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1

INTRODUCTION

Objectives

1.1 This study aimg at, in relation to the motor-vehicle
driving instruction industry:

- examining the market structure and the
competitive environment;

- evaluating the impact of Government policies on
the market structure and the competitivenesgss of
the Hong Kong School of Motoring (HKSM) vis-a-vis
that of private instructors (PIs);

- investigating into the allegations lodged by PIs
of the Hong Kong Driving Instructors’ Club; and

- making policy recommendations with a view to
enhancing competition in the industry and
promoting cconsumer’s interests.

Metheodology and Data

1.2 To examine whether market power exists in the
industry, the study looks into the market share of HKSM and
PIs in the following categories of driving instruction:
private car, light goods wvehicle, medium goods vehicle,
articulated vehicle, and motorcycle. The possible causes
of market power, including barriers to entry into the
indugtry and product differentiation, are also examined.

1.3 The study also looks into the pricing pelicy of
HKS8M and PIs to ascertain whether there are abuges of
market power and/or restrictive trade practices.

1.4 As Government policies have a significant impact
on both the competitiveness of market participants and the
market structure, their objectives are also examined.

1.5 With the aim of enhancing fairer competition,
the study analyzes the feasibilities of bringing new
entrants into the industry.

1.6 Information in this study are obtained through
interviews with members of the industry and Government
officials. A list of these to whom acknowledgement is due
is at Appendix 1. Statistical data for the study are
compiled with the assistance of officials of the Transport
Department or are extracted from Annual Departmental
Reports, Annual Transport Digests and the Annual Traffic
and Transport Digests published Dby the ‘Transport
Department.



IMPORTANCE OF THE DRIVING INSTRUCTION INDUSTRY IN HONG KONG

2.1 An efficient transportation system comprising
public transport facilities, private cars, goods and
articulated vehicles etc is important for Hong Kong‘s urban
and economic development. There must be sufficient supply
of drivers in control of these vehicles not only for
commuting but also for ensuring the safety of road users
and safeguarding against damage to third party properties.
This 1is particular so in Hong Kong because of the
population density, high usage of road which are
restrictive in capacity due to limited availability of land
and our fast pace of economic development.

2.2 In view of this unique characteristic of Hong
Kong, the Consumer Council believes that the Government
needs to develop a driving instruction system to ensure a
high standard of driving skill and road discipline.

2.3 The importance of the driving instruction
industry is further illustrated by the following factors:

{1) Every one must receive proper training and obtain
a valid driving licence before he is allowed to
drive. Thus driving instruction should be taken
as a type of compulsory vocational training
rather than an interest pursuit.

(2) Formal driving training is mandated by law:
unlike many other countries where learner drivers
can learn from a person who holds any type of
valid driving licence, all learner drivers in
Hong Kong must undergo training given by a
licensed driving ingtructor. Again an element of
compulgion exists.

(3) More than 260,000 private cars, 120,000 goods
vehicles and 15,000 buses are registered in Hong
Kong. With the growth of the economy, the number
of vehicles on the road is also on the increase.
The need for a continuous supply of licensed
drivers is obvious.

(4) There is always a large number of learner drivers
queuing for driving tests and the number of
learner drivers has increased rapidly in the
recent years. In 1992, the number of learner
drivers increased at the rate of 35% as compared
with that in 1991. In 1993, the total number of
learner licences was about 124,000.

(8} The business turnover of the driving instruction
industry is quite substantial. In 1993, 124,000
learner driver licences were issued. Assuming
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that each learner driver spent an average of
$5,000 it is estimated that a total of about $600
million had been spent by people of Hong Kong.

2.4 In view of the above, the Council believes that
the Government is obliged to commit more resources to

enable the prospective drivers to receive high quality and
affordable driving training.



DEVELOPMENT OF DRIVING SCHOOLS IN HONG KONG

3.1 Driving instruction in Hong Kong is provided by
three designated driving schools operated by HKSM and about
800-1200 active PIs. Some PIs have formed driving schools
for centralization of management. These schools differ
from the designated driving schocls in that they do not
provide a combination of c¢lassroom lecture, simulator
driving and off-street training.

3.2 Prior to the setting up of the first driving
school in 1983, driving instruction was solely provided by
PIs offering on-street driving training. Due to growing
traffic congestion in the early 19708, the Government
adopted the policy of promoting off-street driving
training. The primary objectives of the policy are to
alleviate rocad congestion and to offer a comprehensive and
systematic mode of training. Such training consists of
classroom lectures on theoretical concepts, simulator
driving, and off-gtreet driving instruction to acquaint
learners with vehicle operation before practising on the
road.

3.3 In 1973, the Transport Department stopped issuing
licences to new PIs and suggested to a number of driving
instruction associations to consider joining forces to
establish driving schools. None of the associations showed
interests in the suggestion due to financial constraints.
The Government therefore set up its own Indoor Instruction
Centre at Pui Ching Road in 1974. The training content
included road discipline and basic driving techniques with
the use of simulators. The Centre was later taken over by
HKSM under a privatization scheme in January 1986. !

3.4 In 1980-81, the Government initially intended to
grant the operating rights of a new driving school site at
Wong Chuk Hang to the Hong Kong Automobile Association
(HKAA) by a government lease. HKAA, however, turned down
the offer due to rising overhead costs. The site was then
granted to HKSM under private agreement for a lease period
of 3 vyears, with a quarterly renewal of lease after it
expired. The school started operation in July 1983.

3.5 The school at Wong Chuk Hang was the first
designated driving school in Hong Kong, It provides
simulator driving as well as off-street and on-street
training. Part of the driving test conducted by examiners
of the Transport Department takes place within the school
compound. As a condition of gervice, instructors of HKSM
are prohibited from giving private instructicn which the
Government sees fit as a measure to prevent new entry into
the rank of Pls.



3.6 Tenders for the second driving school for a site
at Shatin were first invited in June 1984. In response,
the Government received six bids, namely, HKSM, a group of
private instructors, transport companies and an individual
operator. Tenders by five of the bidders were rejected on
grounds of weak financial back-up and lack of management
expertise. The one from HKSM was also rejected as the
conditions 1t put forward were unacceptable to the
Government .?

3.7 As a result, tenders were invited for the second
time in early 1986. According to one source of
information, several tenderers including the group of Plsg
in the first tender exercise withdrew from the second
tender.? A 5-year lease for the second driving school in
the 3.2-hectare sgite was finally allotted to HKSM which
started operation in January 1987. The leasze is subject to
quarterly renewal after it expilres in 5 vyears time.

3.8 Effective on January 1, 1990, the two driving
schools were authorized by the Government as "designated
driving school® in Part IXB of the Road Traffic Ordinance
(Cap 374) under which Government may set requirements,
procedure and standards in respect of the content and
duration of driving courses, the facilities to be provided
and the safety measures to be adopted by thesge schools.
Schedule 9 to the Ordinance imposes requirements including
fees payable for designation (or renewal of designation) of
the driving schools and notice to the Government in cases
of (1) any change in persons employed, (2) any change in
proprietorship, and (3) bankruptecy or ligquidation.® Off-
street motorcycling training is also made mandatory under
the Ordinance, making the amount of instruction fee and the
issue of course certificates for such instruction the
subject of Government approval.

3.9 The Hong KXong Cross Harbour Tunnel Company
(HKCHT) and Richard Mytton Systems each owned 50% of HKSM.’
In August 1992, Richard Mytton Systemg sold all its shares
to HKCHT and Wilson Parking. HKCHT now owns 70% of the
shares while Wilson Parking owns 30%. HKCHT ig in turn
held by the Wharf Holdings, and Sun Hung Kai Securities
owns Wilson Parking.®

3.10 In 1582, HEKSM and the Hong Kong Articulated
Vehicle Driving Instructors’ Association decided to jointly
establish a driving school in Tseung Kwan O to provide off-
street training in articulated vehicle driving. HKSM
provides the capital investment for the construction of
school facilities while the Association provides training
vehicles and instructors. The project is delayed due to
strong objections by the residents over the generation of
noise which might cause disturbance to the neighbourhood
and the resultant high cost of erecting noise barriers as
remedy. Also, working out a joint wventure agreement
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between the two parties takes time, and they are currently
negotiating with the Government on the terms regarding an
18-month short-term tenancy and the lease agreements.

3.11 In 1993, Government approved a proposal by HKSM
for setting up a new school in Yuen Long. The site is
smaller than that of the existing schools, with a capacity
of 3,600 learners per year as compared with 10,000 in Wong
Chuk Hang and 35,000 in Shatin. Even though the land is
acquired by HKSM, it ig subject to a 3-year condition for
use as a driving school. The new school was opened in
March 1994 and is expected to be fully operational at the
end of June 1994.




ALLEGATIONS

4.1 In March 1993, the Hong Kong Driving Instruction
Club lodged a complaint to the Consumer Council alleging
strongly that the competitiveness of PIs had been
seriously Jjeopardized as a result of Covernment’s
favouritism towards HKSM. They alleged that this has
resulted in the growing market power of HKSM in the
industry. Details of the allegations are:

(1) The market share of HKSM has grown rapidly,
causing many PIs to lose substantial business,
and consequently leading to their decline in
number. The industry as a whole is heading
towards domination by HKSM.

(2) The rights to operate the existing twe (and now
three) designated schools are granted to one
private corporation, while the inhibiting costs
of cbtaining a suitable site have prevented PIg
to do the same.

(3) HKSM is able to have shorter waiting periocds for
driving tests for their students.

{(4) As regards the practical test for private car
driving, HKSM students are given the option of
taking a combined test or a gradual test, whereas
PI students are required to take the combined
test only. Resocurces for the gradual tesgt is
greater as 1t takes up more labour and time of
the examiner. Also, HKSM students are obviously
given a more advantageous examination condition
as they are allowed to take Part B of private car
driving test within the HKSM compound which is
insulated from road traffic. (Details regarding
driving tegts are explained in Section 5}.

{(53) The number of learner prohibition routes are
fewer in HKSM examination areas than in other
areas used by PlIs.

4.2 The allegations were looked into in the ensuing
analysis of the market and Government policy.



DRIVING TESTS

Type of Tests

5.1 Driving tests are divided into three parts. Part
A is a written test on road traffic regulations; Parts B
consists of an examination of basic driving techniques and
manceuvres, including parking 3-peoint turns, hill starts,
starting/stopping, steering and changing gear; and Part C
is a rocad test.

5.2 Before the establishment of designated driving
schools, all learners of private car driving were required
to take Part B and Part C together in one test. The

gradual test, which divides Part B and Part C into two
tests, was introduced in 1983 when the first driving school
became operational. The current arrangement allows HKSM
students to choose between the combined test or the gradual
test, but PI students can only take the combined test. The
structure of the two tests is presented in Figures 1 and 2.

Figure 1l: Private Car Combined Course




Figure 2: Private Car Gradual Course

Gradual
Course

Take
Part 8

Off-street Driving Tests

5.3 While HKSM students take Part B test within the
school compound, PI students take the test on the road. An
off-street test is perceived to be more favourable due to
the absence of road traffic interferences. This is so
despite that students are prohibited from practising in the
school test areas. The construction of which has to be
approved by the Transport Department and simulates the on-
street test environment.

