, but which hreated close to the
motorway network or in areas of heavy traffic; thagrvice stations also
offer non-oil activities.

In recent years, the motor fuel distribution systeas undergone some changes,

such as:

- the consolidation and rationalisation of the fueltwork. In order to
achieve more effective/efficient development, mérge oil companies
have forged competitive alliances (for exampletlon Italian market, the
joint venture between Total and Bfgon the Chinese market, the Total-
Sinochem joint venturé® on the Ukrainian market the joint venture
between Shell and the OJSC Alliance Gr8umnd they have closed
numerous service stations (see Figure 8), partigyutae smaller ones,
supporting the growth of medium/large structureih wositive effects in
terms of costs and profitability;
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Figure 8: Number of Fuel Retail Sites in Selected Europeaun@ies — 2009
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- expansion of non-oil activities. In order to maxgmiithe profitability of
the points of sale, oil companies are developirartranges of non-oil
products (selling food and non-food products, amuplying various types
of services).

In Europe, sales of non-oil products at servicdi®sia (see Figure 9)
account for about 30% of the stations’ revenues.

Figure 9: Non-Oil Revenues over Total Revenues — 2009
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Sales of products other than fuel enable distrdputperators to ‘create
traffic’ and, consequently, to increase the ovesrales of the service
station. Non-oil products may be sold at pointssafe under the oil
company’s brand name (examples include AgipCaftheritalian market;
Bonjour (Total) in France, the United Kingdom, Gany, Portugal and
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Luxembourg), or through competitive alliances wi#tail operators or
specialist catering companies (for example, the SBfway and
Q8/Budgens alliances in the UK, and the allianceveen Repsol and El
Corte Inglés in Spain);

- increased market share of independent operatots,laage retailers in
particular. The number of petrol stations ownedérge retail companies
has grown in several countries in recent yearsKspee 10).

Figure 10: Ownership of Fuel Retail Sites in Selected Eurnfgauntries — 2009
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In order to grow, non-specialist large retail clsaare constantly on the
lookout for innovative intersections between supplgcuums and
unsatisfied demand needs (Brondoni 2002); the ootis search for new
and original frontiers of value (Riboldazzi 200S)imulated by market-
driven management (Brondoni 2008b), has inducegelagtail companies
to consider new activities, including the sale afton fuels.

In the United States, fuel sales through retaiirhaow account for 16%
of the total volume, and seven brands (Wal-Marin'SaClub, Costco,
Kroger, Mejer, Albertsons and Safeway) account7é%o of the overall
sales of large retail chains (Energy Analyst Ini¢ional 2003).

In Europe, the countries with the highest numberetdil operators in the
fuel business are France and the United Kingdomfthin brands selling
fuel are Carrefour, Intermarché, Tesco and Saig&jurin France, in
particular, the large non-specialist retail chgmschase their fuel almost
exclusively from subsidiaries of their own groug3affuel (Carrefour),
Distridyn (Casino, Cora), Pétroles et Dérivés (imi@rché), Petrovex
(Auchan), Siplec (Leclerc)], the only exceptionrgecertain independent
centres which, like most of the distribution orgations operating in
other countries, purchase from wholesalers or threftcom importers
(DGEMP — DIDEME 2003).

o Carrefour (the second largest retail chain in therld, by
sales, and the largest in Europe) is the third fdistributor on the
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French market. The Carrefour Group has 1204 sergiegions in
France: 206 are located close to Carrefour supeesso 794 close
to Champion and Market supermarkets, 108 closeetghtoouring

supermarkets (8 a Huit and Shopi) and 24 on thenéhe
motorways. In Italy there are 26 Carrefour petré&tsons (under
the Carrefour brand or in co-branding with the ebmpanies): 10
are in Piedmont, 7 in Lombardy, 3 in Tuscany, 2/eneto and 1
each in Valle d’Aosta, Friuli Venezia Giulia, Maland Sardinia.

Service stations in which large retail chains haweinterest generally
operate under the brand of the retail chain, butsame countries,
primarily those where fuel distribution through aiétchains is not

developed, the service stations operate under dherand of the retalil
group and the oil company (in Italia there are éise stations under the
brand of a large retail store, and 16 that displeey retailer’s sign while
the remainder are in co-branding with the produrctioompany)

(Federdistribuzione 2009).

