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ACCC assessment of Basell Australia Pty Ltd acquisition of the polypropylene business 
of Qenos Pty Ltd 
 
 
On 29 March 2005, the Australian Competition and Consumer Commission (the 
Commission) announced that it would not intervene in the Basell Australia Pty Ltd (Basell) 
proposed acquisition of the polypropylene (PP) sales business of Qenos Pty Ltd (Qenos). 
 
Basell had 72% of domestic PP sales, Qenos 13% and the remaining 15% was imports. 
 
 
TIMING 
 
On 4 October 2004 Commission staff met with representatives of Basell and Qenos and 
received an initial submission on that day. 
 
On 18 November 2004 the Commission having considered the matter advised the parties that 
without having been in a position to make market inquiries it was not able to make a 
conclusion on the likely impact on competition of the proposed acquisition. 
 
On 31 January 2005 the parties gave the Commission consent to commence market inquiries. 
 
On 18 and 28 February 2005 the Commission requested further information on imports from 
the parties. On 4 March 2005 both parties had provided information pursuant to these 
requests. 
 
On 15 March 2005 the Commission advised the parties that it did not propose to intervene in 
the matter pursuant to Section 50 of the Trade Practices Act 1974. 
 
 
PARTIES  
 
Qenos 
 
Qenos, a 50:50 joint venture between ExxonMobil and Orica, manufactures a wide range of 
plastic resins products at Botany in NSW and at Altona in Victoria.  
 
Basell 
 
Basell is a wholly owned subsidiary of Basell Polyolefins Company N.V. which was formed 
in 2000 following the merger of the polyolefins operations of the Royal/Dutch Shell Group 
and BASF. Basell’s manufacturing plants are located at Clyde NSW and Corio Victoria. 
Basell manufactures PP resins only. 
 
 
PROPOSAL 
 
Basell is to acquire the PP sales business of Qenos, which includes customer lists, technical 
data and specifications, goodwill and finished product inventory. Initially Qenos is to supply 
PP to Basell through a tolling arrangement until the expansion of Basell’s Geelong plant is 
completed around 4th quarter 2005. Following that Qenos will cease all PP supply. 
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MARKET INQUIRIES 
 
Market inquiries were conducted with approximately 30 parties including customers of Basell 
and Qenos and importers of PP. 
 
Market inquiries revealed there was some concern by some market participants regarding the 
situation of only one Australian PP producer. However a significant number of market 
participants considered that imports are likely to constrain the pricing decisions of the merged 
entity, and most market participants contacted did not hold concerns with the proposed 
acquisition. 
 
Market inquiries focussed on whether imports would act as a constraint on the pricing 
decisions of the merged entity. 
 
 
MARKET DEFINITION 
 
Product Dimension 
 
PP is produced in three forms: homopolymer (low tech commodity grade); block copolymer 
(impact resistant); and random copolymers (good clarity and some impact resistance). 
 
PP has a variety of end uses due to its three different processing methods:   
 

1. injection moulding (forced into a mould to make auto parts, bottle caps and furniture 
etc ); 

 
2. blow moulding (blown into a mould to make bottles and other containers etc ); and 

 
3. extrusion (forced through a slit to make fibres, tapes and films etc). 

 
On the supply side PP did not appear substitutable by other plastic resins as plastic resin plant 
and equipment is specific to each type of plastic, and further the parties had stated it is 
unlikely that current Australian manufacturers of plastic resins would convert to production of 
PP. 
 
In regard to the demand side, the parties contended that PP is substitutable by other plastic 
resins and other raw materials, and provided a table of substitutes for each of 16 different 
categories of PP applications indicating alternatives for each of the main end use products.  
 
For other raw materials, whilst many end use products can be produced from other materials, 
consumer preference for plastic was considered to indicate that these other materials were not 
adequately substitutable to be included in the market. Consumers often for example prefer 
plastic to glass bottles and plastic to aluminium chairs.  
 
In regard to other plastics, past Commission decisions had found that PP does not appear to be 
substitutable for two reasons. Firstly, the machines used to convert resins into plastic do not 
usually allow the use of more than one type of resin, and those that do allow the use of other 
resins generally require considerable modification. Secondly, significant numbers of end 
users do not consider the resins to be interchangeable because they differ significantly in 
price, strength, flexibility, appearance, transparency, food safety, gaseous and odorous 
properties, and whether they are recyclable.  
 
The parties also provided data which showed that the price of PP is strongly correlated with 
the price of high density polyethylene and that therefore these resins are substitutable. 
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However the Commission in the past has found that the prices for all the resins tend to move 
together due to the fact that the same petrochemical feed stocks are used. 
 
On the basis of these factors the Commission concluded that PP was not substitutable by other 
raw materials or plastics. 
 
Geographic dimension 
 
The parties stated that PP is readily transportable in bulk quantities, but did not otherwise 
discuss the geographic dimension. On the basis of past Commission decisions, and given that 
imports are high, the geographic dimension was considered to be national. 
 
Market Defined 
 
The relevant market was therefore considered to be the national PP market. 
 