5.4 The Transport Department will be setting up
three off-street driving test centres for PI students.

These centres are located in Happy Valley, So Kwan Po and
Tai Po.

Practical Driving Test For Private Car

5.5 All HXSM and PI students must go through the road
test which is conducted at one c©f the 11 private car
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driving test centres. Two of the centres are designated
for HKSM students and the rest for PIs. Table 1 below is a
list of the driving test centres in Hong Kong.

Table 1: Private Car Driving Test Centres

HKSM PIs

Wong Chuk Hang Happy Valley

Shatin Chai Wan
Yau Tong

Pui Ching Road

Good Shepherd Street

Tin Kwong Road

North Kowloon Magistracy

Shek Lei
Kwai Shing
Source: Transport Department
5.6 The routes for conducting the practical driving
test {(i.e., Part B and Part C) are designated in the

vicinity of each testing centre. With some exceptions, most
of these routes are open to learners for driving practices.
The number of routes open to learners for practices varies
from one centre to another, depending on the traffic
conditions of the locations.

5.7 Table 2 lists out the locations and time
restriction of the learner prohibition areas. The number of
learner prohibited routegs are relatively fewer in the
vicinity of the two driving schools than in other test
centres such as Pui Ching Road, Good Shepherd Street, Tin
Kwong Road, Kwail Shing, and Happy Valley. However, the
number of prohibited routes in HKSM location are similar
to, 1if not fewer than, those at Yau Tong, Shek Kei, and
Chai Wan. To provide complete equality between the
locations is impossible because the traffic conditions
VATY.

5.8 Therefore, allegation in 3.1(5) inferring that

the learner prohibition routes are less in HKSM examination
areas cannot be substantiated.
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Table 2: Location & Timing of Learner Prohibition Signms

Private Car
Test Centre

1.

2.

10.

11.

HKSM (Shatin)

HKSM (WCH)

Wong Chuk Hang

Happy Valley
(HV)

Chai Wan
{CW)

Pui Ching R4
(PCR)

Good Shepherd
st (Gs)

Tin Kwong Rd
(TK)

Yau Tong

North Kowloon

Shek Kei
{(SL)

Kwal Shing
(KS)

[N

(5.0 - 5 I N

[ ol

W WA

tn

R W

N

b =

LS P B S

-Locations

Hin Keng St

Apleichau Bridge Rd 24 hrs

Entrance of Car Park,
Island Road

Village Road

Yuk Sau St

Shan Kwong Road

RBlue Pocol R4/Broom R4
Holly RdA

Wing Ping St
San Ha St

Shek Ku &t

Pui Ching Rd j/o
Sheung Shing St

Ho Man Tin Estate
(Sheung Fu S8t)

Chung Hau St
Chung Man St
Carmel Village St
Ho Man Tin Estate
{Sheung Fu St)

Time

24 hrs

10:00am/noon

7:30am/7:30pm
24 hrs
24 hrs
24 hrs
7:30am/7:30pm

24 hrs
24 hrs

7:30am/7:30pm
24 hrs

7:00am/7:00pm

24 hrs
7:30am/7:30pm
24 hrs
7:00am/7:00pm

South end of Chung Hau St/ 7:30Cam/7:30pm

Fat Kwong St

Centre Compound

Tin Kwong Rd j/o Hop Yat Rd

Farm Road
Sheung Hong St
Shek Ku St
Gullane St

Ka Wing St
Unnamed Street off Ko
Chiu Rd

0ld Tai Po R4 (leading
to Centre)
Wai Chi 8t

Tai Pak Tin St
On Chit St

Kwal Yip St
Kwai Hau St
Kwai Luen Rd
Hing Shing Rd
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7:30am/7:30pm

24 hrsg
7:30am/7:30pm
24 hrs
7:30am/7:30pm
24 hrs

7:30am/7:30pm
7:00am/7:00pm
7:30am/7:30pm
24 hrs

24 hrs
24 hrs

6:00am/7:30pm
24 hrs
24 hrs
24 hrs



Driving Examiners

5.9 The number of driving examiners assigned to each
driving centre determines the number of tests that can be
conducted in the centre as well as the waiting time for
students using the centre.

5.10 In 1993, there were 11 examiners dealing with
written tests (Part A) and 63 examiners responsible for
practical driving teste (Part B and Part C).” Of these 63
examiners, 21 were assigned to the two designated driving
gchools. Unlike the 'schools, the number of examiners
asgigned to the other centre was not fixed but was
determined in accordance with the number of test
applications received in each centre.

5.11 According to the Transport Department, the
allocation of examiners between HKSM and other test centres
used by PIs is approximately in proportion to their market
share. They plan to re-deploy driving examiners from the
pool of 21 examiners currently assigned to HKSM to serve
the new schocol in Yuen Long, i1f there is no substantial
change in HKSM's total market share.® However, a
representative of a PI association has queried whether the
allocation of examiners 1s still in proporticen to the
market shares since HKSM’'s market share dropped in 1993.

5.12 This study reveals that the ratio of examiners
between HKSM and PIs ig about 1:2 and therefore correspconds
with their respective market share in 1993.°

5.13 Given the corresponding ratios of examiners and
market share between HKSM and PIs, there ig gtill a waiting
time difference between them. The reasons given by the
Transport Department are:

(1) Some tesgts, including heavy goods-vehicle
and bus, are not avallable to HXSM;

(2) The "Absent" rate of HKSM students (6%) is
lower than that of PI students (16%);

{3) The testing efficiency is lower for HKSM
students (32 minutes per test}) than PI
students (22 minutes per tegt) due tc the
gite and road layout constraints at HKSM
centres.

5.14 Moreover, the investigation conducted by the
Commisgioner for Administrative Complaints found that the
daily test capacity of all individual driving examinexrs is
more or legg the same, taking into account the different
location of the test centres that they are deployed to, the
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complexity of the centre’s road system, and the type of
tests conducted.®

5.15 The crux of the waiting time differential lies in
the agreement between the Government and HKSM back in 1980.
This will be discussed in detail under Section 8.

Test Applications

5.16 The administrative work of processing test
applicaticns and allocating time for the tests is conducted
by the Transport Department for all test centres except
those in HKSM schools, which process their own applications
and submit all applications to Transport Department in
batch.
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6 THE MARKET
Distribution of Various Types of Driving Instructions

6.1 The types of driving instruction provided by both
HKSM and PIs include: private-car, light goods-vehicle,
medium goods-vehicle, articulated vehicle and motorcycle.
Of these, private-car and light goods-vehicle instruction

together constituted over 80% of the total test forms sold
in 1993. (See Table 3)

Table 3: Percentage Share of Various Types of Driving

Instructions
Year Private Light Medium Articu- Motor
Car Goods Goods lated -

Vehicle Vehicle Vehicle Cycle

1989 77.29 &6.35 5.19 4.05 7.12

1950 £8.78 14.07 8.12 3.853 5.50

1251 56.99 24.82 7.08 4.039 7.02

1992 47.78 31.64 8.25 6.38 5.585

1893 42,80 37.25 8.88 5.26 5.81

Source: Transport Department
6.2 Table 3 shows that the share of light goods-

vehicle instruction increased from a percentage share of
§.35% in 1989 to 37.25% in 1993. Over the same period, the
percentage share of private-car instruction fell from
77.29% to 42.8%. 'The figures indicate a shift of demand
from private-car instruction to light goods-vehicle
instruction in the past few years. The shift in demand
could be largely attributed to a change in Government
regulation in 1988 to that new private-car licensees are
not allowed to drive light goods-vehicles but the opposite
is allowed, i.e. light goods-vehicles licensees can drive
private cars.
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Market Share

6.3 Competition between HKSM and PIs has been
vigorous in the private-car and 1light goods-vehicle
instruction. An analysis of the number of test forms sold
revealed that HKSM's market share were 39% and 27% in the
market of private-car and light goods-vehicle instruction
respectively in 1993 (See Table 4}." The remaining share
was distributed amongst individual PI.

Table 4: Market Share of HKSM

Percentage
Year Private Light Medium Articu- Motor- Total
Cazr Goods Goods lated cycle
Vehicle Vehicle Vehicle
1588 36.2 g.1 48.8
1989 40.8 16.1 a.1 3.0 56.0 36.9
las50 41.0 34.2 4.0 2.8 32.5 38.5
1891 44,0 37.1 4.8 2.9 94 .8 41 .4
1392 45.5 31.3 5.2 1.3 8g8.¢% 37.5
1993 3.0 27.0 7.0 2.0 86.0 32.9
Source: Transport %epartment
6.4 In the motorcycle market, HKSM enjoys a monopoly

possessing a share of 96% in 1993.% This is the outcome
of the Govermment policy in making motorc¢ycling training

off-street mandatory since 1990. As the wonopolized
operator, HKSM 1is regulated in the fees for motorcycle
instruction.

6.5 In the other markets - medium goods-vehicle

instruction and articulated vehicle instruction the market
share had been dominated by PIs from 1988 tc 1993 (See
Table 4} .
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Changes of Demand and Market Share

6.6 The five instruction markets have been expanding
during the past few years. The year-on-year rate of
expansion was about 1.1%, 3.3%, 10.7%, and 1.1% in the
period of 1990-1993. The impetus of this demand expansion
was the growing business in the 1light goods-vehicle
instruction, which will be discussed in the following.

6.7 As HKSM have been operating the two schools at
Weng Chuk Hang and Shatin in their full capacities, the
schools might not be able to capture the most of such
demand expansion in the recent vyears. This may be the
reason for the decline in their market share in two
consecutive years, 1992 and 1993.

6.8 On the cother hand, PIs as a whole enjoyed an
expansion of demand in the past few years. Their test forms
sold for the five types of driving instruction rose by
18.1% and 8.6% in 1992 and 1993. Despite the overall
business expansion, sgome PIs suffered a downturn of
business in the private-car instruction market. Details are
set out in the following.

Private-Car Instruction

6.9 Ag stated in 6.2 above, the demand for private-
car instruction decreased in the period of 1988-1993. Both
HKSM and PIs suffered a decline in business. This is

reflected in the decrease in the number of test forms sold
as shown in Fiqure 3.

6.10 Reduced demand rather than the market expansion
of HKS8M is the major reason for the downturn in Pis
business in private-car instruction. Figure 3 shows that
although the declining rate of test forms sold to PIs was
below that of the industry level and that of HKSM during
the period of 1988-19%2, PIs outperformed HKSM in 1993 by
registering a positive growth of 1.5%. Also, HKSM’s market
share after peaking at 45.5% at 1992 falls to 39% in 1993
(See Table 4). Hence, although HKSM does compete with PI’s
in private-car instruction, it is not the major factor in
bringing a downturn in PIs business. Allegation in 3.1(1)
therefore, is cannot be established.
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[Figure 3 : Percentage Change of Test Forms Sold - Private Carp
Percentage
5
HKSM
0 e
PIS
-5 Total
-20 |~
_2 5 | 1 |
1989 1990 1991 1992 1993
Year
Light Goods-Vehicle Instruction
6.11 In light goods-vehicle instruction market, the
demand showed an increase from 1988 to 1983. Figure 4

shows a structural change in 1992 as reflected in the test
forms sold to HKSM and PIs. BRefore 1992, HKSM had been able
to expand its market at growth rates above that of the
industry level. Test forms sold to PIs grew at the rate of
54% and 27% in 1992 and 1993 respectively, which
outperformed HKSM. The market share of PIs also increased
to 69% and 73% in that two years.