5. Emerging I ssues

Scarcity economies (D>0) are characterized by moisir market
conditions, management economics focus on price pettion, global
agreements and sales managed on a local basisd@no2009a). In fact, in
economies where competition is less intense (dyami supply), offering
companies regulate supplies which are kept beltaV temand by controlling the
guantities that are produced and marketed.

The motor fuel market is a typical example of sitgreconomics; although
demand is far from saturation point, a concentraigaply system is in place in
which both the large oil companies and a small remdd minor companies, in
terms of output and results (for example pure-piineries, niche refineries and
independent distributors) operate successfully.

A small number of suppliers (national oil companiedOC and international
oil companies- 10C) therefore control the raw material and managable
alliances to control the different stages of thepdy chain.

In the distribution field, the dominance of the luh oil companies is threatened
by a growing number of large retailers that areeeng the motor fuel market,
increasing the local competitive relationships.

Bibliography

Alderson Wroe, Marketing Behaviour and Executivaiét. A functionalist Approach to Marketing
Theory, Homewood, Irvin, 1958.

Artle Roland, Berglund Sture, A note on ManufactsreChoice of Distribution Channel,
Management Sciengcéuly, 1959.

Edited by: Universita degli Studi di Milano - Bicm



© SYMPHONYA Emerging Issues in Management, n. 1,20
www.unimib.it/symphonya

Bacon Robert, Chadwick Margaret, Dargay Joyce, LDagid, Demand, Prices and the Refining
Industry, Oxford Institute for Energy Studies, Oxfp1990.

Balderston Frederick E., Communication Network mtefmediate MarketsMlanagement Science
January, 1958.

Berger Mark, Peteraf Margaret A., Competitor Idiécation and Competitor Analysis: A Broad-
Based Managerial Approacklanagerial and Decision Economijas. 23, 2002.

Best Roger J., Market-Based Management, Upper 8&lidér, NJ, Prentice Hall, 2004.

Borenstein Severin, Bushnell James, Retail Poliaies Competition in the Gasoline Industry, CSEM,
California, May, 2005.

British Petroleum, BP Statistical Review of Worldéfgy, June 2010.

Brondoni Silvio M., Global Markets and Market-Spd@emeptition,Symphonya. Emerging Issues in
Management (www.unimib.it/symphonya) 1, 2002.

Brondoni Silvio M., Global Networks and Competitiiynamics,Symphonya. Emerging Issues in
Management (www.unimib.it/symphonya) 1, 2005a.

Brondoni Silvio M., Ouverture de ‘Over-Supply andofGal Markets - 1’,Symphonya. Emerging
Issues in Management (www.unimib.it/symphonyal, 2005b.

Brondoni Silvio M., Market-Driven Management, Cortipge Space and Global Network,
Symphonya. Emerging Issues in Management (www liititsymphonya)n. 1, 2008a.

Brondoni Silvio M., Ouverture de ‘Market-Driven Magement and Global Markets - Symphonya.
Emerging Issues in Management (www.unimib.it/sympapn. 2, 2008b.

Brondoni Silvio M., Market-driven Management, Cortifpee Customer Value and Global Markets,
Symphonya. Emerging Issues in Management (www liititsymphonya)n. 1, 2009a.

Brondoni Silvio M., Ouverture de ‘Market-Driven Magement and Competitive Customer Value -
1’, Symphonya. Emerging Issues in Management (www liitiisymphonya)n. 1, 2009b.

Christopher Martin, Logistics and Supply Chain Mgement: Creating Value Adding Networks,
Financial Times-Prentice Hall, New York, 2005.

Corniani Margherita, Push and Pull Policy in Markegtven ManagementSymphonya. Emerging
Issues in Management (www.unimib.it/symphonyal, 2008.

Day George S., Managing Market Relationshipsyurnal of the Academy of Marketing Science
Springer, vol. 28, n. 1, 2000, pp.24-30.

Day George S., The Market-Driven Organization, Néwk Free Press, New York, 1999.

