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SummarySummarySummarySummarySummary

Background
Many consumers are concerned about petrol price cycles and that prices can
suddenly increase by as much as 10 cents per litre in a day.  For those
consumers who have driven past a service station in the morning, noticed the
price on the board but decided to fill up on the way home, only to find that
prices have subsequently increased significantly, this is extremely annoying.
The situation is exacerbated when these price increases occur just before
weekends or public holidays.

Reflecting this consumer concern, the Federal Government requested the
Australian Competition and Consumer Commission in early March 2001 'to
examine the feasibility of placing limitations on petrol and diesel retail price
fluctuations throughout Australia'.

The then Minister for Financial Services and Regulation, the Hon. Joe Hockey
MP, requested the Commission to provide a report as soon as possible.

The Commission consulted with many industry participants and other
interested parties, including the oil majors and independents, several State
Governments, industry organisations and consumer groups.

As part of the consultation process, the Commission released a discussion
paper, Reducing Fuel Price Variability, on 14 June 2001 and invited
submissions on the issues raised.

Recommendations
The Commission recommends that:

• There should be a consumer awareness initiative to increase consumers'
understanding of price cycles, and to enable consumers to time their
purchases so that they can buy petrol at times when petrol prices are
relatively low.

• The Government should consider holding discussions with all industry
participants to further reform in the petroleum industry.

• The current terminal gate pricing (TGP) arrangements in Western Australia
and Victoria should be monitored closely before a final conclusion is made
about TGP.

• Other options to limit price cycles (such as limiting price changes to only
once in 24 hours, limiting price increases to a certain amount each day, and
price regulation at the retail and wholesale levels) should not be
implemented.

• The fuel pricing arrangements in Western Australia should continue to be
monitored closely.
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Causes of price cycles
A combination of international and local factors determine retail petrol prices
in Australia.

International factors (such as the prices of crude oil and refined petroleum
products, and the Australian/US dollar exchange rate) affect retail prices
because movements in Australian petrol prices generally follow movements in
Singapore refined petroleum product prices.  These factors are broadly
influenced by supply and demand factors that are generally outside the control
of government and local industry.

Local factors affecting retail prices include the level of Federal and State excise
and taxes (which are fairly stable) and the local price cycles.

The level and extent of competition in the petroleum industry in Australia
varies between locations and over time.  It is influenced by supply and demand
factors, barriers to entry, the presence of independents, the potential
availability of imports, and the extent of vertical integration.  The causes of
local price cycles are complex.  Price cycles appear to be influenced by many
factors.  These include: competition for market share; oil company price
support for their franchisees; differential wholesale petrol pricing; short-term
excess product at the refineries; changes in demand; the current regulatory
structure; fuel blending; possible anti-competitive practices; and movements in
refiner margins.

There appears to be no agreement among industry participants as to the
relative significance of these factors.  Indeed, it is difficult to assess the impact
of each factor individually since some of them are interdependent and cannot
be considered in isolation.  The influence of these factors may also vary
between locations and over time.

In addition, petrol as a product has certain characteristics that may make it
more susceptible than other products to price volatility: it is a relatively
homogenous product; its price is very visible; it is regularly purchased and
forms a significant part of the household budget.  Petrol retailers may also use
petrol as a loss leader to attract customers who may then purchase items at
their service station with a greater profit margin.

Findings on price cycles
Volatility in retail petrol prices is generally confined to the major metropolitan
cities and some rural towns on major highways.  The price cycles in these areas
are fairly regular and frequent.  They generally exhibit a sawtooth pattern, that
is, prices increase rapidly over a short period of time and then steadily decrease.

The variation of price cyclesvariation of price cyclesvariation of price cyclesvariation of price cyclesvariation of price cycles (that is, the difference in price between the
bottom and the top of the price cycle) has increased substantially in most
major metropolitan cities over the past three years.

The average size of the variations more than doubled in Sydney, Melbourne
and Brisbane between the first half of 1998 and the first half of 2001.  In
Perth, this increase was more modest.  This is likely to be due to the
introduction of the 24-hour rule in Western Australia in January 2001, under
which retail prices have to remain fixed for a 24-hour period.
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The duration of price cyclesduration of price cyclesduration of price cyclesduration of price cyclesduration of price cycles (that is, the number of days between the bottom
of one price cycle and the bottom of the next cycle) also increased in the five
major metropolitan cities over the past three years.  The largest increases were
in Perth and Adelaide.  In Perth, this is also likely to be a result of the new
arrangements.

While the 24-hour rule in Perth may have contributed to limiting the average
variation of price cycles and increasing the average duration of price cycles in
the first half of 2001, it may also have resulted in higher average prices.

Analysis of prices in Perth since the introduction of the 24-rule shows that for
the June and September 2001 quarters, average retail petrol prices in Perth
have been higher than those in Sydney and Melbourne.  In the previous two
quarters Perth average retail petrol prices were lower than those in Sydney and
Melbourne.

Furthermore, while the new arrangements appeared initially to decrease the
average variation of price cycles in Perth and increase their average duration,
data since the end of April 2001 suggests that there is now no material
difference between the average variation and the average duration under the
new arrangements compared with those under the previous arrangements.

The days on which prices peak and trough has changed between 1998 and
2001 in most major metropolitan cities.  Petrol prices tend to peak towards the
end of the week (Wednesday to Friday) and trough earlier in the week (Sunday
to Wednesday).

Contrary to a widely held perception, petrol prices are relatively stable on
average within a day.  Generally, prices changed across the five major
metropolitan cities (with the initial price setting of the day not being counted
as a change) just over once per day.

Data obtained by the Commission concerning sales volumes over the price
cycle showed that on average, around 60 per cent of petrol is sold at prices
below the average price of the price cycle, and around 40 per cent is sold
above.

Diesel retail prices in the major metropolitan cities do not display price cycles.
There are a several reasons for this.  Unlike petrol, oil majors do not seem to
provide price support for diesel retail sales. Also, the major sales of diesel are to
commercial users with terms generally reflected in agreed contracts (which
may include a discount on the pump price), and most diesel sales occur in
regional areas.

Implications of price cycles
Many consumers are annoyed and frustrated about price cycles, especially
those instances when prices increase by around 10 cpl in a day, and when they
occur before weekends or public holidays.

However, some consumers take advantage of price cycles by buying petrol at
the bottom of the cycle when prices are lower.

There is little data available to determine the extent to which consumers are
disadvantaged by, indifferent to, or take advantage of price cycles.
Furthermore, a consumer who takes advantage of price cycles at one time
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could be disadvantaged by price cycles at another time.  For example, a
consumer who is price sensitive and generally purchases petrol at the lower end
of the price cycle may be disadvantaged if he has to purchase fuel at a time
when prices have increased unexpectedly.

However, it is likely that consumers in aggregate benefit overall from price
cycles.  There are two reasons for this.

First, consumer welfare analysis suggests that, in general, consumers in
aggregate are better off with variable prices than they are with a fixed (simple
average) price.  When the price is fixed, consumers have to pay that price and
that price alone.  However, if the price is variable around this fixed price,
consumers can buy at the lower price — and they will tend to buy more at the
lower price and restrict their purchases when the price is high.  The
opportunity to do this will tend to make consumers better off.

Second, the data referred to earlier about sales volumes shows that on average
across the price cycle, around 60 per cent of the total volume of petrol is sold
at prices below the average price of the price cycle, and around 40 per cent is
sold above.

While consumers taken as a whole may benefit overall from price cycles, there
are individual consumers that do not.  Some of these consumers may be price
sensitive and it may be possible to help them change their purchasing
behaviour by increasing their awareness of price cycles.

In their submissions, consumer organisations, the oil majors and independents,
and State and Territory Governments showed overwhelming support for
increasing consumer awareness of price cycles.

The Commission recommends that there should be a consumer awareness
initiative to increase consumers' understanding of price cycles, and to enable
consumers to time their purchases so that they can buy petrol at times when
petrol prices are relatively low.

Increasing consumer awareness of price cycles
Increasing consumer awareness of petrol price cycles will have two main
benefits.

First, consumers will have a greater understanding of the nature of price cycles
and how they work.  This should reduce the overall level of consumer concern
and frustration about price cycles.

Second, consumers will have information to help them determine the timing of
their petrol purchases, and thereby take advantage of lower prices. Those
consumers who are currently price sensitive, but who find that they are
purchasing petrol at prices above the average price of the price cycle, will have
information available which, in general, should enable them to purchase petrol
at lower prices.

The precise form of a consumer awareness initiative could be determined in
consultation with motoring organisations, consumer groups, the oil majors,
independents, Governments and other interested parties. It could include daily
publication, in newspapers and the electronic media (including on the
Internet), of the following data:
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• average daily unleaded petrol prices for the past month;

• the percentage of peaks and troughs which had occurred on each day of the
week for the year to date;

• the range of the duration (in terms of number of days) of the price cycles for
the year to date; and

• movements in the international unleaded benchmark price (that is, the
Singapore spot price of Mogas 95 Unleaded) in Australian cents per litre for
the past month.

The 1998 petroleum industry reform package
The Federal Government announced a package of reforms to the petroleum
industry in July 1998. It included five broad elements:

• repeal of the Petroleum Retail Marketing Sites Act 1980 (Sites Act) and the
Petroleum Retail Marketing Franchise Act 1980 (Franchise Act);

• a strengthened Oilcode referenced under the Trade Practices Act 1974
(TPA);

• open access to oil terminals;

• removal of prices surveillance of petrol and diesel from 1 August 1998; and

• independent price monitoring.

In September 1999, the Government announced that it would not proceed
with key elements of its reform package — repeal of the Sites Act and the
Franchise Act and a strengthened Oilcode — because there was not agreement
among all industry participants on all elements of the package.

While not directly related to fuel price variability, these reforms would remove
several distortions in the market.  It is unclear how, and to what extent, this
may affect price cycles.  However, irrespective of the impact on price cycles,
the petroleum industry is likely to benefit from reform.

The Commission recommends that the Government should consider holding
discussions with all industry participants to further reform in the petroleum
industry.

Limiting price cycles
The Commission examined several options to limit price cycles.  Limiting price
cycles is likely to have two effects on consumers.

First, by reducing the variation of the price cycle, the extent to which actual
petrol prices are both greater than, and less than, average prices over the cycle
would be reduced.

Second, depending on how it is implemented and the effect on competition,
limiting price cycles may lead to higher average prices.  This would clearly
make most consumers worse off.

Limiting price cycles would reduce the extent to which consumers can buy
petrol at prices below the average price, and therefore would make those
consumers worse off than they are now.  However, it would also reduce the
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extent to which consumers buy petrol at prices above the average price, and
therefore would make those consumers better off.

Whether consumers as a whole are better or worse off when the variation of
the price cycle is reduced is not clear, as it depends on the number and the
extent to which consumers are affected.  While more petrol is sold below the
average price of the price cycle than above, it is very difficult to ascertain what
proportion of consumers buy petrol at the bottom and top of the cycle and
what proportion of these consumers are price sensitive.

Terminal gate pricing
The Commission considered terminal gate pricing (TGP) with a number of
conditions as one option to limit price cycles.

The terminal gate price is a price based on import parity, plus cost to terminal
gantry (and a return on terminal assets), plus excise and the Goods and
Services Tax (GST).  This is the definition used in both Western Australia and
Victoria.  The conditions ranged from a requirement to publish a benchmark
terminal gate price to prohibiting refiners from discounting below the
benchmark terminal gate price.

Consumer organisations, industry organisations, and some State and Territory
Governments supported TGP but it had only limited support from the oil
majors and the independents.

However, in discussions about TGP there is often a lack of clarity about which
definition of TGP is being used and which conditions, if any, would be applied.

To assist the Commission assess the impact of TGP on price cycles, Frontier
Economics was engaged to report on its economic implications.

Its analysis shows that basic forms of TGP are unlikely to limit price cycles.
Once conditions are applied that limit the ability of refiners to provide
discounts to certain retailers (through differential pricing and providing price
support) it is likely that in the long term the price cycle will be limited.
However, there are also likely to be higher average retail prices.

Two States — Western Australia and Victoria — introduced TGP in 2001.

The Western Australian Government introduced TGP arrangements in April
2001 and subsequently revised them in August 2001. They do not appear to
be working as intended.  In a response to a Question on Notice in the Western
Australian Parliament on 11 September 2001, the Minister for Consumer and
Employment Protection, the Hon. John Kobelke MLA, indicated that no fuel
had been sold at the listed terminal gate price since the inception of the
Western Australian TGP arrangements.  The Commission understands that, as
at 30 November 2001, this is still the case.

It appears that the terminal gate price was set so low initially that declared
suppliers did not want to sell fuel at that price.  After the TGP formula was
revised in August 2001, it appears that the terminal gate price may have been
set so high that retailers and wholesalers do not want to buy fuel at that price.

The Victorian Government introduced TGP arrangements from the beginning
of August 2001.  They apply to spot sales and contracts entered into after
1 November 2000.
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It is too early to assess the Victorian arrangements.  However, analysis of
Victorian terminal gate prices between 14 August and 31 October 2001 shows
that the terminal gate prices of the five declared companies in Victoria have
varied substantially.  Also at least one terminal gate price has been above the
average retail price in Melbourne on 28 per cent of occasions.

The Commission will continue to monitor closely the TGP arrangements in
Western Australia and Victoria.

Other options to limit price cycles
The Commission also examined other options to limit price cycles.

Limiting price changes to only once in 24 hours

This option requires retailers to fix their petrol prices for a 24-hour period.

In submissions to the Commission, the overwhelming majority opposed this
option, the only supporters being the Western Australian Government and BP
Australia Limited (BP).

This option is likely to adversely affect independent retailers, which over time
could lead to a lessening in the degree of competition, as independent retailers
may exit the market.  This, in turn, could then lead to higher average retail
petrol prices.

A similar scheme at the retail level was introduced in Western Australia in
January 2001.

As noted earlier, since the introduction of the 24-hour rule, average retail
petrol prices in Perth for the June and September 2001 quarters have been
higher than those in Sydney and Melbourne.  In the previous two quarters
Perth average retail petrol prices were lower than those in Sydney and
Melbourne.

The new arrangements appeared initially to decrease the average variation and
increase the average duration of price cycles in Perth. However, data since the
end of April 2001 suggests that there is now no material difference between
the average variation and the average duration under the new arrangements
compared with those under the previous arrangements.

The Commission will continue to monitor closely the effects of the 24-hour
rule in Western Australia.

Limiting price increases to a certain amount each day

Price increases could be limited to a certain amount (for example 3.0 cpl) each
day, with no restriction on decreases.

Again, most submissions were opposed to this option.  The only supporters
were Liberty Oil Pty Ltd (Liberty)1, BP, FuelWatch Pty Ltd and the
Queensland Government (with varying degrees of support).

1 The Commission notes that Liberty intends to withdraw from the retail market and concentrate
on the wholesale market.  Over the years, Liberty has played a significant role in promoting
competition, and it remains to be seen what the implications of Liberty's withdrawal will be on
the retail market.
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While this option does not interfere as much with the operations of the market
as the 24-hour rule, there is a significant possibility that it could lead to higher
average prices.  It could also have major regulatory costs for both retailers and
governments.

Price regulation at the retail and wholesale levels

The Government could regulate prices at the retail level, at the wholesale level,
or both.

Except for the Western Australian Government (which is intending to
implement regional price caps) and the Motor Trades Association of Australia
(MTAA) (which indicated that it would not oppose the reintroduction of
wholesale price regulation), none of the submissions supported this option.

Price regulation would be likely to limit or eliminate price cycles. The overall
affect of regulation on prices would depend on the level of the price cap and
the degree of competition in the industry.

Price regulation could lead to average prices being higher than they otherwise
would have been in the absence of the price regulation.  This may occur if
firms have market power and the regulators allow for higher retail or wholesale
margins than would be determined in a competitive marketplace. However, if
regulators set these margins too low, wholesalers and retailers may be driven
out of business, adversely affecting competition (and with possible supply
implications).

There are practical difficulties in determining an appropriate price level or cap.
The experience of the Western Australian Government with respect to their
TGP illustrates these difficulties.

Conclusion

On the basis of the arguments presented in this report and in the submissions,
the Commission does not support any of these options to limit price cycles.
Therefore, the Commission recommends that they should not be
implemented.
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11111 IntroductionIntroductionIntroductionIntroductionIntroduction

1.1 Background
In early March 2001 the Federal Government requested the Commission 'to
examine the feasibility of placing limitations on petrol and diesel retail price
fluctuations throughout Australia'.

The then Minister for Financial Services and Regulation, the Hon. Joe Hockey
MP, requested the Commission to provide a report as soon as possible.

The Commission then discussed this issue with industry participants and other
interested parties, including the oil majors and independents, several State
Governments, industry organisations and consumer groups.

Following these discussions, the Commission released a discussion paper,
Reducing Fuel Price Variability, on 14 June 2001.

1.2 Submissions
The Commission invited submissions from interested parties commenting on
the issues raised in the discussion paper, receiving a total of 38 submissions
from the major oil companies, independent retailers and wholesalers,
distributors, industry organisations, consumer organisations, State and
Territory Governments and departments, an elected representative and
citizens. Appendix H lists those who made submissions.

Copies of all public submissions are available from the Commission and many
can be found on the Commission's website at <http://www.accc.gov.au>.

Appendix I summarises the views expressed in particular submissions.

The Commission subsequently met with several industry participants to discuss
particular matters raised in their submissions.

1.3 Assistance
To assist in preparing this report, the Commission:

• engaged a consultant, Frontier Economics, to undertake some specific
analysis relating to the economic implications of TGP (one of the possible
options for limiting price cycles); and

• obtained specific data about movements in retail unleaded petrol prices
within a day in the major metropolitan cities from Informed Sources Pty
Ltd (Informed Sources).

1.4 Scope of the report
In line with the Government's request to examine the feasibility of placing
limitations on petrol and diesel price fluctuations, the Commission did not
examine fluctuations in the price of liquefied petroleum gas.

Retail petrol and diesel prices are determined by a combination of international
and local factors.  The international factors include the prices of crude oil and



10 REDUCING FUEL PRICE VARIABILITY

refined petroleum products, and the Australian/US dollar exchange rate.  The
local factors include the level of Federal and State excise and taxes, local supply
and demand factors (such as shortages arising out of refinery maintenance and
additional demand on public holidays) and local price cycles.

Limiting price fluctuations in this report refers to limiting the local price
cycles, since the factors determining movements in international crude and
refined product prices and the Australian/US dollar exchange rate are
generally beyond the control of government and local industry.2 Similarly,
changes to excise and taxation arrangements may change the overall level of
prices but they would not limit price fluctuations.

Submissions received by the Commission generally addressed the issue of
limiting price cycles.  However, some also addressed other pricing issues, such
as the city–country price differential, multi-site franchise agreements,
temperature correction, possible anti-competitive conduct, and the vertically
integrated arrangements of the major oil companies.  While these are
important issues, and of interest to the Commission, they fall outside the scope
of the Government's request and therefore are not considered in this report.

1.5 Format of the report
This report contains nine chapters and ten appendixes.

Chapter 2 provides data on price cycles, examining movements in average daily
retail prices and in retail prices within a day for the five major metropolitan
cities (Sydney, Melbourne, Brisbane, Adelaide and Perth).  Appendix A
contains more detailed data on movements in average daily retail prices.

Chapter 3 examines the causes of price cycles.  One of the influences on price
cycles is the current regulatory structure. Appendix B contains a short
overview of the structure of the petroleum industry in Australia and its
regulatory framework.

Chapter 4 considers the implications of price cycles for consumers and
retailers.  The welfare effects on consumers of price variability are explained in
more detail in appendix C.

Chapter 5 discusses increasing consumer awareness of price cycles.

Chapter 6 introduces a number of possible options for limiting price cycles and
outlines the implications for consumers.

Chapter 7 considers the option of TGP with a number of conditions.  TGP has
been introduced in Western Australia and Victoria.  Appendix D describes the
Western Australian fuel pricing arrangements and appendix E outlines the
Victorian TGP arrangements.  A comparison of Western Australian and
Victorian terminal gate prices is presented in appendix F.  The Frontier
Economics report on the economic implications of TGP (previously referred
to in section 1.3) is in appendix G.

2 Government and local industry could choose not to link domestic prices to movements in
international prices.  However, if domestic prices were set below international prices, product
produced in Australia could be exported to take advantage of the higher world prices.  If
producers were forced to sell their product in Australia at lower than international prices, then
the incentive to explore Australian territory for new resources would be diminished.
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Chapter 8 examines other possible options for limiting price cycles, including
limiting price changes to only once in 24 hours; limiting price increases to a
certain amount each day; and price regulation at the retail and wholesale levels.

Chapter 9 discusses the Government's 1998 package of reforms to the
petroleum industry and the current state of play.

Appendix H lists all of the organisations and individuals that provided
submissions to the Commission in response to the June 2001 discussion paper.
A summary of the views expressed in particular submissions is in appendix I.
Appendix J comments on international petrol price comparisons.
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2.1 Introduction
Retail petrol and diesel prices are determined by a combination of international
and local factors.  The international factors include the prices of crude oil and
refined petroleum products, and the Australian/US dollar exchange rate.  The
local factors include the level of Federal and State excise and taxes, local supply
and demand factors (such as shortages arising out of refinery maintenance and
additional demand on public holidays) and local price cycles.  The causes of
price cycles are discussed in chapter 3.

This chapter analyses data on price cycles, specifically:

• movements in average daily retail unleaded petrol prices; and

• movements in retail unleaded petrol prices within a day.

The analysis focuses on the five major metropolitan cities — Sydney,
Melbourne, Brisbane, Adelaide and Perth.

2.2 Petrol
Volatility in retail petrol prices is generally confined to the major metropolitan
cities and some rural towns on major highways.  The price cycles in these areas
are fairly regular and frequent.  They generally exhibit a sawtooth pattern, that
is, prices increase rapidly over a short period of time and then steadily decrease.

Chart 2.1, which shows average daily retail prices of regular unleaded petrol in
Sydney for June 2001, illustrates the price cycles.  The sawtooth pattern of
price movements is clearly apparent.  The chart also illustrates the variation of
price cycles, and their duration (referred to subsequently).

Chart 2.1. Average daily retail prices — Sydney — unleaded petrol —
1–30 June 2001

Source: ACCC data and Informed Sources
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2.3 Movements in average daily retail prices
This section analyses data on the movements in average daily retail prices for
unleaded petrol in the five major metropolitan cities for two periods: 1 January
to 30 June 2001, and 1 January to 30 June 1998.3

These two periods were chosen because the 2001 data examines current price
movements and the 1998 data indicates price movements before deregulation
(wholesale petrol prices were deregulated from 1 August 1998).

The findings in this section are based on more detailed analysis of the
movements in average daily retail prices for unleaded petrol in the five major
metropolitan cities presented in appendix A.

2.3.1 Methodology

In the following discussion about price cycles:

• the variation of a price cycle is the difference in price (in cents per litre)
between the bottom (trough) and the top (peak) of the price cycle;

• the duration of a price cycle is the number of days between the trough of
one price cycle and the trough of the next cycle;

• a price cycle is considered to have occurred if there are total price
movements between trough to peak and peak to subsequent trough of one
cent per litre or more;

• the data includes all days of the week and public holidays;

• the price data used in the analysis is based on average daily prices.
Therefore, the actual price fluctuations at individual service stations on any
particular day would have been higher in some instances and lower in
others;

• All of the discussion of petrol refers to regular unleaded petrol.

2.4 Data analysis

2.4.1 Variation of price cycles

This section analyses the variation of price cycles (that is, the difference in price
in cents per litre between the trough and the peak of the price cycle) for the
five major metropolitan cities for the two periods, 1 January to 30 June 2001
and 1 January to 30 June 1998.

3 This analysis is based on data provided by Informed Sources.  Informed Sources monitors prices
from more than 2500 sites in the five major metropolitan cities each day using a combination of:

• drive-by observations of price boards at Shell and independent sites; and

• electronically sourced transactions based on petrol card transactions or console polling at BP,
Caltex and Mobil sites.

Informed Sources provided the Commission with 12-hour daily average price data for both
periods.  These averages were produced by averaging the latest known price for each hour for
each site monitored during the twelve hours from 6.00 a.m. to 6.00 p.m. each day.
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January to June 2001

Table 2.1 summarises data on the variation of price cycles for the five major
metropolitan cities from 1 January to 30 June 2001.  It shows the average
variation, the smallest variation and the largest variation, over that period.
Table 2.1 also shows the most common variation.

Table 2.1: Size of the Variation of Price Cycles — Five Major Metropolitan
Cities — Unleaded Petrol — 1 January 2001 to 30 June 2001

MostMostMostMostMost
AAAAAverageverageverageverageverage MinimumMinimumMinimumMinimumMinimum MaximumMaximumMaximumMaximumMaximum commoncommoncommoncommoncommon

cplcplcplcplcpl cplcplcplcplcpl cplcplcplcplcpl cplcplcplcplcpl

SydneySydneySydneySydneySydney 4.8 1.4 7.8 5.0 – 5.99
MelbourMelbourMelbourMelbourMelbournenenenene 7.5 4.3 9.9 7.0 – 7.99
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 5.5 3.6 7.9 6.0 – 6.99
AdelaideAdelaideAdelaideAdelaideAdelaide 5.8 1.8 11.6 6.0 – 6.99
PerPerPerPerPerththththth 4.4 1.6 7.8 3.0 – 5.994

Source:   ACCC data and Informed Sources

The average variation of price cycles was largest in Melbourne (7.5 cpl) and
smallest in Perth (4.4 cpl).  The smallest variation of price cycles occurred in
Sydney (1.4 cpl) and the largest occurred in Adelaide (11.6 cpl).

The most common variation was largest in Melbourne (between 7.0 and 7.99
cpl) and smallest in Perth (between 3.0 and 5.99 cpl).

The average variation of price cycles in Perth (as well as the other
characteristics such as average duration) have been influenced by the new
Western Australian fuel pricing arrangements, which began on 2 January 2001
(a description of these arrangements is in appendix D).

January to June 1998

Table 2.2 shows the corresponding data on the variation of price cycles for the
five major metropolitan cities from 1 January to 30 June 1998.

 4 The most common prices in Perth ranged equally between 3.0 to 3.99 cpl, 4.0 to 4.99 cpl and
5.0 to 5.99 cpl (each representing 21 per cent of price cycles).
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Table 2.2: Size of the Variation of Price Cycles — Five Major Metropolitan
Cities — Unleaded Petrol — 1 January 1998 to 30 June 1998

MostMostMostMostMost
AAAAAverageverageverageverageverage MinimumMinimumMinimumMinimumMinimum MaximumMaximumMaximumMaximumMaximum commoncommoncommoncommoncommon

cplcplcplcplcpl cplcplcplcplcpl cplcplcplcplcpl cplcplcplcplcpl

SydneySydneySydneySydneySydney 2.1 1.0 3.1 2.0 – 2.99
MelbourMelbourMelbourMelbourMelbournenenenene 3.7 1.1 7.0 2.0 – 2.99
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 2.6 1.3 4.7 2.0 – 2.99
AdelaideAdelaideAdelaideAdelaideAdelaide 3.7 2.0 5.7 3.0 – 3.99
PerPerPerPerPerththththth 3.4 1.8 6.3 3.0 – 3.99

Source:   ACCC data and Informed Sources

The average variation of price cycles was largest in Adelaide and Melbourne
(3.7 cpl) and smallest in Sydney (2.1 cpl).  The smallest variation occurred in
Sydney (1.0 cpl) and the largest in Melbourne (7.0 cpl).

The most common variation of price cycles was largest in Adelaide and Perth
(between 3.0 and 3.99 cpl). The most common variation in the other three
cities was the same — between 2.0 and 2.99 cpl.

2.4.2 Comparison of the variation of price cycles between 1998 and 2001

The average variation of price cycles for the two periods 1 January to 30 June
1998 and 1 January to 30 June 2001, and the percentage increase between
them, are shown in table 2.3.  It also shows the most common variation of
price cycles in 1998 and 2001.

Table 2.3: Average Size of the Variation of Price Cycles — Five Major
Metropolitan Cities — Unleaded Petrol — Comparison of the
Periods 1 January 1998 to 30 June 1998 and
1 January 2001 to 30 June 2001

19981998199819981998 20012001200120012001 Per centPer centPer centPer centPer cent 19981998199819981998 20012001200120012001
averageaverageaverageaverageaverage  average average average average average incrincrincrincrincreaseeaseeaseeaseease mostmostmostmostmost mostmostmostmostmost

in averagein averagein averagein averagein average commoncommoncommoncommoncommon commoncommoncommoncommoncommon

cplcplcplcplcpl cplcplcplcplcpl %%%%% cplcplcplcplcpl cplcplcplcplcpl

SydneySydneySydneySydneySydney 2.1 4.8 129 2.0 – 2.99 5.0 – 5.99
MelbourMelbourMelbourMelbourMelbournenenenene 3.7 7.5 103 2.0 – 2.99 7.0 – 7.99
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 2.6 5.5 112 2.0 – 2.99 6.0 – 6.99
AdelaideAdelaideAdelaideAdelaideAdelaide 3.7 5.8 57 3.0 – 3.99 6.0 – 6.99
PerPerPerPerPerththththth 3.4 4.4 29 3.0 – 3.99 3.0 – 5.99

Source:   ACCC data and Informed Sources
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The average variation of price cycles increased between 1998 and 2001 in all
five major metropolitan cities.  The largest increase occurred in Sydney, where
the average variation increased from 2.1 cpl to 4.8 cpl over the two periods (an
increase of 129 per cent).  In Melbourne and Brisbane the average variation of
price cycles more than doubled between 1998 and 2001.  The smallest increase
was in Perth where the average variation increased from 3.4 cpl to 4.4 cpl (an
increase of 29 per cent).

The largest increase in the most common variation of price cycles occurred in
Melbourne — 2.0–2.99 cpl in 1998 to 7.0–7.99 cpl in 2001 (an increase of
5.0 cpl). The smallest increase in the most common variation occurred in
Perth, where there was an increase from 3.0–3.99 cpl in 1998 to 3.0–5.99 cpl
in 2001 — an increase of only 2.0 cpl.

2.4.3 Duration of price cycles

This section analyses the duration of price cycles (that is, the number of days
between the trough of one price cycle and the trough of the next cycle) for the
five major metropolitan cities for the two periods, 1 January to 30 June 1998
and 1 January to 30 June 2001.

January to June 2001

Data on the duration of price cycles from 1 January to 30 June 2001 is shown
in table 2.4.

Table 2.4: Duration of Price Cycles — Five Major Metropolitan Cities —
Unleaded Petrol — 1 January 2001 to 30 June 2001

AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage MostMostMostMostMost
trtrtrtrtrough toough toough toough toough to peak topeak topeak topeak topeak to durationdurationdurationdurationduration commoncommoncommoncommoncommon

peakpeakpeakpeakpeak next trnext trnext trnext trnext troughoughoughoughough durationdurationdurationdurationduration

daysdaysdaysdaysdays daysdaysdaysdaysdays daysdaysdaysdaysdays daysdaysdaysdaysdays

SydneySydneySydneySydneySydney 2.1 6.3 8.4 7
MelbourMelbourMelbourMelbourMelbournenenenene 2.1 6.8 8.9 7
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 2.6 6.3 8.8 8
AdelaideAdelaideAdelaideAdelaideAdelaide 2.8 6.7 9.5 7
PerPerPerPerPerththththth 4.8 7.1 11.9 8

Source:   ACCC data and Informed Sources

The average time taken for prices to move from the trough to the peak of the
price cycle ranged between 2.1 days (in Sydney and Melbourne) to 4.8 days (in
Perth).  The average time taken for prices to move from the peak of the price
cycle to the next trough ranged from 6.3 days (in Sydney and Brisbane) to 7.1
days (in Perth).
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The largest average duration was in Perth (11.9 days), and the shortest was in
Sydney (8.4 days).  The average duration in the other three cities ranged
between 8.8 and 9.5 days.5

The most common duration was seven days in Sydney, Melbourne and Adelaide,
and eight days in Brisbane and Perth.  This data is presented because the
average duration of the price cycle can be affected by a few long price cycles.

January to June 1998

Data on the duration of price cycles from 1 January to 30 June 1998 is shown
in table 2.5.

5 The average duration of the price cycle in tables 4 and 5 does not always equal the sum of the
number of days from trough to peak plus the number of days from peak to next trough.  This is
because the average duration of the price cycle represents completed price cycles over the six-
month period.  It may be that at the end of the period there was a movement from trough to
peak but not a completed movement from peak to next trough, and therefore not a completed
price cycle.

