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OIL : A Commercial Product

N335 BAEUSITN! UaTAME
Kanchit Adulyatham and Party

ABSTRACT

Oil remains THAILAND'S major source of energy. All economic sectors continue to depend on it,
particularly in the transportation sector which the consumption is at the highest level around 62.7% QOil from
local refineries is accounted for 65.8% and the rest is imported. Most of the crude oil comes from the Middle
East countries while the refined product comes mostly from Singapore.

As a result of economic expansion during 1983 - 1991, the néed for oil had an average increased of
11.4% annually. For the year 1992, the overall economy was doing well. Overall consumption was around
24,790 million litres, rising 10% from last year with a total estimation of 175,000 million baht. Diesel had
the highest consumption at 41.7% and followed by fuel oil, gasoline, jet oil and kerosene respectively. The
big five oil companies had a total sale of 94.5%. The Petroleum Authority of THAILAND had the highest
market share at 36.6% and followed by Shell, Esso, Caltex and Bang Chak.

In August 1991, the government introduced a floating oil price system, caursing a change in the market
structure and letting the market machanism directly determine the oil price. The local oil price which is subject
to change according to the oil situation in the world market, will reflect the actual production cost and the
efficient use of oil.

Since the oil dealers are able to free competition, the wholesale- retail oil market is the result of oil
dealer being able to set the price freely while wholesale and imported price fluctuate according to the world
oil price.

Multiple Regression Models were used in the analysis of oil demand in order to find the relationship
between the demand, oil prices and other variables.

1. Overall oil demand : The volume of oil used in the country varied according to the Gross Domestic
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Product (GDP) and was reversed to the average world price. The elasticity of demand was up to 0.4488 and
-0.6210 respectively.

2. Demand for Diesel : the volume of diesel used was reversed to diesel price and varied according
to the number of cars and the Gross Domestic Product in transportation, industrial and agricultural sectors.
The elasticity of demand was up to -0.3318, 0.3820 and 0.4583 respectively.

3. Demand for Gasoline : The volume of gasoline was reversed to gasoline price and varied according
to the mumber of cars and the Gross Domestic Product in transportation sector. The elasticity of demand was
up to -0.1557, 0.3413 and 0.1257 respectively.

4. Demand for Jet Oil : The volume of oil was reversed to the jet oil price and was varied to the
number of flight and the Gross Domestic Product in transportation sector. The elasticity of Demand was up
to -0.0220, 0.6041 and 0.3741 respectively.

5. Demand for Fuel oil : The volume of Fuel oil was reversed to electricity generation generated by
natural gas and was reversed to fuel oil and the Gross Domestic Product in transportation, electricity and industry
sectors. The elasticity of demand was up to -0.4134, 1.1435 and 1.3506 respectively.

According to a survey by using questionares on oil businesses, retail sellers were among the most
dominating at 50.9% followed by a combination of wholesalers and oil retailers, a combination of wholsalers
- retailers and oil dispatchers and a combination of retailers at 22.2% , 19.1% and 4.4% respectively. Of all
the oil dealers 55.3% had oil tracks. Most service stations were small or medium sizes (1 - 5 and 6 - 10 service
heads) and accounted for 80.6% of the total stations. Most oil dealers purchased oil by using short term credit
between 1 - 15 days and sold by extending credit between 15 -30 days. Most of them had 10 - 25 employees
and 50.8% of them used over draft (OD), followed by bills, fixed loan and some other methods. The reason
for using these methods of payment were conveniences, no delay credit allowances, getting all the credit needed
and getting fair evaluation of collateral. 80% of them needed credit with in the limit of 1 -10 million baht,
the range that needed the most was at 65.3%. Enlarging the business, internal restructuring and opening service
stations are the major reason for the need of expansion. Most oil dealers thought the oil business in 1992
would be better than last year. Most problems were scarce labour, revolving funds, prices and dispatching.
They also agreed that value added tax would not only give a long term benefit to the business and the floating
price system but it would also provide adventageous to the both dealers and consumers.

Key words: oil, demand for oil, large wholesale companies, service station
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