Figure 4: Percentage Change of Test Forms Sold - Light Goods
Vehicle

Percentage
400
HKMS
300 | iR PIS
Total
200+

100

0 l |--"‘-“"--J
1990 1991 1992 1993

Year
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Other Instruction Markets

6.12 The demand for medium goods-vehicle instruction
had expanded in the past few years despite a fall in 1991.
Ags compared to 1992, the test forms sold toc both HKSM and
PIs in 1993 grew at the rate of 8.84%. During the game
period, the growth rates of test forms sold to HXSM and PIs
were 38.83% and 7.21%, respectively.

6.13 Despite the double-digit growth rate of test
forms sold to HKSM, its market share only grew slightly
from 4% in 1989 to 7% in 1993.

6.14 The demand for articulated wvehicle instructiocn
fluctuated in the past few years. This is reflected in the
number of test forms sold, which fell by 28% in 1989 as
compared to 1988 but picked up again with an increase of
72.7% in 1992 as compared to 1991. Notwithstanding the
fluctuation, the market share of HKSM was decreasing,
dropping from 8% in 1988 to 2% in 1993.

6.15 Learners were not required to receive any
instruction training from PIs Dbefore the motorcycle
instruction became mandatory in 199¢. Since then, PIs do
not offer this type of lesson either. Therefore, the
mandatory motorcycle instruction which is offered solely by
HKSM does not affect PIs’ business.

Segregated Markets

6.16 The above analysis of market shares reveals a
divigsion of market between PIs and HKSM. The former
dominates the instruction of goods-vehicle, i.e., light
goods-vehicle, medium goods-vehicle, and articulated

vehicle, while the latter the private-car instruction and
motorcycle ingtruction.

Pis

6.17 Over the years, PIs have been able to maintain a
substantial market share in the instruction of goods-

vehicle for the following reasons:

- Lower hourly instruction fee (Section 7);
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- Flexibility in the number of training lesszons
provided (especially for students who already
have some driving experience) ;

- One-Pl-one-car instruction throughout the course.

6.18 The flexibility provided by PIs generally appeals
to students who already have driving experience in other
countries or in driving other type of vehicles. These are
the students who may not need classroom lecture or
simulator driving.

6,19 Moreover, as the learners of good-vehicle
instruction can be more price elastic than those of
private-car instruction, they are attracted to take PI
instruction because of the lower ingtruction fee.

HKSM

6.20 The high market share of HKSM at about 33% across
the five types of instruction and about 40% in private-car
instruction deserves attention as it is in the hands of one
management .”®  Moreover, the Government policies and the
product differentiation between HKSM and PI instruction
have the effect o©of segregating the driving instruction
industry into two markets: institutional instructicon and
private instruction. Sections 8 and 9% discuss the
Government policies and the effect of the resultant
segregated market on consumers.
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PRICING BEHAVIOR

7.1 As a result of the segregated market, HKSM has
been able to maintain a high market share without having to
compete vigorously in price with PIs. Figure 5 shows that
in 1988 to 1993 the average hourly rate of school
instruction is higher than that of non-school instruction.
Table 5 compares the up-to-date instruction fees of 35-hour
private car instruction between the HKSM and the PIs."
For manual car, the fee collected by HKSM is HK$6,150 or
HK$5,400 {(depending on the type of courses} which is about

54% or 76% higher than the HKS$3,500 charged by the PIs
respectively.

Figure 5:r Average Hourly Rate of HKSM and PI Instruction
{$/hr.}
200

1650
1001

$h

sot i

$

0 : -

1989 1990 1991 1992 1983
I HKSM full course T i Other instructors

[ I TR
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Table 5: Comparison of Instruction Fees (as at June 1993)

HKSM (35 Hours) PI (35 Hours)
COURSE AMOUNT COURSE AMOUNT
Instruction { Manual Manual
Tee, (A) 07:30-23:30{ $6,150[ $110 per hour $3,500
including {({B) 07:30-17:301] §5,400
Simulator
Driving Auto Auto
{C) 07:30-23:30] $6,150( $120 per hour 54,200
{D) 16:30-23:301{ 85,700
OTHER Transport $510| Transport $510
CHARGES Department Test Department
Form Tegt Form
Private Car $480| Private Car 5500
Rental for Test Rental for
Test
Learner’s 5526 5526
Licence Learner’s
Licence
Source: HKSM and ﬁong Kong Driving Instructicn Club

7.2

The following fixed cost factors account for the

comparatively higher instruction fee charged by HKSM:

(a)

{b)

{c)

7.3

The overhead and administrative costs
incurred to meet the Government's
requirement to provide classroom lecture,
simulator driving and off-street training.

The land rental fer schoeol sites at full
market rates.

The high amortization of capital investment
resulted from the short-term nature of the
school sites.

A higher instruction fee can be charged by HKSM

due to the willingness of consumers to pay more for a
shorter waiting time for driving test. The shorter waiting

time can be considered as an economic rent.

The magnitude

of the rent is equivalent to the difference between HKSM's
overall profit with shorter waiting time and the otherwise

preofit without shorter waiting time.

The size of the rent

is impossible to be measured becausge of the unavailability
of relevant data.
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Pricing Policy of HKSM

7.4 HKSM charges higher instruction fee on students
who request for a greater flexibility in scheduling their
lessons. Take instruction of manual private car as an
example, in 1993 HKSM charges 86,150 for instruction
conducted between 07:30-23:30 {course A) and $5,400 for the
less flexible instruction conducted between 07:30-17:30
{course B).

7.5 There can be two interpretations of the pricing
policy of HKSM, namely peak-load pricing and price
discrimination.

Peak-load Pricing

7.6 If the cost is higher for course A than course B,
then peak-load pricing is the pricing policy adopted. Peak-
load pricing involves charging higher price during peak
hourg and lower price during off-peak hours. The prices are
either based on the demand or cost. Such pricing practice
is often adopted by some public utility and transport
companies, e.g. telephone company, to pass on the cosgt
benefit to consumer who uses the service during off-peak
hours.

7.7 As a private enterprise which possesses a
significant market power, there appears to be less
incentive for HKSM to adopt peak-load pricing.

Price Discrimination

7.8 If the costs for the two courses are the same,
then HKSM could have adopted price discrimination. Price
discrimination of a product or service is a difference in
the price-cost ratios in the selling of identical goods or
service to different customers. In a market where the
demand is relatively elastic, the supplier tends to set
prices close to cost levels. On the other hand, the
supplier sets prices in line with demand instead of cost
and obtains higher profit from the part of the market where
the demand is inelastic.

7.9 In the case of HKSM, the demand for course A is
inelastic while course B elastic. The reason is that most
learners with full-time occupation prefer to or can only
take lnstruction after office hours. Such pricing practice
will allow HKSM to obtain higher profit from Ccourse A than
Course B.

7.10 The practice of either peak-load pricing or price
discrimination reflects that HKSM has a significant market
power, allowing it to determine prices which are not
subject to the competitive forces in the market.
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Pricing Policy of Pls

7.11 According to a survey conducted by the Consumer
Council  in mid-1993 and confirmation from the
representatives of eight PI associations, the instruction
fee for private-car is set and adjusted annually by the
associations.V This price-fixing among PIs has made
possible by collusion among these associations.

7.12 Most associations formed Dby PIs provide
administrative support to their members, including student
registration, making recommendation or assignment of PIs

to students, and collecting instructicn fee. Most of the
associations are registered as limited companies rather
than trade unions.

7.13 Each PI c¢an Jjoin two or more assgociations
concurrently. Therefore, the membership of all the
assocliations 1in aggregate exceeds the number of Pls
actually in the business.

7.14 According to representatives of the eight
associationg, their total membership stands at 800 PIs
providing private car-instruction, while total active PIs
in the industry as a whole stands at 1,100, of which 600-
700 PIs provide private-car instruction.

7.15 Although PIs associations do not have mandatory
power to compel their members to observe their recommended
fee level, representatives present at a meeting with the

Consumer Council admitted that the majority of them do
adept the recommendation of their respective associations.

7.16 In many other countries, price-fixing is illegal
per se. It is prohibited in order to safeguard consumer’s
interest as product and service prices tend to rise with
price fixing. Price-fixing eliminates competition amongst
PIs. It is however uncertain whether the price-fixing
actually hampers the competition between PIs and HKSM or
otherwise.
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EVALUATION OF GOVERNMENT POLICY

8.1 This section evaluates Government policy towards
the driving instruction industry, examining also
achievement of the policy objectives and implications of
the measures adopted.

8.2 Government'’s policy towards the driving
instruction industry "lies in the promotion of road safety,
and in the contrel and management of vehicular growth",!6
which are consgistent with the transport policy objectives
of managing road use embodied in the 1990 Transport Policy
White Paper.”

8.3 In May 1994, the Transport Department reviewed
its policy on driving test waiting time and reaffirmed the
policy as stated below:

To promote off-street instruction through off-
street driving schools which offer comprehensive
and systematic courses.

Specifically, the policy aims at:™

(1) to reduce traffic congestion by keeping the
initial training and the subsequent testing of
bagic manceuvring skills off-street;

(2} to enhance driving standards and to ensure the
safety of learner drivers and other road users
and through comprehensive and systematic
training; and

{3} to reduce administrative burden.?

Government Measures

8.4 Measures adopted by the Government to promote
off-street driving instruction include suspension of new PI
licence and shorter waiting time etc. for HKSM students.
These are discussed below:

Suspension of the Issuance of New PI Licence

8.5 Since 1973, the Government has stopped issuing
new PI instructor licence 1in order to reduce the
administrative burden and cost for the issguance of licence
tc non-active PIs. As a result, the growth of PIs has
been suppressed and the number of active PIs has
substantially reduced by 67% from 3,600 in 1978 to about
1,200 in 1993.%
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8.6 Upon granting of the operating right for the
first driving school in 1380-81, the Government saw it fit
to maintain this policy so as to generate sufficient market
demand for the school.

Measures to Encourage the Establishment of Driving Schools

8.7 The Government hasg adopted several other measures
te encourage the setting of the driving school, i.e.
shorter waiting time for HKSM students, different test mode
for HKSM students, and the restriction on HKSM driving '’
instructor licence to disallow HKSM instructors to operate
as PIs. Since these measures have been in place, the
Government has successfully brought about twe more
designated driving schools making three in total, all of
which are operated by HKSM. These measures are elaborated
below.

{1) Shorter Waiting Time For HKSM Students
Walting Time Agreement

The Government reached an agreement with HKSM on the
waiting time arrangement in October 1980 to the effect
that the waiting time for HKSM students was to be
maintained at half of that for PI students. This
would be subject to regular review.