Table 2.5: Duration of Price Cycles — Five Major Metropolitan Cities —
Unleaded Petrol — 1 January 1998 to 30 June 1998

AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage MostMostMostMostMost
trtrtrtrtrough toough toough toough toough to peak topeak topeak topeak topeak to durationdurationdurationdurationduration commoncommoncommoncommoncommon

peakpeakpeakpeakpeak next trnext trnext trnext trnext troughoughoughoughough durationdurationdurationdurationduration

daysdaysdaysdaysdays daysdaysdaysdaysdays daysdaysdaysdaysdays daysdaysdaysdaysdays

SydneySydneySydneySydneySydney 2.0 4.4 6.4 7
MelbourMelbourMelbourMelbourMelbournenenenene 1.8 4.6 6.6 7
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 2.3 4.7 7.0 7
AdelaideAdelaideAdelaideAdelaideAdelaide 1.6 4.4 6.0 7
PerPerPerPerPerththththth 1.8 5.7 7.6 7
Source:   ACCC data and Informed Sources

The average time taken for prices to move from the trough to the peak of the
price cycle ranged between 1.6 days (in Adelaide) to 2.3 days (in Brisbane).
The average time prices took to move from the peak to the next trough ranged
from 4.4 days (in Sydney and Adelaide) to 5.7 days (in Perth).

The largest average duration was in Perth (7.6 days) and the shortest was in
Adelaide (6.0 days). The average duration in the other three cities ranged
between 6.4 and 7.0 days.

The most common duration of the price cycle was seven days in all cities.
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Table 2.6: Duration of Price Cycles — Five Major Metropolitan Cities —
Unleaded Petrol — Comparison of the periods 1 January 1998
to 30 June 1998 and 1 January 2001 to 30 June 2001

19981998199819981998 20012001200120012001
19981998199819981998 20012001200120012001 Per centPer centPer centPer centPer cent mostmostmostmostmost mostmostmostmostmost

averageaverageaverageaverageaverage  average average average average average incrincrincrincrincreaseeaseeaseeaseease commoncommoncommoncommoncommon commoncommoncommoncommoncommon
durationdurationdurationdurationduration durationdurationdurationdurationduration in averagein averagein averagein averagein average durationdurationdurationdurationduration durationdurationdurationdurationduration

daysdaysdaysdaysdays daysdaysdaysdaysdays %%%%% daysdaysdaysdaysdays daysdaysdaysdaysdays

SydneySydneySydneySydneySydney 6.4 8.4 31 7 7
MelbourMelbourMelbourMelbourMelbournenenenene 6.6 8.9 35 7 7
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 7.0 8.8 25 7 8
AdelaideAdelaideAdelaideAdelaideAdelaide 6.0 9.5 58 7 7
PerPerPerPerPerththththth 7.6 11.9 57 7 8

Source:   ACCC data and Informed Sources

The average duration of the price cycle increased between 1998 and 2001 in
all five major metropolitan cities.  The largest increase occurred in Adelaide
(from 6.0–9.5 days — an increase of 58 per cent).  The smallest was in
Brisbane (from 7.0–8.8 days — an increase of 25 per cent).

The most common duration of the price cycle remained the same for three
cities (Sydney, Melbourne and Adelaide) at seven days.  In Brisbane and Perth
the most common duration of the price cycle increased from seven days to
eight days.

In summary, in all major metropolitan cities both the average variation and the
average duration of price cycles increased over the three years between 1998
and 2001.6

6 The removal of wholesale price regulation in August 1998, the growing market share of
independents and a greater level of imports could be contributing factors.  Other developments
which may have influenced these changes to the price cycles are the increasing use of multi-site
franchising by some of the oil majors and improvements in electronic distribution of price data.
Both of these factors may have increased the ability of petrol retailers to respond to the market.
The introduction of the GST may also have been a factor.  A further factor is that movements in
international refined petroleum product prices, and in the Australia/US dollar exchange rate,
were much more volatile in 2001 than in the corresponding period in 1998.

2.4.4 Comparison of the duration of price cycles between 1998 and 2001

The average duration of price cycles for the two periods 1 January to 30 June
1998 and 1 January to 30 June 2001, and the percentage increase between the
two periods, is shown in table 2.6.  It also shows the most common duration
of price cycles in 1998 and 2001.
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Table 2.7: Most Common Days of the Week for Prices to Peak and Trough
— Five Major Metropolitan Cities — Unleaded Petrol —
1 January 2001 to 30 June 2001

PeakPeakPeakPeakPeak Per centPer centPer centPer centPer cent TTTTTrrrrroughoughoughoughough Per centPer centPer centPer centPer cent
of peaksof peaksof peaksof peaksof peaks of trof trof trof trof troughsoughsoughsoughsoughs

daydaydaydayday %%%%% daydaydaydayday %%%%%

SydneySydneySydneySydneySydney Wednesday 47 Monday 60
MelbourMelbourMelbourMelbourMelbournenenenene Friday 50 Wed/Thurs7 37
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane Friday 40 Monday 43
AdelaideAdelaideAdelaideAdelaideAdelaide Friday 33 Wednesday 47
PerPerPerPerPerththththth Thursday 29 Tues/Sun8 33
Source:   ACCC data and Informed Sources

7 There was an equal number of troughs on these days.
8 There was an equal number of troughs on these days.

The most common day of the week for prices to peak was Friday in three cities
(Melbourne, Brisbane and Adelaide).  In Sydney the most common was
Wednesday and in Perth it was Thursday.

Melbourne had the highest proportion of peaks that occurred on the most
common day (50 per cent).  Perth had the lowest (29 per cent).

The most common day of the week for prices to trough was generally different
across the five major metropolitan cities.  In Brisbane and Sydney the most
common day of the week for prices to trough was Monday.  In Adelaide it was
Wednesday.  In Melbourne it was either Wednesday or Thursday and in Perth
either Tuesday or Sunday.

Sydney had the highest proportion of troughs on the most common day
(60 per cent).  Perth had the lowest (33 per cent).

2.4.5 Most common days of the week for peaks and troughs

This section analyses the most common days of the week for peaks and troughs
of price cycles for the five major metropolitan cities for the two periods
1 January to 30 June 2001 and 1 January to 30 June 1998.

January to June 2001

The most common days of the week on which prices peak and trough between
1 January and 30 June 2001 for the five major metropolitan cities are shown in
table 2.7.
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Table 2.8: Most Common Days of the Week for Prices to Peak and Trough
— Five Major Metropolitan Cities — Unleaded Petrol —
1 January 1998 to 30 June 1998

PeakPeakPeakPeakPeak Per centPer centPer centPer centPer cent TTTTTrrrrroughoughoughoughough Per centPer centPer centPer centPer cent
of peaksof peaksof peaksof peaksof peaks of trof trof trof trof troughsoughsoughsoughsoughs

daydaydaydayday %%%%% daydaydaydayday %%%%%

SydneySydneySydneySydneySydney Tuesday 78 Sunday 50
MelbourMelbourMelbourMelbourMelbournenenenene Wednesday 36 Tuesday 41
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane Wednesday 48 Monday 50
AdelaideAdelaideAdelaideAdelaideAdelaide Tues/Wed9 38 Monday 63
PerPerPerPerPerththththth Wednesday 39 Tuesday 42

Source:   ACCC data and Informed Sources

9 There was an equal number of peaks on these days.

The most common day of the week for prices to peak was Wednesday in three
cities (Melbourne, Brisbane, and Perth).  In Adelaide the most common day
was Tuesday or Wednesday, and in Sydney it was Tuesday.

Sydney had the highest proportion of peaks occurring on the most common
day (78 per cent) and Melbourne had the lowest (36 per cent).

The most common day of the week for prices to trough was Monday in
Brisbane and Adelaide, Tuesday in Melbourne and Perth and Sunday in
Sydney.

Adelaide had the highest proportion of troughs on the most common day
(63 per cent) and Melbourne had the lowest (41 per cent).

January to June 1998

The most common days of the week on which prices peak and trough between
1 January and 30 June 1998 for the five major metropolitan cities are shown in
table 2.8.



21REDUCING FUEL PRICE VARIABILITY

Table 2.9: Most Common Days of the Week for Prices to Peak and Trough
— Five Major Metropolitan Cities — Unleaded Petrol —
Comparison of Periods 1 January 1998 to 30 June 1998 and
1 January 2001 to 30 June 2001

PeakPeakPeakPeakPeak TTTTTrrrrroughoughoughoughough

1998 2001 1998 2001

daydaydaydayday daydaydaydayday daydaydaydayday daydaydaydayday

SydneySydneySydneySydneySydney Tuesday Wednesday Sunday Monday
MelbourMelbourMelbourMelbourMelbournenenenene Wednesday Friday Tuesday Wed/Thur
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane Wednesday Friday Monday Monday
AdelaideAdelaideAdelaideAdelaideAdelaide Tues/Wed Friday Monday Wednesday
PerPerPerPerPerththththth Wednesday Thursday Tuesday Tues/Sun

Source:   ACCC data and Informed Sources

Table 2.9 shows that there was a change in the most common day on which
prices peaked over the two periods in all five major metropolitan cities.  In
Sydney and Perth it moved one day, in Brisbane and Melbourne two days, and
in Adelaide two to three days.

It also shows that there was a change in the most common day of the week on
which prices troughed over the two periods in four out of the five cities.  In
Sydney it moved one day, in Melbourne one to two days and in Adelaide two
days.  In Brisbane it remained the same.  In Perth the most common day of the
week on which prices troughed was Tuesday in 1998 and Tuesday or Sunday in
2001.

2.4.7 Average retail petrol prices compared with the import parity
indicator

The movement in average retail prices can be compared with movements in a
benchmark price indicator, such as the import parity indicator (IPI).  The IPI
is a useful benchmark as it reflects movements in the underlying influences on
petrol prices without being distorted by local factors.  The Commission used
the IPI before deregulation on 1 August 1998 to determine maximum
endorsed wholesale prices.  The IPI comprises three components:

• the import parity component — the 'landed cost' for ex-refinery petrol
stock from Singapore (incorporating the spot price for fuel, freight,
wharfage, insurance and loss, and the Australian/US dollar exchange rate);

2.4.6 Comparison of the most common days of the week for peaks and
troughs between 1998 and 2001

The most common days of the week on which prices peak and trough for the
two periods 1 January to 30 June 1998 and 1 January to 30 June 2001 are
shown in table 2.9.
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• the assessed local component — which incorporates downstream
terminalling, marketing and distribution costs as well as return on assets
employed in that sector; and

• State subsidies, excise and the GST.

Since the latter two factors are fairly constant, movements in the IPI reflect
changes in international product prices and the Australian/US dollar
exchange rate.

While the IPI may be a useful indicator against which to compare movements
in average retail prices, two points should be noted.  First, the IPI is a
wholesale, not a retail, indicator.  Second, the methodology for determining
the IPI has not been revised for a number of years.  Therefore, it may not fully
reflect the actual product specifications now used in Australia or the
efficiencies that have occurred in the industry over that time.  Despite this, it
remains a useful benchmark to assess price movements over time and is still
commonly used by the industry.10

January to June 2001

Table 2.10 shows the average difference between average retail prices and the
IPI for the five major metropolitan cities between 1 January and 30 June
2001.  It also shows the percentage of days on which average retail prices were
below the IPI.

Table 2.10: Average Retail Prices and the Import Parity Indicator — Five
Major Metropolitan Cities — Unleaded Petrol — 1 January
2001 to 30 June 2001

AAAAAverage difverage difverage difverage difverage differferferferferenceenceenceenceence Per cent of days rPer cent of days rPer cent of days rPer cent of days rPer cent of days retailetailetailetailetail
prices werprices werprices werprices werprices were below IPIe below IPIe below IPIe below IPIe below IPI

cplcplcplcplcpl %%%%%

SydneySydneySydneySydneySydney -2.3 82
MelbourMelbourMelbourMelbourMelbournenenenene -2.7 76
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane -3.3 90
AdelaideAdelaideAdelaideAdelaideAdelaide -2.4 82
PerPerPerPerPerththththth -2.9 90
Source:   ACCC data and Informed Sources

The largest average difference between average retail prices and the IPI was
–3.3 cpl in Brisbane and the smallest was –2.3 cpl in Sydney.

The cities with the largest proportion of days on which average retail petrol
prices were below the IPI were Brisbane and Perth (90 per cent).  The city
with the smallest proportion was Melbourne (76 per cent).

10 The IPI is not produced for weekends and public holidays.  For this comparison, the IPI of the
previous working day was used for those days when the IPI was not produced.
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Table 2.11: Average Retail Prices and the Import Parity Indicator — Five
Major Metropolitan Cities — Unleaded Petrol — 1 January
1998 to 30 June 1998

AAAAAverage difverage difverage difverage difverage differferferferferenceenceenceenceence Per cent of days rPer cent of days rPer cent of days rPer cent of days rPer cent of days retailetailetailetailetail
prices werprices werprices werprices werprices were below IPIe below IPIe below IPIe below IPIe below IPI

cplcplcplcplcpl %%%%%

SydneySydneySydneySydneySydney 0.3 37
MelbourMelbourMelbourMelbourMelbournenenenene -2.0 88
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane -0.4 55
AdelaideAdelaideAdelaideAdelaideAdelaide -1.4 80
PerPerPerPerPerththththth 1.4 24
Source:   ACCC data and Informed Sources

The largest average difference between average retail prices and the IPI was
–2.0 cpl in Melbourne.  Perth had a positive average difference of 1.4 cpl.

Melbourne had the largest proportion of days on which average retail petrol
prices were below the IPI (88 per cent).  Perth had the smallest with 24 per cent.

2.4.8 Comparison of average retail prices and the import parity
indicator between 1998 and 2001

Table 2.12 shows the average difference between average retail prices and the
IPI for the two periods 1 January to 30 June 2001 and 1 January to 30 June
1998.  It also shows the percentage of days on which average retail prices were
below the IPI in 1998 and 2001.

January to June 1998

Table 2.11 shows comparable data for 1 January to 30 June 1998.
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The average difference between average retail prices and the IPI increased in
all five major metropolitan cities between 1998 and 2001.  In Perth the
average difference increased the most — from 1.4 cpl to –2.9 cpl (a difference
of 4.3 cpl).  In Melbourne it increased the least — from –2.0 cpl to –2.7 cpl
(a difference of 0.7 cpl).

The proportion of days on which average retail prices were below the IPI
increased between 1998 and 2001 in all major metropolitan cities except
Melbourne (where it decreased from 88 per cent in 1998 to 76 per cent in
2001).  Perth showed the largest change between 1998 and 2001, increasing
from 24 per cent to 90 per cent.

2.5 Movements of prices within a day
The previous section analysed movements in average daily petrol prices.
However, petrol prices also move within a day.  This section analyses data on
the frequency and size of price changes of unleaded petrol within a day.

The Commission obtained data from Informed Sources on petrol price
movements within a day.  Two periods were examined: 16 October to
12 November 2000 (subsequently referred to as October–November 2000),
and 29 January to 25 February 2001 (subsequently referred to as
February 2001).11

The analysis focuses on the five major metropolitan cities.12

11 The Commission originally asked Informed Sources to provide data for the months of October
2000 and February 2001 as illustrative months.  However, because of technical difficulties with
Informed Sources' database for one day in early October, the data presentation for that period
was moved by two weeks.  The two periods examined each represent 28 days beginning on a
Monday.  This increases the comparability between the two periods.
12 Data for Canberra, Darwin and Hobart was also collected by Informed Sources.  However,
Informed Sources considered that there was insufficient data for these cities to have statistically
meaningful results for all of the analysis.

Table 2.12: Average Retail Prices and the Import Parity Indicator — Five
Major Metropolitan Cities — Unleaded Petrol — Comparison of
the Periods 1 January 1998 to 30 June 1998 and
1 January 2001 to 30 June 2001

AAAAAverage difverage difverage difverage difverage differferferferferenceenceenceenceence Per cent of days rPer cent of days rPer cent of days rPer cent of days rPer cent of days retailetailetailetailetail
prices werprices werprices werprices werprices were below IPIe below IPIe below IPIe below IPIe below IPI

19981998199819981998 20012001200120012001 19981998199819981998 20012001200120012001

cplcplcplcplcpl cplcplcplcplcpl %%%%% %%%%%

SydneySydneySydneySydneySydney 0.3 -2.3 37 82
MelbourMelbourMelbourMelbourMelbournenenenene -2.0 -2.7 88 76
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane -0.4 -3.3 55 90
AdelaideAdelaideAdelaideAdelaideAdelaide -1.4 -2.4 80 82
PerPerPerPerPerththththth 1.4 -2.9 24 90

Source:   ACCC data and Informed Sources
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13 A feature of data based on petrol card transactions is that it only picks up a price change when
a transaction is made.  For example, the price on the price board at a retail site may change at
6.15 a.m. but if there was no card transaction until 7.30 a.m. the data would indicate that the
price had changed at 7.30 a.m.  Despite this, Informed Sources consider that electronic petrol
data is a completely valid data source for the analysis due to the high level of petrol card
transactions in metropolitan areas.

Two other features of electronic data collection are worth noting. First, electronic data collection
is subject to distortions that can occur as a result of operators misusing the system.  There are
cases where console operators have made one-off changes to their price in order to allow a fuel
customer to make incidental purchases (for example, cigarettes) on a company petrol card.  These
rapid, short duration changes could bias the results of any analysis of change frequency (although
they have little impact on average price).  For this analysis, Informed Sources filtered out all
changes that had a duration of less than an hour.

Second, most major capital cities have 24-hour trading for major petrol stations, which means
genuine price changes can occur at any time of the day or night.

2.5.1 Methodology

Informed Sources monitor prices from more than 2500 sites in the five major
metropolitan cities each day using:

• drive-by observations of price boards at the Shell Company of Australia Ltd
(Shell) and independent sites; and

• electronically sourced transactions based on petrol card transactions or
console polling at BP, Caltex Australia Ltd (Caltex) and Mobil Oil Australia
Pty Ltd (Mobil) sites.

The data in this analysis is based on electronically sourced transactions only as
these are collected 24 hours per day, seven days a week, and are considered
more representative of the market rather than the more limited drive-by
observations.13 Due to confidentiality reasons, the data used in this section is
presented on an aggregate basis.

The data is based on average values of price changes.  Specifically, the data
represents the average value for each site in a day (by combining all of the
changes at that site) and then taking an average across all sites in a city and
brand.  This method ensures that all sites are equally weighted, regardless of
how many changes occurred at a particular site in any one day.

The data revealed substantial changes occurred in Perth between
October–November 2000 and February 2001.  These changes are a result of
the new Western Australian petrol pricing arrangements, which began on
2 January 2001.

2.5.2 Frequency of price changes

To assess the frequency of price changes within a day, two indicators were
examined:

• the average number of changes per day; and

• the average price duration.

Table 2.13 shows the average number of price changes per day and the average
price duration for the five major metropolitan cities, for the two periods
October–November 2000 and February 2001.
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Table 2.13: Average Frequency of Price Changes — Five Major
Metropolitan Cities — Unleaded Petrol — Comparison of
Periods 16 October 2000 to 12 November 2000 and
29 January 2001 to 25 February 2001

16 October 2000 –16 October 2000 –16 October 2000 –16 October 2000 –16 October 2000 – 29 Januar29 Januar29 Januar29 Januar29 January 2001 –y 2001 –y 2001 –y 2001 –y 2001 –
12 November 200012 November 200012 November 200012 November 200012 November 2000 25 Febr25 Febr25 Febr25 Febr25 Februaruaruaruaruary 2001y 2001y 2001y 2001y 2001

AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage
number ofnumber ofnumber ofnumber ofnumber of pricepricepricepriceprice number ofnumber ofnumber ofnumber ofnumber of pricepricepricepriceprice
changeschangeschangeschangeschanges durationdurationdurationdurationduration changeschangeschangeschangeschanges durationdurationdurationdurationduration
per dayper dayper dayper dayper day per dayper dayper dayper dayper day

##### hourshourshourshourshours ##### hourshourshourshourshours

SydneySydneySydneySydneySydney 0.89 15.7 0.86 16.0
MelbourMelbourMelbourMelbourMelbournenenenene 1.53 11.4 1.40 12.0
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 1.32 12.7 1.27 12.9
AdelaideAdelaideAdelaideAdelaideAdelaide 0.93 15.2 0.92 15.3
PerPerPerPerPerththththth 1.18 13.6 0.66 16.6
AAAAAverageverageverageverageverage
– Five Cities– Five Cities– Five Cities– Five Cities– Five Cities 1.161.161.161.161.16 13.813.813.813.813.8 1.041.041.041.041.04 14.514.514.514.514.5
Source:   ACCC data and Informed Sources

2.5.3 Average number of price changes

The average number of changes per day was derived by counting the number
of changes in a day at each site.  This was then averaged across all the sites of
each brand in a city.  The first setting of price in a day was not counted as a
change.

Table 2.13 shows that, for both time periods, the average number of times that
prices changed across the five major metropolitan cities was just over once per
day.  For October–November 2000 the average number of changes per day was
1.16 and for February 2001 it was 1.04.

Melbourne petrol prices changed most frequently within a day — 1.53 times
on average in October–November 2000 and 1.40 times on average in
February 2001.

In October–November 2000 changes within a day occurred least frequently in
Sydney (on average 0.89 times a day) and in February 2001 they changed least
frequently in Perth (on average 0.66 times a day).

While the table shows the average number of price changes per day in each
period, the actual number of price changes per day at each site ranged from
zero to nine in both periods.  However, the number of sites with a high
number of price changes was so small as to be statistically insignificant
(97 per cent of the total number of price changes per day at each site ranged
from zero to three).
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2.5.4 Average price duration

Average price duration was calculated by finding the average duration of all the
changes at a site on a given date, and averaging this across all the sites of each
brand in a city.  By taking an average of site averages, rather than just an
average of all changes, equal weight was given to sites, thereby reducing the
impact of sites with many changes.

In October–November 2000 the average price duration across the five major
metropolitan cities was 13.8 hours, increasing to 14.5 hours in February 2001.
This suggests that prices are relatively stable on average for a substantial part of
each day.

In October–November 2000 average prices in Sydney remained unchanged for
the longest time (15.7 hours in a day) and in February 2001 Perth prices
remained unchanged for the longest time (16.6 hours in a day).

Melbourne prices had the lowest average duration in both periods.  In
October–November 2000 the average duration was 11.4 hours and in
February 2001 it was 12.0 hours.

2.5.5 Size of price changes

To assess the size of price changes within a day, three indicators were used: the
percentage of price changes per day that are positive; the average positive
change per day; and the average negative change per day.

Table 2.14 shows the data for these indicators in each of the five major
metropolitan cities for 16 October to 12 November 2000 and for 29 January
to 25 February 2001.

Table 2.14: Average Size of Price Changes — Five Major Metropolitan
Cities — Unleaded Petrol — Comparison of Periods
16 October 2000 to 12 November 2000 and
29 January 2001 to 25 February 2001

16 October 2000 –16 October 2000 –16 October 2000 –16 October 2000 –16 October 2000 – 29 Januar29 Januar29 Januar29 Januar29 January 2001 –y 2001 –y 2001 –y 2001 –y 2001 –
12 November 200012 November 200012 November 200012 November 200012 November 2000 25 Febr25 Febr25 Febr25 Febr25 Februaruaruaruaruary 2001y 2001y 2001y 2001y 2001

Per centPer centPer centPer centPer cent AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage Per centPer centPer centPer centPer cent AAAAAverageverageverageverageverage AAAAAverageverageverageverageverage
 of changes of changes of changes of changes of changes positivepositivepositivepositivepositive negativenegativenegativenegativenegative of changesof changesof changesof changesof changes positivepositivepositivepositivepositive negativenegativenegativenegativenegative

that arthat arthat arthat arthat areeeee changechangechangechangechange changechangechangechangechange that arthat arthat arthat arthat areeeee changechangechangechangechange changechangechangechangechange
positivepositivepositivepositivepositive positivepositivepositivepositivepositive

%%%%% cplcplcplcplcpl cplcplcplcplcpl %%%%% cplcplcplcplcpl cplcplcplcplcpl

SydneySydneySydneySydneySydney 31 4.5 -1.9 34 5.5 -2.3
MelbourMelbourMelbourMelbourMelbournenenenene 22 6.6 -1.9 20 6.6 -1.5
BrisbaneBrisbaneBrisbaneBrisbaneBrisbane 23 6.5 -1.8 21 6.3 -1.6
AdelaideAdelaideAdelaideAdelaideAdelaide 25 4.9 -1.6 25 5.8 -1.7
PerPerPerPerPerththththth 21 6.2 -1.5 45 3.7 -2.3
AAAAAverageverageverageverageverage
– Five Cities– Five Cities– Five Cities– Five Cities– Five Cities 2525252525 5.65.65.65.65.6 -1.8-1.8-1.8-1.8-1.8 2626262626 5.65.65.65.65.6 -1.8-1.8-1.8-1.8-1.8

Source:   ACCC data and Informed Sources
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2.5.6 Percentage of price changes that are positive

Price changes are either positive or negative. The percentage of price changes
that are not positive are, by definition, negative changes.

The results show that on average for the five major metropolitan cities, around
one price change in four is positive.  In October–November 2000 on average
25 per cent of the total price changes that occurred within a day across the five
major metropolitan cities was positive.  This percentage increased slightly in
February 2001 (to 26 per cent).

In October–November 2000 Sydney had the largest percentage of positive
price changes (31 per cent) and Perth had the smallest (21 per cent).  In
February 2001 Perth had the largest percentage of price changes that were
positive (45 per cent) and Melbourne had the smallest (20 per cent).

2.5.7 Average positive change

The average positive change is the average of all positive changes during the
period — across the five major metropolitan cities it was 5.6 cpl in both
October–November 2000 and February 2001.

In both periods, the largest average positive change in prices occurred in
Melbourne, with prices increasing on average by 6.6 cpl.  In
October–November 2000, the smallest average positive change was in Sydney
(4.5 cpl) and in February 2001 the smallest was in Perth (3.7 cpl).

The greatest difference in average positive changes between the two periods was
in Perth — an average positive change of 6.2 cpl in October–November 2000
which fell to 3.7 cpl in February 2001.

In terms of actual positive price changes at particular sites, 95 per cent of all
positive changes were in the range of 11.0 cpl or less in both periods.  The
most common in October–November 2000 was between 8.0 and 9.0 cpl,
which occurred in 16 per cent of total positive changes.  In February 2001 the
most common positive change was between 9.0 and 10.0 cpl, which occurred
in 14 per cent of total positive changes.

2.5.8 Average negative change

The average negative change is the average of all negative changes during the
period — across the five major metropolitan cities it was 1.8 cpl in both
October–November 2000 and February 2001.

In October–November 2000 the largest average negative change occurred in
both Sydney and Melbourne, with prices decreasing on average by 1.9 cpl.  In
February 2001 the largest average negative changes occurred in both Sydney
and Perth, with prices decreasing on average by 2.3 cpl.

In October–November 2000 the smallest average negative change occurred in
Perth (1.5 cpl) and in February 2001 the smallest occurred in Melbourne
(also 1.5 cpl).

The greatest difference in average negative changes between the two periods
was in Perth, where an average negative change of 1.5 cpl in
October–November 2000 increased to 2.3 cpl in February 2001.
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In terms of actual negative changes at particular sites, 95 per cent of all negative
changes were in the range of 8.0 cpl or less in October–November 2000.  In
February 2001, 95 per cent of all negative changes were in the range of 7.0 cpl
or less.  The most common negative change in October–November 2000 was
1.0 cpl or less, which occurred in 59 per cent of total negative changes.  In
February 2001, the most common was also 1.0 cpl or less, occurring in 60 per
cent of total negative changes.

In Perth, the percentage of positive changes increased significantly between the
two periods — from 21 per cent in October–November 2000 to 45 per cent in
February 2001.  However, the average size of positive changes decreased from
6.2 cpl to 3.7 cpl. The average size of negative changes increased from 1.5 cpl
to 2.3 cpl.

The data in this section confirms the regular sawtooth pattern of petrol price
changes, with large increases followed by smaller more frequent decreases.

2.6 Diesel
Unlike petrol, diesel retail prices in the major metropolitan cities do not
display short-term volatility.  The absence of price cycles for diesel in the major
metropolitan cities is shown clearly in Charts A.51 to A.55 in appendix A.
They show average daily and average weekly retail prices for diesel between
1 January and 30 June 2001.

The Commission's 1996 Inquiry into the Petroleum Products Declaration
(subsequently referred to as the 1996 report) noted that diesel retail prices in
capital cities do not display short-term volatility and commented that, unlike
petrol, there appears to be no price support provided by the oil majors.14 It
also noted that wholesale price support appeared to be provided at relatively
constant levels, resulting in stable retail prices in capital cities.

Other reasons why there are no price cycles for diesel in metropolitan areas
may be that the major sales of diesel are to commercial users with terms
generally reflected in agreed contracts (which may include a discount on the
pump price), and that most diesel sales occur in regional areas.

Since there are no price cycles for diesel in the major metropolitan cities, the
rest of this report focuses on the price of unleaded petrol.

14 Australian Competition and Consumer Commission, Inquiry into the Petroleum Products
Declaration Volume 1 Main Report, August 1996, pp. 76-77.
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2.7 Conclusions
Analysis of the data on price cycles indicates that:

• The average variation of price cycles increased in all five major metropolitan
cities between 1998 and 2001.

• The average duration of price cycles increased in all five major metropolitan
cities between 1998 and 2001.

• The most common day of the week on which prices peak moved in all five
major metropolitan cities between 1998 and 2001.

• The most common day of the week on which prices trough moved in four
out of the five major metropolitan cities (Brisbane being the exception)
between 1998 and 2001.

• The average difference between average daily retail prices and the IPI
increased in all five major metropolitan cities between 1998 and 2001.

• The average number of times a day that prices changed across the five major
metropolitan cities (the initial price setting of the day is not counted as a
change) was just over once per day in both October–November 2000 and
February 2001.

• The percentage of negative price changes in the five major metropolitan
cities was larger than the percentage of positive price changes.  However,
the average size of negative price changes was smaller than the average size
of positive price changes.

• Diesel retail prices in the major metropolitan cities do not display short-
term price volatility.
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33333 Causes of price cCauses of price cCauses of price cCauses of price cCauses of price cyclesyclesyclesyclesycles

3.1 Introduction
A combination of international and local factors determine retail petrol prices
in Australia.

International factors (such as, the prices of crude oil and the refined petroleum
products, and the Australian/US dollar exchange rate) affect retail prices
because movements in Australian petrol prices generally follow movements in
Singapore refined petroleum product prices.  These international factors are
influenced by supply and demand factors outside the control of government
and local industry.

Local factors include the level of Federal and State excise and taxes (which are
fairly stable) and the local price cycles.

The causes of local price cycles are complex.  Price cycles appear to be
influenced by many factors.  These include: competition for market share; oil
company price support for their franchisees; differential wholesale petrol
pricing; short-term excess product at the refineries; changes in demand; the
current regulatory structure; fuel blending; possible anti-competitive practices;
and movements in refiner margins.

There appears to be no agreement among industry participants as to the
relative significance of these factors.  Indeed, it is difficult to assess the impact
of each factor individually since some of them are interdependent and cannot
be considered in isolation.  The influence of these factors may also vary
between locations and over time.

In addition, petrol as a product has certain characteristics that may make it
more susceptible than other products to price volatility.

3.2 Characteristics of petrol
Petrol has several characteristics which appear to make it susceptible to price
volatility. These are:

• Petrol is a relatively homogenous product, with limited brand loyalty.15

Therefore, competition is based primarily on price. For the individual
retailer, there is incentive for substantial discounting to attract sales from
competitors when demand is low.

• The price of petrol is more visible than the price of most other products
because of prominently located price boards.  Thus there is greater incentive
to discount when demand declines.

• Some consumers may be more sensitive to changes in petrol prices than
other household items because petrol is purchased regularly and is a
substantial part of the household budget.

15 This is mainly the case for regular unleaded petrol, which represents the majority of sales.
However, the oil companies have attempted to differentiate their products, especially for the
premium grades of petrol.
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• However, the overall demand for petrol is broadly inelastic (as there are no
ready substitutes over the short term) and thus there may be an incentive for
retailers as a group to increase the price during peak demand.  As supply of,
and demand for, petrol are relatively inelastic, small changes in these can
lead to large changes in price.

• At service stations with shops attached, petrol may be used as a loss leader
to attract consumers who may then purchase items with a greater profit
margin.

3.3 Competition for market share
The level and extent of competition in the petroleum industry in Australia
varies between locations and over time.  It is influenced by supply and demand
factors, barriers to entry, the presence of independents, the potential
availability of imports, and the extent of vertical integration. This may occur at
the refinery, wholesale and retail levels.

3.3.1 Refinery and wholesale level

At the refinery level, the four major oil companies each operate two refineries
across Australia.  To guarantee supplies of petroleum products in regions
where an oil major does not have a refinery, the oil majors participate in formal
reciprocal arrangements (such as refinery exchange, borrow and loan and joint
terminal agreements). In its 1996 report the Commission expressed concerns
about the anti-competitive nature of these arrangements.  The independents
are unable to participate in these arrangements.

At the wholesale level, the oil majors, importers and independent wholesalers
and distributors may compete for market share but the level of competition
will vary among States.  For example, independent imports are currently only
available in Victoria and New South Wales.

