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ifiternational Scenario:

" In- Iy Structure:

J Hr t There are few b|g companies and many small and
__d|um Size companies in the world paint industry
dsultlng iIn low concentration, but the scenario is
'*f-ﬂ--*changmg due to mega mergers in the industry.

® Tyre: This is a highly concentrated sector. The top six
companies now control 73% of world tyre markets and
the top three companies - Bridgestone, Goodyear and

Michelin control 53%.




L AntilCompetitive Cases
v EPaInt:

1. Amm Dyes (1969) - European Commission fined 10 producers of
colouRngImatierafterfindingsthatithere-had been simultaneous;: price

1) CHECSE which were applied onidentical conditions within the common
I1l JI‘Jﬁ—' ~'-

qu;‘ Ission| fines five companies in sodium gluconate cartel (2002) -
herEuropean Commission fined Archer Daniels Midland Company Inc,,
AJ zo'Nobel N.V, Avebe B.A., Fu f)lsawa Pharmaceutical Company Ltd. and

oguette Fréres S.A. a total of € 37.13 million for fixing the price and

_ "._,. aring the market for sodium gluconate. The decision comes after a

a-ﬂ-thorough Investigation, which established that the five companies,

~=which together accounted for the quasi totality of the production world-
wide, operated a secret cartel from 1987 until 1995.

Commission approves proposed acquisition of Saurer by Oerlikon (2006)
- The European Commission has cleared under the EU Merger Regulation
the proposed acquisition by Oerlikon Corporation AG of the Swiss-based
company Saurer AG. The Commission concluded that the proposed
transaction would not significantly impede competition in the European
Economic Area (EEA) or any substantial part of it.




- Anti'Competitive Cases
jyrE

commission Clears Takeover: of Viborg| Tyre Distribution And Retreading
BusinessiBy Euromastern(Michelin)2003] - he European Commission
iasigranted regulatory approval to the acquisition of Denmark’s Vibor
tyresdistribution, and retreading business by Euromaster, a Frenc
sompany owned by tyre manufacturer Michelin. Since it does not give
[HSENL0) Serious competition concerns given the significant presence of
ptherlarge replacement tyre distributors and retreaders, as well as
naniliated retailers.

SeSESMICHELIN IT (2003) - In 2001 the Commission fined Michelin [It was

= ined before for abusing its dominant position in the Netherlands (European Court

== —ofi Justice; 1983)] for its abusive practice, with respect to its commercial

«  arrangement with tyre dealers over the period 1990-1998, but this time
with respect to the market for replacement truck tyres in France.

Commission fines 5 group of producers and traders of synthetic rubber €
519 million for price fixing cartel (2006) - The cartel Decision is based
on numerous documents, corporate statements and witness interviews
provided bg the leniency applicants, together with meetings notes
discovered by the Commission during the on-site inspection.




Summanys  of Anti-Competitive
Behaviour: . p—

SRSIHlEYA off anti-competitivel cases indicate that the
iGN CuOna EMSSHES M the™ Paints industry  are
pr]ce_.l and market sharing.

> Calg 565 in Tyre industry involve M&A, cartelization and
= abu UsIvVe practices in commercial policies.
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=
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— What made the commission take up the case: The
commissions relied on evidence provided by firms
under immunity clauses.

— Bases of Action: Price fixing, Market Allocation and
control of distribution channels.




National'Scenario
Cpndustry Structure:

© Pa]n 3 '

S The “Indian Paint Industry consists of few big companies
CoR| rolllng most of the market and some small companies.

19-

° i unorganlzed sector controls around 35% of the paint market,

s Wit ther organized sector accounting for the balance. In the

— i._-_ ~linerganized segment, there are about 2,000 units having small and
= rmedlum Sized paints manufacturing plants

Tilop organized players include Asian Paints (43% market share),
Kansai Nerolac (17% market share), Berger Paints (17% market
share) and ICI (17% market share).

The paint industry in India produced 704534 tonnes of paint in
2005-06. 95% of the total production consists of Paints, Enamels &
Varnishes, 1% Organic Pigments and 4% Titanium Dioxide.




ndustry Structure:

9 ‘f\" re:

1 The Ir idian Iyre industry consists of MNC subsidiaries, Large
*mrl_: edium publlc limited companies, and large private
[imited companies.