Dickson Peter R., Toward a General Theory of CoitipetRationality,Journal of Marketing 56,
January, 1992.

Dean Joel, Managerial Economics, Prentice-Hall, Newk, 1951.
DGEMP — DIDEME, Le Réseau National de la distribotde détail des carburants, Ao(t 2003.
Drucker Peter, The Practice of Management, New Yideeper & Row, 1954.

Energy Analysts International, U.S. Hypermart Hetrm Market Outlook: Emergence of the New
Competitive Arena, Colorado, 2003.

Energy Information Administration, Petroleum Supplgnthly, May, 2010.
Enos John L., Petroleum Progress and Profits, ThhéMss, Cambridge, Massachussetts, 1962.

Fisher Marshall L., What Is The Right Supply Ch&n Your Product?Harvard Business Review
March-April, 1997, pp. 105-116.

Edited by: Universita degli Studi di Milano - Bicm



© SYMPHONYA Emerging Issues in Management, n. 1,20
www.unimib.it/symphonya

Federdistribuzione, La distribuzione dei carburamttalia, October 2009.

Gharani Ali A., The Role of Opec Refineries in MagtEuropean Deman@pec ReviewAutumn,
1991.

Garbelli Maria E., Over Supply and Manufacturingchbzation, Symphonya. Emerging Issues in
Management (www.unimib.it/symphonya) 1, 2002.

Hastings Justine, Vertical Relationship and Contipetiin Retail Gasoline Markets: Empirical
Evidence from Contract Changes in Southern Calidgriamerican Economic Review. 94, 2004,
pp. 317-328.

Henderson Bruce D., The Anatomy of Competitibmyrnal of Marketing47, Spring, 1983.

Jaworski Bernard J., Kohli Ajay K., Market Orientat: Antecedents and Consequendesjrnal of
Marketing Vol. 57, n. 3, 1993, pp. 53-70.

Kobayashi Yoshikazu, Saudi Aramco’s Downstreamt&giias, IEE, Japan, 2007.

Lambert Douglas M., Cooper Martha C., Issues inpBughain Managementndustrial Marketing
ManagementChicago, 1976.

Lancioni Richard A., Groshof John F., Managingdréged Distribution Systems: The Challenge of 8@s,
in International Journal of Physical DistributiomdaMaterials Management, vol.11, n. 8, 1981, ppb4.3-

Lambin Jean-Jacques, Is Gasoline Advertising Jed#fJournal of Businessol. 43, October, 1972.

Mallen Bruce (ed.), The Marketing Channel. A Corntaap Viewpoint, John Wiley and Sons Inc.,
New York, 1967.

OECD, Competition Policy for Vertical Relations@asoline Retailing, 2008.

Ohmae Kenichi, Globalization, Regions and New EoconoUCLA, Centre for Globalization and
Policy Research, Working Paper n. 1, January, 2001.

Ohno Taiichi, Toyota Production System: Beyond kasgale Production, Productivity Press Inc,
New York, 1988.

Pdyry Energy Consulting, Survey of the Competithspects of Oil and Oil Product Markets in the
EU, December 2009.

Porter Michael E., Competitive Strategy, New Yorke Free Press, 1980.

Riboldazzi Sabina, Trade, Global Markets and CoitipetCustomer ValueSymphonya. Emerging
Issues in Management (www.unimib.it/symphonya?, 2005.

Ross David F., Competing Through Supply Chain Manzent. Creating Market-Winning Strategies
Through Supply Chain Partnerships, Kluwer, Bos&iQ0.

Shapiro Jeremy F., Modelling the Supply Chain, DuybPacific Grove, 2001.

Shepard Andrea, Contractual Form, Retail Price Asset Characterization in Gasoline Retailing
Rand Journal of Economicg4, 1990, 427-431.

Taylor Christopher P., Kreisle Nicholas, Zimmerniaul R., Vertical Relationships and Competition
in Retail Gasoline Markets: Comment, Bureau of Ewpics Federal Trade Commission,
Washington, September 2007.