3.3.2 Retail level

At the retail level, the oil majors (who operate commission agency and
franchise sites), independent chains, supermarket sites and smaller independent
retailers appear to compete for market share to varying degrees.16 The degree
of competition is mainly affected by the extent of price support retailers receive
and the extent to which discounts are available at the wholesale level.

A feature of the industry is that oil majors are vertically integrated which,
combined with the formal reciprocal arrangements at the refinery level, gives
them advantages over other participants.

Since petrol is basically a homogenous product, any competition is largely
based on price and therefore the main way to increase volume is to have a
lower price than competitors.  Independents typically seek volume in this way.
However, this increase in volume may be short lived, as competitors will be
compelled to reduce their prices to regain market share.

16 Further description of the various forms of retailers is provided in appendix B.
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In general, discounting continues until prices become unsustainable (that is,
they are so low that they may not cover average variable costs).  One of the
retailers may then decide to significantly raise prices, with competitors rapidly
following suit.  However, prices may also rise as a result of a successful attempt
by a market participant to increase profits by raising prices in a locality.  After a
short period, the price cycle starts again.

The duration and extent of discounting depends on the capacity of retailers to
recover their costs over the long term.  Retailers bear two types of costs: fixed
costs, which are incurred independently of how much the retailer sells (such as
costs of the site and labour costs), and variable costs, which vary with the
quantity of petrol and convenience products sold.

To recover their fixed costs, retailers need to achieve a margin on some or all of
their sales of petrol and convenience products.  As a result, they must maintain
or increase sales.  However, to retain or increase sales volume, retailers
compete on price.  This competition continues to a point where there is little
or no margin over their variable costs.  Pricing at or close to variable costs for
sustained periods is unprofitable for all retailers. Therefore, at some point,
retailers must achieve a margin above their variable costs of supply to recover
their fixed costs.  This dynamic is reflected in the market whereby retail petrol
prices are gradually competed down to variable cost (or below) before rapidly
adjusting upwards.

Discounting has grown in recent years possibly because retailers are
responding to their competitors' price movements more rapidly than before, as
a result of more timely and thorough market information (the availability of
more comprehensive data that can be easily transferred electronically).

The increase in the number and size of multi-site franchises over recent years
may also have contributed to price variability.  Multi-site franchises can reap
the benefits of economies of scale and can assist those sites within their
operation that face greater competition.  Given their presence and spread in
the market, multi-site franchises can also influence the timing of price rises.

Another factor is that some retailers also rely more on the sale of non-fuel
items and the need to discount fuel is greater to attract more customers into
the stores.

In their submissions to the Commission, many industry participants noted that
competition for market share among oil companies influences price cycles.

The Service Station Association (SSA), for example, commented that:

…the main driver in the discounting cycle is the protection by the
majors of their market share.  To lose market share is a major cost
burden for the majors, it disrupts their whole logistics
programming, which is of course immensely disruptive and
exceedingly expensive.  [SSA submission, p. 3]
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The Australian Institute of Petroleum (AIP) commented:

It is the industry’s view that the volatility in petrol prices in
Australian capital cities is an indication of a hyper–competitive
market with margins at both the retail and refinery level being very
low or even at times negative caused by an excess of supply and
high fixed costs.  This makes it easy to understand why there is
such strong competition for petrol sales volume in order to
maintain a minimal business return. [AIP submission, p. 1]

Woolworths identified one of the factors affecting retail price volatility to be:

…an effective competitive marketplace in those locations where
genuine independent retailer operators have created a ‘pricing
tension’ supported by alternative imported product supply sources
to the higher cost locally refined product.
[Woolworths submission, p. 1]

BP and Caltex commented that the International Energy Agency (IEA)/
Organisation for Economic Cooperation and Development (OECD)
international price comparisons which show Australia to have among the
lowest petrol prices in the OECD demonstrates the competitiveness of the
industry.17

3.4 Oil company price support for their franchisees
The oil majors use price support schemes as a way to enable their franchisees
to be competitive and/or to increase their influence over the pricing behaviour
of retailers.

In general, price support takes the form of the oil majors guaranteeing a
certain margin to their franchisee when fuel is bought from the oil majors.

Price support is given to franchisees selectively and is not available in all
localities.  As some franchisees operate in very competitive areas, ongoing price
support may be provided for long periods of time.  These operations may not
be viable without this assistance.

Independents, branded or otherwise, who do not receive price support, may
experience extreme pressure when substantial discounting is occurring in the
market.  The Commission understands that in the past the oil majors provided
price support to independents, however this was removed around two to three
years ago.

Price support schemes may also be a long-term strategy to maximise profit by
controlling the prices of franchisees and also to remove or limit competition
from independents.  Such schemes also give the oil major control over the
degree of support for its retail outlets, the depth of the discounting, and often
the duration of the discounting.

Petrol price data examined by the Commission indicates that, in general,
independent retailers rather than the oil majors tend to lead market prices
down.  Therefore, it appears that oil majors that provide price support may be

17 The Commission has some concerns about these international petrol price comparisons, which
are discussed further in appendix J.
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doing so in response to competitive pressures.  However, sometimes oil majors
lead market prices down.

In the absence of price support schemes, prices have been less volatile,
indicating that price support may contribute to price cycles.  After an
introductory period, for 16 months from October 1989 the oil majors
operated 'rack pricing' schemes, where they set a wholesale price at list levels
without discounts or price support.  During this time retail prices were much
less volatile in areas where price cycles had been common.  Generally, only
changes in wholesale list prices were reflected in retail price movements.

In its submission the Australian Consumers' Association (ACA) commented
that:

…the day to day variation in retail prices reflects on most occasions
"price support" by the petrol majors for their franchisees.
[ACA submission, p. 2]

It has even been suggested that price support is the cause of price fluctuations.
The MTAA stated in its submission:

The retail price fluctuations result of course from the application
and subsequent withdrawal of price support (or price rebates)
arrangements to their franchisees, by the oil majors.
[MTAA submission, p. 2]

3.5 Differential wholesale petrol pricing
Currently, a range of wholesale prices are offered to distributors and retailers.

The larger independent chains can buy fuel at lower wholesale prices than
franchisees.  At the same time, smaller independents, because of their limited
capacity to buy large quantities and thus limited negotiating power, tend to
buy fuel at relatively higher wholesale prices.  While franchisees purchase fuel
at a wholesale list price, many of them receive price support at the retail level.
This effectively reduces their wholesale price.

The National Roads and Motorists' Association (NRMA) commented in its
submission:

Major independent fuel retailers use their ability to purchase fuel at
lower prices and to offer lower prices to their
customers….However, smaller independents….may not be able to
compete and suffer from having to offer heavy discounting.  Since
they are not in a position to purchase fuel at favourable
prices….their relative marketing disadvantage is apparent.
[NRMA submission, p. 4]

Historically, there was some excess capacity in the refineries. This capacity
generated supplies of fuel which were made available, long term and at a
discount, to some of the larger independent chains.  The ability of the larger
independent chains to secure relatively lower wholesale prices has enabled
them to retail fuel at lower prices.  These lower retail prices are then matched
by competitors, thus beginning the price cycle.

The Commission understands that, over time the amounts of fuel supplied to
the independent chains may have been factored in to the refineries' production



36 REDUCING FUEL PRICE VARIABILITY

plans (to avoid the holding costs of fuel).  The benefit for oil majors in
supplying the independent chains is that at the wholesale level they have a
guaranteed market for several years, allowing them to optimise refinery
operations.

The market share of independent chains has increased over recent years.  This
may have further improved their ability to obtain fuel at a substantial discount.
They also may have greater bargaining power because of the threat of imports.
However, this threat may be adversely affected by changes to State and
Commonwealth fuel standards making imports from the Asia-Pacific region
less viable.

3.6 Short-term excess product at the refineries
Short-term excess product at the refineries (which have high fixed costs and
limited storage facilities) may provide an incentive for the oil majors to give
some independents discounts (possibly the smaller independent chains and
independent retailers).

Discounting is more likely to occur when it can be selective, hidden,
negotiated and limited.  Therefore those retailers that can switch suppliers
relatively quickly are likely to attract higher discounts from their suppliers.
These are generally independents located in metropolitan areas near refineries.
This has also led to more independent sites operating near refineries.

Caltex, in its submission to the Commission, acknowledged this factor stating
that, among other things, 'city prices are driven by excess refinery supply in
Australia'. [p. 2]

The Victorian Automobile Chamber of Commerce (VACC) also indicated a
link between competition and short-term excess production by referring to the
'selective dumping of unleaded petrol surplus (a result of…excess ULP
produced in Asia from over-estimating the US market)'. [p. 2]

Woolworths identified one of the factors affecting retail price volatility to be:

Domestic refining demands for allocation of output in a static
growth market exacerbated by increased volume of imported
product leading to periods of temporary excess domestic product
as well as periods of domestic product shortage arising [from]
Australian refinery shut-downs. [Woolworths submission, p. 1]

Since some consumers are price sensitive to retail prices at individual sites, a
small amount of excess supply at the refinery level can flow on to large falls in
prices overall (because of the likely response from competitors).  Conversely,
shortages in supply at the refinery level can lead to substantial increases in
prices.

However, this factor may have become less significant.  The Commission
understands that Australian refineries operate on a 'just-in-time' basis and
expects that the oil majors would have some capacity to adjust the output from
their refineries.
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3.7 Changes in demand
Changes in demand may also influence price cycles.  For instance, prices may
change in response to low demand early in the week and higher demand
towards the weekend, particularly long weekends such as Easter.  During times
of low demand wholesalers and retailers have an incentive to lower prices to lift
sales of fuel and non-fuel items.  During periods of peak demand, there is less
need to do this.  Wholesalers and retailers may also use these times to recover
any margins that they may have lost during off-peak periods.

The Independent Petroleum Marketers Association of Australia (PMAA)
suggests this may not be a major factor.  It commented in its submission that
'consumer buying patterns have in no way contributed to market behaviour
patterns'. [p. 14]

3.8 Current regulatory structure
The current regulatory structure may affect price cycles.

A brief overview of the structure of the petroleum industry and its regulatory
framework is in appendix B.

By limiting the extent to which the oil majors can directly operate sites, the
Sites Act constrains their ability to market fuel directly, making them more
reliant on franchise operations.  As franchises may not be as efficient as
commission agency sites, they may need some assistance (including price
support) to compete with other retailers, especially the independent chains that
may operate with lower cost structures and can buy fuel more cheaply.  Since
the independent chains are not covered by the Sites Act they do not face the
same constraints in their operations.

The AIP believes that:

…the Sites and Franchise Acts fundamentally distort the retail
market by preventing all participants from competing on an equal
basis, which may contribute to unsustainable price cycles.
[AIP submission, p. 3]

Mobil commented that:

…existing inappropriate and selective government regulation is a
significant contributor to pricing instability in the market.  In
particular, the Petroleum Retail Marketing Sites Act 1980 (Cth)
and the Petroleum Retail Marketing Franchise Act 1980 (Cth)
impose significant distortions on the retail market, by preventing all
participants competing on an equal basis. [Mobil submission, p. 1]

BP also pointed out the link between the current regulatory framework and
price volatility:

Ours is a heavily regulated industry….This regulation is tilted
against the refiner marketers, [and] in several key instances [it]
does not apply to other players….To what extent the regulation
has contributed to volatility is not clear, but we believe that it has
been a contributor. [BP submission, p. 6]
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It has been suggested that oil majors get around the Sites Act by using multi-
site franchises.  The PMAA commented that the Sites Act:

… is a farce and has been totally circumvented by the Oil
Companies by the introduction of the Multi-Site Franchisee.  In
some cases there is one Multi-Site Franchisee who run the entire
state network under the branded name of the Oil companies and
take direction on pricing.  Circumventing this policy allows the Oil
Company to have total control over the retail market even though
this Act was supposed to prevent this. [PMAA submission, p. 8]

3.9 Fuel blending
Fuel blending activities are likely to influence price cycles.  It has been
suggested that these activities are more prevalent among the smaller
independent operators.

Some wholesalers and retailers have been blending a variety of excise-free fuel
substitutes (the most common of which is currently ethanol) with their normal
fuel stock.  As a result, the wholesaler or retailer is not paying excise on the
blended portion of their fuel stock, reducing the cost of their total stock.  With
a lower cost per litre of fuel, the wholesaler or retailer can reduce their prices
below that of competitors who are paying full excise on all their fuel.

APCO Service Stations Pty Ltd (APCO) commented on this issue in its
submission:

Fuel blending has played a major role in reducing the cost of fuel.
It is a ruse employed by many of the independents….ethanol has
taken over as the major blending product.  It has produced
significant problems.…Reports….have shown blending of up to
40%….At the present moment it could reduce the cost by up to
3 cpl for some unscrupulous independents….3 cpl advantage has
the effect of continually reducing the low part of the price cycle
well below cost. [APCO submission, p. 2]

BP also commented on this issue:

The prevalence of dodgy fuels and fuels on which tax has not been
paid (or only partially paid) is a critical element contributing to
volatility.  Clearly anyone who has not paid 38 cpl excise has the
ability to deeply trough the price cycle, to the detriment of the
true market. [BP submission, p. 9]

3.10 Possible anti-competitive practices
Refiners, wholesalers and retailers that engage in possible anti-competitive
practices, such as price collusion, misuse of market power (for example,
predatory pricing) or resale price maintenance will influence price cycles.

Price collusion is when several participants in a market set prices.  This also
covers joint price determination.  Section 45 of the TPA covers contracts,
arrangements or understandings that restrict dealings or affect competition.
Section 45A prohibits a contract, arrangement or understanding, that fixes,
controls or maintains prices, which is deemed to have the purpose, or likely to
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have the effect, of substantially lessening competition.  Price collusion could be
the result of formal or informal communication.  However, evidence of such
communication is essential before such contraventions can be proven.

By restricting the degree of competition, it is likely that prices do not move as
much as they otherwise would in the absence of price collusion and they would
also be at higher average levels.  It may be that the trough of the cycle is not as
low or that price increases occur more quickly.

Predatory pricing, which can involve pricing in a manner to unlawfully remove
an otherwise viable competitor, is dealt with in terms of misuse of market
power under s. 46 of the TPA.  Section 46 prohibits a company with a
substantial degree of market power from taking advantage of that market
power for a prescribed purpose.  The prescribed purposes are:

• eliminating or damaging a competitor in that market or another market;

• preventing entry to that or another market; or

• deterring or preventing competitive conduct in that or another market.

To prove predatory pricing it is important to define the market and prove that
the alleged offender has a substantial degree of market power.  It would also be
necessary to show that the purpose of the conduct is proscribed.

The influence of predatory pricing was suggested in some submissions to the
Commission.  The PMAA, for example, stated:

The independents are totally at the mercy of the Oil companies,
through wholesale price and the franchisee pricing policy at retail.
The independent has been under heavy financial pressure as a
result of these pricing behaviours at retail….the long-term strategy
of the Oil Companies is to own the retail and wholesale
market….This strategy is succeeding.  [PMAA submission, p. 13]

However, APCO suggests that not only the major oil companies use predatory
pricing strategies, stating that:

…Predatory pricing is as much led by the independent as used by
the majors. [APCO submission, p. 2]

Section 48 of the TPA states that a corporation or other person shall not
engage in the practice of resale price maintenance.  It prohibits suppliers,
manufacturers and wholesalers from specifying a minimum price below which
goods and services may not be resold or advertised for resale unless the
conduct has been authorised under the TPA.  The Commission has previously
prosecuted oil companies under this section.

The Commission is currently examining allegations relating to price collusion
and predatory pricing in the petroleum industry.

3.11 Movements in refiner margins
Movements in refiner margins may influence price cycles.

As domestic wholesale prices are based on movements in international refined
product prices, the refiner margins for domestic refineries are the difference
between international refined product prices and the cost of crude oil (which
may be sourced domestically or internationally).
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These refiner margins can vary widely.19 Movements in refiner margins are the
result of international supply and demand factors for crude oil and refined
product.

Since the oil majors have vertically integrated operations from refining to
retailing, their ability to compete at the wholesale and retail level is enhanced
when the refiner margin is high.  They are also able to provide more price
support to their franchisees.  Conversely, when the refiner margin is low or
negative they may be less able to compete with other participants in the
market.

19 For example, between 1 January and 31 October 2001, the highest refiner margin was US$
7.82 per barrel (on 24 April 2001) and the lowest refiner margin was -US$ 3.27 per barrel (on
11 July 2001).  This is a range of around US$11 per barrel.
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4.1 Introduction
Retail petrol price cycles have implications for consumers and petrol retailers.
Some consumers are concerned about price cycles, whereas other consumers
take advantage of them.  Considering consumers in aggregate it is likely that
consumers benefit overall from price cycles.  These issues are discussed in the
sections below.

4.2 Consumers

4.2.1 Some consumers are concerned about price cycles

Many consumers are concerned about petrol price cycles and that prices can
suddenly increase by as much as 10 cpl in a day.  For those consumers who
have driven past a service station in the morning, noticed the price on the
board but decided to fill up on the way home, only to find that prices have
subsequently increased significantly, this is extremely annoying.  The situation
is exacerbated when these price increases occur just before weekends or public
holidays.

The ACA, for example, commented that:

…a great many consumers feel considerably disadvantaged by
sudden upward [price] changes…[ACA submission, p. 3]

The AIP commented that:

…the industry understands the dissatisfaction some consumers feel
with regard to petrol price volatility.  [AIP submission, p. 1]

The motoring organisations, the Australian Automobile Association (AAA),
the NRMA and the Royal Automobile Club of Victoria (RACV), provided
useful information on consumer attitudes about petrol pricing and price cycles
derived from recent surveys they had commissioned.20 Those surveys indicate a
high degree of concern among consumers about price cycles.

In October 2000 the AAA conducted a survey of motorists' attitudes and
priorities.  One of the questions asked motorists how, on a scale of '1' to '7'
(with '7' meaning very concerned and '1' meaning not concerned at all), they
would rate their level of concern about variations in petrol prices.  Eighty-two
per cent of respondents were concerned about variations in petrol prices, with
a mean score of 5.8.

Concern among motorists about variations in petrol prices increased from the
previous survey in September 1999.  That survey had indicated 76 per cent of
respondents (with a mean score of 5.6) were concerned about variations in
petrol prices.

20 NRMA submission, p. 4 and appendix E; RACV submission p. 2; and AAA submission p. 1
and attachment 3.
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The AAA commented that:

Although there is a high level of concern about price
variability…the level of concern is not as high as it is about the
price of petrol.  Moreover, it is possible the high level of prices and
the rapid increase in prices over the year 2000, also contributed to
motorists expressing concern about price variability.
[AAA submission, p. 2]

The NRMA presented the results of a survey it had conducted in July 2001.
Respondents were advised that, under the current petrol pricing arrangements
in New South Wales, retail petrol prices were open to competition and
fluctuate widely.  They were then asked how satisfied they were with the
current petrol pricing arrangements.  The results showed that 74 per cent of
respondents were dissatisfied with current petrol pricing arrangements and
14 per cent were satisfied.

The RACV also surveyed motorists in Victoria around the same time.  A
similar question showed that 72 per cent of respondents in metropolitan
Melbourne were dissatisfied with current petrol pricing arrangements in
Victoria.

4.2.2 Some consumers take advantage of price cycles

While many consumers are concerned about petrol price cycles, others
consumers take advantage of them.

As the RACV noted:

…while some consumers are frustrated with price fluctuations, others
benefit by being able to purchase petrol at prices lower than average
prices at the bottom of the price cycle. [RACV submission, p. 1]

The Tasmanian Government remarked on the benefits of increased petrol price
variability in Tasmania, which had followed the introduction of Liberty into
the Hobart market in September 2000.  The Tasmanian Government
commented:

Tasmanian motorists now know that when unfettered competition
is operating, fuel prices can compare favourably with those enjoyed
in Melbourne.  Rather than discouraging fuel price variability,
Tasmanian motorists have welcomed price fluctuations that have
delivered lower fuel costs. [Tasmanian Government submission, p. 1]

It added:

Imposing measures to limit fuel price variability discourages
genuine independents in the market place and hence genuine retail
price competition.  Imposing limits on fuel price variability favours
major oil companies, and stifles the dynamics that an open market
can deliver to motorists by way of lower pump prices.
[Tasmanian Government submission, p. 2]
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4.2.3 Different types of petrol consumers

There is little data available to determine the extent to which consumers are
disadvantaged by, indifferent to, or take advantage of price cycles.
Furthermore, a consumer who takes advantage of price cycles at one time
could be disadvantaged by price cycles at another time.  For example, a
consumer who is price sensitive and generally buys petrol at the lower end of
the price cycle may be disadvantaged if he has to buy fuel at a time when prices
have increased unexpectedly.  Although the Commission explicitly sought
views on this issue in its June 2001 discussion paper, submissions offered little
information.

Caltex noted in its submission that its qualitative research had identified
various groups of consumers. [p. 3] These are:

• bargain hunters who actively seek cheap petrol and shop around;

• consumers that monitor and comment on prices but do not base purchases
on price alone;

• consumers that comment on prices but do not actually know what prices
they pay; and

• consumers that are not aware of, or do not care about, the price they pay for
fuel.

Caltex did not provide a breakdown of the numbers in each consumer group.
However, it added:

…To the extent that regulation of variability would increase prices
by constraining competition, only some consumers would benefit.
The remainder, probably a clear majority, would be adversely
affected by higher prices but not perceive any benefit from removal
of variability.  In fact, those consumers who are aware of price
cycles, probably a significant minority, would be angry at the loss
of opportunity to buy at lower than average prices.
[Caltex submission p. 3]

BP commented in its submission that consumers generally fill up when they
need to.

The NRMA and RACV surveys referred to earlier provide some information
on consumer petrol purchasing habits.  They suggest that a significant
proportion of consumers are not sensitive to price when buying petrol.

The NRMA survey indicated that 68 per cent of respondents in New South
Wales fill up when they need to, regardless of price, and only 27 per cent do so
when the price is low.

The RACV survey indicated that 52 per cent of Melbourne motorists fill up
when they needed to irrespective of whether the current price was high or low.

Some consumers may be protected to varying degrees from the effects of price
cycles, for example commercial customers on fixed price contracts or those
buying fuel with company credit cards.
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4.2.4 Consumer attitudes on higher average prices in return for greater
price stability

The Commission also sought views in its June 2001 discussion paper on the
extent to which the community would support higher average petrol prices in
return for a lower level of price fluctuations.

Both the NRMA and RACV surveys commented on this issue.

The NRMA survey asked respondents whether they preferred the current
unregulated system (where retail petrol prices are open to competition and
fluctuate widely over the week), or a regulated market with less price
fluctuation but a higher average price.  Fifty-six per cent of respondents
preferred the current system, while 33 per cent would prefer a regulated
market with less price fluctuation but a higher average price.  The remaining
11 per cent did not know.

In the RACV survey, 68 per cent of respondents said that they would prefer a
regulated market that removed price fluctuations.  However, of this
percentage, 51 per cent indicated that they would not support this system if it
resulted in a higher average price for petrol, and 48 per cent said they would
not support the system if it removed the opportunity to buy petrol when prices
were low.

4.2.5 Changes to consumer behaviour

The NRMA and RACV surveys also provided information on the extent to
which consumers may change their purchasing behaviour if they had more
information about price cycles.

The NRMA survey asked respondents whether, if they were kept informed on
the petrol price cycle and knew roughly when petrol prices would be low,
would this be likely to change their current buying habits.  Sixty per cent of
respondents would change their buying habits, and 38 per cent would not.

In the RACV survey, 63 per cent of respondents would alter their buying
behaviour.

FuelWatch Pty Ltd surveyed online users of their website on this issue.
Respondents were asked whether they would prefer higher average fuel prices
if they resulted in less price fluctuations.  The results showed that while 11 per
cent of respondents would prefer higher average fuel prices if they resulted in
less price fluctuations, 89 per cent would not.21

4.3 Consumers in aggregate
As noted in the previous section, consumers have different views about price
cycles.  Some consumers are concerned about them, whereas others take
advantage of price cycles by buying petrol at prices below the average price of
the price cycle.

21 FuelWatch website userpoll.  FuelWatch Pty Ltd provides petrol price data for the five major
metropolitan cities on its website.  Consumers accessing this website are likely to be price
sensitive consumers and this needs to be borne in mind when considering the results of its survey.
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On the basis of both general consumer welfare theory and data provided by
the oil companies on sales volumes over the price cycle, it is likely that, taken
in aggregate, consumers benefit overall from price cycles.

4.3.1 Consumer welfare theory

Consumer welfare analysis suggests that, in general, consumers in aggregate
are better off with variable prices than they are with a fixed (simple average)
price.  When the price is fixed, consumers have to pay that price and that price
alone.  However, if the price is variable around this fixed price, consumers can
buy at the lower price — and they will tend to buy more at the lower price and
restrict their purchases when the price is high.  The opportunity to do this will
tend to make consumers better off.

The key factors to this result are that the demand curve slopes downwards, and
the idea of 'consumer surplus'.  The demand curve for a good shows the price
that consumers are prepared to pay for quantities of the good.  Most goods
have a downward sloping demand curve — that is, as the price of the good
goes down, consumers will buy more of it.  Consumer surplus at a particular
quantity is the difference between what consumers are willing to pay for that
quantity and the amount they actually pay.

Suppose instead of facing a particular fixed price, consumers have an equal
chance of facing prices that are above or below this price by the same amount.
The gain in consumer surplus that occurs when goods are bought at the lower
price is greater than the loss in consumer surplus that occurs when goods are
bought at the higher price.  Therefore, there is a net gain in consumer surplus
compared with the consumer surplus that occurs at the fixed price.  This is
described in more detail in appendix C.

4.3.2 Data on sales volumes over the price cycle

To obtain a better understanding of consumer buying patterns over different
stages of the price cycle, the Commission wrote to the major oil companies
and the larger independent retailers seeking data relating to the volumes of
petrol sold over three petrol price cycles in February 2001 in Sydney and
Melbourne.22

The Commission specifically wanted to know, on average across these price
cycles, the proportion of the total volume of petrol sold by each company that
was below the average price of the price cycle and the proportion that was
above the average price of the price cycle.  The individual company data was
weighted according to their estimated market share and aggregated.23

The data showed that, on average across Sydney and Melbourne, around 60
per cent of the total volume of petrol sold over the price cycles in February
2001 was below the average price of the price cycle and around 40 per cent
was above.

22 The Commission wrote to Mobil, Caltex, BP, Shell, Woolworths, Liberty and 7-Eleven
requesting this data.  All of these companies except Shell provided the requested data.  The data
was provided on a confidential basis to the Commission.
23 The determination of market share was based on confidential information received from the
companies and from the Commonwealth Department of Industry, Tourism and Resources.
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February 2001 was selected because there were three complete price cycles in
both Sydney in Melbourne in that month.  There is no reason to suggest that
these proportions are not representative of the volumes sold in price cycles at
other times of the year. Sydney and Melbourne were selected because they are
the largest markets of the five major metropolitan cities.

Since the data indicates that, on average across the price cycle, more petrol is
sold at prices below the average price of the price cycle than above, this
suggests that a majority of consumers benefit from price cycles.

4.3.3 Price sensitive consumers

While consumers taken as a whole may benefit overall from price cycles, some
individual consumers may not.  They are the price sensitive consumers (that is,
their purchase of petrol is influenced by the price) and who, for any given price
cycle, have bought, or face buying, petrol above the average price of the price
cycle.

It is important to note that not all the consumers who buy petrol above the
average price of the price cycle would consider themselves to be disadvantaged
by price cycles.  As noted in section 4.2.3, the NRMA and RACV consumer
surveys showed that over half of consumers fill up when they need to
irrespective of price.  Some of these consumers will be buying petrol at prices
above the average price of the cycle and others will be buying it below.

The point is that these consumers buy petrol irrespective of the price level — it
does not matter to them at what point in the price cycle they purchase petrol.
Since their petrol purchase is not influenced by the price, these consumers
could be considered to be non-price sensitive consumers.

From a consumer welfare perspective, it would be desirable if those consumers
who are price sensitive all bought petrol at prices below the average price of
the price cycle and those consumers who are non-price sensitive all bought
petrol at prices above the average price.

It is likely to be difficult to change the purchasing behaviour of non-price
sensitive consumers.  However, it may be possible to provide the opportunity
to price sensitive consumers to change their purchasing behaviour.  One way
would be to increase consumers' awareness of price cycles.  This is discussed in
more detail in the following chapter.

The Commission rThe Commission rThe Commission rThe Commission rThe Commission recommends that therecommends that therecommends that therecommends that therecommends that there should be a consumer aware should be a consumer aware should be a consumer aware should be a consumer aware should be a consumer awarenessenessenessenesseness
initiative to incrinitiative to incrinitiative to incrinitiative to incrinitiative to increase consumers' understanding of price cycles, and to enableease consumers' understanding of price cycles, and to enableease consumers' understanding of price cycles, and to enableease consumers' understanding of price cycles, and to enableease consumers' understanding of price cycles, and to enable
consumers to time their purconsumers to time their purconsumers to time their purconsumers to time their purconsumers to time their purchases so that they buy petrchases so that they buy petrchases so that they buy petrchases so that they buy petrchases so that they buy petrol at times when petrol at times when petrol at times when petrol at times when petrol at times when petrololololol
prices arprices arprices arprices arprices are re re re re relatively lowelatively lowelatively lowelatively lowelatively low.....

4.4 Petrol retailers

Petrol retailers often receive considerable criticism when prices move up
quickly.

Some oil companies have indicated to the Commission in the past that they
have attempted to isolate their retailers from price cycles by removing price
support and not following the market, without success.  They claim that no
individual company has the power to reduce the price cycles by itself.
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BP commented in its submission that:

No one company can control the market.  If it could, it would be
in a position to dominate the market.  Companies clearly cannot
legally act in concert to buffer the cycles.  And the nature of the
cycles is such that any company that tries to counter the cycles
does so at the danger of its market share — in a market where
market share is critical. [BP submission, p. 7]

The impact of price cycles on petrol retailers depends mainly on the price they
pay for petrol at the terminal and wholesale level, and whether or not they
receive price support.

The major independent fuel retailers (for example, Liberty) can take advantage
of their ability to buy fuel at lower prices, giving them scope to discount fuel
and increase sales.  On the other hand, the survival of the smaller independents
(for example, owner operators selling oil company-branded fuel) may be
threatened during a period of heavy discounting.  Unlike the larger
independents, they cannot buy fuel at favourable prices and in most cases do
not receive price support, which is generally available to franchisees.  Thus
their buying price of fuel is sometimes higher than the retail price in an area.

The PMAA, for example, noted:

Recently in the market the price has been lower at retail through
the Oil Company and MSF sites than at wholesale for
independents.  [PMAA submission, p. 14]

APCO, also commented that:

…when an oil company drops their prices to match they are
naturally selling below the buying price of the responsible
independent. This has been the case many times in recent months,
where APCO has been forced to sell at 2-3 cpl below cost to retain
market share. This price would actually be over 6 cpl below
operating cost.  [APCO submission, p. 2]

As noted in chapter 3, the oil companies have developed elaborate price
support schemes to assist their franchisees compete with independent
operators.  However, price support can also be used as a mechanism to lead
prices up or down and it enables the oil majors to have more control over the
pricing of their franchisees.  The smaller independent retailers who do not
receive any price support are adversely affected by these arrangements.
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5.1 Benefits of increasing consumer awareness of price cycles
Increasing consumer awareness of petrol price cycles is likely to have the
following benefits.

First, it will raise consumers' understanding of the nature of price cycles and
how they work.  This should reduce the overall level of consumer concern and
frustration about price cycles.

Second, it will give consumers information to help them determine the timing
of their petrol purchases.

Price sensitive consumers who find that they are buying petrol at prices above
the average price of the price cycle, will have information to help them buy
petrol at lower prices.  With the availability of this information, some
consumers who are currently non-price sensitive may change their purchasing
behaviour and become price sensitive.

As noted in chapter 4, the surveys conducted by the motoring organisations
show that a large proportion of consumers would change their purchasing
behaviour if they had more information about when prices were low.  If a
significant proportion of consumers were to change their purchasing behaviour
and buy petrol towards the lower end of the price cycle, this is likely to affect
the price cycle.

The extent to which the price cycle is affected will depend on the pricing
strategies of the oil companies, the level of competition in the market and the
extent to which consumers change their purchasing behaviour.  While the
RACV and NRMA surveys suggest that many consumers would change their
purchasing patterns, there is often a large difference between what consumers
in surveys say they would do, and what they do in practice.  If only a small
number of consumers change their buying patterns there may be little or no
effect on the price cycle.

5.2 Views in the submissions
Overall the submissions widely supported increasing consumer awareness of
price cycles.

Oil majors
Several oil majors indicated broad support for increasing consumer awareness
of price cycles.  The AIP and Caltex proposed a government program to
educate consumers.