 
MARKET CONCENTRATION 
 
The Parties provided the following market concentration figures based on domestic sales: 
 

 Qenos Basell Imports 
Market share 
(domestic sales) 

13% 72% 15% 

 
 
IMPORTS 
 
The parties’ submission and past Commission papers indicated the following levels of 
imports: 

 
 ‘94 ‘95 ‘96 ‘97 ‘98 ‘99 ‘00 ‘01 ‘02 ‘03 ‘04 

 
Level of imports 
(% of Aust PP 
sales) 

6% 4% 6% 6% ? 9.9% 10.4% 14.6% 12.3% 15.1% 13.3% 
(as at 
Sept) 

 
The Commission’s Merger Guidelines indicate that the Commission is unlikely to object to 
any merger where comparable and competitive imports have held a sustained market share of 
10 per cent or more for at least three years. In this matter imports had been above 10% for 
four years. 
 
The parties made the following comments indicating the viability of PP imports: 

 
a) PP resin is readily transportable, and can be imported without difficulty from 

manufacturers in Asia in bulk pellet form; 
 
b) import tariffs have been declining since the 90s and today are only at 5% or less 

where Free Trade Agreements are in place; 
 
c) other plastics resins are imported in large quantities: since 1999, 23-46% of domestic 

consumption of high density polyethylene, low density polyethylene and linear low 
density polyethylene has been imported; and 
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d) there are at least 20 manufacturers of PP in Asia with production capacities greater 
than that of Basell (the parties provided details of 23 companies in Asia, excluding 
companies in joint-venture arrangements with Basell, which at the end of 2003 each 
had total production capacity greater than that of Basell). 

 
Market inquiries indicated that many market participants use a small percentage of imports 
for their needs, and that this is often done to ensure the market for PP remains competitive.  
Numerous market participants felt that imports would act as a constraint on the pricing of the 
merged entity.  
 
Market inquiries confirmed that PP resin is readily transportable, and can be imported without 
difficulty from manufacturers in Asia in bulk pellet form and that there are no quality 
concerns with imports. 
 
Some market participants operated in seasonal markets and indicated that the longer lead 
times of imports (weeks rather than days) meant that imports were not suitable for their needs. 
Others were concerned with the associated warehousing costs of imports. Most market 
participants did not however consider these problems to be significant. 
 
Although market participants had differing views, most thought that Basell and Qenos had 
been pricing at import parity and would continue to do so after the acquisition. Import tariffs 
are currently at 5% and some market participants indicated that this created artificially 
inflated Australian PP prices. A comparison was made with NZ which has no PP producers, 
uses less PP than Australia, but has lower PP prices. 
 
Some market participants were concerned that potential dumping actions from the merged 
entity might inhibit imports. However such an action in regard to PP has not happened for a 
number of years. 
 
Market participants indicated that independent importers may not be able to increase volume 
rapidly on an individual basis in response to price increases, but in combination it is likely 
that they would be able to do so. Regardless, larger PP users import PP themselves and these 
players were confident that this ability would constrain Basell post acquisition. 
 
 
BARRIERS TO ENTRY 
 
Barriers to entry were considered to be significant. 
 
The capital costs are high and are likely to involve a significant sunk cost component due to 
the specialist nature of the plants. 
 
Economies of scale are significant. Australian plastic resin manufacturers require 
manufacturing capacity at or near world competitive plant size of 200kt – 250kt per annum.  
The top ten Asian plants have a production capacity between 330kt and 1000kt p.a. 
 
Access to propylene feedstock was considered to be a further potential barrier to entry. 
Propylene is produced as a co-product of the manufacture of ethylene or gasoline. As a result 
supply is driven by demand for these products rather than the demand for propylene. In recent 
years the demand for propylene has increased more rapidly than the demand for ethylene or 
gasoline and the parties had indicated that access to propylene feedstock is a critical issue in 
the global production of PP. 
 
Planning and environment controls were also considered likely to be onerous.  
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VIGOROUS AND EFFECTIVE COMPETITOR 
 
Qenos’ ability to compete with Basell has been limited as it can only compete in that sector of 
the market in which low technology, commodity grade PP (homopolymer) is sold.  This is 
also the sector most vulnerable to imports. 
 
Some market participants were concerned with only being able to deal with one PP supplier, 
and indicated that Basell did not always offer favourable terms for smaller PP users. Many 
market participants however indicated that Qenos was often not a viable alternative, and only 
Basell or imports were able to fulfil larger orders.  
 
 
CONCLUSION 
 
Basell had 72% of domestic sales, Qenos 13% and the remaining 15% is imports.  
 
The acquisition will lead to only one Australian PP producer. The level of imported PP has 
however been more than 10 per cent for the past four years, and there was evidence from a 
significant number of market participants that the viability of imports was likely to constrain 
the pricing decisions of the merged entity.  
 
On the basis of these factors the Commission determined that the proposed acquisition would 
not have the effect, or be likely to have the effect of substantially lessening competition in the 
Australian market for PP in contravention of section 50 of the Trade Practices Act 1974. 
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