L= Jhe scenariol in India stands in sharp contrast to that in the world
s e market, where car tyres (including light trucks) have the major

= Share (app. 88%) followed by truck tyres (app. 12%).In India,
~— — ‘however, passenger car tyres have 20.6% share of tyre market.

Some of the major players in the Indian tyre industry are MRF,
Ceat, JK Industries, Apollo Tyres, Bridgestone India, Goodyear
India, Falcon Tyres and TVS Srichakra. Share of sale of top four tyre
companies in 2005 is MRF (25 %), Apollo (22 %), JK Industries (19
%), and Ceat (15 %) that is combined sale of top four companies is
more than 80 % of the market sale.




ate of Competition in India

= —

Méthodology:

& rn, — Exit Behavior
SimpIelAnalysis of Mergers & Acquisitions
$ ;he Missing Middle Problem
s Concentratlon Indices
Regressmn Study of Profitability
> Cost — Audit Data for Select Units

We study these issues under 3 benchmark years i.e., 1989, 1996

and 2005. We define 1995 as the break year and see pre and post
1996 scenarios.




S Entrv—Exit Behavior

= —

DESIFIUORE

=ilis AN ear off Incorporation
(SN EEVENaRE 2005 as tENEstyEar IiFairm does net produce
OIMEENSECUILIVE 2 years, then the firm'is said to have exited from the
IENSHR/AIN the first consecutive year.

bl ' = Entry Exit in Paint and Tyre Industry

Cumulative Cumulative Firms
Year Entry Entry Exit Exit Operating

till 1989 21 21
1989-96 3 24
1996-05 1 25
till 1989 22 22
1989-96 3 25
1996-05 0 25




A1 E lpals . c
PaINLSHNC OUrCE 2210
Year of Total Asset (Rs
Company Name  (Merger | Sale (Rs Crore) Crore) Average Total Cost
:. 0re ATTO :. nre N To :. nre AT
' SrBr | merae are araer | merde
GNP (Madras) Ltd. |October, (6.08 (Mar |(Mar
[Merged] 2002 {2001) 2003) 8.47 1.03
| Painf 685.54 394.41 0.98
Rajdoot Paints  |August, {59.61 (Mar |(Mar
Ltd. [Merged] {1999 |1998) 2000) 51.39 0.99
dia Ltc 348.87 180.25 0.9
Saurashtra Paints |October, (6.1 (Mar |(Mar
Ltd. [Merged] {2002 |2001) 2003) 6.04 1.04
arolac P 685.54 394.41 0.98

.. .G'

Profitability
(PAT/Sale) (%)

2.14

3.29

5.23

1.97

3.29

[\

Market Share (%)

L) a ATTO

10.65

0.13

14.78



3:"Meérgers and Acquisitions,in Tyre

IRAUSEEY? (Source: CMIE/PROWEES database) ™ —

Company [Vear of Total Asset (Rs Profitabillty |
Name erger Sale (Rs Crore) Crore) Average fotal cost | (PAT/Sale) (%) | Market Share (%)

Before  After Before  After Before  After Before  After Before  After

Merger  merger merger merger  merger merger - merger merger - merger merger

Vikrant Tyres eptember 536.06 (Mar,
Ltd. [Merged 2003 2002) 482.66 1.04 2.23 6.5

] —
rndustrles : 236117
Ltd. (Mar, 2003)

0.89




omments on ME&AST

O AMRA i epndusi/ACOmES Under SEc.
5 (Ca blnatlons) off Comp. Act. — and acquirer

antthe company acquired have very similar AC
SEIOrErmerger indicating some anticompetitive

~ > No. M&As in Paint industry comes under
merger provisions. However, all the three
merged firms have positive profitability ratio
iIndicating that efficiency is not the only
objective for the merger.




. he Missing Middle Problem

ghartiikrPaints .