Methods of Waiting Time Calculation

The waiting time for HKSM students is calculated from
the time when they completed bookings for 35 hoursg
legsons to the time when practical test is conducted;
Whereas the waiting time for PI students is counted
from the time they passed the written test to the time
when practical test is conducted. Transport Department
considers a simple comparison o©of the two test
appointment systems tantamount to comparing an apple
with an orange due to the different course and
organization.

Waiting Time Differential

In 1891, the waiting time for HKSM's students had been
adjusted to 30-40% on average shorter than that for PI
students. In 1992-93, the average waiting time for
private car driving tests was 174 days for HKSM
students and 218 days for PI students, representing a
diffirence of 44 days or an average differential of
20%.
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Representatives of some PIs associations alleged that
the waiting time of PI students 1is subject to
substantial fluctuates in some cases and is not always
maintained at the estimated average. The Transport
Department admits the waiting time of individual
candidates differed considerably, from 3 months for
the most diligent ones to over a year for the less
industrious.

Reasons for Government Support of the Waiting Time
Differential

The Government recognized "the waiting time
differential to be a conscious peolicy to encourage
off-road learner training in the wider interest reason
behind it.”" In May 1994, the Transport Department has
completed a policy review on the shorter waiting time
granted to HKSM students and decided to maintain the
status guo for the following reasons®:

i Abolition of waiting time differential will be a
retrograde step in achieving the policy cbhiective
to promote off-street instruction.

ii The granting of shorter waiting time to HKSM
students is a way of giving recognition to the
investment of and contributions by HKSM. Over the
last decades, HKSM has invested over HKS$S100
million in setting up off-street training centres
which include classrooms, fLraining eguipment,
vehicles and gimulators. It also pays over HKS10
million rental per annum for the school sgites.

iii The Government estimated that the capital
investment for the school at Shatin was about $15
million in 1984% and $10 million at Tseung Kwan
0O in 19294, including $4 million annual rental.
Currently HKSM is paying rentals at full market
rates o©f $6.16 million and $8.13 million per
annum for sites at Wong Chuk Hang and Shatin.?

iwv PIs are getting the lion’s share of the market
while HKSM’'s share is dropping.

v Investigation conducted by Commissioner for
Administrative Complaint in 1991 concluded that
the complaint of "unfair treatment" is not
substantiated.

vi There is no unfairness to the public and the
consumers who are given the freedom to choose
between HKSM and PIs in taking their instructicn
lessons 1n the same way as they are given the
freedom of choice in the mailing services of
different speed.
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(2)

Effects and Implications

Clearly, the waiting time differential has become a
crucial factor in making the operation of driving
school financially viable. It balances againsgt the
minimal capital investment of the PIs who need not
provide facilities for simulator training, whose conly
capital investment is the motor vehicle for
instruction. Most important of all, the instruction
takes place on public roads which are virtually free
of charge. HKSM believes that without a preferential
wailting time their business would no longer be viable. B

However, the award of shorter waiting time for HKSM
students is perceived to Dbe discriminatory and
arbitrary, and it has the following implications:

i It has generated discontent among some Pls.

ii It differentiates the driving instruction of HKSM
from that of PIs, hence the twoe modes of
instructions are close but not perfect substitute
for each other;

iii The resultant product differentiation enables
HKSM to obtain a monopoly power and avoid price
competition with PIs;

iv Although it balances the competitive edge of HKSM
and PIs as the former competes on shorter waiting
time and the latter lower instruction fee, it
fails to provide a level-playing field for the
two market players to compete on egual footing.

Different Test Mode For HKSM Students

The Government has made the gradual test available to
HKSM students (separate Part B and Part C driving
tests). However, the same test mode is not open to PI
students. Reasons provided by the Transport
Department are as follows:

i Separate Part B and Part C tests will increase
multiple bookings, therefore are wasteful of
regsources and increase administrative costs.
Incidences of multiple-bookings are higher for PI
students than HKXSM students even though PI
students are only eligible for a combined test.
Transport Department anticipated an increase in
multiple-bookings when PI students are cffered
geparate part B and part € tests.
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(3)

il HKSM provides space and facilities within their
compound for Part B test, while the Transport
Department does not have suitable space and
facilities to conduct Part B test for PI
students;

iii Since PI studente have to take Part B test on the
public rcoads and the candidates have to travel on
stretches of the public road to reach the testing
gite, it is more cost-effective and prudent for
them to take Parts B and C together.

Implications

If the Government’s main concern is on multiple-
bockings, more effective administrative measures can
be found to prevent this from happening, e.g.
computerization of the application process to cancel
double bookings, imposition of penalty on learner
drivers who are absent from tests, or ilncrease the fee
for driving test application. Denial of the same test
mode Lo PI students doeg not appear to be a good
solution.

This Council is of the view that the environmental
conditions of the testing sites for the two streams of
students is not comparable and Government’s subsequent
move to make available more off-street driving tests
locations for PI students, e.g. at Happy Valley, So
Kwun Po and Tai Po is a positive move to eradicate the
differences.

Once these off-street driving test centres £for PI
students becomes fully operational providing
sufficient facilities, the Consumer Council considers
that the gradual test should be made available to PI
gtudents.

Restriction on the Licence of HKSM Instructors

In order to ensure that no new PI will enter the
market through HKSM employment, the Government has
imposed condition on the driving instructor licence
for HKSM employees. The licensees cannot operate
independently as PIs. PIs, on the other hand, are
free to seek employment from HKSM.

Although the objective of this measure is consistent
with the suspension of issuing new PI licence, this
Council 1s of the view that the resgtriction imposed on
the licence o¢of HKSM’s instructors has c¢reated a
monopsony power for HKSM in the labour market of
driving instructors, leaving these instructors with
less bargaining power .2
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Overall Policy Assessment

8.8 The Government policy and measures implemented
have, to a wvarying degree, attained the objectives of
reducing traffic congestion, enhancing driving standards
and alsc served to reduce the administrative burden on the
Transport Department. This is elaborated below:

Attainment of Policy Objectives
Alleviation of Traffic Congestion
8.9 Off-street training can reduce half of the

training time on the road, and therefore eases traffic
congestion in some designated areas.?

8.10 Take the number of tests form sold as an
indicateor of total number of learners of the five types of
vehicle instruction (i.e., private car, 1light goods-
vehicle, medium goods-vehicle, articulated wvehicle, and
motorcycle) . 2bout 186,000 learner drivers took lessons
in 1993, including 61,000 HKSM students and 125,000 PI
students. Without the establishment of driving schools,

the total number of hours that students trained on the road
would be 5,228,000 hours. The establishment of driving
schools has substantially reduced the hours of on-street
training to 4,354,000, representing a reduction of 854,000
hours (or 16%).%

8.11 The reduction of on-street training hours is of
significant impact to rcad users considering the continuous
demand for driving instruction in Hong Kong. With full
implementation of off-street driving instruction,
Government would be able to further alleviate traffic
congestion caused by learner drivers.

8.12 However, the Plgs are of the view that the high
concentration of students on certain roads in the vicinity
of HKSM has caused unnecegsary traffic congestion in Shatin
during rush hours.? HKSM however c¢ontends that the
traffic congestion cannot be attributed solely to the
concentration of HKSM students while ignoring other factors
such as the population growth, rapid housing development,
ags well as increasing PI instruction in that area. Traffic
congestion, as pointed out by HKSM, has never been a
problem at Wong Chuk Hang.
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Standard of Driving Skill and Road Discipline

8.13 The Government believes that systematic driving
training which 1includes classroom 1lecture on road
regulations, simulator driving, and off-street training is
an effective way to improve driving standard and road
discipline. Such training has bkeen provided in Tokyo,
Yokohama, Guangxhou and Singapore. The passing rates of
HKSM students and PI students, however, do not reveal a
gsignificant difference between systematic driving training
and private instruction. The investigation conducted by the
Commissioner for Administrative Complaints in 1991% also
concluded that the Transport Department’s "“"claim of better
training standard in the HKSM could neither be supported
nor refuted" from the analysis of passing accident rates.
Perhaps passing rate 1is only one of the many c<¢riteria
reflecting on driving standard and this is a matter for the
Transport professionals to study and confirm.

8.14 This Council recognizes that the setting up of
driving schools has the effect of placing the quality of
school instructors under some control. Driving instructors
of HKSM are required to take refresher training lessons
offered periocdically by HKSM to improve their teaching
gkills. On the other hand, the quality of HKSM instructors
can be adversely affected by the reportedly high turnover
rate of the HKSM instructors’. The fact that HKSM students
find it difficult to book with the same driving instructor
throughout the course may also affect the training of
students.

8.15 Despite this fact, by ensuring a uniformity of
standard for instructors, the form of institutionalized
training introduced meets the Government objective of
promeoting driving skill and road discipline.

8.16 By contrast, PIs do not normally receive any form
of training in teaching skill and they rely on accumulated
experiences. Standard wmay vary from one to another.

Learners have no way to know which PIs offer good training
except by word-of-month.* .

Reduction of Administrative Burden
Batch-procegsging

8.17 Since the inception of HKSM, the Government has
entrusted the adminiztrative arrangement of tests te the
HKSM management which submits applications of HKSM students
to the Transport Department in batches. Batch-processing
saves both manpower regources and administrative costs of
the Department.
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8.18 In addition, HKSM students make fewer multiple-
bookings as compared with PI students. This is shown in
Table 6, in which the private car driving tests conducted
rates are compiled. "Absent" rate for driving tests is also
lower for HKSM students (6%) than PI students (16%). This
has the effect of reducing the resources that are wasted on
unfulfilled time slots and therefore allows additicnal
savings of manpower resources,

Tabkle 6: Private Car Driving Tests Conducted Rates*

Percentage
Year HKSM Neon-school
1588 97.793 93.34
1585 96 .51 92.82
1950 96 .57 91.79
1951 96.89 93.00
1982 95.76 92.45
19383 92.74 87.78
Source: Figures are bhased on data published by
the Transport Department
* Driving tests conducted rate
number of tests conducted
------------------------- % 100%
number of tests planned
Issuance of Licence
8.19 The Government informed this Council that one of

the reasons for not issuing PIs licences is to reduce the
administrative burden of processing applications from non-
active PIs. Indeed since introduction of this measure, the
Transport Department needs only deal with renewal of
licence rather than new applications, hence has reduced
unneceagsary administrative work.

8.20 With this policy, the number of PIg is contained
at the 1973 level minus natural wastage. However, there is
still no guarantee that all licence holders will be active
in providing driving instruction since licences can be
renewed annually upon payment of a fee of $750. PIs are
neither required to prove that they are actively en?aged in
the business nor to renew their licence in person.®
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8.21 A more theorough approach to discourage non-active
PiIs from licence applications 1is to 1increase the
application and renewal fee for the instructor licence.
Higher entry fee can deter entry of and renewal of licence
by non-active PIg, while admitting those who really take an
interest to join the industry, thus ensuing a continuocus
supply of new PIs. This goes without saying that the
administrative cost of the Government in the issuance of
licences can be recovered by increasing the application and
renewal fees.