Notes

! Petrol is a blend of hydrocarbons obtained byniefj crude oil and used mainly as a fuel in
internal combustion engines. Diesel fuel is thedpat of the primary distillation of crude oil; i§ i
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composed of various hydrocarbons (paraffins, napfitls, aromatics, etc.) and is used both as a fuel
for diesel engines and heating systems, and asvamaerial for the chemical industry. Liquefied
petroleum gas is composed by mixture or propand, ianobtained by ‘cracking’ crude oil; the
mixture is a blend of butane and propane and nsyls¢ used for industrial combustion as well as in
dual-fuel engines; propane is also used in hegtiagts.

2 Global managerial economics interacts with numemampetition spaces where the intensity of
competition varies, and market-driven managemesretbre refers to a complex system of different
environments, each with specific competitive caondié that may typically be broken down into
scarcity of supply, demand and supply in dynamiar@e, and oversupply. On markets where supply
is scarce overall demand tends to be unsatisfisxhuse manufacturing capacity is maintained below
total demand (Brondoni 2009a).

% Middle Eastern national oil companies (Saudi Aranidational Iranian Oil Company, Petroleos
de Venezuela, Kuwait Petroleum Corp, Iragi Oil);atéen Majors (Exxon-Mobil, BP, Shell, Chevron,
ConocoPhillips, Total, Eni); Russian Majors (GazproRosneft, Lukoil); Asia-Pacific Majors
(PetroChina, Sinopec).

“ In the past the petroleum industry was dominatethe Seven Sisters (the term was coined by
Enrico Mattei who founded the Italian energy compd&NI in 1953): Exxon, Mobil, Chevron,
Texaco and Gulf Oil (American), Royal Dutch ShelloGp and British Petroleum (European). In
2004 the Seven Sisters became four (ExxonMobil,aRBytch Shell Group, BP and Chevron) and
with ConocoPhillips and Total they created a legdjroup of six ‘supermajors’.

® OPEC Qrganisation of the Petroleum Exporting Countriés)a permanent inter-governmental
organisation that currently comprises twelve oddarcing and exporting countries (Algeria, Angola,
Ecuador, Iran, Iraqg, Kuwait, Libya, Nigeria, Qatéaudi Arabia, United Arab Emirates and
Venezuela). OPEC’s goals are set out in art. 2hef @rganisation’s Statuteviw.opec.ory to
coordinate and unify the petroleum policies of memtpuntries and to determine the best means for
safeguarding their interests, individually and edtively; to devise ways and means of ensuring the
stabilisation of prices in international oil marketvith a view to eliminating harmful and unnecegsa
fluctuations; to guarantee an efficient, economid aegular supply of petroleum to consuming
nations and a fair return on their capital to thiosesting in the petroleum industry.

¢ Upstreamrefers to oil exploration and production actiitielownstreamto the refining and
marketing of oil products.

" The Fujian plant was built in 2008-2009; the Segsiant was approved in 2010; the Yanbu and
Jubail plants are envisaged for 2011 and the Qmgétint was planned for 2012 (Kobayashi 2007).

8 A barrel of oil is made up as follows: petrol 308lesel fuel 28%, LPG/Naphtha 16%, aircraft
fuels 8%, fuel oils 8%, other 10%. (Unione Peteakif 2010).

® Million barrels of crude oil per day.

10 Refineries generally have the following infrasture: a processing plant where the crude oil is
separated into heavier fractions (some of whichuggraded) and lighter fractions; auxiliary plants,
i.e. structures that produce the energy necessarthé refining processes (fuel, electricity, steam
etc.), storage tanks, reception and distributidragtiructure, and mixing units.

2 0On a stable market, a company may adopt and sustaituction formulae that immobilise a
large part of company equity, and are very impdriaeconomic and financial terms (Garbelli 2002).

12 The main stages of the refining process are: aipar of the crude into various fractions;
improvement of the quality of some fractions; tfanmation of the heavier fractions into lighter
fractions (conversion); final preparation of fineshproducts by blending.

13 A coastal location allows oil tankers to berthd aimplifies both access to the raw material and
the shipment of refined material.
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14 The industry has excess global production capamity a plant rationalisation process is now
underway, particularly in Europe. Here, refinenesrk at an average 85% to 90% capacity, but in
spite of this, there has been considerable resistamany reduction in production capacity becaise
the high cost of shutting down a refinery. In theitedd States, on the other hand, there has already
been extensive downsizing: between 1985 and 198padity fell and the number of refineries
dropped from 315 to 165.