The AIP commented that:

The AIP proposes a government program to educate consumers
about the price cycle and the petrol market in general.  The
program would include sourcing price data from a suitable
consultant and its publication on a government web site….Such a
program would assist markets to operate more efficiently through
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consumers being informed not only on such matters as petrol
prices but also on how markets operate.  [AIP submission, p. 2]

BP also supported the option of increasing consumer awareness about price
cycles, but questioned its effectiveness:

This is worth pursuing, but is by no means guaranteed to
moderate the cycle.  Much depends on whether consumers are
receptive to the messages, and how the message is
delivered.…There is also the question of how and by whom would
the education be done.  It could be jointly by ACCC and company
web sites, by the AAA, NRMA, RACV etc using journals and web
sites....We recommend that the ACCC pursue a policy of
publishing every month a survey of the previous month's price in
each of the capital cities and advise the public on what days the
lowest prices were. [BP submission, p. 7]

Mobil did not offer a view about a consumer awareness initiative, although it
did state that it would not support any measures that involve the imposition of
regulation of the petroleum retail market.

Independents
7-Eleven Stores Pty Ltd (7-Eleven), Woolworths and Liberty were generally
supportive of increasing consumer awareness of price cycles.  7-Eleven noted
in its submission that:

…educating consumers about the price cycle would be a low cost
method of ensuring consumer welfare while not interfering in the
marketplace. [7-Eleven submission, p. 2]

Woolworths suggested in its submission a possible approach for raising
consumer awareness.  It recommended that:

…the ACCC should concentrate on a process of consumer
education to allay concerns regarding regular price fluctuations.
This can be done on an update basis via electronic and print
media, including:

(a) update graphs shown in the Discussion Paper which illustrate
the competitiveness of the Australian industry in relation to
Import Parity pricing.

(b) retail prices at the lower end of the price cycle can be well
below costs and is an unsustainable price and the prices at the
peak of the cycle are not rendering some windfall profit in
relation to IP.  The prices are visible to the consumer at all
points of the cycle in relation to Import Parity.

(c) The average price is visible to all consumers over time in
relation to IP.

(d) Overlay crude oil costs converted to Australian cents per litre
so that major trends upwards and downwards over time are
recognised and understood by consumers.
[Woolworths submission, p. 2]
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Industry organisations
The MTAA and the SSA were less supportive of increasing consumer awareness
of price cycles because they considered that these approaches would do little, if
anything, to resolve structural problems within the petroleum industry.  The
MTAA, for example, commented:

In theory this would appear to be a sensible approach.  That is, in
reality, educate consumers so that those that are locationally lucky
know at what stage of the price cycle to buy their fuel.  However,
it does nothing to address the fundamental and structural
problems of the Australian petroleum market.
[MTAA submission, p. 3]

The PMAA was less supportive of increasing consumers awareness of the price
cycle, commenting:

The suggestion that the consumer should be more aware of price
cycles and behaviours of the industry will not impact the market in
any way.  [PMAA submission, p. 14]

The Motor Trades Association of Queensland (MTA-Q) considered that
consumers should understand how the petrol price market operates to avoid
being confused or angry when prices rise.

Consumer organisations
The RACV, NRMA and AAA generally supported increasing consumer
awareness of price cycles.  The RACV, for example, commented:

It is our view that educating motorists about the price cycle should
be the first priority, which through greater awareness will allow
them to change their buying habits and fill up at the bottom of the
price cycle.  [RACV submission, p. 5]

In stating its support, the NRMA suggested the need for regular updates of
petrol price fluctuations, saying that:

While some data does exist already on websites on the daily
average cpl by suburb there is a need for information at either
point of purchase or through a petrol watch….Regular updates of
petrol price fluctuations (more frequently than daily, possibly
hourly) would need to be implemented to provide motorists with
timely advice so that motorists are not caught out with sudden
price changes.  The advantage of such a strategy would be the
avoidance of regulatory involvement in the marketplace.
[NRMA submission, p. 5]

The AAA suggested that, over the long term, educating consumers could lead
to a dampening of price fluctuations. It stated:

Education could take the form of (the ACCC) providing
information about the price cycle — and these cycles would
probably vary from city to city.  Motorists would be encouraged,
or simply have an incentive, to adjust their purchasing patterns and
to buy at the bottom of the discount cycle.  Initially, the price cycle
might shift, but over the medium to long term, this situation of
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severe discounting could not continue as resellers could not
survive with large volume sales at "below cost".  As a result,
resellers would have to change their pricing strategy and this
would undoubtedly involve a dampening of price fluctuations.
[AAA submission, pp. 5–6]

Governments
The New South Wales Department of Fair Trading noted that volatility affects
the ability of consumers to budget, especially when prices rise before public
holidays.  It indicated that consumer education about petrol price cycles
should enhance the ability of consumers to deal with price variations.
Likewise, Consumer and Business Affairs Victoria (CBAV) supported increased
transparency of petrol pricing.

The Western Australian Government also supported a program to educate
consumers about the price cycle but believed it was unlikely to dampen price
fluctuations. It commented that:

The development of an education program for consumers about
the price cycles evident in the petroleum industry is supported in
principle.  However, care needs to be taken to ensure that such an
education program, for example "buy on Tuesdays" does not
simply result in the oil majors changing their pricing patterns.
Price rises on Tuesday would then overcome any intended
consumer advantage.  In that case, price fluctuations will not be
dampened. [Western Australian Government submission, p. 10]

The Western Australian Government also suggested that any proposal to list
cheap price locations is flawed unless prices are fixed for a period, as in the case
of its FuelWatch system. It stated that:

The suggested proposal to list cheap price locations is flawed
unless prices are fixed.  If regulation is not imposed, consumers
informed about retail outlets offering cheap fuel may arrive only to
find the actual prices have been changed and are higher than
notified. [Western Australian Government submission, p. 10]

Others
The Chamber of Commerce and Industry Western Australia (CCIWA)
opposed any further regulation of the petroleum market beyond providing
better information to consumers about prices and the price cycle.  It
commented that:

CCI supports measures that provide better information to
motorists about the availability and price of fuel and there is good
reason to further extend this information to include the regular
price cycle.  Many consumers are aware of this cycle [and] already
take advantage of the periods when fuel is discounted….any
further measures would interfere in the market and lead to an
inferior outcome…[CCIWA submission, p. 11]
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5.3 Scope of a consumer awareness initiative
There are broadly two types of information that are of interest to consumers of
petrol:

• whenwhenwhenwhenwhen to buy petrol; and

• wherwherwherwherwhereeeee to buy petrol.

The first type of information is concerned with how the price of petrol on a
particular day relates to the price cycle.  This type of information is generally
unavailable to consumers although the Western Australian FuelWatch website
does provide some limited information.

Under the Western Australian arrangements, retailers have to advise FuelWatch
of their proposed prices by 2.00 p.m. on the day before they are changed.
These new prices take effect from 6.00 a.m. the next day and are available on
the FuelWatch website at 5.00 p.m. on the day of notification.  If prices are
rising on the next day, between 5.00 p.m. on the current day and 6.00 a.m. the
next day consumers can buy petrol at the bottom of the price cycle.  If prices
are falling on the next day, consumers can decide to defer their purchase of
petrol to the following day.24

The second type of information relates to the range of petrol prices in the
market on a particular day.

There are currently a number of websites that provide information of this
nature to varying degrees of accuracy.  At one end of the spectrum is the
Western Australian FuelWatch website, which includes the actual prices of
most retailers in Western Australia.  At the other end of the spectrum are
websites where community volunteers provide ad hoc observations of petrol
prices.  In between are websites such as FuelWatch Pty Ltd, which manually
collects petrol price data in the five major metropolitan cities and provides the
cheapest sites within particular areas of those cities.  Both the Western
Australian FuelWatch and FuelWatch Pty Ltd also email petrol price data to
consumers.

The Commission is aware that several of these data providers are considering
the commercial possibilities of providing retail site or area specific petrol price
data through text messaging on mobile phones.

It could be argued that provision of information on where to purchase petrol is
something that could be left to the market.  The scope of a consumer
awareness initiative should therefore focus on when to purchase petrol.

24 A detailed description of the Western Australian fuel pricing arrangements is provided in
appendix D.
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5.4 Form of a consumer awareness initiative
The precise form of a consumer awareness initiative could be determined in
consultation with motoring organisations, consumer groups, the major oil
companies, independents, Governments and other interested parties.

However, a consumer awareness initiative could include daily publication, in
newspapers and the electronic media (including on the Internet), of the
following data:

A graph showing, for the past month, average daily unleaded petrol prices.  An
example for Melbourne for June 2001 is shown in chart 5.1.

Chart 5.1: Average daily retail prices — Melbourne — unleaded petrol —
1 June to 30 June 2001

Source:  Informed Sources

This would enable consumers to see how average prices had been moving in
the last month, the peaks and troughs, and where the current day was placed in
terms of the pattern of price cycles.
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A chart showing, for the year to date, the percentage of peaks and troughs
which had occurred on each day of the week.  An example for Melbourne for
the year to 30 June 2001 is shown in chart 5.2.

Chart 5.2: Days of the week for peaks and troughs — Melbourne —
unleaded petrol — 1 January to 30 June 2001

Source:  Informed Sources

This would enable consumers to see on which day the price most frequently
peaks and troughs.
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A chart showing, for the year to date, the range of the duration (in terms of
number of days) of the price cycles.  An example for Melbourne for the year to
30 June 2001 is shown in chart 5.3.

Chart 5.3: Number of days in a price cycle — Melbourne — unleaded
petrol — 1 January to 30 June 2001

Source:  Informed Sources

This would help consumers understand how long the current price cycle may
last.
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A graph showing, for the past month, movements in the international
unleaded benchmark price (that is, the Singapore spot price of Mogas 95
Unleaded) in Australian cents per litre.  An example for the month of June
2001 is shown in chart 5.4.

Chart 5.4: Spot price of Singapore Mogas 95 Unleaded — Australian cents
per litre — 1 June to 29 June 2001

Source:  Platts and Commonwealth Bank

Movements in this international benchmark tend to influence domestic retail
prices with a time lag of one to two weeks.  If this benchmark was moving up
or down it would give consumers an indication of the likely medium-term
movement in domestic petrol prices.

These charts would be updated appropriately — daily, for movements in
average retail prices and the international unleaded benchmark price, and after
each price cycle was completed for the other charts.  They could be produced
for each of the major metropolitan cities.

It is important to remember that, as shown in chapter 2, petrol price cycles are
not totally regular and that each cycle is likely to differ in duration and
variation.  Therefore, this type of information can only be an indicative guide
to consumers.

General information on what determines petrol prices may also be useful.  A
short description of how petrol prices are determined in Australia was included
in the Commission's Report on the Movement in Fuel Prices in the September
Quarter 2000, released in October 2000.
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5.5 Provision and funding of a consumer awareness initiative
There are several options relating to which organisation would be the most
appropriate provider of such a consumer awareness initiative, and its funding
arrangements.  This would be an issue for the Government to consider.

However, consistent with the view that those who will benefit from a proposal
should be the ones to pay for it, it could be argued that the oil companies and
the motoring organisations should provide and fund a consumer awareness
initiative.  This was broadly the approach taken in August 1998 following the
deregulation of wholesale petrol prices.  At that time the oil majors supported
an independent price monitoring system by the AAA and its constituent
members for 100 country towns.  The Commission could play a role in
regularly auditing this material.

As mentioned in section 5.2, several State Governments have expressed their
support for a consumer awareness initiative.  There may be a role for them in
assisting in the provision of information and the funding requirements.

5.6 Benchmarking before implementation
If the Government considers raising consumer awareness of price cycles
worthwhile, benchmark data collected before the initiative begins would mean
the effects on price cycles could be evaluated.

This could include data:

• on the variation and duration of price cycles (similar to the information in
chapter 2 and appendix A);

• from the oil companies, before implementation, on the proportion of the
total volume of petrol sold in price cycles above and below the average
price; and

• from the consumer organisations, on the proportion of those consumers
across Australia who indicate that they would be likely to alter their
behaviour if a consumer awareness initiative was introduced.

After a year of its implementation, similar data could be sought to determine
its effect on price cycles.
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6.1 Introduction
If it is considered desirable to limit price cycles, there are a number of possible
options.

The options include:

• TGP with a number of conditions;

• limiting price changes to only once in 24 hours;

• limiting price increases to a certain amount each day; and

• price regulation at the retail and wholesale levels.

As noted in the previous chapter, increasing consumer awareness of price cycles
may also affect price cycles (depending on the pricing strategies of the oil
companies, the level of the competition in the market and the extent to which
consumers change their purchasing behaviour).

There are significant implementation issues that would need to be addressed
with some of these options.  A number of these options could be considered
together as a package.

Some States have already implemented some of these options, or are in the
process of doing so.  Other States may be considering similar options.

Western Australia has introduced TGP and arrangements that allow retail
prices to be changed only once in 24 hours, and intends to introduce retail
price regulation in regional areas.  A description of the Western Australian fuel
pricing arrangements is in appendix D.

Victoria has recently introduced TGP.  These arrangements are described in
appendix E.

Several industry participants and State Governments have expressed a
preference for a national approach to the issue.

TGP with a number of conditions is considered in chapter 7 and the other
options are considered in chapter 8.

6.2 Implications for consumers of limiting price cycles
Limiting price cycles is likely to have two effects on consumers.

By reducing the variation of the price cycle, the extent to which actual petrol
prices are both greater than, and less than, average petrol prices over the price
cycle would be reduced.

Limiting price cycles would reduce the extent to which consumers can buy
petrol at prices below the average price, and therefore would make those
consumers worse off than they are now.

For example, if a consumer is extremely price sensitive they may currently be
buying petrol at, say, 5.0 cpl below the average price of the price cycle.  If the
variation of the price cycle is limited, and prices then only move down to a
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level 4.0 cpl below the average price of the price cycle, this consumer is worse
off by 1.0 cpl.

In addition, all consumers are worse off to the extent that prices do not fall
below the average price of the price cycle by as much as they used to.
Therefore, the opportunity for all consumers to access lower prices has
declined.

However, reducing the variation of the price cycle would also reduce the
extent to which consumers buy petrol at prices above the average price, and
therefore would make those consumers better off.

For example, suppose a consumer was buying petrol at 5.0 cpl above the
average price of the price cycle.  If the variation of the price cycle is limited,
and prices then only move up to a level 4.0 cpl above the average price of the
price cycle, this consumer is better off by 1.0 cpl.

In addition, all consumers are better off to the extent that prices do not rise
above the average price of the price cycle by as much as they used to.

Whether consumers as a whole are better or worse off when the variation of
the price cycle is reduced is not clear, as it depends on the number and the
extent to which consumers are affected.  While, as noted in chapter 4, data
obtained by the Commission indicates that more petrol is sold below the
average price of the price cycle than above, it is very difficult to ascertain what
proportion of consumers buy petrol at the bottom and top of the price cycle
and what proportion of these consumers are price sensitive and non-price
sensitive.

The second effect on consumers of limiting price cycles is that it may lead to
higher average prices, depending on how it is implemented and the effect on
competition.  This would clearly make most consumers worse off.
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7.1 Introduction
One of the options suggested to limit price cycles is the implementation of
TGP with a number of conditions.

As well as addressing the issue of price cycles, it has been claimed that this
option could deal with other industry concerns, such as differential pricing
between franchisees and small independent retailers and the degree of
competition in the industry.

Many industry participants, including some oil companies, consumer
organisations and State Governments, supported TGP in submissions to the
Commission.

However, there is often a lack of clarity around discussions of TGP.  It is not
always clear what definition of TGP is being used or the conditions, if any, that
would be applied to its implementation.

7.2 Definitions and possible conditions of terminal gate pricing

7.2.1 Definitions

A terminal gate price can be defined in different ways. At one end of the
spectrum, it has been defined as the current delivered price into service
stations in the refinery capitals, less the delivery cost of around 0.5 cpl.  At the
other end of the spectrum, it has been defined as a price based on import
parity,25 plus cost to terminal gantry (and a return on terminal assets), plus
excise and GST.  The latter definition excludes provisions for downstream
marketing, distribution, administration and financing components as well as
metropolitan delivery.26

The second definition is considered to be more appropriate as market
participants may prefer suppliers at the terminal gate to provide unbundled
products.  This would make it easier for them to compare prices of product
and the costs of additional services provided by suppliers.

This second definition is the one used in both the Western Australian and
Victorian arrangements.

In the other States, all the oil majors currently sell their product at the terminal
gate and three out of the four oil majors list their terminal gate prices on their
websites.  However, in several cases, these terminal gate prices include
components for distribution and marketing that are not separately identified,
meaning that these terminal gate prices are not consistent with the second
definition of a terminal gate price.

25 A terminal gate price could also be based on export parity or a cost-based approach.  The
Frontier Economics report provided in appendix G considered these approaches in more detail.
26 ACCC 1996 Report p. 121.
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7.2.2 Possible conditions

Once the terminal gate price has been appropriately defined — becoming the
benchmark terminal gate price — several possible conditions can apply to it.
The conditions adopted will determine the degree and extent to which TGP
will influence the price cycle.

To assess the impact of this option on price cycles, the Commission identified
four main conditions that could apply under TGP:

• publication of the benchmark terminal gate price;

• Under this condition, refiners must publish benchmark terminal gate
prices.  These prices may vary among refiners.

• Obligation to supply spot spot spot spot spot purchases at the benchmark terminal gate price;

• Under this condition, refiners must supply spot purchases at the
terminal gate at no higher than the benchmark terminal gate price.

• The benchmark terminal gate price is therefore the maximummaximummaximummaximummaximum price for
spot purchases.

• Obligation to supply purchases made by contractcontractcontractcontractcontract at the benchmark terminal
gate price;

• Under this condition, refiners must supply purchases made by contract
at the terminal gate at no higher than the benchmark terminal gate
price.

• As with spot purchases, the benchmark terminal gate price is therefore
the maximummaximummaximummaximummaximum price for contract purchases.

• No discounting below the benchmark terminal gate price;

• Under this condition, refiners would be unable to offer discounts
below the benchmark terminal gate price and they would be prevented
from providing price support to their retail franchisees.

• The benchmark terminal gate price is therefore both the maximummaximummaximummaximummaximum
and the minimumminimumminimumminimumminimum price for purchases.

7.3 Terminal gate pricing and price cycles
To assist the Commission assess the impact of TGP on price cycles, Frontier
Economics was engaged to report on its economic implications.  A copy of the
complete report by Frontier Economics is at appendix G.

Frontier Economics was asked to examine the impact on price levels and price
cycles of several TGP arrangements which incorporated the conditions
outlined in section 7.2.  Since local price cycles are generally confined to the
major metropolitan cities, this analysis of TGP mainly applies to these areas.
Frontier Economics assessed four forms of TGP.  Each successive form
incorporated the conditions of the previous form.

The four forms of TGP assessed by Frontier Economics were:

• Form 1 — publication of benchmark terminal gate prices;

• Form 2 — publication of benchmark terminal gate prices with an obligation
to supply spot purchases at the benchmark terminal gate price;
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• Form 3 — publication of benchmark terminal gate prices, with an
obligation to supply spot purchases and purchases made by contracts at the
benchmark terminal gate price;27 and

• Form 4 — publication of benchmark terminal gate prices, with an
obligation to supply spot purchases and purchases made by contracts at the
benchmark terminal gate price, and with no discounting below the
benchmark terminal gate price.

Frontier Economics based their analysis on the premise that competition
among domestic refiners is the major factor determining wholesale prices.
This is a reasonable assumption considering the comparatively low volume of
independent imports that enter the Australian market and very low imports in
some States.28

Frontier Economics concluded that under Form 1 and Form 2, TGP would
have little or no effect on either the level or the short-term fluctuations of
retail petrol prices.

In the case of Form 1 this is because the requirement to publish terminal gate
prices will have little, if any, effect on the range and level of wholesale prices,
and therefore  little, if any, effect on prices, competition and investment in the
retail sector.

In the case of Form 2 the additional requirement of the obligation to supply
spot purchases at the benchmark terminal gate price is not sufficient to
significantly affect wholesale prices.  This is because most refined petroleum is
sold by contract.  Also, spot supplies, if they are available, may be unreliable.
Therefore, because there is little, if any, effect on wholesale prices there will be
little, if any effect on prices, competition and investment in the retail sector.

However, Frontier Economics concluded that under Form 3 and Form 4, TGP
is likely to lead to higher average retail prices and short-term fluctuations
occurring in fewer areas.

The reason is the same for both.  A refiner's benchmark terminal gate price is
an average terminal gate price.  The refiner makes some sales to customers at a
premium to the benchmark price and makes others at a discount.  By
obligating refiners to sell at the benchmark terminal gate price (as in Form 3),
the premium is likely to be reduced or eliminated.  To recover their costs,
refiners will have to reduce or eliminate discounts.  In Form 4 discounting
from the benchmark terminal gate price is not permitted.

Removing discounts to the large independent chains will lead to an increase in
their wholesale prices, which is likely to lead to higher average retail prices in
the areas where they operate.  These are also the areas where price fluctuations
are more prevalent.  In the short term, there may be little effect on fluctuations
in prices.  However, in the long term, if the relative competitiveness of these
retailers is adversely affected, they may exit the industry.  This is likely to
reduce the fluctuations in those markets.

27 Over time, it is likely that the level of spot prices would affect contract prices.
28 However, imports (or the threat of imports) would impose some limit on the level of prices in
Australia.
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In summary, the Frontier Economics analysis indicates that basic forms of TGP
are unlikely to limit price cycles.  Once conditions apply that limit the ability of
refiners to provide discounts to certain retailers (through differential pricing
and providing price support) it is likely that in the long term the price cycle
will be limited.  However, there are also likely to be higher average retail
prices.

7.4 Terminal gate pricing in Western Australia and Victoria
Two States — Western Australia and Victoria — introduced TGP in 2001.

7.4.1 Western Australia

The Western Australian Government introduced TGP arrangements in April
2001 and subsequently revised them in August 2001.  A summary of the
Western Australian arrangements is in appendix D.

The Western Australian arrangements require terminal gate prices be published
and they only apply to spot sales.  Therefore, they are similar to Form 2 TGP
discussed in section 7.3.

The Western Australian arrangements do not appear to be working as
intended. In a response to a Question on Notice in the Western Australian
Parliament on

11 September 2001, the Minister for Consumer and Employment Protection,
the Hon. John Kobelke MLA, indicated that no fuel had been sold at the listed
terminal gate price since the inception of the Western Australian TGP
arrangements.  The Commission understands that, as at 30 November 2001,
this is still the case.

It appears that the terminal gate price was set so low initially that declared
suppliers did not want to sell fuel at that price.  After the revisions to the
formula in August 2001, it appears that the terminal gate price may have been
set so high that retailers and wholesalers do not want to buy fuel at that price.

7.4.2 Victoria

Victoria introduced TGP arrangements from the beginning of August 2001.
They apply to contracts entered into after 1 November 2000.  A summary of
the Victorian arrangements is in appendix E.

The Victorian arrangements require terminal gate prices be published and
apply to spot and contract sales.  Therefore, they are similar to Form 3 TGP
discussed in section 7.3.

The Victorian arrangements have only been in place for a short time and it is
too early to assess them.

However, analysis of Victorian terminal gate prices between 14 August and
31 October 2001 shows that the terminal gate prices of the five declared
companies in Victoria have varied substantially.  The largest variation between
the terminal gate prices of the five declared companies in Victoria on any given
day was 6.7 cpl. The average variation over the period between the highest
terminal gate price and the lowest was 2.5 cpl.
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Also, at least one terminal gate price has been above the average retail price in
Melbourne on 28 per cent of occasions.

The Victorian Government will regularly monitor and report on the impact of
TGP on petrol and diesel pricing in Victoria.

7.4.3 Comparison of Western Australia and Victoria

Some major differences between the approaches to TGP taken in Western
Australia and Victoria include:

• the Western Australian approach establishes a price cap determined by the
Prices Commissioner, whereas the Victorian approach establishes a formula
for setting terminal gate prices by the companies and provides some
flexibility in its application; and

• the Western Australian approach applies to spot sales and excludes supply
contracts (including franchisees), whereas the Victorian approach includes
spot sales and contracts entered into after 1 November 2000.

A comparison of terminal gate prices in Western Australia and Victoria for the
period between 14 August and 31 October 2001 is in appendix F.

Generally, the Western Australian terminal gate price has been within the range
of the terminal gate prices of the five declared companies in Victoria.
However, if the Western Australian terminal gate price is compared with the
average of the terminal gate prices of the five declared companies in Victoria,
the Western Australian terminal gate price has generally been higher than the
Victorian average.

7.5 Views in the submissions
Industry participants expressed a wide range of views about TGP
arrangements, both in the capacity of TGP to affect price cycles as well as
comments about the Western Australian and Victorian approaches.

Oil majors
The AIP did not support TGP as a means of addressing the underlying causes
of retail price variability.  Furthermore, it commented that:

The industry is in favour of price transparency and already has in
place a price at the terminal gate for third party access.
[AIP submission, p. 3]

BP and Caltex had different views on how TGP would affect price cycles.

BP considered that TGP, through greater price transparency, would help
reduce price fluctuations, because it adds to market knowledge.  BP supported
the introduction of TGP along the lines specified in the Victorian legislation.
It considered that the term contracted TGP approach that BP used would help
reduce price fluctuations.  It also indicated that a spot market from terminals
and no discounting off the terminal gate price were not necessary to create an
effective terminal gate price.  BP also doubted whether discounting at the
terminal gate could be banned.
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Caltex believed that to significantly affect price fluctuations, discounts would
have to be banned for bulk purchases.  However, it did not consider that
discounts could be banned, due to the indirect ways in which they could be
provided. Caltex commented that the terminal gate prices in Western Australia
and Victoria did not appear to affect price variability.

Mobil did not comment on TGP but indicated that it did not support any
measures that involved the imposition of regulation.

Independents
The main independent chains such as Woolworths, Liberty, Gull Petroleum
(WA) Pty Ltd (Gull) and 7-Eleven did not comment on TGP arrangements.

APCO indicated support for national TGP arrangements, but proposed:

…Legislation that ensured the Oil [Company] posts a terminal
gate price at a minimum 3 cpl below their lowest board price.
This would mean that an Independent can still have his contract
price but would be ensured a lower price should the Oil
Companies decide to price in a predatory manner. [APCO
submission, p. 4]

Industry organisations
Several industry organisations supported TGP but with certain conditions
attached.

The MTAA, the MTA-Q, the VACC, the PMAA and the SSA supported TGP
accompanied by open access and also indicated that there should be no post-
gate discounts or rebates.  They considered that these arrangements would
result in a 'true' form of TGP.

For example, the MTAA commented that:

…this is the option which has the most potential to provide the
most equitable pricing arrangement at both wholesale and retail
levels….The components of the wholesale price would be known;
the price at the terminal would not include any costs incurred post
the terminal.  Where those costs were incurred they would be
identified and charged to the reseller….MTAA believes that at the
terminal gate the price of fuel should be the same to all buyers.
[MTAA submission, p. 5]

Consumer organisations
Consumer organisations supported TGP.

However, in declaring its support, the NRMA commented that it:

…would support a terminal gate pricing approach if it could be
demonstrated that overall average price increases would not result.
[NRMA submission, p. 7]

Although the AAA also supported TGP, it was conditional on there being no
restrictions on price discounting.
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Governments
Several State Governments supported TGP but only when open access applied
and with restrictions on price discounting.

The Queensland Government commented that:

While the Victorian model is viewed as a good start, there is a clear
need for improvements — primarily making TGP more
transparent.  A transparent nation-wide TGP system is the most
effective way to ensure fairer competition for smaller retailers and
independents, by ensuring equitable access to supply, and
generates significant benefits for consumers as price fluctuations
are minimised without excessive price regulation….TGP should be
implemented as a nation-wide initiative; and fuel must be listed
and supplied at an "unbundled" price…
[Queensland Government submission, p. 3]

CBAV suggested a national approach to TGP based on the Victorian model.  It
said that its approach would:

…change the structure of prices and contracts from a 'top down'
pricing structure, based on discounts from a wholesale list price, to
a 'bottom up' price structure based on TGP.  This should provide
greater transparency in the components of the price of
fuel….Benefits from the introduction of TGP are likely only to be
realised in the long-term. [CBAV submission, p. 8]

The New South Wales Department of Fair Trading also supported TGP
arrangements, by stating that:

The Minister for Fair Trading has expressed in-principle support
for national terminal gate pricing in his 1999 Petrol Action Plan,
which was discussed at the Ministerial Council on Consumer
Affairs, though this did not involve a regulated terminal gate price
scheme as is the case in WA.
[New South Wales Department of Fair Trading submission, p. 1]

The Western Australian Government noted that, in respect of its TGP:

The Maximum Wholesale Price (MWP) is central to the WA
reforms and is fundamental to the creation of a viable spot market
as an alternative source of supply and choice for resellers for motor
fuel.  [Western Australian Government submission, p. 12]

Others
The CCIWA were highly critical of the current approach to TGP taken in
Western Australia, commenting that:

The regulatory measures introduced into Western Australia this
year will adversely affect the competitive sector of the retail fuel
market but will do nothing to address the underlying concern for
consumers which is the sharp rise in international fuel prices over
the past two years.…The available evidence indicates that the price
controls introduced into the Western Australia petrol market since
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the beginning of 2001 are harming competition and
disadvantaging consumers.  [CCIWA submission, pp. 3, 10]

7.6 Conclusion
On the basis of the economic analysis presented by Frontier Economics, TGP
is unlikely to be an appropriate option for limiting price cycles.  Depending on
the conditions applied to TGP, it could either have no affect on price cycles or
it could limit them but with a possibility of higher average prices.

The introduction of TGP can be supported on other grounds.  It may address
other industry concerns such as differential pricing between franchisees and
independents and the degree of competition in the industry.  In its 1996 report
the Commission noted that TGP may result in lower prices in some country
areas and improve the understanding of city-country price differences by rural
consumers.  The 1996 report also supported increased transparency at the
terminal gate with the sale of unbundled products, as this could lead to more
competition in the industry.

However, to be effective the terminal gate price needs to be set at the
appropriate level.  If it is set too low, refiners will not sell any fuel under the
arrangements and if it set too high, wholesalers and retailers will not buy any
fuel.  The experiences in Western Australia and Victoria highlight these
difficulties.  In Western Australia, the Commission understands that, as at 30
November 2001, no fuel had been sold at the listed terminal gate price.  In
Victoria, the terminal gate price of at least one company has been above
average retail prices in Melbourne on over a quarter of occasions.
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8.1 Introduction
Apart from the option of TGP with conditions (discussed in chapter 7), other
options for limiting price cycles include:

• limiting price changes to only once in 24 hours;

• limiting price increases to a certain amount each day; and

• price regulation at the retail and wholesale levels.

These options are considered in detail in the following sections.

8.2 Limiting price changes to only once in 24 hours
This option requires retailers to fix their petrol prices for a 24-hour period. A
similar scheme at the retail level was introduced in Western Australia in
January 2001. The stated objective of the Western Australian Government was
to promote greater price transparency, reduce the volatility of metropolitan
retail prices and reduce the differential between city and country fuel prices.

Retailers in Western Australia must provide information to the Department of
Consumer and Employment Protection by 2.00 p.m. about the prices that will
apply for the following day's trading.  Retail prices may not move up or down
for 24 hours.  The 24-hour period operates from 6.00 a.m. one day to 6.00
a.m. the next day.  There are penalties for non-compliance.  Pricing
information is available to consumers and other retailers by a telephone
hotline, by email or from the FuelWatch website.

The existence of a loophole in the 24-hour legislation (which permitted
retailers to switch between their nominated price for the day and their previous
day's price) has meant that the scheme has not been fully operating as
intended.  This loophole was only closed on 24 August 2001.

A more detailed description of the Western Australian arrangements and
analysis of recent petrol price movements in Perth is in appendix D.

8.2.1 Arguments for

This option is likely to reduce price cycles.  By allowing prices to move only
once every 24 hours, it reduces the ability of participants in the market to
respond to the pricing of competitors.  Market participants are also likely to be
more cautious in their pricing because they do not have the capacity to get
back into the market, if they price too high.

Since prices are widely available, there is greater price transparency.  This
enables consumers to seek out the lowest available prices.
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8.2.2 Arguments against

While this option may limit price cycles, it is likely to do so to the detriment of
some retailers and to consumers in the longer term.

Independent retailers are likely to be disadvantaged under this option because
they generally attract sales volume by adjusting prices frequently and generally
keeping them below the oil majors.  Some of their flexibility in pricing will be
removed.

To the extent that independents are forced to leave the market, there may be
adverse consequences for competition in the long term.  With less competition
the average level of prices is likely to increase.

Both retailers and the Government will incur costs of regulation.  Some
retailers in Western Australia consider that having to report prices daily to
FuelWatch is a bureaucratic burden.  In addition, the ongoing operation of the
24-hour arrangements and FuelWatch requires substantial resources from the
State Government (currently estimated to cost over two million dollars
annually).29

The lack of price flexibility and the wide availability of prices may encourage
price collusion among the majors.