Cverall Assessment

8.22 Despite attainment of the objectives stated
above, the Council’s study has revealed two key issueg in
need cof improvements, namely,

{1} the lack of explicit long term policy te guide
the development of the industry

In the course of this study, this Council has
been able to obtain information from the
Transport Department. However, there appears to
be no composite statement of Government
objectives to be found in any one single
document, which <can be made available to
interested parties in the study of the subject.
Although Transport Department officials may have
access to such policy documents, it lacks the
openness and transparency purportedly existing in
most other Government policy areas. Such lack of
information may well give rise to uncertainty as
far as market players are concerned and poses
barriers to potential entrants.

Furthermore, no reference is made of the driving
instruction industry in the "Moving into the 21st
Century - The White Paper on Transport Policy in
Hong Kong 1990", the most important document
mapping out the future directions and transport
strategies for Hong Kong.

(2) the need for on-going monitoring and evaluation
- to assess the effectiveness of the policy and
measures adopted

Certain measures were introduced for a specific
reason decades agoc but since then have been
maintained for a different reason in subsequent
vears, resgulting in a lack of clarity of the
objective it aims to achieve. Cessgation of new
PT licence is one such example, the measure was
introduced to alleviate administrative burden and
subsequently used to restrict entry of new PIs in
order to provide a competitive edge for the
driving school.

33



On-going evaluation will provide the impetus for
innovative ideas to be adopted to address a
certain concern. For example, the granting of a
shorter waiting time may appear to be the single
most effective measure to induce investment from
the driving school some ten or more years ago,
but as this mode of driving instruction has
become well established in recent vyears, the
Government needs to conduct a thorough review to
explore whether other measures can be put in
place to attain the objective just as well but
free of the circumferences of the current
"discriminatory" wmeasure.

Policy changes are perfectly acceptable given the
changing circumstances but it must be fully
justified in order to minimize misunderstanding
on the one hand whilst allowing for focused
evaluation on their effectiveness of
implementation.
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EFFECTS ON POTENTIAL ENTRANTS AND CONSUMERS

9.1 As a vzresult of deliberate policy by the
Government, the driving instruction industry is segregated
into two markets: private instruction provided by PIs and
institutional driving instruction provided by HKSM.

9.2 In the market of private instruction, consumers
are affected by the price-fixing of the major PI
Azssociations. Price competition between the 1,200 active

PIs is restricted under the arrangement.

9.3 In the institutional instruction market, HKSM has
a monopcly power as operator of the three designated
driving schools providing instruction for 5 types cof
vehicles. HKSM maintains a wmonopoly in motorcycle
instruction. In total, HKSM takes up about 33% of the
market share in 1993.

9.4 To potential entrants, the difficulty in site
location and the granting of sites for driving schools in
a short-term basis has formed barriers to entry. The
resultant market structure has affected consumer choice and
deprived consumers of the Dbenefit from the price
competition between HKSM and PIs.

Potential Entrants

5.5 The existence of barriers to entry in the market
has the effect of discouraging many peotential entrants,
including PIs, from setting up competitive driving schools.

Barriers to Entry
Difficulties in Locating Sites

9.6 To potential entrants, the difficulty in locating
a strategic gite for a mnew school 1is almost an
insurmountable task, taking into account the following
crucial criteria:

- The site must be sufficiently spacious to cater
for off-street instruction;

- The site must be in a vicinity which allows on-
street driving without causing congestion to the
normal traffic;

- Noise barriers may need to be erected for

environment protection purpose so as not to cause
any nuisance to the neighbourheced; and
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- The site has to be strategically located in order
to be competitive toc HKSM.

9.7 Over the years, the Transport Department has been
making relentless efforts in encouraging the establighment
of new driving schools, but little success has been
achieved due to the c¢onstraint of land resources and
objection from District Boards.*® More than a decade ago,
driving school sites at Tai Po, Tuen Mun, and Lai Chee Kok
were identified and incorporated in the respective town
plans, however, these sites were never developed into
driving schools due to strong ob%ection from local
political groups and District Boards,” and also the lack
cf access roads. The Lands Department has recently
confirmed that a permanent location in Tai Po may be
available from end of 1995.

9.8 Alternatively, a potential entrant may locate a
site on its own by making enquiries to the Lands Department
and at the same time submitting a proposal to the Transport
Department. Once a site is identified, the Government will
invite public tender for it and the potential entrant will
be invited to bid together with other contenders despite
the initiative taken by the potential entrant and the merit
of its propcsal. With no edge over other bidders, the
potential entrant risks losing to a higher bidder who may
bid for the site for other more lucrative business. Such
a procedure is not conducive to encourage market entry.

9.9 Finally, a potential entrant could acguire a
piece of land to set up a school, but this will incur a
huge investment in paying for the land cost. Furthermore,
permission from the Planning, Environment and Lands Branch
must be sought in order to use the land as a driving
school.

Short-term Leases of Sites

9.10 Regardless of whether the site is provided on
Government lease or acquired, in many instances it can only
be used as driving school under short-term leases. For
instance, the acquired site at Yuen Long by HKSM is
approved for use as a driving school for only 3 vyears,
initial lease for Wong Chuk Hang is 3 years, Shatin 5 years
and Tseung Kwan O 18 months. These latter sites granted
under short-term tenancies are subject to quarterly
renewals upon expiry of the initial lease period simply
because there are earmarked purposes for the sites, pending
development in some distant future. For example, the site
at Shatin is earmarked for a transport interchange, while
the Tseung XKwan O site has been designated for a hospital.
The site at Wong Chuk Hang belongs to the Urban Council
awaiting development inte a park. The driving schools,
therefore, can only make the best use of the intervening
short period of time.
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9.11 The short-term leases render it difficult for an
operator to recover 1ibts capital investment within the
limited time span. Only companies with strong financial
back-up can risk this short-term recovery of costs. In
reviewing the development of driving schools in Hong Kong,
it is believed that many potential entrants, including
groups of PIs, have been unable to establish a school due
to the lack of strong financial back-up. Appendix II lists
ocut the financial and cther difficulties of PIs in setting
up a driving school.

HKSM’s Reaction To Entry Attempt

9.12 HKSM was challenged once in 1922 when a
consortium consisting of Sun Hung Kai Properties, Geoffrey
Heoldings and Wilscon Parking attempted to set up a new
driving gchool in the New Territories. An application was
filed to the Town Planning Board but 1t was cobjected by
HKSM which subsequently sued the consortium for using its
confidential information and documents for a rival
purpose.® The incident ended a few months later when Sun
Hung Kai Properties became one of the owners of HKSM
holding 30 per cent of the total share.

9.13 This incident demonstrates that (1) some
companies had considered the operating a driving schoocl to
be financially wviable; (2} HKSM had been very keen to keep
its market position, and thus implying profitability of the
business; and {3) HKSM rather formed a jeint venture with
potential competitors then allowing them to set up a
competitive school.

Consumer Interests
Choice

9.14 The driving instruction offered by HKSM and PIs
are close but not perfect substitutes to each other.
Consumers can have a choice of the type of instruction
depending on their budget and time constraints.

9.15 Product differentiation exists within an industry
when each producer is gelling a product, the
characteristice of which are distinct from that of
competitors and this is the case with HKSM.¥ HKSM' s
marketing strategy serves to promote school identification
and differentiates their instruction courses from that of
the PIg. Classroom lectures, simulator driving, and off-
street training provided by designated driving schocls can
be perceived as more "systematic" and "institutionalized"
than the "priwvate and persconal” tutoring offered by Pls.
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9.16 The differentiation of instruction results in
HKSM and PIs attracting different groups of customers.
Both HKSM and some PIs admit that their target customers
are different; HKSM students being primarily members of the
white-collar working population with higher education and
income level who are receptive of "formal" and "systematic"
training, whereas the instruction mode offered by PIs
appeals to those who prefer a '"private and personal®
approach and in the same age group as the PIs, i.e., in the
age grcup of 40-60.

9.17 Learners, who have already obtained a driving
licence or training from other countries, may prefer the
flexible package of the PIs to HKSM’s instruction, which
requires a minimum of 35-hour training regardless of the
driving experience of students.

9.18 Moreover, PIs provide a more flexible number of
classes to meet individual needs on a one-PI-one-car basis,
whereas HKSM students may not be able to follow the same
instructor throughout the course.

9.1% Despite the choice between two different modes of
driving instruction, consumers and learner drivers are left
with no choice of driving school provider. All the three
driving schools in Hong Kong are being operated under one
management which has a monopoly power of institutional
driving instruction.

Price

9.20 Price competition between HKSM and PIs has been
impeded due to Government intervention and the effect of
product differentiation. The economic interest of consumers
is therefore adversely affected.

9.21 According to a series of wonthly surveys
conducted by HKSM between January 1986 - April 1994, HKSM's
shorter waiting time has been the major attraction for
their students. Given the preferential waiting time for
test and its monopoly power, HKSM would be able to set
prices above the competitive level, thereby extracting
economic rents from consumers who are willing to pay a
higher price for shorter waiting time.

9.22 Although consumers can pay 43% less for driving
instruction provided by PIs, price-fixing of the eight PI
Associations eliminates competition amongst PIs and affects
consumer interests. Although compliance cannot be
completed, the 1,200 PIs automatically adjust their charges
in accordance with the recommendation from their respective
Associations,

9.23 It is believed that the price level under price-

fixing arrangement is higher than the competitive price.
This will in turn, influence the price level of HKSM which
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will naturally take PI charges as reference for its own
instruction fees. Hence, consumers lose out in both
markets of the driving instruction industry.

Quality

g.24 In general, the absence of price competition
between HKSM and PIs would induce them &£o compete in
quality. This may be reflected in the improved passing

rate of PI students since the establishment of driving
schools. (Figure 6)

9.25 Figure 6 also shows that the passing rate of HKSM
students in the practical driving tests for private-car
operation was higher, though not substantial, than that of
PI students for the period 1985-19%82, except in 1988,
Moreover, the monthly surveys conducted by HKSM shows that
higher passing rate has been persistently the second major
factor which has attracted students in the period January
1986 - April 1994. This has indicated that the competition
between HKSM and PIs is keen in providing high quality of
driving instruction. Hence, consumers can benefit from the
resulting competition.

[Figure 6: Passing Rates (Full Pass) of Private Car
Combined Test '
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9.26 HKSM and PIs alsoc compete in other services
provided to students. For example, HKSM offers shuttle bus
service from city centre to driving schools competing with
the pick-up service provided by some PIs. Other competing
gservices include HKSM’'s 11 enrolment centres located on
Hong Kong Island, Kowloon and the New Territories form a
strategic network supporting the school’s marketing
campaign to attract students; distribution of pamphlets
outlining courses provided and highlighting the advantages
of the instructing mode in a school setting; and also the
schools’ participation in road safety campaigns Jjointly
organized with the Government. A driving instructions
school operated by PIz admits a drastic drop in their
gschool’s enrolment everg time when HEKSM actively pursues
its marketing campaign.’

