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Network Bottleneck, Strategic Behavior and Pipeline Open Fair A Research

Based on the QOil and Gas Industry

WANG Jun-hao'?, CHENG Xiao—jun®
(1. China Institute of Regulation Research ZUFE, Hangzhou 310018, China;
2. Center for Industrial and Business Organization DUFE, Dalian 116025, China)

Abstract: Along with the development of market—oriented reforms and PPP projects in the oil and gas
industry, competitive enterprises in upstream and downstream sectors is increasing in numbers. However, CNPC,
Sinopec  Group and CNOOC monopoly most of the oil and gas pipelines in China. Most of the competitive
enterprises have to access the monopolized pipeline network to provide products or services to final consumers.In
this condition, problems about pipeline access become prominent. For competitive enterprises, they need a fair
chance to access the pipeline network. Based on discussion about network bottlenecks, this paper analyzes the
relationship among network bottleneck, strategic behavior of pipeline companies and pipeline regulation policies in
the access process. Then this paper focuses on the analysis of strategic behavior of pipeline companies based on
bottleneck. Results show that, pipeline companies are more likely to adopt strategic behavior to prevent the access
of competitive enterprises when pipeline regulation policies lack mandatory about non —discriminatory access to
pipeline network. Pipeline companies are more likely to raise the price of pipeline access to exclude competitors.
Only if the price of pipeline access is high enough to weaken the cost advantage of competitors, their access may
be allowed. When the price of pipeline access is regulated, pipeline companies are likely to raise the cost of
competitors indirectly by selecting favorable transport conditions. Vertically integrated pipeline companies probably
exclude the access of competitors by cross—subsidy. Based on these, this paper proposes corresponding policies of
pipeline regulation, including the improvement of acts about pipeline regulations and the construction of incentive
mechanism of pipeline access pricing.

Key Words: network bottleneck; strategic behavior; pipeline open; public—private partnership(PPP); regulation
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