8.2.3 Views in the submissions

On the basis of the submissions the Commission received, it is clear that most
industry participants do not support this option.  Several indicated that it
could result in higher prices, to the detriment of consumers.  Some also
suggested that the minimal community benefit did not justify the costs of
implementation.

Oil majors
The AIP and Caltex did not support this option. Caltex, for example, stated
that it:

…opposes the scheme as anti-competitive and likely to lead to
higher prices for consumers.  [Caltex submission, p. 4]

Mobil, as noted earlier, did not specifically comment on this option (or any of
the others) in its submission, but indicated that it did not support any
measures that involved the imposition of regulation.

However, BP was less critical, suggesting that limiting price movements to
only once in 24 hours may have potential benefits.  BP commented:

Subject to the WA results, we believe the 24-hour rule is worth a
trial.  It requires all dealers to seriously consider their pricing
policy in advance, rather than invoke a knee jerk reaction to the
price "down the street". [BP submission, p. 8]

29 Parliamentary Hansard, Western Australian Government — Estimates Committee, 27
September 2001, p. 394.  This estimate does not include the establishment costs.
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Independents
The independent chains did not support this option. Liberty, for example,
commented:

By having to notify prices in advance of competition actually
happening, the WA State Government has given the major oil
companies a free hand in going below the independents and the
independents unable to react (as they would normally do) until 24
hours later.  This is leading to a situation where the independents
[are] under extreme pressure with some making plans to vacate the
WA market. [Liberty submission, p. 2]

Woolworths noted this lack of pricing flexibility and commented on its
implications:

The independents are forced to maintain lower pricing than the
majors, without the ability to respond, either up or down without
risking 'no sales', or profitless sales'….the sites operated by
Woolworths in WA have been forced to consistently sell below net
cost of product….inhibiting further investment justification in that
State…[Woolworths submission, p. 3]

Gull commented that the oil majors may be using the 24-hour rule to place
consistent pressure on independents.  Gull's submission stated that the effect
of the 24-hour rule:

…has been for the Majors to hold the price down on a rotational
basis.  That effect has been to place financial pressure on
independents while the Majors use their greater resources and
wider market coverage to cover their costs.  We see this as
predatory pricing. [Gull submission, p. 2]30

7-Eleven did not specifically comment on this option but considered that fuel
price volatility was the result of the fiercely competitive business and it
benefited consumers.  In general, it was concerned with any measures that
would necessitate an increase in operational costs.

Industry organisations
The MTAA, the MTA-Q and the SSA did not favour the 24-hour rule, mainly
because retailers may be placed out of the market on any given day due to the
lack of flexibility to alter prices.  They commented that this may result in
serious loss of business for retailers.

Furthermore, the MTAA commented:

Anecdotal evidence in Western Australia suggests that for smaller
sites in off-highway locations, volume has decreased by up to 30%
as a result of the introduction of the legislation which only permits
prices to be changed once in a 24 hour period.
[MTAA submission, p. 3]

30 The Commission is currently examining these allegations.
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Consumer organisations
Consumer organisations did not support this option.  Similar to the views of
some of the oil majors, both the RACV and the NRMA were concerned that
this approach may lead to higher average prices for consumers.

RACV also expressed some concern about the costs of such regulation,
commenting that:

…it is questionable whether the administrative and policing
support that would be required in the States that have a large
number of service stations is an acceptable expense.
[RACV submission, p. 3]

The AAA indicated that it may be too early to evaluate the effectiveness of the
24-hour rule in Western Australia.  However, the AAA also said that it
supported arguments against this proposal because it might adversely affect
competition in the retail market.

The ACA did not specifically comment on this option, but expressed concerns
that mechanisms to dampen the rate of price changes may cause unnecessary
hardship for some retailers.  It considered that more and effective competition
was more likely to flatten the price cycle than artificial devices.

Governments
Several State and Territory Governments expressed some concerns with the
24-hour rule in Western Australia.

The Queensland Government, while noting that it has been a vocal critic of
petrol price variability, stated:

The results of Western Australia's 24-hour fixing initiative do not
appear encouraging.  The initiative seems not to have generated
significant community savings, was costly to implement….the
initiative appears to have had an adverse impact on the operations
and viability of independent fuel retailers…
[Queensland Government submission, pp. 2-3]

CBAV expressed similar views in its submission.

The New South Wales Department of Fair Trading commented that there was
yet to be a full assessment of the operation of the 24-hour rule in Western
Australia.

The Northern Territory Government said 'that there is no rationale for
government intervention in the retail petroleum market to "smooth" petrol
price variability'. [p. 2]

In contrast to these views, the Western Australian Government supported the
24-hour rule.  It considered the arrangements had introduced price certainty
and price transparency into the petroleum fuels market.   Furthermore, it
considered that the arrangements would not lead to higher average prices.
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Others
The CCIWA did not support the option to constrain price movements to only
once in 24 hours believing that both consumers and retailers would be
adversely affected. It suggested that, while the arrangements had eliminated
volatility in the course of a day, the 24-hour rule had done little to reduce price
variability over the week.  The CCIWA also noted that any smoothening of the
trough and the peak of the price cycle would raise the minimum price available
to 'bargain hunters'.  It commented that the legislation would have a high
social cost.

8.2.4 Assessment

This option is not supported because it is likely to adversely affect independent
retailers, which over time could lead to a lessening in the degree of
competition, as independent retailers may exit the market.  This, in turn, could
lead to higher average retail petrol prices.

As noted earlier, more information on the Western Australian fuel pricing
arrangements is in appendix D.  Analysis of average retail petrol prices in Perth
since the introduction of the 24-hour rule shows that:

• for the June and September 2001 quarters, average retail petrol prices in
Perth have been higher than those in Sydney and Melbourne.  In the
previous two quarters Perth average retail petrol prices were lower than
those in Sydney and Melbourne; and

• the new arrangements appeared initially to decrease the average variation
and increase the average duration of price cycles in Perth.  However, data
since the end of April 2001 suggests that there is now no material difference
between the average variation and the average duration under the new
arrangements compared with those under the previous arrangements.

It is acknowledged that, as a result of the loophole in the 24-hour legislation,
the arrangements have not been fully operating as intended.

The Commission will continue to monitor closely the effects of the 24-hour
rule in Western Australia.

8.3 Limiting price increases to a certain amount each day
Another option is to limit price increases to a set number of cents per litre each
day.  There would be no limit on the amount by which prices could be
reduced.  This could be introduced at the retail, wholesale or terminal level.

The limit of the price increase would be based on the price increase on that day
alone and would not be related to the starting price for the day.  For example,
assume that the starting retail price of the day was 90.0 cpl and the amount by
which retail prices could increase each day was limited to 3.0 cpl.  As a result,
the maximum price for the day would be 93.0 cpl.  However, if prices fell
during the day to 85.0 cpl, the maximum increase of 3.0 cpl applies to the
lower price and therefore prices could only rise to 88.0 cpl.

A key issue is determining the amount by which prices could increase.  While
consumers would want a low amount to stop prices rising significantly,
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wholesalers and retailers, on the other hand, would want a higher limit in
order to be able to quickly respond to changing market conditions.

There are several possibilities for monitoring compliance with this option.  It
could be implemented on a self-regulatory basis, through, for example, an
industry code, with the threat of regulation if it was not complied with by fuel
retailers.  This kind of arrangement would need to be consistent with the TPA.
Monitoring the increase in prices could be based on consumer and retailer
complaints and subsequent follow-up investigations.

Alternatively, a system of price reporting similar to the Western Australian
FuelWatch could be introduced.  Retailers could be required to inform a price
monitoring agency every time their prices changed.

8.3.1 Arguments for

By allowing prices to move upwards (albeit by a limited amount) and by
allowing prices unfettered movement downwards, this option offers more
flexibility than the 24-hour rule.  It would allow independents more flexibility
in the market place and it avoids the problem of retailers under the 24-hour
rule being out of the market for a day if they nominate too high a price
initially.  It may therefore result in lower average prices than the 24-hour rule.

Consumers may welcome the greater certainty about the extent to which prices
can increase in any given day.

8.3.2 Arguments against

While this option seems to provide more flexibility for prices to move
downward, it may be more apparent than real.  If retailers are not free to
increase prices rapidly in response to changing market conditions, they may
also be hesitant about decreasing them.  Some retailers sell petrol at prices
below or only marginally above the wholesale price at the bottom of a price
cycle and make up their profits when prices in the market increase at the end of
a cycle.  If the market cannot shift upwards rapidly then retailers may be wary
of dropping their prices to an unprofitable level.

Average prices may be higher overall, depending on the relative extent to
which prices at the top of the cycle are lower than they otherwise would have
been and prices at the bottom of the cycle are higher than they otherwise
would have been.

Another possible result is that prices would increase by the same extent but just
take longer to do so.  For example, whereas prices currently may increase by
9.0 cpl in one day, it would take three days at an increase of 3.0 cpl a day to
get to the same level.  As the time taken to increase prices would take longer, it
may lead to an increase in the duration of the price cycle.

This option may also be complicated to administer and regulate.  If retailers
are required to notify every price change to a price monitoring agency, this
would impose a significant regulatory burden on retailers.  It would also
involve substantial resources in monitoring and compliance in the relevant
agency.  If it was implemented on a self-regulatory basis, this would need to be
carefully designed and be transparent to consumers and may require auditing
by an independent body.
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8.3.3 Views in the submissions

Most submissions did not support this option, mainly because it was likely to
lead to higher average prices.  Some industry participants also noted that the
compliance costs associated with this option were expected to be high.

Oil majors
All of the oil majors, except BP, opposed this option.  Caltex, for example,
commented:

Retailers would be more cautious about discounting because of
less ability to recover losses; this caution would be greater if the
allowable increase was small.  Moreover, a retailer undercutting
others at the low point of the cycle would not be able to match
prices, after a jump in the price cycle because of the limit on price
increases.  Overall the inhibition on discounting would be likely to
increase the average price. [Caltex submission, p. 5]

BP, however, noted that it might be worth a trial, 'if only to change the nature
of the upwards curve from the sudden saw tooth to a more gradual rise'. [p. 8]

Independents
Most independents did not support this option, although different reasons
were given in each case.

Gull, for example, indicated that any increased regulation or price control
would only lead to higher prices. On the other hand, Woolworths considered
that the average retail price level was the important factor, not the size of price
fluctuations.

Liberty's preferred position was one of a totally deregulated market, with no
regulation on pricing, operation of sites or any other aspect of the industry.
However, Liberty added:

If regulation of the petroleum market is to occur, Liberty believes
that the only viable option is to "Limit Price Increases To Only A
Certain Amount Each Day."  This option would have minimal
effect on independents as it still allows independents the
opportunity to lower prices without restriction thereby ensuring
that they preserve their all important flexibility in their operation.
[Liberty submission, p. 2]

Industry organisations
Industry organisations also did not support this option.

The SSA, for example, considered that this option would not be in the interests
of fuel retailers nor consumers. It commented:

We feel this option is seriously flawed.  It will prevent dealers from
responding immediately to competitive movements which may
cause significant loss of business.  It removes flexibility at the
dealer level to adequately respond.  The further issue of limiting
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the amount by which a price may rise will simply not be in the
consumer interest. [SSA submission, p. 5]

The MTAA opposed it because it failed to address structural problems in the
petroleum industry, such as those that exist at the wholesale pricing level.

Consumer organisations
Consumer organisations were generally critical, indicating that neither
consumers nor retailers would benefit.

Both the RACV and the NRMA suggested that although the option may limit
the price cycle, it would also limit competition in the long term.  For example,
the NRMA commented:

Limiting price increases on a daily basis but allowing for unfettered
price falls may have similar benefits and disadvantages to any 24 hr
price scheme.  It would undoubtedly dampen fluctuations and thus
afford motorists some stability.  However, because retailers rely on
being able to quickly raise prices, when their margins become
unprofitable, it may force independents out of the market.  NRMA
would not support this option.  [NRMA submission, p. 6]

The AAA indicated that it did not support this option on the basis of
arguments the Commission raised in the June 2001 discussion paper.

Governments
The Western Australian Government did not support this option arguing that
it would adversely affect retailers and consumers.  It commented:

Although this model would eliminate large price hikes….retailers
would have to report their starting prices and possibly report their
daily price changes.  This would impose a significant burden on
retailers….adding to operating costs and retailer frustration.
Motorists will inevitably be disadvantaged, as retailers will be
reluctant to set starting prices at the lowest level.  A more likely
outcome is retailers starting at a high price and then discounting
to meet the market…
[Western Australian Government submission, p. 11]

The CBAV considered that this option would only have merit if it could be
implemented so that consumers would be no worse off than under current
arrangements and so that the future competitiveness of the market was
protected.  It doubted whether this could occur.

The Queensland Government supported a national trial of this option, but
noted several issues would need to be addressed:

Critical issues for such a trial would include determining the
amount that prices can be varied each day, establishing an
appropriate industry code to self-regulate the scheme and
determining appropriate penalties and sanctions.
[Queensland Government submission, p. 3]
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Others
FuelWatch Pty Ltd supported this approach, stating that:

Our recommendation is for the Commission to strongly encourage
the Majors to agree to a seven cent cap on price rises per litre in
any twenty-four hours for a trial period of one year.
[FuelWatch Pty Ltd submission, p. 14]

FuelWatch Pty Ltd commented that a 7.0 cpl rise represents around 10 per
cent of the market price for a litre of unleaded petrol and would therefore be
fair to retailers.  It also noted that motorists would generally be more
accepting of a 7.0 cpl increase than a 12.0 cpl increase.  In FuelWatch Pty
Ltd's view, a 7.0 cpl rise would be a win-win for both motoring organisations
and their consumers.  It also raised the possibility that the limit could be
lowered at some time in the future.

8.3.4 Assessment

While this option does not interfere as much with the operations of the market
as the 24-hour rule, there is a significant possibility that it could lead to higher
average prices.  It could also have major regulatory costs for both retailers and
Government.  On this basis it is not supported.

8.4 Price regulation at the retail and wholesale levels
The Government could regulate prices at the retail level, at the wholesale level,
or both.  Regulation could also occur at the terminal level — this has been
addressed in chapter 7.

Regulation could take the form of setting price caps (maximum prices),
minimum prices or specific prices on a daily basis.  Since price movements
would be controlled, price cycles would be limited (in the case of minimum or
maximum prices) or eliminated (in the case of specific prices).

Some States have legislation to regulate prices and some have regulated retail
prices in the past.  Western Australia is proposing to introduce retail price caps
in certain regional areas.

At the Commonwealth level, the Government has no specific powers to
control prices as such.  However, it does have the power under s. 51 of the
Constitution to control prices charged by trading, financial or foreign
corporations.

The Prices Surveillance Act 1983 (PSA) provides for the surveillance of prices
for certain goods or services but the Commission cannot set prices under the
PSA.  Before 1 August 1998, the Commission calculated MWPs, which were
used to approve price increases under the PSA. If this was considered to be
desirable, the oil companies and relevant products could be declared for prices
surveillance again.

If national price regulation was to be seriously considered, the Commonwealth
and the States and Territories would need to liaise closely on its
implementation.



77REDUCING FUEL PRICE VARIABILITY

8.4.1 Retail price regulation

Government could regulate retail petrol prices.  As noted earlier, Western
Australia is proposing to introduce retail price caps for certain regional areas.

8.4.2 Arguments for

Regulation of petrol prices would limit or eliminate price cycles.  Those
consumers who are disadvantaged by price cycles may favour this arrangement.

The Commission understands that some retailers would favour this option as it
could give more certainty to prices than currently exists and they would receive
less criticism from customers.

8.4.3 Arguments against

Regulating retail prices could lead to average prices being higher than they
otherwise would have been in the absence of the price regulation.  This may
occur if firms have market power and the regulators allow for retail margins
which may be higher than would be determined in a competitive marketplace.
These margins would be particularly difficult to determine given differing cost
structures across service stations, the extent and nature of services provided
and the turnover from fuel sales and non-fuel products.

If the retail price cap is set too high, discounting can still occur and therefore
the price cap may have little effect on price cycles.  If the price cap is set too
low, operators may be driven out of business, lowering the degree of
competition in the industry with possible supply implications.

This option may limit or remove the ability of retailers to compete on price,
meaning that they would have to compete on other factors (such as quality of
service) to attract customers.  Depending on the level of the price cap, it may
also allow inefficient operators to continue to operate.

Regulating prices would be contrary to the general trend towards deregulation
in recent years.  The Hilmer Report commented that price control should be
seen as a last resort.  It is also counter to the thrust of the two recent major
inquiries into the petroleum industry by the then Industry Commission in
199431 and by the Commission in 1996.

8.4.4 Wholesale price regulation

The Commission regulated the MWPs of the declared oil refiners up to
1 August 1998, after which prices were deregulated.  Regulation at the
wholesale level could be reintroduced.

In its 1996 report the Commission commented that there were some
limitations to the wholesale price regulation arrangements.  One was that the
oil majors could avoid regulation through the sale of fuel through distributors,
especially in country areas.  The oil majors had equity in many of the
distributors.  Another limitation was that, although MWPs provided some
flexibility for discounting, the extent was dependent on competitive and
countervailing pressures.

31 Industry Commission, Petroleum Products, Report No.40, 5 July 1994.
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Despite the limitations, the Commission considered that wholesale price
regulation had some benefits, especially in some country areas with limited
competition.

The report indicated that markets, especially in metropolitan areas, were
showing signs of becoming more competitive. There was evidence of imports
by more experienced operators with substantial resources and long-term
objectives.  At the retail level there was a greater presence of independents
(such as the entry of Woolworths in the market).  As a result, the Commission
concluded that prices surveillance was no longer needed, although it had some
concerns about the reciprocal arrangements at the refinery level among the oil
majors.

It is not clear what effect regulating MWPs had on the variation and duration
of the price cycle.  On the one hand, it has been suggested that without the
wholesale price cap, prices would have been higher in some localities with less
competition.  On the other hand, it has been suggested that some companies
tended to target the MWP after a period of discounting, and therefore it may
have exacerbated the price cycle.

8.4.5 Arguments for

Wholesale price regulation is less restrictive than regulation at the retail level.
In addition, it would avoid some of the difficulties in establishing appropriate
retail price controls.

This type of regulation would place a cap on the wholesale price and could act
as a ceiling on prices.  It could also moderate price cycles.  This form of
regulation may be justified if competition is insufficient and the wholesale
price is too high.

8.4.6 Arguments against

Several arguments against retail price regulation (outlined in section 8.4.3)
would also apply to wholesale price regulation.

Regulating wholesale prices could lead to average prices being higher than they
otherwise would have been in the absence of the price regulation, if firms have
market power and the regulators allow for wholesale margins which may be
higher than those determined in a competitive marketplace.

If the wholesale price cap is set too high, discounting by wholesalers can still
occur and the price cap may have little effect on price cycles. It may also allow
inefficient operators to continue to operate.  If the price cap is set too low,
wholesalers may be driven out of business, with adverse consequences on
competition (and possibly supply).

Regulating wholesale prices would be contrary to the general trend towards
deregulation in recent years.

Past experience indicates that there were retail price cycles despite wholesale
price regulation.  Furthermore, restrictions on wholesale prices may not
necessarily be reflected in retail prices.
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8.4.7 Views in the submissions

Oil majors
The AIP considered that price regulation would be contrary to the general
trend towards deregulation and it believed that free markets deliver lower
prices to consumers.  It considered that the real difficulty in setting price caps
was that if they were set too low, supplies may not be available to the market,
and if they are set too high, then the market effectively continues to operate as
a free market.  However, further administrative costs would be associated with
monitoring the markets.

Caltex also noted the inherent difficulties associated with price regulation and
indicated that it would not necessarily be in consumers' interests.  Caltex
commented that:

Any regulation would have to be based on full cost recovery and
an adequate return on investment, so that the regulated price
would be substantially above the current market price.  This
probably is not an outcome that would be welcomed by
consumers.  [Caltex submission, p. 6]

BP did not support price regulation noting that it may result in the
Government forcing out of business some service stations that are providing a
service to consumers.

Independents
Woolworths, Liberty and Gull did not support this option.  They considered
that price fluctuations were evidence of retail price competition and they did
not support any price regulation. They were especially critical of the retail price
regulations in Western Australia as they considered that those arrangements
removed some of the pricing flexibility essential for the independent operators.

Gull, for example, commented in its submission:

We do not see that increased regulation on price controls is an
effective weapon to achieve a reduction in fuel price variability.  It
can only lead to higher prices. [Gull submission, p. 3]

Industry organisations
Industry organisations expressed a variety of views about price regulation.

The MTA-Q and the SSA did not support it, believing that price regulation
would reduce competition and lead to higher average prices.

The PMAA did not support price regulation and commented:

The PMAA believes that there would be no real need for
regulation at any level of pricing in this industry if there was strong
Commonwealth legislation that is enforceable by the ACCC.  Full
transparency at wholesale should expose any price support at retail
when the retail was below the price paid and any fair margin.
[PMAA submission, p. 15]
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The MTAA commented:

While retail price regulation may remove price fluctuations, it
provides only….a 'cosmetic' solution to the problems in the
petroleum industry….MTAA does not support the introduction of
retail price caps and would instead encourage the Commonwealth
Government to address the issues of access to fuel supply and price
transparency in the wholesale market….MTAA would not oppose
the re-introduction of a maximum wholesale price.
[MTAA submission, p. 4]

Consumer organisations
None of the consumer organisations that commented on this option supported
retail or wholesale price regulation.

The AAA rejected it because of the arguments the Commission raised in its
June 2001 discussion paper.

The RACV indicated that retail price regulation would be detrimental to
motorists and likely lead to higher petrol prices.  In terms of wholesale price
regulation, it commented that 'going down this path would be a retrograde
step'. [p. 4]

The NRMA shared similar views indicating it would only support this option
in 'extreme circumstances'.  Moreover, the NRMA commented that:

…returning to government intervention in this way runs counter
to the thrust of two recent inquiries into the petroleum industry
by the former Industry Commission in 1994 and by the ACCC in
1996.  It would also be contrary to the reform package proposed
by the Federal Government in 1998, which all Australian motoring
clubs supported, to progress deregulation of the industry.
[NRMA submission, p. 6]

Governments
As noted previously, the Western Australian Government intends to introduce
retail price regulations, in the form of retail price caps in major regional
centres.

CBAV did not support price regulation at the wholesale level but suggested
that retail price regulation could be justified in certain instances.  In its
submission, CBAV commented:

Price regulation should be only considered when there is market
failure, which leads to outcomes contrary to the public
interest….Intervention in this case may take the form of an
industry development approach of encouraging change in the local
market or the entry of new players….A return to the old ACCC
system of maximum wholesale pricing is not supported.  It is
recognised that setting a price cap at the wholesale level may
distort the market in undesirable ways. [CBAV submission, p. 7]
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Others
The CCIWA opposed retail and wholesale price regulation.  It also indicated
that such a 'heavy-handed' approach would hurt certain fuel retailers and,
inevitably, consumers would be worse off through lower service levels.  It also
commented that:

Effective price regulation requires government to have detailed
knowledge of the industry and be able to respond rapidly to
changing market conditions.  In effect, the government is required
to have better information than the market.  To date, this has not
operated successfully in Australia…[CCIWA submission, p. 9]

8.4.8 Assessment

Price regulation at the retail and wholesale levels would be likely to limit or
eliminate price cycles.

The overall affect of regulation on prices would depend on the level of the
price cap and the degree of competition in the industry.

Price regulation could lead to average prices being higher than they otherwise
would have been in the absence of the price regulation.  This may occur if
firms have market power and the regulators allow for higher retail or wholesale
margins than would be determined in a competitive marketplace.  However, if
regulators set these margins too low, wholesalers and retailers may be driven
out of business, adversely affecting competition (and with possible supply
implications).

There are practical difficulties in determining an appropriate price level or cap.
The experience of the Western Australian Government with respect to their
MWP illustrates these difficulties.

In its 1996 report, the Commission considered that there were limitations to
the MWP arrangements but also noted that there were some benefits.  Since
deregulation of wholesale petrol and diesel prices from 1 August 1998, the
Commission is not aware of any substantial evidence to suggest that
deregulation has caused less competition at the wholesale or retail levels.
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99999 The 1998 petroleum industry refThe 1998 petroleum industry refThe 1998 petroleum industry refThe 1998 petroleum industry refThe 1998 petroleum industry reform packageorm packageorm packageorm packageorm package

9.1 Introduction
As noted in chapter 3, the current industry structure and regulatory framework
may affect price cycles.

The Federal Government announced a package of reforms to the petroleum
industry in July 1998.32 The package was based on the recommendations of
the then Industry Commission's 1994 report and the Commission's 1996
report.

In the June 2001 discussion paper, the Commission commented that it may be
opportune for the Government to consider discussions with industry
participants to attempt to revive the reform package.

9.2 Elements of the reform package
There were five broad elements of the reform package.

9.2.1 Repeal of the Sites Act and the Franchise Act

The Sites Act and the Franchise Act were introduced in 1980.  The Sites Act
was designed to counteract the dominance of the petrol retail market by the
refiner/marketers by restricting the oil companies from operating or
controlling more than five per cent of total retail sites.  The Franchise Act set
out minimum terms and conditions governing a franchise agreement in the
retail petrol market and covered all retail outlets selling above a certain
minimum quantity of petrol a year.

At the time of their introduction, these Acts were considered to be an
appropriate response to a market where competition was perceived to be
significantly impeded.  The Sites Act in particular was designed to halt or
reduce vertical integration by the major oil companies and, at the same time,
promote a viable small business sector.

However, between 1980 and 1998, the oil industry changed substantially.  The
number of refiner/marketers declined from nine to four.  Some large
independent chains entered the market.  Their entry was made easier by the
Sites Act, as the oil companies were restricted in competing directly with the
independents through commission agency sites.  The Sites Act did not apply to
independents.

Given this changing environment, the Sites Act restricted how the major oil
companies could market their products, thereby undermining their ability to
improve their marketing efficiency.  In response, some of the oil companies
adopted other marketing strategies such as multi-site franchising.

32 The Treasurer, the Hon.Peter Costello, and the Minister for Industry, Science and Tourism,
the Hon. John Moore, Joint Statement on Petroleum Marketing Reforms, Press Release
No.068, 20 July 1998.
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Over time, the original intent of the Franchise Act had been eroded by new
franchise marketing agreements by oil companies, by price support provisions,
as well as by the formation of multi-site franchisees by three out of the four oil
majors.

The Government considered that repeal of these Acts would encourage
competition between all participants in the petroleum retail sector and provide
flexibility for the oil companies to determine the most efficient marketing of
their products.

9.2.2 A strengthened Oilcode referenced under the Trade Practices Act

The Oilcode is essentially a voluntary industry code of practice governing the
relationship between petrol retailers and the oil companies.

The strengthened Oilcode was to be a flexible industry code of practice
primarily to protect small business.  It was to be a mandatory code of conduct
covering all franchise and commission agency sites in the petroleum industry
and would be underpinned by the legislative provisions in the TPA.

Industry players agreed that a prescribed code of practice was a more flexible
arrangement than legislation, as the latter can quickly lose effectiveness and be
difficult to amend.

9.2.3 Open access to oil terminals

As part of the reform package, the oil majors would provide open access to
their oil terminals.  Access was to be subject to minimum volume and health
and safety requirements and to be on normal commercial terms, including
price, credit and loading schedule.  It was also agreed that an independent
mediator would settle any disputes over open access to ensure that the oil
companies met their commitment to allow access to terminals.

This would reduce barriers to market entry for new participants in the
industry, as well as allow bulk fuel purchasers to deal directly with terminal
operators, reducing their transportation costs.

It was argued that major beneficiaries of open access would be large users of
petroleum products, including major companies and farmers' cooperatives.
Independent operators would also find it easier to establish operations, with
better supply arrangements and an improved ability to negotiate with refiner/
marketers.

9.2.4 Removal of prices surveillance of petrol and diesel from
1 August 1998

The Government noted that greater competition between retailers reduces the
need for any regulatory control of wholesale prices.  Furthermore, the
Government took the view that wholesale price surveillance created an adverse
impact on the retail petrol market.  In capital cities, for example, it was argued
that the maximum endorsed wholesale price acted as a target to which prices
returned at the end of a discount cycle.33

33 ibid, p. 1.
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9.2.5 Independent price monitoring

At the same time, the Government also recognised that some members of the
community would be concerned that, without price surveillance, there was
potential for excessive price rises.  To address this, independent price
monitoring for petrol was to be established as a cooperative venture between
the AAA and its member organisations and the major oil companies, with
monitoring of petrol prices in 100 country towns.

In addition, the Commission would continue to monitor petrol prices, with
particular focus on 'hot spots'.

9.3 State of play
In September 1999 the Government announced that it would not proceed
with key elements of its reform package — repeal of the Sites Act and the
Franchise Act and a strengthened Oilcode — because there was not agreement
among all industry participants on all elements of the package.

Currently, it appears that only one of the five elements of the Government's
1998 reform package — the removal of prices surveillance of petrol and diesel
— is fully in place.

Independent price monitoring has taken place to some extent. Since August
1998 the Commission has maintained an informal monitoring role on petrol
prices.  In June 2000 it expanded its monitoring program to more effectively
assess fuel prices under the New Tax System.

In September 1998 an independent retail price monitoring scheme was
established as a cooperative venture between the oil companies (represented by
the AIP) and the AAA.  Under this scheme, Informed Sources was
commissioned by the AIP to provide regular surveys of petrol prices in 100
country towns and the AAA made this price information available on the
Internet.  However, this arrangement ceased from February 2001.

Whether progress has been made on the oil majors providing open access to
their oil terminals is not clear.  The Commission understands that
arrangements for an independent mediator were put in place in 1999.

The Commission also understands that the existing Oilcode has ceased to
operate because key stakeholders no longer support it.

9.4 Views in the submissions
Some industry submissions appear to support reform.

Oil majors
The oil majors support the reform package being revisited.  The AIP
considered that the Sites Act and the Franchise Act distort the retail market by
preventing all participants from competing equally.  BP said it would support
the reform package being revisited if there was an opportunity of
accomplishing reform.  Caltex strongly advocated the repeal of the Sites and
Franchise Acts.  Mobil commented that the repeal of the Sites and Franchise
Acts would promote further competition.
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Independents
The independents did not comment on this issue.

Industry organisations
The Australian Petroleum Agents and Distributors Association (APADA) was
concerned that the reform process was not completed and that the AIP and the
industry did not consider themselves bound by the original principles of the
voluntary code.

The APADA commented that:

Whilst [the] Oilcode has not been perfect as a dispute mechanism,
it has provided a low cost alternative for participants in the
industry to ventilate grievances with oil companies.  This has gone
a long way towards redressing the economic imbalance, which
often exists in such disputes.…The original Code of Practice
(Oilcode) principles must remain as a means for both parties to
allow a fair mediation process to take place when necessary.
[APADA submission, pp. 1–2]

The SSA believed that with the introduction of TGP as defined in its
submission and the mandated Oilcode brought into law:

…there would be a more relaxed view of the major oil companies
intentions relative to their use of their market power. In such a
scenario it is felt that the abolition of the Sites Act and the
Petroleum Franchise Act should be more favourably viewed by the
motoring associations and of course our own association.
[SSA submission, p. 7]

The MTAA said it would be pleased to participate in any discussions if the
Commission recommended to the Government that it reconvene negotiations
between the oil industry parties on a mandatory Oilcode.  However, it stated:

…our long standing policy that we cannot accept repeal of the
Petroleum Retail Marketing Sites Act 1980 remains unchanged.
[MTAA submission, p. 6]

The VACC commented:

For producers to be involved in fuel sales at the franchisee/retail
level is a clear conflict of interest and the temptation to manipulate
the market in their favour is overwhelming and irresistible.  Any
reform package for the oil industry should require all refineries to
divest the retail arms of their business to remove the conflict of
interest described above. [VACC submission, p. 3]

The PMAA believed that the Franchise Act should be repealed and the refiners
should be totally divorced from retailing fuel.

Consumer organisations
The NRMA said it was more appropriate for the reform package to be
examined as part of the Federal Government's Fuel Taxation Inquiry.
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The AAA commented:

We have been disappointed that the reform progress stalled.  AAA
supported the abolition of the Sites Act and the Franchise Act so
long as a strengthened Oil Code was introduced which had the
backing of the Trade Practices Act.  [AAA submission, p. 8]

Governments
CBAV commented:

The proposition to reopen consideration of the structural issues
within the industry is welcomed.  CBAV recognises that the Sites
Act and Franchise Act are not effective, and may be having adverse
consequences for industry participants, and significant amendment
is necessary.  The development of a new oil code to create fairer
conditions for industry participants is supported.
[CBAV submission, p. 8]

9.5 Way ahead
Implementation of these reforms would remove several distortions in the
market.

It is unclear how, and to what extent, this may affect price cycles.  However,
irrespective of the impact on price cycles, the petroleum industry is likely to
benefit from reform.
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Appendix Appendix Appendix Appendix Appendix AAAAA

Data on price cycles
This appendix provides detailed analysis of fuel price cycles in the five major
metropolitan cities.  Chapter 2 contains a summary of the results of this
analysis.