15In Europe, refining capacity decreased from 25 #@lsand barrels a day in 1999 to 24,920 in
2009. Globally, refining capacity has increase@ 2% from 2008 to 2009) (British Petroleum 2010).

16 Qil pipelines are usually used to transport craileand to a lesser extent to transport refined
products. The main pipelines are: in the UnitedteStathe Trans-Alaska pipeline connects the
Prudhoe Bay oil fields on the Pacific coast while Capline pipeline follows the East bank of the
Mississippi. The Plantation, Colonial and Explopgpelines transport refined products. In Eastern
Europe, crude oil pipelines connect the Urals imt€# and Eastern Europe to Novorossiysk on the
Black Sea and Primorsk on the Baltic. There is alseetwork that extends from Eastern Europe to
Russia and the pipeline of the Caspian Sea Oil @tiom, linking Kazakhstan to Novorossiysk via
Russia. The main oil pipelines for crude oil in \fdes Europe connect the North Sea ports with
Germany and Belgium, and the Mediterranean porth wentral Europe. Refined oil pipelines
include the Trapil system (in France), the Medé@rean-Rhone pipeline, the Spanish network and the
Rotterdam-Venlo-Ludwigshafen pipeline. The most amtgnt crude oil pipelines in the Middle East
are: the Tapline that connects Abqaig and Sidaa Shmed pipeline and the Abqaig-Yanbu pipeline
in Saudi Arabia.

17 Distribution intensity reflects the high number mdints of sale where a given product can be
purchased (degree of coverage of market). Witmsite distribution, the product can be purchased
from a large number of points of sale; the goatoiscover the market as well as possible. With
selective distribution, the number of points ofesahere a given product can be purchased is more
limited than with intensive distribution. With exdlive distribution, the product can only be
purchased from a very small number of points cf.sal

18 The following is a possible classification of thanctions that retail companies may perform: -
logistics: procurement, conservation, qualitativengtitative adaptation of consignments,
transportation; - assortment: combination of swuggplfrom different companies within the same
assortment; the role of the retailers is to creatortments that enable customers to purchaseea wid
variety of products in a single operation, thuphej to reduce the time and effort necessary t fin
the products they need; - contacts: any activity Himplifies access to large groups of customéis w
are physically distant from each other; - inforroati activities that make it possible to improve
understanding of the market’s needs and competitading conditions; - communications: activities
that regard the release of communications by thgpamy to the various publics addressed; - services:
activities that regard pre-sales, sales and aftlesssservices: economic-financial functions: the
activities covered by this function include the idigfon of prices and forms of financing with
reference to production and consumption; - productthis refers to all activities connected to the
production of private labelRiboldazzi 2005).

19 The Author is one of the first scholars to hawentified ‘matching of demand and supply’ among
the functions performed by intermediaries; theridhistion company reduces the technological gap
between supply and consumption, by combining tipplgs of several industrial corporations in itsnow
assortment.

20 The main players selling motor fuel to independssetrators are: in North West Europe, all the
major international oil companies, a large numifenational oil companies and a few independent
players such as traders, brokers and banks; iM#titerranean area, the two most important players
are ENI and Repsol, followed by two internationélcompanies and a few independents; in Eastern
Europe, PKN is the largest player, followed by amber of national oil companies and a few
independents. (POYRY Energy Consulting 2009).
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21 The commercial service can be defined as a culleabf attributes combined in different
proportions; the combination of the attributes thake up the marketing service produces the
distribution format (product of the distributionropanies).

22 Total and Erg have created TotalErg, a refining amarketing joint venture in Italy; Total Erg
thus becomes one of the major operators in Italthan distribution of petroleum products, with a
market share of approximately 13% and over 340daestations.

2 Total and Sinochem have received approval fronChieese authorities for the Total-Sinochem
joint venture, which will develop a network of 2@@rvice stations in Beijing, Tianjin, Hebei and
Liaoning.

24 Shell and the OJSC Alliance Group have signedgaaement to establish approximately 150
service stations in Ukraine.
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