Subgidy

9.27 There is a hidden government subsidy for allowing
all learner drivers to use the road for practical training.
While PI students receive more hidden subsidy by practising
both Part B and Part C on the read, HKSM students have to
pay a cost for off-zstreet site for part B training.
Although all learner drivers benefit more or less from such
a subsidy, tax-payers have to pay for the social cost of
heavier traffic in the training areas.
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10

POLICY RECOMMENDATIONS

10.1 The Consumer Council has consulted the
Government, HKSM, and PI Associations on the findings on
this report. Their feedback (in Appendix III) has been
taken into consideration when making the policy
recommendations presented in this section. It is important
to note that each policy recommendation forms part of an
integrated whole and is inter-related with each other.

(1) Long Term Policy for Driving Instruction

The QGovernment is looked upon to devise a
comprehensive long term policy with firm commitment to
assist the continuous development of the industry.
This policy should encompass the following:-

(a) Achieving the Socio-Economic Objective

The Covernment must take full regard of the
important socio-economic functions of driving
instruction in Hong Kong. Driving instruction
not only ensures the safety of road users and
safeguards against damage to properties but is
esgsential to an urbanized transportation system
contributing to economic development.

Moreover, the driving instruction industry has
been expanding rapidly in the recent years. The
number of learner drivers increased by 12% from
111,000 in 1992 to 124,000 in 1993. Assuming
each learner driver spent HKS$5,000 in average for
receiving driving instruction, the estimated
total of about $600 million had been spent in
1993. This reflectg the high business turnover of
the driving instruction industry.

Given the growing importance of driving
instruction industry, the Government should
commit appropriate resources to ensure a healthy
development of the industry to serve the public
need.

Further, this policy should seek to balance the
need for reducing traffic congestion,
standardizing and maintaining the gquality of
driving instruction whilst enhancing competition
in the industry.

(b) Integration with Overall Transport Policy
This policy must take inte account the forecasts
of transport demand and infrastructure

improvements proposed in the Government’s "Moving
into the Twenty-first century, the White Paper on
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(¢)

Transport Policy in Hong Kong" in order to map
out the future direction for the driving
instruction industry and forms an integral part
of such policy.

Planning Standard

It will be useful for the Government to examine
whether a planning standard could be developed
for driving schools and be incorporated in the
town planning process. The planning standard
will take into consideration such criteria as
density of population, income level, demographic
distribution and car ownership as appropriate.

Transparency

The policy objectives should be clear, open and
transparent to remove any uncertainty on the part
of market participants for the long term
development of the industry and to allow for
regular review from time to time.

{2) Encouraging Competition

In order to safeguard consumer interests, the

Government should instigate the following measures to
encourage competition in this market.

{a)

{b}

To Break the Collusicn Among PIs

Consumers are subject to the uniform charges

recommended by PI Associations. The anti-
competition effect 1s contrary to consumer
interests. The Consumer Council urges PIs to

cease such practice or otherwise certain
administrative or 1legal measures should be
adopted to break the collusion and price-fixing
among PIs.

To Bring in Competitive Forces to the Market of
Driving Schools

If the Government is to maintain its policy of
encouraging off-street driving instruction, it is
envisaged that the wmarket for driving schools
will expand. Government should therefore
instigate measures to encourage entry of new
school operators to safeguard against the
unhealthy growth of monopoly power by HKSM which
ig already operating 3% schools.
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{c}

Town Planning Provision: Earmark Sites for New
Driving Schools

Establishment of driving schools should be
regarded as a form of vocaticnal and skill
training same as other educational 1lnstitutions.
Where possible, planning standard should be
devised for the facility. The proposal is not
for the Government to lease the sites at a lower
than market value, but rather, provisions are to
be made in the Hong Kong Planning Standard
Guidelines in the same way as sites for
Government/Institutional/Community users (GIC)
and other educational institutions are provided
for in the town planning process.

Such a measure is Jjustified despite the high
value and competing demands for use of land in
Hong Kong in view of the socio-economic function
the driving instruction industry performs. An
extended pay back pericd allowed by longer lease
or permanent use of school sites will alleviate
the pressure on the Government to provide
considerable shorter waiting time as incentive
for driving schools. Such incentive had been the

primary source of discontents. The proposed
improvement is, therefore, worthy of seriocus
congideration.

Alternatively, if the Government regards the
opportunity cost to allot new driving school
gites to be substantial and non-beneficial to the
economic interest of the community, it should
consider granting a longer lease term to meet the
operational needs of the new school. The current
shortest 18-month lease is not conducive for new
entrants nor realistic for the driving school te
recoup the investment made.

Tender

To induce competition, public tender should be
invited to bid for the operating rights on the
new sites. It may not be necessary to exclude
HKSM from submitting a bid but the tender from
HKSM must be scrutinized, bearing in mind the
anti-competition effect HKSM caused due to its
current extensive market power.

If eventually HKSM were to be granted the
operating rights of additional driving schools,
the @Government should consider subjecting the
operation of HKSM to some form of Government
regulation. The Government should alsoc encourage
joint venture between tenderers and PIs in
setting up new driving schools.
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To Provide a Level-Playing Field for PIs and Driving
Schools

The Government should on equity grounds explore
other viable means to attain the objective of
encouraging off-street instruction rather than
granting preferential treatment for HKSM students,
though this may reduce the competitive edge from HKSM.

It is incumbent upon the Government to find
measures of maintaining a level-playing field for both
HKSM and PIs. The fact that PIs have been enjoying a
hidden subsidy by usging public rcads free of charge
all along and HKSM incurs substantial investment for
the school sites should be taken into account.

Consumer preference should also be a major
concern in examining the posgsible options to reduce
the waiting time differential.

We propose the following 1deas for the
Government’'s consideration in narrowing the gap
between HKSM and PIs in terms of operating cost, .
training environment and waiting time differential:

(a) to reduce the rental payvable by school operators
or to 1lengthen the lease term for use of
temporary sites;

{(b) to increase licence fee for the PIs, their
driving instruction vehicles or learner licences
of PI students; ' :

(¢) to require PIs to give off-street driving
instruction in sites sponsored by the Government;
or

(d) to make new and existing driving schools open up
its facilities for use by PIs at a cost in the
same way  as a common carrier in the
telecommunication industry does overseas.

If the Government is fully convinced that the
granting of the shorter waiting time for HKSM is a
form of public subsidy - justifiable and essential to
the commercial viability of HKSM - vis-a-vis the free
use of public roads by PIs, then the Government should
clearly spell out its policy and guidelines on this.
This should serve to remove the existing arbitrary
element in the administrative process, and to prevent
possible abuse or grievances.
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{4) Other Measures
(a) School capacity and flexible arrangements

To aveid traffic congestion from a high
concentration of students in the driving school
vicinity, school capacity should be subject to
a limit. The number of routes available for
practical tests and road training should also be
increased. On the other hand, the driving school
can consider spreading its on-street instruction
to other districts with flexible pick-up peints
for students.

{b} Standardization of Driving Tests

The Government schould, as far as possible, work
towards a standardization of testing modes and
testing environment for HKSM and PI students in
order to minimize complaints over the perceived
or actual differences in treatment.

(¢) Computerigation of Test Application
Administration

Automation technology should be introduced in
processing the vast volume of test applications.
Computerization will not only help speed up in
the administration of the applications but yield
crucial information much needed by management to
help plan and improve the efficiency and
effectiveness of the gystem - information to keep
track of the number of active or non-active PIs,
learner drivers profile, multiple bookings, etc.

The Consumer Council considers driving instruction an
egsential sgervice as every driver must learn and be
licensed before he is allowed to drive. While adopting the
pelicy of discouraging on-street driving instruction, the
Government needs to play a more proactive role in
encouraging the setting up of off-street driving schools.

Thig Council is aware of the fact that the issues
examined in this study were alsc investigated by the
Commissioner for Adminigtrative Complaint (COMAC) .
Information received from the Transport Department
indicated the same conclusion had been drawn. However, it
should be noted that this report focuses on the competition
environment of the driving instruction industry as a whole,
therefore covers the subject from a broader perspective.

Publication of this report presents an ideal

opportunity to gauge consumer feedback for policy
consideration.
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FINDINGS ON ALLEGATIONS

1.1

On the complaint lodged by PIs of the Hong Kong

Driving Instruction Club in March 1993 (S8ection 4 refers),
this Council has the following findings:

(1)

The allegation that the rapid growth of HEKSM’'s
market share contributed to a substantial
business loss of the PIs is not substantiated.

Whilst PIs in the private car instruction market
declined in the past few vyears, demand for Pls
instructions in the other markets including light
goods-vehicle, medium goods-vehicle and
articulated vehicle actually grew,

The major cause of the decline in PIs’ business
in the private-car instruction market is the fall
of demand in the market as a whole as opposed to
the market expansion of HKSM as alleged by the
PIs. HKSM’s business in this market has also
declined during 1988-19293, and it’s market share
dropped from 45.5% 1in 1992 to 39% in 1993,
Therefore the allegation cannot be substantiated.

The PIs are correct in their cbservation that the
rights to operate the existing three designated
schools are granted to one private corporation,
while the inhibiting costs of obtaining a
gsuitable site have prevented the PIs to compete
by setting up driving schools of their own.

The operating right of the first driving schocl
at Wong Chuk Hang was granted to HKSM through
private agreement while that of the second school
at Shatin was granted to HKSM through an open
tender. The third driving school at Yuen Long is
operated on a site acquired by HKSM,

Over the years, there has been no competitor to
set up a driving school. The reasons include:

- The required capital investment together
with sound financial back-up and management
- expertise have discouraged some PIs and
other interested companies from establishing

a driving school; and

- Potential entrants can be discouraged from
setting up a school as the Government has
been inactive in assisting newcomers tec find
a site for setting up a schocl through open
public tender.
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(3)

(4)

The PIs have correctly pointed that the HKSM
students are granted shorter waiting time for
driving tests than PI students.

The reduction in waiting time for HKSM students
is based on an agreement between HKSM and the
Government in the early 1980s. The agreement
states that the waiting time for HKSM students is
to be maintained no worse than 50% shorter than
PI students. However, according to the Transport
Department, the walting time for HKSM students
has been adjusted to 15% - 20% on average shorter
than that for PI students in 1991. The period of
1992-1994 registered an average shorter waiting
time of 44 days for HKSM students.

The Consumer Council considers that the waiting
time differential ig discriminatory and
arbitrary, as it can be subject to substantial
variation in some individual cases.

The PIs have correctly stated the fact that the
gradual test is available to HESM students but
not to PI students.

The Transport Department considers making the
gradual test availlable to PI students will lead
te higher administrative cost because of
multiple-bookings. This Council considers that
multiple-booking is a waste of rescurces and that
the Transport Department could use administrative
means to prohibit such practices rather than
denying the test to PI students.

The allegation that learner prohibition routes
are fewer for HKSM students is not substantiated.

This study finds that the routes are not fewer
for HKSM’s examination areas than that for other
areas used by PI students. The number of
prohibition routes is dependent upon the traffic
condition in the areas.
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Appendix II

According to one operator of a Driving Instruction

School {L.ee Kin Driving Instruction School}, the PIs were in 1993
unwilling to set up a designated driving school for the following
reasons:

1)

2)

3}

5}

The PIs lack financial resources to set up and operate a
designated driving school.