Methodology
In the following discussion about price cycles:

• the variation of a price cycle is the difference in price (in cents per litre)
between the bottom (trough) and the top (peak) of the price cycle;

• the duration of a price cycle is the number of days between the trough of
one price cycle and the trough of the next cycle;

• a price cycle is considered to have occurred if there are total price
movements between trough to peak and peak to subsequent trough of one
cent per litre or more;

• the data includes all days of the week and public holidays;

• the price data used in the analysis is based on average daily prices.
Therefore, the actual price fluctuations at individual service stations on any
particular day would have been higher in some instances and lower in
others;

• two time periods have been analysed: (a) 1 January to 30 June 2001; and
(b) 1 January to 30 June 1998.  These two periods were chosen because the
2001 data examines current price movements and the 1998 data indicates
price movements before deregulation (wholesale petrol prices were
deregulated from 1 August 1998);

• breaks in the data series in the charts are because data was not available; and

• all of the discussion of petrol refers to regular unleaded petrol.



90 REDUCING FUEL PRICE VARIABILITY

PPPPPetroletroletroletroletrol

Sydney

January to June 2001

Chart A.1 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 2001 in Sydney.

Chart A.1: Average daily retail prices and average weekly retail prices —
Sydney — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, there were 19 completed price cycles in
Sydney.  The average variation of price cycles in Sydney was 4.8 cpl.  The
variations ranged from 1.4 cpl to 7.8 cpl — a span of 6.4 cpl.
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Variation of price cycles
Chart A.2 shows the range of the variation of price cycles in Sydney between
1 January and 30 June 2001. Over the six months the most common variation
was between 5.0 cpl and 5.99 cpl, occurring in nine price cycles (47 per cent).

Chart A.2: Range of the variation of price cycles — Sydney —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 2001, prices took an average of 2.1 days to move
from the trough to the peak of the price cycle, and around 6.3 days to move
from the peak to the next trough.  The average duration of the price cycle was
around 8.4 days.1  However, there were some very long price cycles during the
period that affected the average duration.

 Chart A.3 shows the range of the number of days in a price cycle from
1 January to 30 June 2001.

Chart A.3: Range of the duration of price cycles — Sydney —
unleaded petrol — 1 January to 30 June 2001

1 The average duration of the price cycle does not always equal the sum of the number of days
from trough to peak plus the number of days from peak to next trough.  This is because the
average duration of the price cycle represents completed price cycles over the six-month period.
It may be that at the end of the period there was a movement from trough to peak but not a
completed movement from peak to next trough, and therefore not a completed price cycle.

Source: ACCC data and Informed Sources

Chart A.3 shows that the most common duration of price cycles between 1
January and 30 June 2001 was seven days, with seven price cycles (37 per cent)
of this duration.  Fifteen price cycles (79 per cent) lasted between five and nine
days.  However, four price cycles (21 per cent) had a duration of 12 or 14
days.  These occurred in late January, late March and in late May/early June.
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Most common days of the week for peaks and troughs
Chart A.4 shows the frequency with which prices peaked and troughed on
each day of the week in Sydney between 1 January and 30 June 2001.

Chart A.4: Days of the week for peaks and troughs — Sydney —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

The most common day for prices to peak was Wednesday with nine peaks
(47 per cent) occurring on this day.  The most common day for prices to
trough was Monday, with 12 troughs (60 per cent) occurring on this day.
During this period prices never peaked or troughed on Saturday.
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January to June 1998

Chart A.5 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 1998 in Sydney.

Chart A.5: Average daily retail prices and average weekly retail prices —
Sydney — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, there were 27 completed price cycles in
Sydney, with an average variation of 2.1 cpl. The variations ranged from 1.0 cpl
to 3.1 cpl — a span of 2.1 cpl.
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Variation of price cycles
Chart A.6 shows the range of the variation of price cycles in Sydney in the first
six months of 1998. Over the six months the most common variation was
between 2.0 cpl and 2.99 cpl.  This occurred in 14 price cycles (52 per cent).

Chart A.6: Range of the variation of price cycles — Sydney —
unleaded petrol —  1 January to 30 June 1998

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 1998, the average time taken for prices to move
from the trough to the peak of the price cycle was around 2.0 days, and to
move from the peak to the next trough was around 4.4 days.  The average
duration of the price cycle was around 6.4 days.

Chart A.7 shows the range of the number of days in a price cycle from
1 January to 30 June 1998.

Chart A.7: Range of the duration of price cycles — Sydney —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

Chart A.7 shows that the most common duration of price cycles between
1 January and 30 June 1998 was seven days, with eight price cycles
(30 per cent) lasting this long.  They ranged between four and nine days.
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Most common days of the week for peaks and troughs
Chart A.8 shows the frequency with which prices peaked and troughed on
each day of the week in Sydney between 1 January and 30 June 1998.

Chart A.8 Days of the week for peaks and troughs — Sydney —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

The most common day for prices to peak was Tuesday, with 21 peaks
(78 per cent) occurring on this day.  Sunday was the most common day for
prices to trough, with 14 troughs (50 per cent).

Comparison between 1998 and 2001

A comparison of the 1998 period with the 2001 period shows that:

• The average variation of price cycles more than doubled and the range of
the variations more than tripled.

• The average duration of price cycles also increased.

• The most common duration of price cycles in both periods was seven days.

• The most common day for prices to peak moved from Tuesday to
Wednesday.

• The most common day for prices to trough moved from Sunday to Monday.
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Average retail prices compared with the import parity indicator
The movement in average retail prices can be compared with movements in a
benchmark price indicator, such as the import parity indicator (IPI).  The IPI
is a useful benchmark as it reflects movements in the underlying influences on
petrol prices without being distorted by local factors.2  The Commission used
the IPI before deregulation on 1 August 1998 to determine maximum
endorsed wholesale prices.

January to June 2001

Chart A.9 shows average daily retail prices for unleaded petrol and the IPI in
Sydney from 1 January to 30 June 2001.

Chart A.9: Average daily retail prices and the import parity indicator —
Sydney — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, average retail prices in Sydney were, on
average, 2.3 cpl lower than the IPI.  Prices in Sydney were lower than the IPI
on 149 out of 181 days (82 per cent).  The greatest amount by which average
retail prices exceeded the IPI was 4.3 cpl on 1 January 2001, and at their
lowest, they were 6.7 cpl below the IPI on 18 April 2001.

2 A description of the IPI is presented in section 2.4.7 of chapter 2.
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January to June 1998

Chart A.10 shows average daily retail prices for unleaded petrol and the IPI in
Sydney from 1 January to 30 June 1998.

Chart A.10: Average daily retail prices and the import parity indicator —
Sydney — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, average retail prices in Sydney were, on
average, 0.3 cpl higher than the IPI.  On 66 out of 177 days (37 per cent)
average retail prices were below the IPI.  The greatest amount by which
average retail prices exceeded the IPI was 3.1 cpl on 17 February 1998, and at
their lowest, they were 2.2 cpl below the IPI on 24 May 1998.
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Melbourne

January to June 2001

Chart A.11 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 2001 in Melbourne.

Chart A.11: Average daily and average weekly retail prices — Melbourne —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, there were 18 completed price cycles in
Melbourne.  The variations ranged from 4.3 cpl to 9.9 cpl — a span of 5.6 cpl
— with the average being 7.5 cpl.
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Variation of price cycles
Chart A.12 shows the range of the variation of price cycles in Melbourne
between 1 January and 30 June 2001.  Over the six months the most common
variation was between 7.0 cpl and 7.99 cpl, occurring in seven price cycles
(39 per cent).

Chart A.12 Range of the variation of price cycles — Melbourne —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 2001, the average time taken for prices to move
from the trough to the peak of the price cycle was around 2.1 days, and to
move from the peak to the next trough was around 6.8 days.  The average
duration of the price cycle was around 8.9 days.  However, some very long
price cycles in late May and June affected the average duration.

 Chart A.13 shows the range of the number of days in a price cycle from
1 January to 30 June 2001.

Chart A.13 Range of the duration of price cycles — Melbourne —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.13 shows that six price cycles (33 per cent) between 1 January and
30 June 2001 lasted seven days — the most common duration.  Sixteen price
cycles (89 per cent) lasted between six and eleven days.  However, two price
cycles (11 per cent) lasted much longer — 14 days and 22 days.  These
occurred in late May/early June.
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Most common days of the week for peaks and troughs
Chart A.14 shows the frequency with which prices peaked and troughed on
each day of the week in Melbourne between 1 January and 30 June 2001.

Chart A.14: Days of the week for peaks and troughs — Melbourne —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

The most common day for prices to peak was Friday with nine peaks (50 per
cent) occurring on this day.  Wednesday and Thursday were the most common
days for prices to trough, with seven (37 per cent) occurring on each day.
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January to June 1998

Chart A.15 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 1998 in Melbourne.

Chart A.15: Average daily retail prices and average weekly retail prices —
Melbourne — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, there were 28 completed price cycles in
Melbourne, the average variation of which was 3.7 cpl.  The variations ranged
from 1.1 cpl to 7.0 cpl — a span of 5.9 cpl.
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Variation of price cycles
Chart A.16 shows the range of the variation of price cycles in Melbourne in
the first six months of 1998.  Over the six months, the most common variation
was between 2.0 cpl and 2.99 cpl, which occurred in nine price cycles
(32 per cent).

Chart A.16: Range of the variation of price cycles — Melbourne —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 1998, the average time taken for prices to move
from the trough to the peak of the price cycle was around 1.8 days, and to
move from the peak to the next trough was around 4.6 days.  The average
duration of the price cycle was around 6.6 days.

Chart A.17 shows the range of the number of days in a price cycle from
1 January to  30 June 1998.

Chart A.17: Range of the duration of price cycles — Melbourne —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

Chart A.17 shows that the most common duration of price cycles between
1 January and 30 June 1998 was seven days, with 11 price cycles (41 per cent)
of this duration.  They generally lasted between four and ten days.  However,
one price cycle lasted only two days.
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Most common days of the week for peaks and troughs
Chart A.18 shows the frequency with which prices peaked and troughed on
each day of the week in Melbourne between 1 January and 30 June 1998.

Chart A.18: Days of the week for peaks and troughs — Melbourne —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

The most common day for prices to peak was Wednesday with 10 peaks
(36 per cent) occurring on this day. Tuesday was the most common day for
prices to trough with 12 troughs (41 per cent) occurring on this day.

Comparison between 1998 and 2001

A comparison of the 1998 period with the 2001 period shows that:

• The average variation of price cycles doubled, but the range of the variations
remained broadly constant.

• The average duration of price cycles also increased.

• The most common duration of price cycles in both periods was seven days.

• The most common day for prices to peak moved from Wednesday to Friday.

• The most common day for prices to trough moved from Tuesday to either
Wednesday or Thursday.
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Average retail prices compared with the import parity indicator

January to June 2001

Chart A.19 shows average daily retail prices for unleaded petrol and the IPI in
Melbourne from 1 January to 30 June 2001.

Chart A.19: Average daily retail prices and the import parity indicator —
Melbourne — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, average retail prices in Melbourne were, on
average, 2.7 cpl lower than the IPI.  Prices in Melbourne were below the IPI
on 137 out of 181 days (76 per cent).  The greatest amount by which average
retail prices exceeded the IPI was 5.7 cpl on 1 January 2001, and at their
lowest, they were 8.6 cpl below the IPI on 26 April 2001.
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January to June 1998

Chart A.20 shows average daily retail prices for unleaded petrol and the IPI in
Melbourne from 1 January to 30 June 1998.

Chart A.20: Average daily retail prices and the import parity indicator —
Melbourne — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998 average retail prices in Melbourne were, on
average, 2.0 cpl lower than the IPI.  Prices in Melbourne were below the IPI
on 155 out of 177 days (88 per cent). The greatest amount by which average
retail prices exceeded the IPI was 2.7 cpl on 9 January 1998, and at their
lowest, they were 5.3 cpl below the IPI on 31 March 1998.
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Brisbane

January to June 2001

Chart A.21 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 2001 in Brisbane.

Chart A.21: Average daily retail prices and average weekly retail prices —
Brisbane — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, across the 20 completed price cycles in
Brisbane the average variation was 5.5 cpl.  The variations ranged from 3.6 cpl
to 7.9 cpl — a span of 4.3 cpl.
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Variation of price cycles
Chart A.22 shows the range of the variation of price cycles in Brisbane
between 1 January and 30 June 2001. Over the six months the most
common variation was between 6.0 cpl and 6.99 cpl, occurring in six cycles
(30 per cent).

Chart A.22: Range of the variation of price cycles — Brisbane —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 2001, the average time taken for prices to move
from the trough to the peak of the price cycle was around 2.6 days, and to
move from the peak to the next trough was around 6.3 days.  The average
duration of the price cycle was around 8.8 days.  However, some long price
cycles in late May and June affected the average duration.

Chart A.23 shows the range of the number of days in a price cycle from
1 January to 30 June 2001.

Chart A.23: Range of the duration of price cycles — Brisbane —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.23 shows that the most common duration of price cycles between
1 January and 30 June 2001 was eight days, with six price cycles (30 per cent)
of this duration.  Thirteen price cycles (65 per cent) lasted between five and
eight days.  However, seven price cycles (35 per cent) lasted between nine and
15 days.  Those with the longest duration occurred in late May/early June.
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Most common days of the week for peaks and troughs
Chart A.24 shows the frequency with which prices peaked and troughed on
each day of the week in Brisbane between 1 January and 30 June 2001.

Chart A.24: Days of the week for peaks and troughs — Brisbane —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

The most common day for prices to peak was Friday with eight peaks
(40 per cent) occurring on this day.  The most common day for prices to
trough was Monday, with nine troughs (43 per cent).  During this period
prices never peaked or troughed on Sunday.
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January to June 1998

Chart A.25 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 1998 in Brisbane.

Chart A.25: Average daily retail prices and average weekly retail prices —
Brisbane — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, there were 25 completed price cycles in
Brisbane, with an average variation of 2.6 cpl. The variations ranged from
1.3 cpl to 4.7 cpl — a span of 3.4 cpl.
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Variation of price cycles
Chart A.26 shows the range of the variation of price cycles in Brisbane in the
first six months of 1998. Over the six months the most common variation was
between 2.0 cpl and 2.99 cpl, occurring in 11 cycles (44 per cent).

Chart A.26: Range of the variation of price cycles — Brisbane —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 1998, the average time taken for prices to move
from the trough to the peak of the price cycle was around 2.3 days, and to
move from the peak to the next trough was around 4.7 days.  The average
duration of the price cycle was around 7.0 days.

 Chart A.27 shows the range of the number of days in a price cycle from
1 January to 30 June 1998.

Chart A.27: Range of the duration of price cycles — Brisbane —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

Chart A.27 shows that the most common duration of price cycles from
1 January to 30 June 1998 was seven days, with 10 price cycles (40 per cent)
of this duration.  They generally lasted between three and eight days.
However, one price cycle in late February lasted 14 days.
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Most common days of the week for peaks and troughs
Chart A.28 shows the frequency with which prices peaked and troughed on
each day of the week in Brisbane between 1 January and 30 June 1998.

Chart A.28 Days of the week for peaks and troughs — Brisbane —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

The most common day for prices to peak was Wednesday with 12 peaks
(48 per cent) occurring on this day.  Monday was the most common day for
prices to trough with 13 troughs (50 per cent).  During this period prices
never peaked or troughed on Saturday.

Comparison between 1998 and 2001

A comparison of the 1998 period with the 2001 period shows that:

• The average variation of price cycles more than doubled and the range of
the variations increased by 25 per cent.

• The average duration of price cycles also increased.

• The most common duration of price cycles in 1998 was seven days, but in
2001 it was eight days.

• The most common day for prices to peak moved from Wednesday to Friday.

• The most common day for prices to trough was Monday in both periods.
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Average retail prices compared with the import parity indicator

January to June 2001

Chart A.29 shows average daily retail prices for unleaded petrol and the IPI in
Brisbane from 1 January to 30 June 2001.

Chart A.29: Average daily retail prices and the import parity indicator —
Brisbane — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, average retail prices in Brisbane were, on
average, 3.3 cpl lower than the IPI.  Prices in Brisbane were lower than the IPI
on 162 out of 181 days (90 per cent).  The greatest amount by which average
retail prices exceeded the IPI was 3.0 cpl on 25 May 2001, and at their lowest,
they were 7.5 cpl below the IPI on 18 January 2001.
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January to June 1998

Chart A.30 shows average daily retail prices for unleaded petrol and the IPI in
Brisbane from 1 January to 30 June 1998.

Chart A.30 Average daily retail prices and the import parity indicator —
Brisbane — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998 average retail prices in Brisbane were on
average 0.4 cpl lower than the IPI.  Prices in Brisbane were lower than the IPI
on 97 out of 177 days (55 per cent). The greatest amount by which average
retail prices exceeded the IPI was 2.2 cpl on 1 January 1998, and at their
lowest, they were 3.1 cpl below the IPI on 29 March 1998.
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Adelaide

January to June 2001

Chart A.31 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 2001 in Adelaide.

Chart A.31: Average daily retail prices and average weekly retail prices —
Adelaide — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, there were 18 completed price cycles in
Adelaide.  The average variation was 5.8 cpl, and they ranged from 1.8 cpl to
11.6 cpl — a span of 9.8 cpl.
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Variation of price cycles
Chart A.32 shows the range of the variation of price cycles in Adelaide
between 1 January and 30 June 2001. Over the six months the most
common variation was between 6.0 cpl and 6.99 cpl, occurring in seven cycles
(39 per cent).

Chart A.32: Range of the variation of price cycles — Adelaide — unleaded
petrol — 1 January 2001 to 30 June 2001

Source: ACCC data and Informed Sources



122 REDUCING FUEL PRICE VARIABILITY

Duration of price cycles
From 1 January to 30 June 2001, the average time taken for prices to move
from the trough to the peak of the price cycle was around 2.8 days, and to
move from the peak to the next trough was around 6.7 days.  The average
duration of the price cycle was around 9.5 days.  However, some long price
cycles affected the average duration.

Chart A.33 shows the range of the number of days in a price cycle from
1 January to 30 June 2001.

Chart A.33: Range of the duration of price cycles — Adelaide —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.33 shows that the most common duration of price cycles between
1 January and 30 June 2001 was seven days, with six price cycles (33 per cent)
of this duration.  Twelve price cycles (67 per cent) lasted between six and
10 days.  However, six price cycles (33 per cent) lasted between 12 to 16 days.
These cycles were scattered throughout the period.
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Most common days of the week for peaks and troughs
Chart A.34 shows the frequency with which prices peaked and troughed on
each day of the week in Adelaide between 1 January and 30 June 2001.

Chart A.34: Days of the week for peaks and troughs — Adelaide —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

The most common day for prices to peak was on Friday with six peaks (33 per
cent) occurring on this day.  Wednesday was the most common day for prices
to trough, with nine troughs (47 per cent).
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January to June 1998

Chart A.35 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 1998 in Adelaide.

Chart A.35: Average daily retail prices and average weekly retail prices —
Adelaide — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, there were 29 completed price cycles in
Adelaide, with an average variation of 3.7 cpl. The variations ranged from
2.0 cpl to 5.7 cpl — a span of 3.7 cpl.
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Variation of price cycles
Chart A.36 shows the range of the variation of price cycles in Adelaide in the
first six months of 1998. Over the six months the most common variation was
between 3.0 cpl and 3.99 cpl, which occurred in 11 price cycles (38 per cent).

Chart A.36: Range of the variation of price cycles — Adelaide —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 1998, the average time taken for prices to move
from the trough to the peak of the price cycle was around 1.6 days, and to
move from the peak to the next trough was around 4.4 days.  The average
duration of the price cycle was around 6.0 days.

 Chart A.37 shows the range of the number of days in a price cycle between
1 January and 30 June 1998.

Chart A.37: Range of the duration of price cycles — Adelaide —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

Chart A.37 shows that the most common duration of price cycles between
1 January and 30 June 1998 was seven days, with 10 price cycles (35 per cent)
of this duration.  They ranged between three and eight days.
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Most common days of the week for peaks and troughs
Chart A.38 shows the frequency with which prices peaked and troughed on
each day of the week in Adelaide between 1 January and 30 June 1998.

Chart A.38: Days of the week for peaks and troughs — Adelaide —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

The most common day for prices to peak was Tuesday and Wednesday
accounting for 11 peaks (38 per cent) each. Monday was the most common
day for prices to trough with 19 troughs (63 per cent) occurring on this day.

Comparison between 1998 and 2001

A comparison of the 1998 period with the 2001 period shows that:

• The average variation of price cycles increased by 57 per cent and the range
of the variations more than doubled.

• The average duration of price cycles also increased significantly.

• The most common duration of price cycles in both periods was seven days.

• The most common day for prices to peak moved from Tuesday or
Wednesday to Friday.

• The most common day for prices to trough moved from Monday to
Wednesday.
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Average retail prices compared with the import parity indicator

January to June 2001

Chart A.39 shows average daily retail prices for unleaded petrol and the IPI in
Adelaide from 1 January to 30 June 2001.

Chart A.39: Average daily retail prices and the import parity indicator —
Adelaide — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, average retail prices in Adelaide were, on
average, 2.4 cpl lower than the IPI.  Prices in Adelaide were lower than the IPI
on 149 out of 181 days (82 per cent). The greatest amount by which average
retail prices exceeded the IPI was 4.2 cpl on 29 June 2001, and at their lowest,
average retail prices were 8.0 cpl below the IPI on 22 January 2001.
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January to June 1998

Chart A.40 shows average daily retail prices for unleaded petrol and the IPI in
Adelaide from 1 January to 30 June 1998.

Chart A.40: Average daily retail prices and the import parity indicator —
Adelaide — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998 average retail prices in Adelaide were, on
average, 1.4 cpl lower than the IPI.  Prices in Adelaide were lower than the IPI
on 141 out of 177 days (80 per cent).  The greatest amount by which average
retail prices exceeded the IPI was 2.5 cpl on 3 June 1998, and at their lowest,
average retail prices were 4.4 cpl below the IPI on 10 May 1998.
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Perth

January to June 2001

Chart A.41 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 2001 in Perth.

Chart A.41: Average daily retail prices and average weekly retail prices —
Perth — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, there were 14 completed price cycles in
Perth with an average variation of 4.4 cpl.  The variations ranged from 1.6 cpl
to 7.8 cpl — a span of 6.2 cpl.
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Variation of price cycles
Chart A.42 shows the range of the variation of price cycles in Perth between
1 January and 30 June 2001. Over the six months the most common size of
the variation was between 3.0 cpl and 5.99 cpl, which occurred in nine price
cycles (64 per cent).

Chart A.42: Range of the variation of price cycles — Perth —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 2001, the average time taken for prices to move
from the trough to the peak of the price cycle was around 4.8 days, and to
move from the peak to the next trough was around 7.1 days.  The average
duration of the price cycle was around 11.9 days.

Chart A.43 shows the range of the number of days in a price cycle from
1 January to 30 June 2001.

Chart A.43: Range of the duration of price cycles — Perth —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.43 shows that the most common duration of price cycles over the
period between 1 January and 30 June 2001 was eight days, accounting for
three price cycles (21 per cent).  This is also the shortest duration.  The
remaining price cycles lasted between nine and 21 days.
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Most common days of the week for peaks and troughs
Chart A.44 shows the frequency with which prices peaked and troughed on
each day of the week in Perth between 1 January and 30 June 2001.

Chart A.44: Days of the week for peaks and troughs — Perth —
unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

The most common day for prices to peak was Thursday accounting for four
peaks (29 per cent).  Prices have peaked on all days of the week except Sunday.
The most common day for prices to trough was Sunday and Tuesday, with five
troughs (33 per cent) occurring on each of these days.
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January to June 1998

Chart A.45 shows average daily and average weekly retail prices for unleaded
petrol between 1 January and 30 June 1998 in Perth.

Chart A.45: Average daily retail prices and average weekly retail prices —
Perth — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998, there were 23 completed price cycles in
Perth.  The average variation of price cycles was 3.4 cpl and they ranged from
1.8 cpl to 6.3 cpl — a span of 4.5 cpl.
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Variation of Price Cycles
Chart A.46 shows the range of the variation of price cycles in Perth in the first
six months of 1998. Over the six months the most common size of the
variation was between 3.0 cpl and 3.99 cpl which occurred in nine price cycles
(39 per cent).

Chart A.46: Range of the variation of price cycles — Perth —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources
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Duration of price cycles
From 1 January to 30 June 1998, the average time taken for prices to move
from the trough to the peak of the price cycle was around 1.8 days, and to
move from the peak to the next trough was around 5.7 days.  The average
duration was around 7.6 days.

Chart A.47 shows the range of the number of days in a price cycle from
1 January to 30 June 1998.

Chart A.47: Range of the duration of price cycles — Perth —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

Chart A.47 shows that the most common duration of price cycles from
1 January to 30 June 1998 was seven days, accounting for 12 price cycles
(52 per cent).  They generally lasted between six and eight days.  However,
two price cycles lasted significantly longer than that (12 and 14 days).
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Most common days of the week for peaks and troughs
Chart A.48 shows the frequency with which prices peaked and troughed on
each day of the week in Perth between 1 January and 30 June 1998.

Chart A.48: Days of the week for peaks and troughs — Perth —
unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

The most common day for prices to peak was Wednesday accounting for nine
peaks (39 per cent).  The most common day for prices to trough was Tuesday
with 10 troughs (42 per cent) occurring on this day.  During this period prices
never peaked or troughed on Sunday.

Comparison between 1998 and 2001

A comparison of the 1998 period with the 2001 period shows that:

• The average variation of price cycles increased by 29 per cent and the range
of the variations increased by 38 per cent.

• The average duration of price cycles also increased significantly.

• The most common duration of price cycles in 1998 was seven days.  In
2001 the most common duration of price cycles was eight days.

• The most common day for prices to peak moved from Wednesday to
Thursday.

• The most common day for prices to trough moved from Tuesday to either
Sunday or Tuesday.
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Average retail prices compared with the import parity indicator

January to June 2001

Chart A.49 shows average daily retail prices for unleaded petrol and the IPI in
Perth from 1 January to 30 June 2001.

Chart A.49: Average daily retail prices and the import parity indicator —
Perth — unleaded petrol — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

From 1 January to 30 June 2001, average retail prices in Perth were, on
average, 2.9 cpl lower than the IPI.  Prices in Perth were lower than the IPI on
163 out of 181 days (90 per cent). The greatest amount by which average
retail prices exceeded the IPI was 3.5 cpl on 27 June 2001, and at their lowest,
average retail prices were 7.8 cpl below the IPI on 14 January 2001.
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January to June 1998

Chart A.50 shows average daily retail prices for unleaded petrol and the IPI in
Perth from 1 January to 30 June 1998.

Chart A.50: Average daily retail prices and the import parity indicator —
Perth — unleaded petrol — 1 January to 30 June 1998

Source: ACCC data and Informed Sources

From 1 January to 30 June 1998 average retail prices in Perth were, on
average, 1.4 cpl higher than the IPI.  Prices in Perth were lower than the IPI
on 43 out of 177 days (24 per cent). The greatest amount by which average
retail prices exceeded the IPI was 5.1 cpl on 18 February 1998, and, at their
lowest, average retail prices were 2.0 cpl below the IPI on 17 March 1998.
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DieselDieselDieselDieselDiesel
Unlike petrol, diesel retail prices in the major metropolitan cities do not
display short-term volatility.  Some of the reasons for this were outlined in
chapter 2.

Charts A.51–55, which set out average daily and average weekly retail prices
for diesel between 1 January and 30 June 2001, clearly show the absence of
price cycles in the major metropolitan cities.

Chart A.51: Average daily retail prices and average weekly retail prices —
Sydney — diesel — 1 January to 30 June 2001

Source: ACCC data and Informed Sources
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Source: ACCC data and Informed Sources

Chart A.53: Average daily retail prices and average weekly retail prices —
Brisbane — diesel — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.52: Average daily retail prices and average weekly retail prices —
Melbourne — diesel — 1 January to 30 June 2001



142 REDUCING FUEL PRICE VARIABILITY

Source: ACCC data and Informed Sources

Chart A.55: Average daily retail prices and average weekly retail price —
Perth — diesel — 1 January to 30 June 2001

Source: ACCC data and Informed Sources

Chart A.54: Average daily retail prices and average weekly retail price —
Adelaide — diesel — 1 January to 30 June 2001
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Appendix BAppendix BAppendix BAppendix BAppendix B

Industry structure and regulatory framework
This appendix provides a short overview of the structure of the petroleum
industry and its regulatory framework.

Chapter 2 of the Frontier Economics report on the economic implications of
TGP, October 2001 (included in appendix G) also discusses characteristics of
the petroleum industry.

A more detailed account of the industry structure and regulatory framework
can be found in the Commission's 1996 report.

Industry structure
There are currently four major refiner/marketer companies in Australia: BP,
Mobil, Shell and Caltex.  Each operates two refineries across Australia.  To
guarantee supplies of petroleum products in regions where a major does not
have refinery capacity the oil majors participate in formal reciprocal
arrangements (known as refinery exchange agreements).  The Commission
understands that these agreements are primarily articulated in terms of
volumes.

Domestically refined petroleum products are sold to commercial customers
and through retail sites, either directly by refiners or indirectly through
distributors, both branded and unbranded.  Distributors usually buy bulk
product from domestic refiners and deliver it to their own branded, oil major
branded or non-oil major branded retail outlets, as well as supplying end users,
such as primary producers.  As at December 2000, there were approximately
180 distributors in Australia.  Of these, 11 per cent supplied unbranded fuel
and 89 per cent supplied branded fuel.  The oil majors had equity (50 per cent
or more) in about half the distributors supplying branded fuel.

There were 8370 retail sites in Australia at the end of December 2000.3  Of
these, 3432 sites were in metropolitan areas (that is, the capital cities and
major centres) and 4938 sites were in the country.  In terms of volume,
approximately 70 per cent of fuel in 2000 was sold in the metropolitan areas
and 30 per cent in the country.

Retailers operate under different ownership structures and supply
arrangements.  These can be classified into six types: distributor supplied sites,
franchise sites, dealer owned sites, independent chain sites, commission agency
sites and supermarket sites.  These are described below.

3 AIP Service Station Survey, as at end 2000, from the AIP website.
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Distributor supplied sites

Sites that are distributor supplied can be headleased by the distributor, or they
may be operated by independent owner-dealers with supply arrangements from
one or more distributors.  At December 2000, there were 4919 of these sites.
Of these, 2200 sites were supplied by a distributor with refiner/marketer equity.

These sites may carry refiner/marketer branding, own branding or no
branding.  The vast majority (4170) were located in country areas.

Franchise sites

These sites are owned or headleased by the refiner/marketer, but are
franchised.  The franchisee will have a direct contractual arrangement with the
refiner/marketers.  They buy fuel from the refiner/marketer at a wholesale list
price, but may subsequently receive price support.  At December 2000, there
were 2018 franchise sites, most of which (1534) were in metropolitan areas.

With the exception of Caltex (which is prohibited from operating them as a
result of the Caltex/Ampol merger undertakings), the oil majors also retail
fuel through multi-site franchisees.

Dealer owned sites

These sites are usually owned or headleased by independent dealers who have
supply contracts with a refiner/marketer.  At December 2000, there were 556
dealer owned sites (458 of which were in metropolitan areas).  As they cannot
buy fuel on a bulk basis, they have a limited ability to negotiate substantial
discounts on their fuel supplies.

Independent chain sites

These independent chains — such as Liberty, Gull and Matilda — operate sites
mainly in the capital cities and larger regional towns.  They may be supplied by
the oil majors or through imports.  The sales at individual sites are usually on a
commission agency basis.  At December 2000, there were 409 sites operated
by the independent chains.  Most of these (355) were located in metropolitan
areas.

The number of these sites has grown substantially, increasing by almost 200
per cent between December 1994 and December 2000.  As the independent
chains can buy on a bulk basis, most have supply contracts with the oil majors
and they may receive substantial discounts.

Commission agency sites

These sites are owned or headleased by a refiner/marketer.  At December
2000, there were 315 commission agency sites, most of which (253) are
located in metropolitan areas. They are also usually the sites with higher sales
volume.
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Supermarket sites

These sites are owned or headleased by a supermarket chain (such as
Woolworths).  They are mainly located in the metropolitan areas and the larger
regional centres.  At December 2000, there were 153 supermarket sites of
which 83 were located in metropolitan areas.

Regulatory framework
Three Commonwealth Acts apply to retailing in the petroleum industry:

• The Trade Practices Act 1974 (TPA), which prohibits corporations from
engaging in a range of anti-competitive market conduct and unfair business
practices.

