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Overview

In developing countries, the penetration of Liquefied Petroleum Gas (LPG) is still high, and hence the entry of
Natural Gas networks coexists with the use of LPG by an important fraction of households. Thus, a relevant question
is whether the number and degree of horizontal integration among NG and LPG providers influences the level of
retail prices. If the answer is yes, then there would be room for regulatory intervention aimed at evaluating the
impact of horizontal integration on prices, and at proposing remedies in order to mitigate any potential
anticompetitive effect. Using self-reported LPG retail prices for an important number of municipalities in Chile
during the years 2013-2014, we estimate that NG entry generates an average decrease of LPG prices within the range
0-6%, depending on the identity of the LPG provider.Interestingly, the LPG provider that had the corporate control
over the largest NG network in the country is the only one that did not seem to react to entry.

It is important to have in mind that these results need to be interpreted with caution. The reason is that the negative
sign of the NG entry coefficient seems to be mainly driven by the presence of the country largest NG provider in a
given municipality. Thus, provided that during the time period studied in the paper, this provider only operated in
one of the regions of Chile, we cannot a priori discard the presence of other confounding factors explaining why
prices in this region may be lower than prices in other regions of the country.

The paper is organized as follows. Section 1 describes the motivation and contributions of the paper. Section 2
contains a description of the gas industry in Chile. Section 3 briefly describes the data used in the paper. Section 4
contains the empirical approach, and Section 5 summarizes our main findings. Finally, Section 6 presents the main
conclusions of the paper.

Methods
Ordinary Least Squares (OLS) and Instrumental Variables (IV) estimations.

Results

The presence of an NG provider in a given municipality generates a significant reduction of LPG prices within the
range 0-6% depending on the identity of the LPG provider.

Interestingly, the LPG provider that used to had the corporate control over the largest NG network of the country is
the only one that does not seem to react to entry.

Conclusions

First, our results show a significant impact of the entry of an NG provider on LPG retail prices. Thus, these results
evidence the existence of imperfect substitution between NG and LPG by households, and suggest that the degree of
horizontal integration among different providers indeed matters.

Second, our results shed light on the potential negative implications of horizontal integration among LPG and NG
providers, and suggest that there is indeed room for regulatory intervention aimed at evaluating the impact of
horizontal integration on prices, and at proposing remedies in order to mitigate any potential anticompetitive effect.



However, these results need to be interpreted with caution. The reason is that the negative sign of the NG entry
coefficient seems to be mainly driven by the presence of the country largest NG provider in a given municipality.
Thus, we cannot a priori discard the presence of other confounding factors explaining why prices in this region may
be lower than prices in other regions of the country.
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