Missing Middle: Paints
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e MiSsing Middle Problem

Chartt 2y 1yres - ———

——

Missing Middle: Tyres

% Share of Sale
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Commeénton Missing Middle

phereis cleartrend in the paintiindustry of market
gdominance by four firm/over the study period, out of
whichiexcept ICI India Ltd. whoseshare.isideclining
DLHERIFMS are raising’ their market share over the
/g:ut leaving Shalimar Paints Ltd. (except 4 big
iggis)Pno other firm has more than 5% market share,
Wwhichrclearly indicate the missing middle size firms
-5_;]'5}"3 elindustry.

e

= h
= :

| ——

—

'>The situation is almost same In the tyre industry:
four major companies dominate the market,
although Goodyear as a new entrant is increasing its
market share. Except these five firms there iIs no
other firm with more than five percent market share,
implying the problem of missing middle Iin the
industry.

b

i
-
—




sncentration Indices

-
.

0.36
0.2 0.19
0.25 0.24

Comment of Concentration

Decreasing concentration in Paint industry
but increasing concentration in Tyre Industry.




egré‘!Sien Study:of Profltablllty

Table 5: Paints. .

ariable: MarkupPAT
Unbalance Panel Balance Panel Balance Panel
11 Firms

[R—E Y =140 T T——= T = T4 1 = ST
il 1995-2005 2000-05

1989-2005
L p 3 4 5

-1.41 -1.4 -6.7* -6.77** -4.7 -4.8
0.048 0.05 § B 1.79* 20 2.35*
-80 -87 1152.04 -6.08 447.7 -401.36

0.087 0.38** 0.401
0.103 0.14

14.72 : 12.42
0.02 : 0.0002

0.2 - 0.23

R? (B_e tween)
* (Within)
R” (Overall)

0.12 . 0.1

100 67

re Re

Type

** 1% level
*5 % level




egression Study.of Proﬁtablllty

Table 6: Tyre
IDépéndent Variable: MarkupPAT

Unbalance Panel Balance Panel

Balance Panel
17 Firms

0.25
-0.14
-218.9**
0.062

0.25
-0.14
-218.9**

0.58
0.52*
-212.0**
-0.051

0.58
0.52*
_sale -212.0**

0.06 -0.051

_ e
Wafg:—

128.28
0.74

128.28
0.74

0.22

0.32
276

94.3
0.91
0.24

0.43
132

(B etween)
(Wlthln) 0.22

R? (Overall) 0.32
N 276

Type

** 1% level
* 5 9% level

~2000-05
)
1.94
0.41**
-200.3**
0.039

1.94
0.41**
-200.3**

0.039

101.29
0.91
0.41

0.51
102

101.29
0.91
0.41

0.51
102
Re




. Comments on._ Regression
AH’ 'VSIS . — ——

f ability (markupPAT)

es up W|th greater openness and profitability

__es down with higher concentration, which is

gontrary to our a priori expectations (9 firm
-':- alance Panel).

— —- ;_
- -

| u-"_h_

=

— =& For tyre industry, in case of balance panels we get
- results contrary to our a priori. Concentration as

e P

well as foreign ownership seems to have little
statistically significant impact on the profitability
ratios.
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Sale
Realisation
S ——— Average Margin Per  per Unit
Unit Cost (RS)
Category sub Category 2005-06 2004-05 2003-04 2005-06

—[Wahwrashita[Symihetic Resins|Binders | 008 043 050 4171
Gt Syhetic Resins[Sinders | o8] 029|038 a2
B 1 Gujarat Synthetic Resins Kondicryl 0.13 0.18 0.14 175.99

_ﬁat Synthetic Resins Kondivyl/Pidivyl 044 021 0.19 92.39
Paints Paints 0.24 79.40

Paints 0.30 165.25

Paints 0.30 165.25

1 Maharashtra Synthetic Resins Pidicryls 0.22 . : 50.84

17 Gujarat Synthetic Resins Pidiwyls 0.31 : : 34.15

1 Maharashtra Synthetic Resins Pidivyls 0.26 - : 59.09

1 Maharashtra Synthetic Resins Pidiwyls 0.29 - ! 35.37

1 Maharashtra Synthetic Resins Pidiwyls 0.33 . 34.11
2 Uttar Pradesh Synthetic Resins Resin -0.01
2 Uttar Pradesh Paints Solvent Based Paints  -0.06
2 Jammu & Kashmir Paints Solvent Based Paints  0.08
2 Uttar Pradesh Paints Water Based Paints -0.05
2 Jammu & Kashmir Paints Water Based Paints 0.44