• The Petroleum Retail Marketing Sites Act 1980 (Sites Act), which restricts
the number of sites the oil majors can own and operate.

• The Petroleum Retail Marketing Franchise Act 1980 (Franchise Act), which
deals with the relationship between franchisees and franchisors by setting
minimum terms and conditions for franchise agreements.

Only the TPA applies to all industry players.  The Sites Act applies only to the
oil majors — the independent chains are excluded from the scope of the Sites
Act.  The Franchise Act is relevant only to the oil majors, because only the oil
majors operate franchising networks.  Oil majors have increased their use of
multi-site franchises in recent years, possibly as a way to get around the Sites
Act.
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Appendix CAppendix CAppendix CAppendix CAppendix C

Welfare effects of price variability
Frederick Waugh established in 1946 that consumers gain from price
fluctuations and therefore lose from price stabilisation.4  The exposition of
Waugh's analysis outlined here is broadly based on the description in Massell.5

Waugh assumed that there was a negatively sloped demand curve and that
consumers are price takers.6

Consumer surplus under fluctuating prices
Assume that consumers are faced with two competitively determined prices
(P1 and P2) with equal probability of each price occurring.  In the diagram
their consumer surplus (CS) can be written as follows:

CS = a+b+c+d+e+f+g+h where the price is P1

and

CS = a where the price is P2

Therefore, their combined expected consumer surplus is equal to

CSv = 0.5 a + 0.5 (a+b+c+d+e+f+g+h)

       = a + 0.5 (b+c+d+e+f+g+h)

where (0.5) is the probability of P1 or P2 occurring.

4 Waugh, F; 'Does the Consumer Benefit From Price Instability', Quarterly Journal of
Economics, 57, 1944, pp. 602-14.
5 Massell, B; 'Price Stabilisation and Welfare', Quarterly Journal of Economics, 83, 1969,
pp. 284-298.
6 It can be assumed that for a product like petrol the Marshallian demand curve will be a good
approximation of the Hicksian demand curve and therefore that changes in consumer surplus are
a good approximation of compensating variations in income.  The degree of approximation in
using the change in consumer surplus rather than the compensating variation is analysed by
R. Willig, 'Consumer's Surplus Without Apology', American Economic Review, 66, 1976,
pp. 589-97.
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Consumer surplus under a fixed price
Now assume that consumers are faced instead with a certain price (P3).  P3 is
the average of P1 and P2.  In the diagram their expected consumer surplus can
be written as follows:

CSs = a+b+c+d

Comparison
When the market price is P3, compared with the outcome under fluctuating
prices, consumers will lose consumer surplus represented by the area e+f+g+h
and gain consumer surplus represented by areas b+c+d.

Given that the area e+f+g+h is greater than the area b+c+d there is a net loss in
consumer surplus if price is stabilised at P3.

The area identified in the diagram by the shaded area is the net loss in
consumer surplus:

CSv - CSs = a + 0.5 (b+c+d+e+f+g+h) - a-b-c-d

      =  -0.5 (b+c+d) + 0.5 (e+f+g+h)

as b+c+d = e+f+h then

CSv - CSs = 0.5 g
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Appendix DAppendix DAppendix DAppendix DAppendix D

Western Australian fuel pricing arrangements

Background

Following consideration of Getting a Fair Deal for Western Australian
Motorists (the October 2000 report of the Western Australian Parliament's
Select Committee on the Pricing of Petroleum Products), the former Western
Australian Government began implementing a package of arrangements
relating to fuel prices.  It passed the Petroleum Products Pricing Amendment
Act 2000 concerning the pricing of petroleum products in late 2000.  The Act
provided for:

• retail prices being fixed for a 24-hour period; and

• establishment of a MWP for motor fuels.

The Court Government also intended introducing legislation to allow retailers
to source up to 50 per cent of their fuel from sources other than their primary
supply.  Other measures to be introduced (such as retail price caps) would
tackle the widening gap between city and country motor fuel prices.

The Gallop Government has continued with this package as a matter of
priority from February 2001. These arrangements are outlined in more detail
below.

The Western Australian Government's main objectives are to bring about
conditions that will deliver:

• greater competition at both the wholesale and retail levels;

• a fairer and more transparent petroleum market;

• greater price transparency to industry and consumers;

• a reduction in the volatility of metropolitan retail prices; and

• a reduction in the differential between city and country fuel prices.

Pricing arrangements

24-hour rule

Arrangements that took effect from 2 January 2001 included the following:

• Fuel retailers had to fix the price of all grades of petrol, diesel and LPG for
each calendar day, between 12.00 midnight and 12.00 midnight.

• Prices could not be moved up or down during this period.

• Retailers were required to inform the then Ministry of Fair Trading (now
the Department of Consumer and Employment Protection) by 2.00 p.m.
each day any price change that would apply for the following day's trading.

• Pricing information was available to consumers and other retailers via a
telephone hotline or the FuelWatch website.
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However, there was a loophole in the legislation.  Under it, retailers
nominated their price for the next day, but they were not required to move to
that price.  They could also switch between their nominated price and the
previous day's price during the day.

Under the Petroleum Products Pricing Amendment Regulations (No. 2) 2001
this loophole was closed from 24 August 2001.

This regulation also changed the 24-hour time period to 6.00 am to 6.00 am.
Retailers had been concerned that their staff would face safety risks when
changing prices at midnight.

Maximum wholesale price

On 12 April 2001 MWP arrangements were introduced.  The Government
specified six terminals in the metropolitan areas and 11 in non-metropolitan
areas that were subject to a regulated wholesale price cap.

The then Ministry of Fair Trading determined these price caps, using an
import parity pricing model, which was based on:

• the relevant Singapore refined product spot price converted into Australian
dollars per litre;

• shipping freight rates adjusted monthly;

• a quality adjustment for Western Australian fuel specifications (0.85 cpl);

• insurance and wharfage costs (0.4 cpl);

• terminalling costs and wholesale margin (2.5 cpl); and

• excise and GST.

The non-metropolitan terminal price caps incorporated truck freight
differentials ranging from 0.7 to 1.0 cpl.

Other conditions were:

• The price cap applied to resellers that were not subject to an agreement or
arrangement affecting price and took delivery at the terminal.

• The price cap did not affect the right of the supplier to charge an additional
component when additional services were provided to a person who was not
a reseller.

• A supplier had to calculate their product prices (subject to the maximum for
each product) and notify the Prices Commissioner at the then Ministry of
Fair Trading by 4.00 p.m. on the day before the date of supply;

• The MWP could not be exceeded for a 24-hour period commencing on
midnight on the day of supply;

• The MWP was available on the FuelWatch website.

Under the Petroleum Products Pricing (Maximum Wholesale Price) Order
(No. 4) 2001 the MWP arrangements were modified from 21 August 2001
and included:

• revoking the previous MWP Orders;

• only declaring regular unleaded petrol under the arrangements — other
fuels would  be declared at later dates once their formulas had been revised;



150 REDUCING FUEL PRICE VARIABILITY

• revising the formula under which the MWP for regular unleaded petrol is
set.  This was altered in two ways:

• changing the relevant Singapore spot price for regular unleaded fuel to
the lesser of the cost of 92 Research Octane Number (RON) fuel plus
a quality adjustment premium7 or 95 RON fuel; and

• incorporating an additional premium (0.8 cpl) to the freight rates;

• only specified metropolitan terminals would be subject to the price cap until
the freight rates to regional terminals could be recalculated;

• the Prices Commissioner now calculates the MWP cap, not the suppliers.
However they have the opportunity to nominate a price equal to or less than
the MWP.

The other conditions remained the same.

50/50 legislation

The Government amended the Petroleum Retailers Rights and Liabilities Act
1982 in June 2001 to allow a retailer to buy up to 50 per cent of their fuel
from sources other than the primary supply.  The amendments were designed
to overcome problems that allowed the initial legislation to be challenged in
the Supreme Court in 1991.  The amended legislation will apply to all
contracts signed after 10 February 2001 (the date of the State election).

The 50/50 arrangements have not yet been implemented because the
Petroleum Legislation Amendment Bill 2001 is yet to be proclaimed.

Penalties

Once the Amendment Bill containing the new 50/50 legislation is proclaimed
the penalties for breaches of all current regulatory reforms will be increased.
Currently maximum penalties are up to $4000 for an individual and $10 000
for a corporation for each offence.  These will be increased to $20 000 and
$100 000 respectively.

Price boards

A new regulation was implemented in July 2001 requiring retailers in the
district of Albany to display the prices of three products (including unleaded
petrol) so that they were clearly visible to passing motorists.  The arrangements
came into effect from 18 August 2001.

In October 2001 the Western Australian Government decided to extend the
application of the regulation to other major regional centres in Western
Australia.

Arrangements for the introduction of mandatory price boards in 16 regional
centres took effect from 23 November 2001, with other regions to follow once
they have implemented appropriate by-laws.

7 The quality adjustment premium is based on a formula which incorporates both a fixed
component and a variable component.  The net effect is that since the fixed component is 1.5 cpl
the quality adjustment premium is at least 0.65 cpl higher than the previous quality adjustment
premium.
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Regional retail price caps

The Government proposes to establish retail price caps in selected regional
centres.  The MWP will form the cornerstone of the retail price cap formula
with additional costs (likely to be specific in each regional centre) such as
location surcharge, fixed costs and margins, delivery charges and GST.
Consultation with the community and industry will take place before regional
retail price caps are implemented.

Views in the submissions
On the basis of the submissions received by the Commission, it is clear that
most industry participants do not support the arrangements in Western
Australia.

Oil majors
The AIP and Caltex did not support the 24-hour rule in Western Australia.
The AIP stated in its submission that such a rule would:

…lead to higher petrol prices as it limits the ability of all
participants in the market to react to price changes of competitors.
In other words we believe that competition would be less.
[AIP submission, p.1]

Mobil did not specifically comment on the Western Australian arrangements,
but indicated that it did not support any measures that involved the imposition
of regulation.

BP, on the other hand, suggested that the 24-hour rule was worth a trial as it
required all dealers to seriously consider their pricing policy in advance, rather
than invoke a knee-jerk reaction to competitors' price changes.

Regarding the MWP, the AIP commented that:

The rigidities of this approach might mean that a Maximum
Wholesale Price (MWP), which is in line with market realities
today, might not be so tomorrow and supplies might cease until
Minister Kobelke adjusted the MWP.  Suppliers, therefore, could
not react to market pressures under the Western Australian
approach to setting a MWP.  In addition, the invoicing and other
requirements associated with the MWP regulation constitute a
substantial administrative burden on the industry.
[AIP submission, p. 2]

BP commented that wholesale price regulation is fraught with difficulty and
involves second guessing the market.  It noted that:

If too low, it is anti-competitive, driving out marginal players,
discouraging investment and supply, and preventing freedom of
entry into the market.  The WA MWP thus far has been an
example of this.

If too high, it is irrelevant, except for the fact that the market in its
cycles may strive for this price and exacerbate the cycle.
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If "just right" (and that is difficult) it is superfluous because the
market will achieve this anyway.  [BP submission, p. 8]

Caltex on the other hand, commenting on TGP in Western Australia and
Victoria, noted that:

In neither jurisdiction is it seen [as] having any effect on price
variability as there is no regulation banning discounting.
[Caltex submission, p. 7]

Independents
The independent chains did not view the Western Australian 24-hour rule
favourably.  Gull, the largest independent operator in Western Australia,
commented that:

This regulation has had the effect of removing our flexibility to
match a market….We can no longer match the bottom of the
market reliably.  [Gull submission, p. 2]

This sentiment was echoed by Woolworths, 7-Eleven and Liberty.  Woolworths
noted:

The independents are forced to maintain lower pricing than the
majors, without the ability to respond, either up or down, to
competition without risking 'no sales' or 'profitless sales'.
[Woolworths submission, p. 3]

The primary concern of independents is that this rule reduces their ability to
compete in the marketplace.

With regard to the MWP arrangements Gull commented that the MWP had:

…been introduced based on a supposed Import Parity Price.  This
however is illogical as under the WA Government's "Clean Fuels
Regulations" the availability of product which meets the
specifications and can be imported is non-existent….At the current
formula Gull could not sell product profitably into the market.
[Gull submission, pp. 2-3]

Industry organisations
The MTAA, the MTA-Q and the SSA did not favour the 24-hour rule because
of its impact on retailers.  The SSA commented that the 24-hour rule:

…will prevent dealers from responding immediately to competitive
movements which may cause significant loss of business.  It
removes flexibility at the dealer level to adequately respond.
[SSA submission, p. 5]

The PMAA suggested that the MWP legislation in Western Australia has not
been enforced properly and has had no impact on the buy price for
independents.  The MTAA noted that:

Not one litre of fuel has changed hands at the MWP because the
oil majors have been unwilling to supply at that price.
[MTAA submission, p. 4]
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The APADA commented that suppliers are telling its members that only firm
supply arrangements are being met because the suppliers are unwilling to
supply at the MWP.  This is leading to increasing product shortages.

Consumer organisations
Several consumer organisations commented that the 24-hour rule was
adversely affecting prices.

The RACV and the NRMA both noted that this system may lead to higher
prices.  The NRMA cited a conversation with the Royal Automobile Club of
Western Australia that 'suggest[s] that the average price has increased when
compared to other States.'  [p. 5]

The AAA said that it did not support the 24-hour rule at this stage and noted
the Commission's comment in the June 2001 discussion paper that it is too
early to judge whether the system introduced in Western Australia has met its
objectives.

None of the consumer organisations commented on the MWP arrangements
in Western Australia.

Governments
The Western Australian Government suggested that the 24-hour rule has
introduced price certainty and price transparency into the petroleum motor
fuels market.  It also asserted that consumers have not had to accept higher
average prices in return for price certainty.

The New South Wales Department of Fair Trading noted that the effectiveness
of the 24-hour rule has yet to be fully assessed. CBAV commented:

Recent indications are that independents in WA are being put
under financial pressure by the new requirements, which may
endanger their long-term viability.  [CBAV submission, p. 6]

The Northern Territory Government commented that on the basis of the
CCIWA findings on the Western Australian regulations, it believes 'there is no
real rationale for government intervention in the retail petroleum market to
"smooth" petrol price variability'. [p. 2]

The Queensland Government suggested that the results from Western
Australia did not appear encouraging.

The initiative seems not to have generated significant community
savings, was costly to implement and has been criticised by major
business, consumer groups and independent fuel retailers.  Perhaps
most seriously of all the initiative appears to have had an adverse
impact on the operations and viability of independent fuel retailers
— who remain an important player in achieving fair and
competitive petrol prices.
[Queensland Government submission, pp. 2–3]

Apart from the Western Australian Government, which supported its own
arrangements, none of the Government submissions commented directly on
the Western Australian MWP arrangements.
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Others
The CCIWA produced a paper in May 2001 entitled Issues and Policies in
Respect of Vehicle Fuel Price Regulation in Western Australia.  It stated that:

…the 24-hour rule has eliminated volatility over the course of a
day but has at best only muted variability over the course of a week
or through the discounting cycle.  And, almost certainly, it has
achieved greater stability at a cost of higher average prices.
[CCIWA submission attachment, p. 7]

The CCIWA also noted that by smoothing the peaks and troughs of the
discount cycle, the regulation raises the minimum price available to bargain
hunters resulting in the legislation having a high social cost.  In its submission
it further noted that the regulations have changed the predictability of the
price cycle thus limiting consumers' ability to take advantage of the low point
of the cycle.

The CCIWA criticised the MWP arrangements for only applying to spot sales,
when the spot sale market in Western Australia is relatively small.  It also stated
that oil majors are critical that the price is below their supply cost.

Experience of the Western Australian arrangements

24-hour rule

Between 2 January and 23 August 2001 the 24-hour rule has not been
operating as fully intended because of the loophole in the original legislation.

While the Western Australian Government's submission acknowledged the
loophole, it did so in a low-key way referring to it only in a footnote.8

However, the Minister for Consumer Affairs, the Hon. John Kobelke MLA,
considered the loophole to be more significant in March 2001.  On 20 March
he commented in a media release:9

Most Perth service stations are abusing the FuelWatch monitoring
system and deceiving motorists by failing to change their petrol
price to their nominated level or changing prices to take advantage
of peak trading times.

He also said:

When FuelWatch first began there was about 98 per cent
compliance but now there is about 80 per cent non-compliance.

Analysis of two forms of data from Informed Sources shows that retailers were
using the loophole.

First, data on price movements within a day  (see table 2.13 in chapter 2)
shows that from 29 January to 25 February 2001, Perth retail petrol prices
changed on average 0.66 times per 24-hour period (the first price setting in a

8 Western Australian Government submission, p. 10.
9 The Hon. John Kobelke MLA, Minister for Consumer Affairs, "Motorists being deceived by
fuel loophole: Minister"  Media Statement, 20 March 2001.
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day was not counted as a change).  If the 24-hour rule was operating as
intended, this figure should be zero.

Second, FuelWatch data on average daily petrol prices in Perth between
1 January and 19 July 2001 (provided in the Western Australian Government's
submission) has been compared with similar data from Informed Sources.  On
average the FuelWatch data was 0.4 cpl higher than the Informed Sources
data.  However the FuelWatch data ranged from being 2.1 cpl higher than the
Informed Sources data on one day, to being 1.0 cpl lower on another.

Some of the difference between the FuelWatch data and Informed Sources
data may be due to differences in collection methodologies.  Informed Sources
monitors approximately 300 out of 410 retail sites in Perth, or 73 per cent of
the market, while FuelWatch monitors all of the market.

As the loophole in the 24-hour rule has only been closed since 24 August 2001
it is too early to determine whether the revised rule has had any effect on retail
prices.

Maximum wholesale price arrangements

The MWP arrangements have also not been operating as intended.

In a response to a Question on Notice in the Western Australian Parliament on
11 September 2001, the Minister for Consumer and Employment Protection,
the Hon. John Kobelke MLA, indicated that no fuel had been sold at the listed
MWP since the inception of the MWP system.10  The Commission understands
that, as at 30 November 2001, this is still the case.

It appears that under the original April 2001 MWP formula the MWP may
have been set so low that declared suppliers did not want to sell fuel at that
level.

In May 2001, Shell Australia Senior Adviser, Vincent Cosgrove, was reported
as saying:11

The Government had miscalculated the wholesale price and set it
7 [cpl] too low.

Later in May 2001, the Chief Executive of Liberty, Mark Kevin, said:12

As much as I hate to agree with the oil companies on this, the
price is about 5 [cpl] too low.

After the revisions to the MWP formula in August 2001, it appears that the
MWP was set so high that retailers and wholesalers did not want to purchase
fuel at the MWP.

10 Parliamentary Hansard, Western Australian Government — Legislative Assembly, 11
September 2001, p. 3603.
11 "Opponents Blast WA's Fuel Policy", The West Australian, 4 May 2001, p. 6.
12 "Law Blamed for Fuel Rise", The West Australian, 25 May 2001, p. 3.
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13 "Rethink on Fuel Prices Urged", The West Australian, 28 September 2001, p. 40.

The Executive Director of the Motor Trades Association of Western Australia,
Mr Peter Fitzpatrick said:13

The new formula was set so high as to be almost meaningless to
independent retailers, who had to sell fuel at lower than cost price
if they were to compete with the bowser prices offered by the
major companies.

Data analysis

Movements in average daily prices

Chart D.1 shows the movement in average daily retail petrol prices in Perth
from 1 October 2000 to 31 October 2001.

The price cycles are clearly apparent in the final three months of 2000 before
the new arrangements began.  Between 1 October and 31 December 2000
the average variation of price cycles was 6.2 cpl and the average duration was
8.4 days.

After 2 January 2001 when the 24-hour rule began the price cycles lost their
regular pattern and when they did occur they were of a smaller variation and
longer duration.  This trend continued until the end of April 2001.  During
this time the average variation of price cycles was 4.7 cpl and the average
duration was 13.6 days.

However, from 1 May to 31 October 2001 price cycles have re-emerged on a
regular basis.  Over this period, the average variation of price cycles was 5.8 cpl
and the average duration was 9.5 days.

The average variation and duration of price cycles from 1 May to 31 October
2001 are not materially different from those between 1 October and
31 December 2000.

The loophole in the 24-hour rule was closed from 24 August 2001.  Between
then and the end of October 2001, the average variation of price cycles was
5.7 cpl and their average duration was 9.6 days.
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Perth prices compared with Sydney and Melbourne prices

Chart D.2 shows average weekly retail petrol prices for Perth, Melbourne and
Sydney from 1 October 2000 to 28 October 2001.14

Between 1 October and 31 December 2000 average weekly retail petrol prices
in Perth were broadly in line with prices in Sydney and Melbourne, apart from
the last few weeks of December 2000 when Perth prices were below Sydney
and Melbourne.

After the 24-hour rule began on 2 January 2001, average weekly petrol prices
in Perth remained below those in Sydney and Melbourne for most of January
2001.  Between February 2001 and April 2001, they moved back in line with
prices in Sydney and Melbourne.  In May 2001, average weekly retail petrol
prices in Perth were above prices in Sydney and Melbourne.  Between June
and October 2001 Perth prices have been more frequently above Sydney and
Melbourne prices (with a couple of significant spikes) than they have been
below.

14 It is acknowledged that each capital city market in Australia has its own special characteristics
(such as geographic size, population, number of retailers, number of independents, etc).
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Table D.1 compares the quarterly average retail prices in the three cities,
demonstrating how Perth's relative position has changed over the four
quarters.  The analysis is quarterly to remove the influence of any short-term
fluctuations in prices.

Table D.1: Comparison of quarterly average retail prices —
Perth, Melbourne and Sydney — unleaded petrol —
December quarter 2000 to September quarter 2001

PerPerPerPerPerththththth MelbourMelbourMelbourMelbourMelbournenenenene SydneySydneySydneySydneySydney DifDifDifDifDiff b/wf b/wf b/wf b/wf b/w DifDifDifDifDiff b/wf b/wf b/wf b/wf b/w
PerPerPerPerPerth andth andth andth andth and PerPerPerPerPerth andth andth andth andth and
MelbourMelbourMelbourMelbourMelbournenenenene SydneySydneySydneySydneySydney

cpl cpl cpl cpl cpl

Dec Qtr 2000Dec Qtr 2000Dec Qtr 2000Dec Qtr 2000Dec Qtr 2000 93.6 94.4 95.3 -0.8 -1.7
Mar Qtr 2001Mar Qtr 2001Mar Qtr 2001Mar Qtr 2001Mar Qtr 2001 90.2 91.5 91.7 -1.3 -1.5
June Qtr 2001June Qtr 2001June Qtr 2001June Qtr 2001June Qtr 2001 93.6 91.9 93.3 1.7 0.3
Sept Qtr 2001Sept Qtr 2001Sept Qtr 2001Sept Qtr 2001Sept Qtr 2001 86.9 85.1 86.5 1.8 0.4

   Source:  ACCC data and Informed Sources

Table D.1 shows that for the December quarter 2000 (before the new
arrangements began), Perth's average retail price was 93.6 cpl, which was 0.8
cpl below Melbourne and 1.7 cpl below Sydney.  For the March quarter 2001,
Perth's average retail price was 1.3 cpl below Melbourne and 1.5 cpl below
Sydney.

In the June and September 2001 quarters there has been a turnaround.  For
the June quarter 2001 Perth's average retail price was 1.7 cpl above
Melbourne and 0.3 cpl above Sydney.  For the September quarter 2001 Perth's
price was 1.8 cpl above Melbourne and 0.4 cpl above Sydney.

Average retail prices compared with the import parity indicator

The Commission has compared average retail petrol prices in Perth with the
IPI.  As noted in chapter 2 the IPI is a useful benchmark against which to
compare movements in average retail prices.

Chart D.3 shows Perth average daily retail prices and the IPI from 1 October
2000 to 31 October 2001.

Chart D.3 indicates that from 1 October to 31 December 2000 prices moved
frequently around the IPI.  During this time average retail prices were above
the IPI on 37 per cent of days.

From 1 January to 30 April 2001 prices moved around the IPI much less
frequently, rising above the IPI on only 3 per cent of days.

From 1 May to 31 October 2001 prices began to move above the IPI more
often, in a similar fashion to the period 1 October to 31 December 2000.
Over this period prices were above the IPI on 25 per cent of days.
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Table D.2 shows the difference between average monthly retail petrol prices
and the IPI for the five major metropolitan cities between October 2000 and
September 2001.  The larger the negative number, the greater the extent to
which retail prices are lower than the IPI.

Table D.2: Monthly difference between average retail petrol prices and the
IPI for the five major metropolitan cities — October 2000 to
September 2001

PerPerPerPerPerththththth SydneySydneySydneySydneySydney MelbourMelbourMelbourMelbourMelbournenenenene BrisbaneBrisbaneBrisbaneBrisbaneBrisbane AdelaideAdelaideAdelaideAdelaideAdelaide

cpl cpl cpl cpl cpl

October 2000 -1.18 -0.19 0.01 -1.86 -2.08
November 2000 -1.32 -1.43 -2.59 -3.49 -2.22
December 2000 -1.57 2.47 2.25 -2.41 -0.74
— December— December— December— December— December
Qtr 2000Qtr 2000Qtr 2000Qtr 2000Qtr 2000 -1.36 0.28 -0.11 -2.59 -1.68

January 2001 -4.35 -1.79 -0.72 -3.64 -4.06
February 2001 -3.23 -1.51 -1.67 -2.82 -1.98
March 2001 -2.21 -1.88 -2.15 -2.29 -2.84
— Mar— Mar— Mar— Mar— Marchchchchch
Qtr 2001Qtr 2001Qtr 2001Qtr 2001Qtr 2001 -3.26 -1.73 -1.51 -2.91 -2.96

April 2001 -4.54 -3.17 -3.09 -4.07 -2.74
May 2001 -1.28 -3.03 -5.19 -3.18 -1.73
June 2001 -2.08 -2.45 -3.19 -3.56 -0.78
— June— June— June— June— June
Qtr 2001Qtr 2001Qtr 2001Qtr 2001Qtr 2001 -2.63 -2.88 -3.82 -3.60 -1.75

July 2001 -1.90 -2.13 -4.31 -1.11 0.18
August 2001 -3.03 -3.69 -2.93 -2.46 -2.29
September 2001 -2.51 -2.92 -4.34 -2.12 -2.47
— September— September— September— September— September
Qtr 2001Qtr 2001Qtr 2001Qtr 2001Qtr 2001 -2.48 -2.92 -3.86 -1.90 -1.53

Source:  ACCC data and Informed Sources

Table D.2 shows that for the December quarter 2000, average retail petrol
prices in Perth were below the average IPI by 1.36 cpl on average.  For the
quarter after the start of the 24-hour rule (that is, the March quarter 2001),
average retail petrol prices in Perth were below the IPI by 3.26 cpl on average.
Since the March quarter 2001 this differential has been decreasing and by the
September quarter 2001 average retail petrol prices in Perth were below the
IPI by 2.48 cpl.
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A comparison of Perth prices with the other major metropolitan cities shows
that:

• For the December quarter 2000, the extent to which average monthly retail
petrol prices were below the average IPI was greatest in Brisbane (2.59 cpl)
and lowest in Sydney (0.28 cpl above the IPI).  Perth was the third lowest
(1.36 cpl).

• For the September quarter 2001, the extent to which average monthly retail
petrol prices were below the average IPI was greatest in Melbourne (3.86
cpl) and lowest in Adelaide (1.53 cpl).  Perth was third lowest (2.48 cpl).

• Comparing the averages for the December quarter 2000 and the September
quarter 2001, the extent to which average monthly retail petrol prices were
below the average IPI is greater in three out of five cities (all but Adelaide
and Brisbane).  The largest increase was 3.75 cpl in Melbourne, and the
smallest increase was 1.12 cpl in Perth.  Adelaide and Brisbane showed a
decrease in the differential of 0.15 cpl and 0.69 cpl, respectively.

Conclusions
Analysis of average retail petrol prices in Perth since the introduction of the
new fuel pricing arrangements shows that:

• For the June quarter 2001 and the September quarter 2001, average retail
petrol prices in Perth have been higher than those in Sydney and
Melbourne.  In the previous two quarters Perth average retail petrol prices
were lower than in Sydney and Melbourne;

• The new arrangements appeared initially to decrease the average variation
and increase the average duration of price cycles in Perth.  However, data
since the end of April 2001 suggests that there is now no material difference
between the average variation and the average duration under the new
arrangements compared with those under the previous arrangements.
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Appendix EAppendix EAppendix EAppendix EAppendix E

Victorian terminal gate pricing arrangements

Introduction

Mr Russell Savage, MLA, Member for Mildura, introduced the Petroleum
Products (Terminal Gate Pricing) Bill in the Victorian Legislative Assembly
on 6 September 2000.  After amendment, the Bill was passed on
15 November 2000.

The Petroleum Products (Terminal Gate Pricing) Act 2000 (Petroleum
Products Act) came into operation on 1 August 2001.  It requires declared
suppliers to set a terminal gate price for the sale or supply of declared
petroleum products to wholesalers, distributors and retailers.  The terminal
gate price is the base price at which declared petroleum products are first sold
into the wholesale market in Victoria.

The aim of the Petroleum Products Act is to:

• increase the transparency of petrol and diesel pricing in Victoria; and

• provide access to product at terminals at competitive wholesale prices for all
distributors and retailers.

The Government noted that it does not expect the Act to affect prices to
consumers in the short term.  However, by opening new opportunities for
distributors and retailers, the Petroleum Products Act may ultimately lead to
more competitive prices being available to consumers.

Terminal gate pricing arrangements
Under the Petroleum Products Act the terminal gate price is determined by
adding together:

• the landed international product price;

• excise and other taxes payable by a declared supplier;

• a margin which represents a reasonable cost for establishing and operating a
terminal; and

• GST on the total amount.

The criteria which a declared supplier must use to determine the landed
international product price for a declared product (outlined in an Order in
Council) are:

• for domestically refined product — a spot price, an amount for freight costs,
a provision for insurance and loss, and wharfage charges; and

• for imported product — either the actual amount paid for the imported
product or the criteria applying to domestically refined product.
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A Determination specifies the criteria which a declared supplier must use to
calculate the spot price and the freight costs.  For the spot price, a declared
supplier can use the relevant Platts Singapore Product Assessment (Spot) Price
(PSPASP), or the closest PSPASP adjusted by an appropriate premium or
discount determined by the supplier, or a weighted average of two or more
PSPASPs.  For freight costs, a declared supplier can use notional freight costs
based on Worldscale rates and the Average Freight Rate Assessment (AFRA)
adjustments or, when product is imported, the actual freight costs.

The Petroleum Products Act places several requirements on the declared
suppliers of declared petroleum products.

The declared suppliers are: BP, Caltex, Shell, Mobil, and Trafigura when it sells
or supplies declared products from the import terminal at Hastings.

The declared products are: petrol — leaded/96 RON, petrol — lead
replacement/96 RON, petrol — unleaded/regular/91 to 93 RON, petrol —
unleaded/premium/95 to 98 RON, and diesel.

The requirements for the declared suppliers are:

• Declared suppliers must publicly advertise a terminal gate price for declared
petroleum products and may only change it once in 24 hours.

• Contracts between suppliers and distributors or retailers will be based on the
terminal gate price plus additional services, less discounts or rebates.

• The Petroleum Products Act applies to contracts and (contract
renewals) entered into after 1 August 2001:

• Contracts entered into between 1 November 2000 and 1 August
2001 become void to the extent that they are inconsistent with the
Petroleum Products Act.  However, the contract otherwise remains
in force.

• Contracts entered into before 1 November 2000 are not required to
be in line with the Petroleum Products Act.

• Invoices must identify the terminal gate price plus the price of additional
services that relate to the load, less discounts or rebates.

• Declared suppliers must provide access to product from the terminal at the
terminal gate price.  Access can only be denied in specified circumstances.

The Victorian Government will regularly monitor and report on the impact of
the TGP arrangements on petrol and diesel pricing in Victoria.

Experience of the Victorian arrangements
The Victorian TGP arrangements began on 1 August 2001, with a two-week
transition period. From 14 August 2001 all five declared suppliers in Victoria
were publishing their terminal gate prices.

This analysis examines the terminal gate prices of regular unleaded petrol of
the five declared companies between 14 August and 31 October 2001.15 There
were 79 days over that time.

15 The Victorian data was obtained either directly from the declared companies or from their
websites.
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Terminal gate prices of the five declared companies

Chart E.1 shows the terminal gate prices of the five declared companies from
14 August to 31 October 2001.

It can be seen that:

• Mobil generally had the highest terminal gate prices compared with the
other companies.

• Mobil had the highest terminal gate prices on 59 out of 79 days
(75 per cent).

• Shell generally had the lowest terminal gate prices compared with the other
companies.

• Shell had the lowest terminal gate prices on 61 out of 79 days
(77 per cent).

The average difference between the highest terminal gate price and the lowest
was 2.5 cpl.

• The largest difference on any given day between the highest and the lowest
terminal gate price was 6.7 cpl on 28 September 2001.