They also lack financial backup to compete with HKSM, which
are financially able to launch aggressive marketing
campaign and practise predatory pricing.

They lack management skill to manage a group of PIs, who
can always terminate the employment and resort to
conducting business on their own.

They lack expertise knowledge of the working of a driving
school and other related industries. They also lack the
kind of connection with the Government. HKSM has on the
other hand employed a number of ex-government officials
from the Transport Department to advise them.

In an institutional structure where capital is the major
input, driving instructors receive lower return than that
of the PIs. Therefore, the PIs have no incentive to
establigh a school or be employed by a school.

The ingtitutional structure of designated driving school is

considered te be restrictive to mest PIs, who are used to
cperating business at will.
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Appendix III

CONSULTATIONS

Consultation with Transport Branch and Transport Department

Both the Transport Branch and the Transport Department
consider that the availability of land for use as driving school
constitutes a major difficulty for them to encourage more driving
schools to be set up and for a long-term policy on the driving
instruction industry to be formulated.

The Government seeks to strike a balance between the
two types of instruction courses to learner drivers with
different needs, i.e., those who are willing to pay higher fee
for a shorter waiting time and others who prefer a lower fee and
would not mind waiting longer.

Consultation with HKSM

HKSM considered maintenance of the preferential waiting
time to be their life vine and they would protest against total
removal of it. HKSM welcomes healthy competition from PIs and
other schools, and they are also willing to cooperate with PIs
in setting up a school.

On the other hand, their position on the £future
expansiocn of their market share is that they will not seek to
increase their market share to beyond, say 55%, for fear that a
high market share would attract Government intervention.

Consultation with PI Associations

Despite their complaints, it appears that PIs do not
see any need to introduce drastic changes to the system but wish
to shorten the waiting time for driving tests for their students.

The PI Asgociations which were present at the meeting
expressed openly that they could accept a waliting time
differential of 20-25% shorter for HKS8M students than PI
students, provided that the sgituation will not deteriorate
further. They recognize the huge capital investment of HKSM
therefore accept the waiting time differential as well as the
price difference, the latter naturally works to their favour as
HKSM charges about 70% more.

They, however, are discontent that for some individual
cases the waiting time differential is longer than 20-25%. Some
PI Associations would like to gee the total waiting time for
written test and practical tests for PI students be no longer
than 6 months,

50



Notes:

10.

1.

i2.

Transport Department (1985). Hong Kong Annual Departmental
Report by the Commissioner for Transport. P.28

Scuth China Morning Post, November 15, 1984.
Mr. Augustine CHUNG, interviewed dated August 1993.

The fee pavable for designation of a driving school was
821,000 in 1990.

Richard Mytton Systems was an agent for the school’'s
driving simulator.

The Hong Kong Cross Harbour Tunnel was once partially owned
by the Hong Kong Government. However, the Government sold
all its shares of 24.33% in December 1391].

According to the Transport Department, the number of posts
for practical test examiners are about 74, but
approximately above 60 examiners are currently employed.

Minutes of the First Driving Instructors’ Liaison Meeting
between Transport Department and 9 Driving Instructors’
Agssociations held on 4 November 1993.

The 1:2 ratic of driving examiners between HKSM and PIs is
calculated based on a total of 63 examiners, of which 21 is
assigned to HKSM and 42 to other test centres used by PIs.

Cagse No. €48/186/3%0 in the Third 2Annual Report of the
Commissioner for Administrative Complaints.

The number of tesgt forms sold is used by the Transport
Department to calculate the market share and gauge the
demand for instructions. It repregents the annual total
number of applicants for practical tests. The reason for
using such data instead of the number of test conducted is
that the number of test forms sold is not constrained by
the capacity of the department in handling practical tests.
However, one major drawback in using this method is that it
can be affected by both the passing rate and multiple
bookings. Therefore, the market share of and the demand
for PI instructions can be overestimated due to the lower
average passing rate and higher amount of multiple bookings
of PI students. Likewise, HKSM’s market share and the
demand for the school instruction could be underestimated
with this method.

The remaining 4% represented the group of test candidates

who had obtained learner licence before 1990 when off-
street training was made mandatory.
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13.

14.

15.

1l6.

17.

In general, mainstream economists consider market power to
be significant when market share 1is above 20% and
substantially excessive when 1t reaches 50% or beyond.
Shepherd, William &. (1991). Public Policies Toward
Business, 8th Bd., (Boston, MA: Irwin).

For the HKSM, the private c¢ar instruction course is a
compulsory of a 35-hour training, which involves 7-hour
lecture, 3-hour simulator driving, 1l-hour off-gtreet
training, and 1l4-hour on-street training constituting a
total of 32 hours. For the PIs, the average hour of private
car instruction is about 28-30 hours, according to the Hong
Kong Driving Instruction Club. In order to make a
like-with-1ike price compariscn, we take 35-hour
instruction as the standard.

The survey covers the following asscociations and driving
schools formed by a group of Pls:

- Hong Kong Driving Instruction Club

- Driving Instructors Association

- Driving Instructors Merchants Associatiocn

- Lee Kin Driving Instruction School

- MSM School of Motoring

The confirmation of price-fixing was obtained at the

meeting between the Consumer Council and representatives of

the following eight PI asscciations:

- Driving Instructors Merchant Associlation

- Hong Kong Driving Instruction Club

- Hong Kong & Kowloon Goods Vehicle, Omnibuses and
Minibuses Instructors’ Association

- Kowloon Motor Driving Instructors’ Association

- Motor Transport Workers’ General Union

- Public & Private Light Buseg Driving Instructoxr’s
Society

- Hong Kong Motor Car Driving Instructors Association

- Driving Instructors Assocociation

Letter of Transport Department to the Consumer Council,
July 15 1994.

Ag stated in The White Paper on Transport Policy in Hong
Kong, January 19980, p.33, the objectives of managing road
use are to improve the mobility of pecple and goods by:

{a) making effective use of road space;

{(b) giving priority to the more efficient and essential
road users; and

(¢) wanaging travel demand to a level with the road system
can cope.
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18.

19,

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

The first two advantages are stated in Case No.C48/186/90
in the Third Annual Report of the Commissioner for
Administrative Complaint.

Transport Department explained to the Consumer Council that
the policy also serves to reduce administrative burden.

The estimated rate of decrease was 7% per annunm.

Response from Secretary for Transport to questions raised
in May 4, 1994 Legisglative Council Sitting. The average
waiting time is based on the 24-month period from April
1992 to May 1924.

These reasons are stated in a summary of the review on
driving test waiting time by Transport Department.

The Hong Kong Standard, June 14, 1984,

Apart from the capital reguirement to set up school
facilities, a driving school would also need to install
noise barrier when the noise of motor vehicles used for
training becomes a significant disturbance to the
surrcounding neighbourhood. The noise barrier installed at
the forthcoming school at Tseung Kwan O costs $1 million in
addition to the other capital investment.

HKSM stated in the letter dated May 31 1994 tec the Consumer
Council that they are appealing the recent increase of
rental for the Shatin school to $15.5 millions per annum.

Letter from HKSM to the Consumer Council dated May 31 1954,

This might be the cause of the alleged unattractive pay of
HKSM 1nstructors and their high turnover rates.

For private car instruction offered by the HKSM, 14 hours
{(or 50%) of the total 28-hour simulator and practical
training are assigned to simulator and off-street training.

This is estimated by using 28-hour on-street training for
PI students and l4-hour for HKSM students.

Photographs provided by the Hong Kong Driving Ingtruction
Club shows the traffic congestion in Shatin at a certain

point in time.

Case No. ©48/186/90 in the Third Annual Report of the
Commissioner for Administrative Complaints.

According to the representative of the Hong Kong Driving
Instructicn Club and Mr. LEE Tat Shing of Lee Kin Driving
Instruction School, the turnover rate of HKSM's instructors
is high. However, we are unable to obtain the information
from the HKSM.
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32.

33.

34,

35,

36.

37,

38.

A survey in February 20 1978, which consisted of a sample
of 5,346 driving learners, showed that while over 30% of
learners reported no difficulty in engaging driving
instructors 85% of them had difficulty in engaging good
driving instructors. The survey was conducted by Leung,
Hung-bun in "A Feasibility Study of Establishing a Driving
Instruction Company in Hong Kong" - Research Report in
partial fulfilment of the requirements for the Degree of
Master of Business Administration (Hong Kong: The Chinese
Universgsity of Hong Kong, May 1979).

The only requirement 1s for PIs over the age of 70 to
produce a medical certificate issued by a registered
medical practiticner in order to prove that they are
healthy enough to drive a wvehicle.

Letter of Transport Department to the Consumer Council
dated July 15, 19294,

Letter of Transport Department to the Consumer Council,
July 15 1%%4.

South China Morning Post, April 24, 1992.

The MIT Dictionary of Modern Economics, 4th Ed., edited by
David W. Pearce. (Cambridge, Massachusetts: The MIT Press,
1992) .

Lee Kin Driving Instruction School.

54



I

11

REPORT ON THE DRIVING INSTRUCTION INDUSTRY

ABRIDGED VERSION

OBJECTIVES

This study aims at, in relation to the motor~vehicles
driving instruction industry: ' .

(1} examining the market structure and the competitive
environment;

(2) evaluating the impact of Government policies on the
market structure and the competitiveness of the Hong
Kong School of Motoring (HKSM) vis-a~-vig that of
private instructors (PIs);

(3) investigating into the allegations lodged by PIs of
the Hong Kong Driving Instructors’ Club; and

(4) making policy recommendations with a view to enhancing
competition in the industry and promoting consumer
interests.

THE MARKET

As a result of a deliberate policy by the government,
the driving instruction -market is segregated into
institutionalized driving instruction and private
instruction provided by HKSM and Pls respectively. HKSM
and PIs provide driving instruction for private cars, light
goods-vehicles, medium goods-vehicles - and articulated
vehicles. Motorcycle instruction is exclusively provided
by HKSM. Of the five types of driving instruction, private
car and light goods~-vehicle instruction together
constituted over 80% of the total market as evidenced by
the test forms sold in 1993.

HEKSM

HKSM has a monopoly power operating three designated
driving schools at Wong Chuk Hang, Shatin and Yuen Long. It
has recently entered into a joint venture with Hong Kong
Articulated Vehicle bDriving Instructors’ Association to
establish a new school in Tseung Kwan O. Short-term tenancy
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is one important characteristic of all these school sites,
e.g. the tenancy periods for Wong Chuk Hang, Shatin and
Tseung Kwan O are 3 Yyears and 5 years and 18 months
respectively. '

Market Shares

HKSM holds 39% and 27% of the market share of private-
car and light goods-vehicle instruction respectively in
1993. The remaining share was distributed amongst about
800-1200 individual PIs. PIs dominated the market of
articulated vehicle instruction whereas HKSM enjoys a
monopely in the market of motorcycle. (APPENDIX 1) This is
due to the mandatory off-street training by the Government,
though the fees charged by HKSM is subject to regulation.