Source: Computed from MCA data




able 8 iyrée=Average Margin per Unit Cost

— __cni—

— 51_'. Sale Realisation
sub e Average Margin Per Unit Cost Per Unit (Rs)
Category 2004-05 2003-04 2002-03 2004-05
Auto Tubes -0.03 0.00 0.08 32.6
Auto Tubes 0.04 0.09 0.03 60.7

Tube  Cycle Tubes -0.04 -0.08 18.1
[Cycle Tubes ' -0.19! " -0.19 17.
Jointed -0.03 20.9
Moped -0.32 523
Moulded -0.07 22.2
Moulded -0.003 21.4

Rear Tractor
Regural
Scooter
Scooter/MC/
Moped

e o

" 7 Maharashtra Truck

— 9 Haryana Tubes
5 Tamil Nadu Tubes
1 'Punjab Auto Tyres
8 Punjab Auto Tyres

4 'Punjab Cotton Rick

1
Haryana Front Farm
Punjab
Orissa
Orissa
Haryana Large Truck 5451.0

3|Maharashtra Light Truck T 2255.9|
Light Truck 2274.0

Kerala,
Gujarat,
7 | Maharashtra Light Truck




able 8t lyre=Average Margin per Unit Cost cont»

| Sale Realisation
sub Average Margin Per Unit Cost Per Unit (Rs)
Category |[Category 2004-05 2003-04 |[[2002-03 2004-05
Tyre Moped 0.61 o 24 ™ 157.7
Tyre Nylon E -0.03 -1.03 74.4
Tyre Nylon Rick 0.03 0.02 127.5
Tyre Pass Bias -0.01 -0.03 -0.04 867.0

Tyre

[ O.11] -
Kerala,
Gujarat,
Maharashtra Tyre Passenger -0.08

Passenger

Tyre Nylon 0.01
Passenger

Tyre Rayon Radial 0.02

Radial

Tyre Passenger
Tyre Rear Farm
Tyre Scooter
Tyre Semi H. Duty
Tyre Semi Rick

— Tyre Small

2 Orissa Tyre Steel Radial

BT 8 Maharashtra Tyre Tractor

Tractor Front

Kerala,
Gujarat,
Maharashtra Tyre Tractor Front

Kerala,
Gujarat,
Maharashtra Tyres Tractor Rear

Kerala,
Gujarat,
Maharashtra Tyre Tractor Trailor
Punjab Tyre Tractor/ Jeep
Maharashtra Tyre Truck
Kerala,
Gujarat,
Maharashtra Tyre

2 Orissa Tyre

5 Tamil Nadu Tyre

Source: Computed fromm MCA data




omments on MCA data.

—-._.
—

FOf |nts mdustry, there s a clear difference
'Jerwee HargINSAPEMURIBCosEH e plantin different

~d

I

e JJO and Dbetween, different companies. For
SXal Iple, ini case of synthetic resins company 1 has
0. Jv smargin in plant situated in Maharashtra and

_-( 8 (Binders) for plant in Gujarat.

= For Tyre industry, in case of passenger tyre,
Company 1 with higher per unit sales realisation
(Rs 1098.9) has negative margin per unit cost,
whereas, Company 3 with a lower sales realisation

(Rs 816.1) has positive margin per unit cost.




Gonciusion

——" s——

—— —e
—

L NIRERENISHNCrease in concentration indices Implying| decrease in
EVEINOI competition, in. the, paint, industry. Our regression
EIVSISIGWEVES, "UOES NOL gIVE S any" plausiblier explanatory
MBEEINGI anti-competitive: behaviour in the paint industry.
Aelysis o cost-audit data of MCA shows that there is
SIifiErEnce between margins per unit cost for plant in different
Eions and between different companies. However, data does

J provide any: firm conclusion on anticompetitive behaviour.

=

— S
e

- —
e

= Increased concentration indices shows that there is decrease
iIn- competition in the tyre industry. Our analysis of cost-audit
data shows that companies with similar sales realization
appear to have widely differing profit rates. This may indicate
price fixing arrangements. However, given the limited data
availability further investigation is merited.
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