Since 1988 private-car instruction has been on the
decline, which fell at the annual rate of 7.18% and 92.4% in
1992 and 1993 respectively resulting in a decline in the
business of both HKSM and PIs. Despite this, both HKSM and
PIs enjoyed an expansion in other markets, especially in
the light goods-vehicle instruction where the rate of
annual increase were 41.13% and 1%.06% in 1992 and 19393
respectively. (APPENDIX 2)

Test Modes

The test modes are different for HKSM and PI students.
While the former can take part B test (examination of basic
driving techniques, including parking, 3-point turns, hill
starts etc.) within the school campus and road test (part
C test) at different times, PI students take a combined
test on the public road. Transport Department explained
this to be due to practical reasons.

Fees

Based on a 35-hour instruction course, HKSM charges
HK$6,150 or HK$5,400 for manual private car in 1993
(depending on the courses taken), which are about 54% or
76% higher than the HK$3,500 charged by the Pls.

GOVERNMENT POLICY
Nil Entry of Pls ' ' - o o

Since 1973, the Government has stopped new entry of
pIs. As a result, the growth of PIs has been suppressed
and the number of active PIs has substantially reduced by
67% from 3,600 in 1978 to about 1,200 in 1993. The original
reason was to reduce administrative burden of the
Government in processing new PI licences but the continued
freeze until this day serves to support off-street
instruction.
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Shorter Waiting Time for Driving Test

The Government admits that HKSM students are granted
shorter waiting time for driving tests than PI students in
return for the substantial capital costs involved and
rental paid at full market value for setting up such
schools. For example, the capital investment for the newly
established Tseung XKwan O school is HKS$10 million,
inclusive of HK$6 million site formation and levelling
expenses, and HKS4 million rental per annum. On the other
hand, PIs utilize public roads free of charge.

The Government further justifies "the waiting time
differential as a conscious policy to encourage off-reoad
jearner training in the wider interest of all road-users
and hence there is a public interest reason behind it."

In 1992-93, the average waiting time for private car
driving tests was 174 days for HKSM students and 218 days
for PI students. According to the Transport Department,
nthe waiting time of individual candidates differed
considerably, from 3 months for the most diligent ones to
over a year for the less industriocus."® Transport
Department considers a simple comparison of the two test
appointment systems tantamount to comparing an apple with
an orange due to the different course and organization.

However, the waiting time differential is perceived to
be discriminatory and arbitrary and has been a source of
complaint from PIis. This Council considers the Government
has strong justification for encouraging off-street driving
jnstruction and has conseguently reduced 16% of the
training time on the road (or 854,000 hours per annun).
Despite the noble intention and Government’s difficulties
in balancing market interests, this Council is of the view
that other measures, rather than a waiting time
differential could be explored to allow HKSM and Pls
compete on egual footing.

EFFECTS ON CONSUMERS
Segregated Markets

such conscious decision in Government policy has led
to the creation of virtually two segregated markets within
the industry affecting the economic interest of the
consumer. Consumers are caught between the monopoly power
of HKSM on the cne hand and the price-fixing of PIs on the
other. . :

As a result of the waiting time differential, the
driving instruction offered by HKSM and PIs are close but
not perfect substitutes for each other. Price competition
petween them has been impeded; likewise consumer choice..



(2)

(c)

(d)

Planning Standard

1t will be useful for the Government to examine
whether a planning standard could be developed
for driving schools and be incorporated in the
town planning process. The planning standard
will take into consideration such criteria as
density of population, income level, demographic

distribution and car ownership as appropriate.
Transparency

The policy objectives should be clear, open and
transparent to remove any uncertainty on the part
of market participants for the long term
development of the industry and to allow for
regular review from time to time.

Encouraging Competition

In order to safeguard consumer interests, the

covernment should instigate the following measures to
encourage competition in this market.

(a)

by

(c)

To Break the Collusion Among PIs

consumers are subject to the uniform charges

recommended by PI Associations. The anti-
competition effect is contrary to consumer
interests. The Consumer Council urges PIs to

cease such practice or otherwise certain
administrative or legal measures should be
adopted to break the collusion and price-fixing
among PIs.

To Bring in Competitive Forces to the Market of
priving Schools :

If the Government is to maintain its policy of
encouraging off-street driving instruction, it is

‘envisaged that the market for driving schools

will expand. Government should therefore
instigate measures to encourage entry of new
school operators to safeguard against the
unhealthy growth of monopoly power by HKSM which.
is already operating 3% schools. .~ L.

Tewn Planning Provision: Earmark Sites for New
pDriving Schools

Establishment of driving schools should be
regarded as a form of vocational and skill
training same as other educational institutions.
Where possible, planning standard should be
devised for the facility. The proposal is not

6



(d)

for the Government to leasSe the sites at a lower

than market value, but rather, provisions are to
pe made in the Hong Kong Planning Standard
Guidelines in the same way -as sites for
Government /Institutional/Community users {GIC)
and other educational institutions are provided
for in the town planning process.

Such a measure is justified despite the high
value and competing demands for use of land in
Hong Kong in view of the socio-economic function
the driving instruction industry performs. An
extended pay back period allowed by longer lease

or permanent use of school sites will alleviate

the pressure on the Government to provide

considerable shorter waiting time as incentive
for driving schools. Such incentive had been the

primary source of discontents. The proposed
improvement is, therefore, worthy of serious
consideration.

Alternatively, if the Government regards the
opportunity - cost to ~allot new driving school
sites to be substantial and non-beneficial to the
economic interest of the community, it should
consider granting a longer lease term to meet the
operational needs of the new school. The current
chortest 18-month lease is not conducive for new
entrants nor realistic for the driving schoel to

recoup the investment made.

‘Tender

To induce competition, public tender should be
invited to bid for the operating rights on the
new sites. It may not be necessary to exclude
HKSM from submitting a bid but the tender from
HKSM must be scrutinized, bearing in mind the
anti-competition effect HKSM caused due to its
current extensive market power.

If eventually HKSM were to be granted the
operating rights of additional driving schools,
the Government should consider subjecting the
operation of HKSM to some form of Government .

regulation. The Government should also encourage -

joint venture between tenderers and PIs in
setting up new driving schools.



(3}

7o Provide a Level-Playing Field for PIs and Driving |
schools _ .

The Government should on equity grounds explore
other viable means to attain the objective of
encouraging off-street instruction rather than
granting preferential treatment for HKSM students,
though this may reduce the competitive edge from HKSM.

Tt is incumbent upon the Government to find
measures of maintaining a level-playing field for both
HKSM and PIs. The fact that PIs have been enjoying a
hidden subsidy by using public roads free of charge
all along and HKSM incurs substantial investment for
+he school sites should be taken into account.

Consumer preference should also be a major
concern in examining the possible options to reduce
the waiting time differential.

We propose the following ideas for the
Government’s consideration in narrowing the gap:
petween HKSM and PIs in terms of operating cost, |
training environment and waiting time differential: *°

(a) to reduce the rental payable by school operators
or to lengthen the lease term for use of
temporary sites;

(b) to increase licence fee for the PIs, their
driving instruction vehicles or learner licences
of PI students; _

(c) to require PIs to give off-street driving"
instruction in sites sponsored by the Government;
or :

(d) to make new and existing driving schools open up
jts facilities for use by PIs at a cost in the
game way as a common carrier in the
telecommunication industry does overseas.

1f the Government is fully convinced that the
granting of the shorter waiting time for HKSM is a
form of public subsidy - justifiable and essential to
the commercial viability.of HKSM - vigs-a-vis the free
use of public roads by PIs, then the Government should
clearly spell out its ‘policy and guidelines on this.
This should serve to remove the existing arbitrary-
element in the administrative process, and to prevent
possible abuse or grievances.



(4) Other Measures
(a) School capacity and flexible arrangements

To avoid traffic congestion from a high
concentration of students in the driving school
vicinity, school capacity should be subject to
a limit. The number of routes available for
practical tests and road training should also be
increased. On the other hand, the driving school
can consider spreading its on-street instruction
to other districts with flexible pick-up points
for students.

(b) Standardization of Driviné Tests

The Government should, as far as possible, work
towards a standardization of testing modes and
testing environment for HKSM and PI students in
order to minimize complaints over the perceived
or actual differences in treatment.

(c) Computerization of Test Application
Administration

Automation technology should be introduced in
processing the vast volume of test applications.
Computerization will not only help speed up in
the administration of the applications but yield
crucial information much needed by management to
help plan and improve the efficiency and
effectiveness of the system - informaticon to keep
track of the number of active or non-active Pls,
learner drivers profile, multiple bookings, etc.

The Consumer Council considers driving instruction an
essential service as every driver must learn and be
licensed before he is allowed to drive. While adopting the
policy of discouraging on-street driving instruction, the
GCovernment needs to play a more proactive role in
encouraging the setting up of off-street driving schools.

This Council is aware of the fact that the issues
examined in this study were also investigated by the
Commissioner for Administrative Complainto (COMAC).
Information received from the Transport Department
indicated the same conclusion had been drawn. However, it
should be noted that this report focuses on the competition
environment of the driving instruction industry as a whole,
therefore covers the subject from a broader perspective.

Publication of this report presents an ideal
opportunity to gauge consumer feedback for policy
consideration.



Vi FINDINGE ON ALLEGATIONS

In March 1993, a complaint was lodged by the Hong Kong
priving Instructors’ Club to the Consumer Council alleging
that the competitiveness of private instructors had been
seriously Jjeopardized as a result of Government’s
favouritism towards HKSM. Findings of this Council are
summarized below:

(1) The allegation that the rapid growth of HKSM’s market
chare contributed to a substantial business loss of
the PIs is not substantiated. In 1988-1993, whilst the
business of PIs in the private car instruction market
declined, the demand for their instruction in other
markets increased.

(2) The PIs are correct in their observation that the
three designated driving schools are operated by one
private corporation, while the inhibiting costs of
obtaining a suitable site have prevented the PIs to
compete in setting up a school of their own.

(3) The PIs have correctly pointed out that HKSM students
are granted shorter waiting time for driving tests
than PI students.

(4) The Pls have correctly stated the fact that the
gradual test is available to HKSM students but not to
PI students.

(5) Learner prohibition routes are fewer for HKSM students

and this is considered to be a favour to them: this
allegation is not substantiated.

July 1994
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APPENDIX 1

Market Share of HKSM

Pnrcdhtngt
- — —t
Year Private Light Medium Articu- Motor- Total
car Goods Goods larted cycle
Vehicle Vehicle Vehicle
1588 36.2 8.1 48.8
198% 40.8 16.31 4.1 3.0 56.0 36.9
18980 41.0 34.2 4.0 z.8B 82.5 38.5
1991 44.0 37.1 4.8 2.8 54 .8 41.4
1852 45.5 31.3 5.2 1.3 88.9 37.5
1993 39.0 27.0 7.0 2.0 36.0 32.9
| ——

Source: Transport Department



APPENDIX 2

annual Percentage Change of Test Forms Sold - Private Car
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