• The smallest difference on any given day between the highest and the lowest
terminal gate price was 0.7 cpl on 17 October 2001.
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Terminal gate prices of the five declared companies and average
daily retail unleaded petrol prices in Melbourne

Chart E.2 shows the terminal gate prices of the five declared companies and
Melbourne average daily retail unleaded petrol prices between 14 August and
31 October 2001.  It shows that:

• At least one of the terminal gate prices of the five declared companies was
above average daily retail unleaded petrol prices in Melbourne on 22 days
(28 per cent).

• These occasions were 15-16, 23-24 and 29-31 August, 5-6, 11-21,
and 28 September and 9 October 2001.

• All of the terminal gate prices of the five declared companies were aboveaboveaboveaboveabove
average daily retail unleaded petrol prices in Melbourne during the six days
between 14-19 September 2001 (8 per cent of days);

• All of the terminal gate prices of the five declared companies were belowbelowbelowbelowbelow
average daily retail unleaded petrol prices in Melbourne on 57 days
(72 per cent).

• These periods were 14, 17–22 and 25–28 August, 1–4, 7–10, 22–27,
and 29–30 September, and 1–8 and 10–31 October 2001.
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Table E.1 shows the average difference between average daily retail unleaded
petrol prices in Melbourne and the terminal gate prices of the five declared
companies from 14 August to 31 October 2001.  It also shows the largest
positive and largest negative difference between average daily retail unleaded
petrol prices in Melbourne and the terminal gate prices of the five declared
companies.

Table E.1: Difference between average retail unleaded petrol prices in
Melbourne and the terminal gate prices of the five declared
companies — 14 August to 31 October 2001

TTTTTrafigurarafigurarafigurarafigurarafigura BPBPBPBPBP CaltexCaltexCaltexCaltexCaltex MobilMobilMobilMobilMobil ShellShellShellShellShell

cpl cpl cpl cpl cpl

AAAAAverageverageverageverageverage 3.3 3.3 2.8 2.0 4.1
LarLarLarLarLargest positivegest positivegest positivegest positivegest positive
difdifdifdifdifferferferferferenceenceenceenceence 10.2 8.8 9.6 8.9 10.4
LarLarLarLarLargest negativegest negativegest negativegest negativegest negative
difdifdifdifdifferferferferferenceenceenceenceence 3.5 3.4 4.1 6.5 2.2

Source: Informed Sources, BP, Caltex, Mobil, Shell and Trafigura

• The average difference between average daily retail prices in Melbourne and
the terminal gate prices of the five declared companies ranged from 2.0 cpl
(for Mobil) to 4.1 cpl (for Shell).

• The average difference across the five declared companies was 3.1 cpl.

• The greatest extent by which the average daily retail price in Melbourne
exceeded a terminal gate price of one of the five declared companies over
this period was 10.4 cpl for Shell's terminal gate price on 26 October 2001.
The average retail price in Melbourne was 85.4 cpl and Shell's terminal gate
price was 75.0 cpl.

• The greatest extent by which a terminal gate price of one of the five
declared companies exceeded the average daily retail price in Melbourne was
6.5 cpl for Mobil's terminal gate price on 18 September 2001.  Mobil's
terminal gate price was 92.1 cpl and the average retail price was 85.6 cpl.

Chart E.3 shows the average of the terminal gate prices of the five declared
companies and Melbourne average daily retail prices from 14 August to 31
October 2001.  It can be seen that:

• The average of the terminal gate prices of the five declared companies was
above the average daily retail price in Melbourne at the trough of the price
cycles in August and September.  The average of the terminal gate prices of
the companies was above the average daily retail price in Melbourne on 15
of 79 days (19 per cent).

• For the nine days between 13-21 September, average daily retail prices in
Melbourne were constantly below the average of the terminal gate prices of
the five declared companies.
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• The greatest extent by which the average of the terminal gate prices of the
five declared companies exceeded the average daily retail price in Melbourne
was 3.9 cpl on 18 September 2001.  The average of the terminal gate prices
of the companies was 89.5 cpl and the average daily retail price in
Melbourne was 85.6 cpl.

• The greatest extent by which the average daily retail price in Melbourne
exceeded the average of the terminal gate prices of the five declared
companies over this period was 9.5 cpl on 26 October 2001.  The average
of the terminal gate prices of the companies was 75.9 cpl and the average
retail price in Melbourne was 85.4 cpl.
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Terminal gate prices of the five declared companies and the
import parity indicator for Melbourne

Chart E.4 shows the terminal gate prices of the five declared companies and
the unleaded petrol IPI for Melbourne from 14 August to 31 October 2001.

Table E.2 shows the average difference between the IPI for Melbourne and the
terminal gate prices of the five declared companies.  It also shows the largest
and smallest difference between the IPI for Melbourne and the terminal gate
prices of the companies.

Table E.2: Difference between Melbourne IPI and the terminal gate prices
of the five declared companies — unleaded petrol — 14 August
to 31 October 2001

TTTTTrafigurarafigurarafigurarafigurarafigura BPBPBPBPBP CaltexCaltexCaltexCaltexCaltex MobilMobilMobilMobilMobil ShellShellShellShellShell

cpl cpl cpl cpl cpl

AAAAAverageverageverageverageverage 6.1 6.1 5.6 4.8 7.0
LarLarLarLarLargest difgest difgest difgest difgest differferferferferenceenceenceenceence 8.4 9.3 7.3 7.2 9.3
Smallest difSmallest difSmallest difSmallest difSmallest differferferferferenceenceenceenceence 5.3 0.9 2.6 3.1 5.5

 Source: ACCC data, BP, Caltex, Mobil, Shell and Trafigura

They show that:

• The average difference between Shell's terminal gate price and the IPI for
Melbourne from 14 August to 31 October 2001 was 7.0 cpl. This was the
largest difference between a company's average terminal gate price and the
average IPI for Melbourne.

• The average difference between Mobil's terminal gate price and the IPI for
Melbourne from 14 August to 31 October 2001 was 4.8 cpl. This was the
smallest difference between a company's terminal gate price and the average
IPI for Melbourne.

• The IPI for Melbourne exceeded the terminal gate prices of Shell and BP by
9.3 cpl on 5 September 2001 and 7 September 2001, respectively.  This was
the largest amount by which the IPI for Melbourne was above the terminal
gate price of any of the companies over the period.

• The IPI for Melbourne exceeded the BP terminal gate price by 0.9 cpl on
28 September 2001. This was the smallest amount by which the IPI for
Melbourne was above the terminal gate price of any of the companies over
the period.
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Chart E.5 shows the average of the terminal gate prices of the five declared
companies and the unleaded petrol IPI for Melbourne from 14 August to
31 October 2001.

• The average difference between the average of the terminal gate prices of
the five declared companies and the IPI for Melbourne was 5.9 cpl.

• The largest difference between the average of the terminal gate prices of the
five declared companies and the IPI for Melbourne was 7.5 cpl on
7 September 2001.

• The smallest difference between the average of the terminal gate prices of
the five declared companies and the IPI for Melbourne was 4.1 cpl on
27 September 2001.
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Average daily retail prices in Melbourne and the import parity
indicator for Melbourne

Chart E.6 shows Melbourne's average daily retail prices and the IPI from
14 August to 31 October 2001.

• On average, daily average retail prices in Melbourne were 2.9 cpl lower than
the IPI for Melbourne.

• The largest amount by which the IPI exceeded average daily retail prices in
Melbourne was 10.0 cpl on 18 September 2001.

• On 16 days (20 per cent) the average daily retail price in Melbourne
exceeded the IPI.

• These were 18 and 25–26 August, 1–2 and 8 September, and 11–16
and 25–28 October 2001.

• Among these days, the smallest amount by which the average daily
retail price exceeded the IPI was 0.2 cpl (on 26 August and
1 September); and

• the largest amount by which the average daily retail price exceeded
the IPI was 4.1 cpl (on 12 October).
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Appendix FAppendix FAppendix FAppendix FAppendix F

Comparison of Western Australian and Victorian
terminal gate prices
This appendix compares terminal gate prices for regular unleaded petrol in
Western Australia and Victoria.

Western Australia has had TGP arrangements (their MWP arrangements) in
operation since 12 April 2001.  The Victorian TGP arrangements began on
1 August 2001, followed by a two-week transition period. Only from
14 August 2001 were all five declared companies in Victoria (Trafigura, Mobil,
Shell, Caltex, and BP) publishing their terminal gate prices.

Therefore, this appendix compares the Western Australian MWPs and the
terminal gate prices of the five declared companies in Victoria between
14 August and 31 October 2001 (a total of 79 days).16

Western Australian maximum wholesale prices
and the terminal gate prices of the five declared
companies in Victoria
Chart F.1 shows the Western Australian MWPs and the terminal gate prices of
the five declared companies in Victoria from 14 August to 31 October 2001.
It shows that:

• The Western Australian MWPs have generally been within the range of the
terminal gate prices of the five declared companies in Victoria over this
period.

• The Western Australian MWPs were lower than all of the terminal gate
prices of the five companies in Victoria on seven out of 79 days (9 per cent).

• This occurred between 14–20 August 2001, before the Western Australian
MWP formula was changed on 21 August 2001.17

• Following the change in the Western Australian MWP formula, the Western
Australian MWPs were higher than all of the terminal gate prices of the five
companies in Victoria on 18 out of 79 days (23 per cent).

• These occasions were 21–22 August, 12–13, 21–27 and
29–30 September, and 1, 13–14, 24 and 26 October 2001.

• Mobil's terminal gate prices were higher than the Western Australian MWPs
on a larger number of days (56 days out of 79 — 71 per cent) compared
with other companies' terminal gate prices.

16 The Western Australian MWPs were obtained from the Western Australian Department of
Consumer and Employment Protection.
17 The changes to the formula are outlined in appendix D.
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Table F.2 shows the average difference between the Western Australian MWPs
and the terminal gate prices of the five companies in Victoria from 14 August
to 31 October 2001.  It also shows the largest positive difference and the
largest negative difference between the Western Australian MWPs and the
terminal gate prices of the companies in Victoria.

Table F.2: Difference between Western Australian MWPs and terminal
gate prices of the five declared companies in Victoria —
14 August to 31 October 2001

TTTTTrafigurarafigurarafigurarafigurarafigura BPBPBPBPBP CaltexCaltexCaltexCaltexCaltex MobilMobilMobilMobilMobil ShellShellShellShellShell

cpl cpl cpl cpl cpl

AAAAAverage difverage difverage difverage difverage differferferferferenceenceenceenceence 1.0 1.0 0.5 -0.3 1.9
LarLarLarLarLargest positivegest positivegest positivegest positivegest positive
difdifdifdifdifferferferferferenceenceenceenceence 5.7 4.0 3.0 4.6 4.7
LarLarLarLarLargest negativegest negativegest negativegest negativegest negative
difdifdifdifdifferferferferferenceenceenceenceence 3.2 2.5 3.0 3.9 1.3

Source: BP, Caltex, Mobil, Shell, Trafigura and the Western Australian Department of Consumer and Employment
Protection

• On average, Mobil's terminal gate prices were 0.3 cpl above the Western
Australian MWPs.

• On average, Shell's terminal gate prices were 1.9 cpl below the Western
Australian MWPs.

• Shell's terminal gate prices were below the Western Australian MWPs on
more days (72 out of 79 days — 91 per cent) than other companies'
terminal gate prices.

• The largest positive difference between the Western Australian MWPs and
the terminal gate prices of the five companies in Victoria was 5.7 cpl on
28 September 2001.

• On that day, the Western Australian MWP was 87.7 cpl and Trafigura's
terminal gate price was 82.0 cpl.

• The largest negative difference between the Western Australian MWPs and
the terminal gate prices of the five companies in Victoria was 3.9 cpl on
14 August 2001.

• On that day the Western Australian MWP was 79.3 cpl and Mobil's
terminal gate price was 83.2 cpl.
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Western Australian maximum wholesale prices
and the average of the terminal gate prices of the
five declared companies in Victoria
Chart F.2 shows the Western Australian MWPs and the average of the terminal
gate prices of the five declared companies in Victoria from 14 August to
31 October 2001.  It shows that:

• The Western Australian MWPs were lower than the average of the terminal
gate prices of the companies in Victoria on nine days.

• Seven out of the nine days occurred between 14–20 August 2001, before
the formula used to calculate the Western Australian MWP changed on
21 August 2001.

• Since 21 August 2001, the Western Australian MWPs have been below the
average of the terminal gate prices of the five companies in Victoria on only
two days — 17 and 19 October 2001.

• Between 14 August and 31 October 2001 the Western Australian MWPs
were higher than the average of the terminal gate prices of the companies in
Victoria by 0.8 cpl on average.

• However, from 21 August to 31 October 2001, the Western Australian
MWPs were higher than the average of the terminal gate prices of the
companies in Victoria by 1.1 cpl on average.

• From 14–20 August 2001 (that is, before the change in the Western
Australian MWP formula), the Western Australian MWPs were lower
than the average of the terminal gate prices of the companies in
Victoria by 2.1 cpl on average.

• The largest amount by which the Western Australian MWPs were higher
than the average of the terminal gate prices of the companies in Victoria was
3.9 cpl on 26 September 2001.

• On that day the Western Australian MWP was 91.4 cpl and the average
of the terminal gate prices of the companies in Victoria was 87.5 cpl.

• The largest amount by which the average of the terminal gate prices of the
companies in Victoria was higher than the Western Australian MWP was
2.5 cpl on 18 August 2001.

• On that day the average of the terminal gate prices of the companies in
Victoria was 82.0 cpl and the Western Australian MWP was 79.5 cpl.
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Appendix GAppendix GAppendix GAppendix GAppendix G
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1. Introduction 
The purpose of this report is to assist the Australian Competition and 
Consumer Commission (the Commission) in its inquiry examining 
fluctuations of retail petrol prices.  The Commission has asked Frontier 
Economics to undertake three tasks. 

The first task is to analyse the economic implications of regulating the 
terminal gate price of refined petroleum.  This involves analysing the likely 
effects of such regulation on the level and variability of retail petrol prices and 
on investment and competition within the petroleum industry.   

The second task is to analyse the economic arguments for and against 
petroleum refiners providing discounts on their terminal gate price (on the 
basis of bulk purchases or long-term supply contracts).  This includes an 
analysis of the extent to which such discounting is currently justified. 

The third task is to assess the economic arguments for using import parity 
pricing, rather than other methods, in calculating the terminal gate price.   

The terminal gate price is the price at which refined petroleum leaves the 
terminal.  This price may be an explicit price (for example when a distributor 
purchases petroleum at the terminal gate) or may be implicit in the wholesale 
price (for example when a refiner distributes petrol to a retail outlet). 

Terminal gate pricing (TGP) commonly refers to some form of regulation of 
the terminal gate price.  Some define TGP as an obligation on refiners to 
publish cost-based terminal gate prices.  Others define TGP as an obligation 
on refiners to supply refined petroleum products at the terminal gate at cost-
based prices.  

In this report we examine four forms of TGP.  

1.  Publication of terminal gate prices. 

2.  Obligation to supply spot purchases at the terminal gate price.  

3.  Obligation to supply spot and contract purchases at the terminal gate price.  

4.  No discounting below the terminal gate price.  

It appears that short-term fluctuations of retail petrol price are principally 
driven by a combination of competition between the independent chains and 
the oil majors to increase or maintain sales volumes and the reality they must 
recover their fixed costs.  This results in cycles in which retail petrol prices are 
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lowered to, or even below, variable cost on some days and are increased in 
order to allow retailers to recover their fixed costs on other days.   

We find that the first two forms of TGP listed above will have little or no 
effects on either the level or the short-term fluctuations of retail petrol prices.  
The second two forms of TGP may affect both the level and the short-term 
fluctuations of retail petrol prices.  These two forms of TGP are likely to alter 
the competitive dynamics among retailers in some localities.  This is likely to 
reduce the number of localities in which short-term price fluctuations 
currently occur and increase average retail prices in those localities.         

The report is divided into a number of sections.  In the next section, some of 
the relevant characteristics of the industry are described.  In section 3 we 
analyse the short-term fluctuations of retail petrol prices.  In section 4 TGP is 
described.  Given the number of possible definitions of TGP, it is important to 
clearly specify the forms of TGP analysed in this report.  This is followed by 
an analysis of the four forms of TGP listed above.  In the following section the 
economic arguments for and against discounts to terminal gate prices are 
analysed.  In the final section the economic implications of using the import 
parity price (relative to other methods) for determining the terminal gate 
price are examined. 
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2.   Characteristics of the industry  
Analysing the economic implications of TGP is an exercise of comparison.  To 
the extent TGP will have an effect on the retail prices of petroleum products, it 
will do so by either altering the competitive dynamics within the industry or 
by limiting the pricing flexibility of refiners at the terminal gate, or both.     

It is therefore important to understand the competitive dynamics within the 
industry and the current pricing behaviour of refiners, wholesalers and 
retailers.  Without such an understanding it is difficult to determine how TGP 
will affect incentives and hence pricing outcomes. 

The competitive dynamics within the industry and the pricing behaviour are 
driven by the characteristics of the industry.  These are described in this 
section.   

2.1. Industry structure 

There are four major activities in the petroleum industry: 

 exploration and extraction of crude petroleum from commercial 
reserves and the importing of crude petroleum  
(exploration/extraction/importing);  

 refining of crude petroleum sourced from Australian reserves and 
imports,  and importing and exporting refined petroleum products 
(refining/importing/exporting); 

 storing refined petroleum and delivering petroleum products to retail 
outlets and commercial customers (distribution/wholesaling); and 

 retailing petroleum products to consumers (retailing).   

The last three activities are important for the purposes of analysing the 
implications of TGP.   

The industry is characterised by a high degree of vertical integration.  Each of 
the oil majors (BP, Caltex, Mobil and Shell) have substantial operations in 
refining, distributing and retailing petrol.  Some major independent chains are 
also highly integrated, distributing and retailing petrol.  In addition to the oil 
majors and the independent chains, smaller independent operators compete 
in distribution and/or retailing.    
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2.1.1. Refining/importing 

Each of the oil majors have two refineries in Australia.1  In States where an oil 
major does not have a refinery they source refined petroleum products from 
one of the majors that does, through refinery exchange agreements.  These 
arrangements allow the oil majors to distribute and retail petrol in States 
where they do not have a refinery without incurring the cost of transporting 
to the State.   

Refining petroleum involves significant economies of scale.  Refining 
operations involve a range of fixed costs.  These costs do not vary with the 
volume of  refined petroleum produced.  The larger the throughput (up to 
capacity) the smaller the margin per litre that is necessary to recover the fixed 
costs and, all else the same, the greater the profitability of the refinery. 

Refiners of petroleum also face high costs of holding stocks of refined 
petroleum.  The foregone interest on funds invested in refined petroleum can 
be significant.  As a result, refineries operate on a just-in-time basis. 

A relatively small proportion of refined petroleum is imported.2  There are a 
small number of independent importers of refined petroleum (such as 
Trafigura) who predominately supply the independent chains.  The oil majors 
import some refined petroleum.  In the main this is to fill gaps in their 
supplies and products.3     

2.1.2. Distribution/wholesaling   

Refined petroleum products are supplied to commercial customers and retail 
outlets either by: 

 the oil majors; or  

 distributors/wholesalers. 

                                                 

1 For example Shell has a refinery in NSW and a refinery in Victoria.  

2 For example in 2000/01 about 6.5 per cent of automotive gasoline consumed in Australia 
was imported.  Refer to Commonwealth Department of Industry, Science and Resources, 
Australian Petroleum Statistics, Issue No.59, June 2001,  

3 The oil majors also import refined petroleum into Northern Territory where there are no 
refineries. 
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The oil majors directly supply their own retail franchisees and agents.  These 
are predominately located in metropolitan areas or major regional centres.  
The oil majors supply petroleum products to franchisees at wholesale list 
prices.  They also supply some franchisees on a commission agent basis.    

Distributors/wholesalers purchase petroleum products in bulk from the oil 
majors and distribute them to retail outlets not directly supplied by the oil 
majors.  Distributors/wholesalers fall into four major groups based on their 
ownership and the retailers they supply.    

One group of distributors are at least partly owned by the oil majors.  These 
distributors purchase petroleum products from the oil major at a wholesale or 
a terminal gate price and either retail the products through their own outlets 
(with the oil major’s branding) or sell the products to retail dealers (also with 
the oil major’s branding). 

A second group of distributors are owned independently from the oil majors, 
but have contractual arrangements to purchase petroleum products from a 
particular oil major (at a wholesale or terminal gate price).  These distributors 
sell the petroleum to retail outlets with the oil major’s branding.   

Other independently-owned distributors supply petrol products to retail 
outlets with independent branding.  They purchase petroleum products from 
the oil majors (at a wholesale or terminal gate price) and either retail the 
products through their own outlets (with their own branding) or sell the 
products to retail dealers (with their own  branding).     

The last group are independent wholesalers.  Independent wholesalers 
purchase petroleum products from the oil majors or from independent 
importers of refined petroleum.  Independent wholesalers distribute petrol to 
retail outlets that are part of their own independent chains.  The large 
independent chains often obtain discounts relative to other independent 
distributors and discounts to the wholesale list price (at which the oil majors 
supply their retail franchisees).   

2.1.3. Retailing 

Retailing outlets can be distinguished by three major features, their branding, 
their ownership and their management and operating arrangements.  The 
types of retail outlets and their supply arrangements are summarised below 
in Table 1. 
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Oil major branded sites    

Oil major branded sites fall into two groups.  The oil majors own or headlease 
a number of sites, most of which are located in metropolitan areas.  These 
sites are usually operated by franchisees (single or multi-sites) or by agents 
acting on a commission basis. 

Franchisees purchase fuel from the oil majors at a wholesale list price or on a 
commission basis.  Some franchisees receive price support from the oil majors.  
As discussed below, price support provides franchisees with a margin when 
retail prices fall below the wholesale list price.  Commission agents achieve a 
margin on petrol sold through their retail outlets.  The oil majors direct the 
retail price set by their commission agents.   

Other retailers with an oil major’s brand are either owned by distributors or 
retail dealers.  These sites are most often in non-metropolitan areas.  In most 
cases these retailers are supplied by distributors with the oil major’s branding.   

Independently branded sites 

Independently branded sites fall into two main groups. 

First are independent chain sites such as Liberty or Gull Petroleum.  These 
sites are either owned by the independent chain (and are usually operated by 
agents on a commission basis) or are owned by dealers with long-term 
contracts with the independent chain.  They are supplied by the chain’s 
wholesale arm.     

Second are those owned by independent distributors or dealers with their 
own branding.  These retail outlets are usually supplied by independent 
distributors.   

Supermarket sites  

Supermarket retailers (such as Woolworths and 7-Eleven) purchase refined 
petroleum from either or both independent importers and the oil majors.  
They retail petrol at their own retail sites.  These sites are usually managed by 
agents on a commission basis.    
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Table 1: Commercial arrangements of retail operations  

Branding  Site 
ownership/ 
headlease 

Retail 
operator  

Supply arrangements 

Oil major Oil major  Franchisee 
or 
commission 
agent 

Retail outlets supplied by the oil 
major at a wholesale list price or on a 
commission basis.  Oil majors may 
provide price support to some 
franchisees.  

Oil major  Distributor  Distributor  Retail outlets supplied by the 
distributor who purchases from an oil 
major.  

Oil major Dealer  Dealer  Retail outlets supplied by an oil major 
at a wholesale list price or by a 
distributor who purchases from the 
oil major.  

Independent 
chain 

Independent 
chain  

Commission 
agent 

Retail outlets usually supplied by the 
independent chain’s wholesale arm.  
Independent chains purchase in bulk 
from refiners (usually with a 
discount) and in some cases from 
independent importers.   In some 
cases retail outlets are directly 
supplied by an oil major. 

Independent 
chain  

Dealer Dealer  Dealer supplied by independent 
wholesaler.  Independent wholesalers 
purchase in bulk from refiners 
(usually with a discount) and in some 
cases from independent importers.   

Distributor  Distributor  Distributor  Retail outlet supplied by the 
distributor who purchases from an oil 
major.  

Dealer  Dealer Dealer  Dealer supplied by a distributor who 
purchases from an oil major.  

Supermarket 
chain 

Supermarket 
chain 

Commission 
agent  

Retail outlets supplied by the  
supermarket’s wholesale arm.  
Supermarkets purchase in bulk from 
refiners (usually with a discount) and 
independent importers.  
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2.2. Characteristics of the retail market for petroleum 
products  

The nature of competition in the retail market for petroleum products is 
determined by the characteristics of the market.   

2.2.1. Demand-side characteristics  

A number of characteristics of the demand for petroleum products are 
important to understanding the competitive dynamics within the market and 
the pricing outcomes observed.      

Market-wide demand for petrol is not particularly sensitive to price  

The demand for petroleum products in the retail market is primarily a 
derived demand from automotive use.  As a result there are few, if any, close 
substitutes for petroleum products.  Commercial operators who transport 
goods by road and consumers who wish to use their car have no alternative 
but to purchase petrol, diesel or LPG.  There are no commercially feasible 
alternative fuel sources. 

In the short term therefore, the response of the market-wide demand for 
petrol to a non-transitory increase in the price of petrol is small.  Consumers 
can either substitute to other forms of travel or car pool.  Most commercial 
operators or consumers simply pay the higher price.  In the longer term, 
consumers may be able to substitute to more fuel-efficient cars.   

A significant proportion of consumers have little or no brand loyalty    

Petrol is largely a generic product.  Although retailers differentiate their 
products through octane levels, most consumers purchase standard unleaded 
petrol, the quality of which tends to be similar across retailers.  As a result, a 
significant proportion of consumers have little or no brand loyalty.  Although 
some consumers have ties to particular retailers (through petrol cards for 
example), a significant proportion have no loyalty to one brand or another 
from one purchase to the next. 

Petrol is purchased frequently  

Consumers make regular (often weekly) purchases of petrol.  Each purchase 
involves a decision of where to purchase petrol and an opportunity for a 
retailer to increase sales or lose sales. 
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Retail petrol prices are readily compared  

Most retailers post prices on hoardings at the entrance to their site.  Further, 
given petrol retailers tend to locate in convenient and visible locations, the 
cost to consumers of comparing the prices of a few retailers is relatively small.    

For a significant number of consumers the lack of brand loyalty combined 
with the ease of price comparisons makes price an important determinant of 
their choice of retailer.  

Dimensions of the demand for petrol  

The demand for petrol is localised.  As there are costs of searching for and 
purchasing petrol outside the location where one lives and works, price 
differences across localities, even within metropolitan areas, can persist. 

Not only can price differences persist across localities, they can also persist 
over time within a locality.  Although short-term price fluctuations of retail 
petrol prices occur with some regularity, it nevertheless appears that 
significant quantities of petrol are still sold at or close to the peaks of the 
cycle.  In other words, a significant number of consumers do not alter the 
timing of their purchases based on price differences from one day to the next.  

2.2.2. Supply-side characteristics  

A number of characteristics of retailing petrol appear to play a role in the 
competitive dynamics among retailers and the pricing outcomes. 

Interdependencies between petrol sales and the sales of other products   

Many retailers sell a range of convenience products such as newspapers, milk, 
cigarettes and confectionary in addition to petrol.  There is high degree of 
interdependency between the sales of petrol and the sales of convenience 
products.  The more the sales of petrol the greater the customer throughput 
and the greater the sales of convenience products.   

Characteristics of the costs of providing retail services  

Retailers incur two types of costs in retailing petrol and other convenience 
products.  First are costs that are incurred independently of the volume of the 
retailer’s sales (fixed costs).  These include the costs of the site and labour 
costs that enable the retailer to operate.  Second are costs that vary with the 
quantity of petrol and convenience products sold (variable costs).  The major 
variable cost is the wholesale cost of petroleum products purchased from 
their supplier.   
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Sales volumes are a key determinant of the profitability of individual retail outlets   

In order for retailers to recover the fixed costs of their operation they must 
achieve a margin on some or all of their sales of petrol and convenience 
products.  As a result, sales volumes are a key determinant of the profitability 
of the retail outlet.   

2.3. Nature of competition among retailers     

Price is an important element of competition among retailers of petrol, 
especially those in metropolitan areas.  There appears to be two major reasons 
for this.   

First, for a significant proportion of consumers price plays a role in their 
choice of retailer.  As a result, price differences can alter market shares even 
for short periods of time. 

Second, particularly in areas with high volumes of sales (such as major 
metropolitan areas) price cutting by individual retailers can be profitable.  
That is the increase in sales a retailer can achieve through lowering its price 
(and margins) relative to other retailers in the immediate vicinity can more 
than offset the lower margin.  Similarly, in areas with high volumes, loss of 
market share, even for short periods of time, can reduce the profitability of the 
retailer.  As a result it is in the interests of retailers in these areas to match 
price declines by its competitors.  That is it is more profitable to reduce price 
and maintain sales volumes (albeit at a lower margin) than maintain their 
price and achieve few if any sales.  This is exacerbated by the flow-on effects 
petrol sales have for the demand for the convenience products sold by 
retailers.       

Role of the independent chains  

Compared to the oil majors, some independent chains tend to have less brand 
recognition.  The primary way in which many independent chains can 
establish and maintain sufficient sales is to compete on the basis of price.4   

The ability of the independent chains to compete with the majors retailers on 
the basis of price is assisted by the fact they are able to source petrol from the 
oil majors (and to a lesser degree imports) at a significant discount relative to 

                                                 

4 This can occur in a number of ways.  One way is to reduce prices at the petrol pump.  
Another way is the way in which Woolworths operates where discounts on petrol are 
provided to customers based on their expenditure at Woolworths supermarkets.        
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other independent smaller distributors and relative to the wholesale list price.  
The independent wholesalers have significant advantages in negotiating with 
the oil majors.  One advantage is the large volumes purchased by the 
independent chains.  By gaining the contract to supply the independent chain, 
the refiner can spread its fixed costs over a larger volume and hence improve 
its profitability.  This provides the independent chains with negotiating 
power.  Another potential advantage is the threat independent chains may 
source petroleum products from imports.   

It is our understanding that some of the independent chains aim to price at a  
margin below that of the major brands.  It is also our understanding that, in 
many cases, some of the independent chains play a role in leading the retail 
price of petrol down during short-term cycles.  This is not to imply that the 
independent chains always play such a role.  Some short-term cycles are led 
down by one or more of the oil majors.   

It is our understanding that it is usually the case that one or more of the oil 
majors play a primary role in the increase in prices at the end of a cycle.  This 
can be through the removal of price support or a direction by an oil major to 
its commission agents to increase their retail price.  It is also our 
understanding that attempts to end a cycle can be unsuccessful.  In such cases 
sharp increases in the retail price offered by the oil major attempting to end 
the cycle are followed, within a very short period of time, with a sharp decline 
back to, or even below, the levels of its competitors.  

Role of price support  

In order to maintain their market share in response to discounting by other 
retailers within a locality, the oil majors provide price support to their 
franchisees.  Price support guarantees the franchisee a margin on petrol sold.  
In this way it allows the franchisee to quickly respond to the price discounts 
of its competitors, even if the price is below the wholesale list price at which it 
purchased petrol.  It also provides the oil major with control over which retail 
outlets will meet lower prices offered by its competitors, the depth of the 
discounting and often the duration of the discounting.   
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3. Analysis of the short-term fluctuations of the 
retail price of petrol  

As noted by the Commission in Australian Competition and Consumer 
Commission, Reducing Fuel Price Variability, Discussion Paper, June 2001, retail 
petrol prices, at least in some major metropolitan areas, follow two separate 
cycles or patterns: regular and volatile short-term fluctuations, and less 
regular and less volatile longer-term movements.  Over the long term retail 
petrol prices tend to follow movements in the world ex-refinery price of 
petroleum and movements in the value of the Australian dollar.  In the short 
term however, retail petrol prices can vary quite significantly from one day to 
the next and during the day.  

To the extent TGP will affect the level and variability of retail petrol prices, it 
will do so by altering the competitive dynamics that determine retail prices.  
In this section we analyse the underlying causes of the short-term fluctuations 
of retail petrol prices.  An understanding of the underlying causes of the 
fluctuations and factors that may exacerbate the fluctuations is necessary in 
order to determine the effects of TGP. 

3.1. What drives the short-term fluctuations of the retail 
prices of petrol?  

It seems clear that the competitive dynamics among retailers in particular 
localities play a key role in the short-term cycles in retail petrol prices.  The 
desire to gain or maintain sales creates pressure on retailers to lead or match 
the price declines of competitors.  This competition can encourage retailers to 
drop prices to levels that only recover their variable costs (or in some cases 
below their variable costs).  At this point there is no margin on petrol sales to 
contribute to the fixed costs of the retailers’ operations.   

There is a tension however.  On the one hand, retailers seeking to gain or 
maintain petrol sales are willing to compete on price to a point where there is 
little or no margin over their variable costs.  At this point they still achieve 
returns on the flow-on sales of non-fuel products.   On the other hand, pricing 
at or below their variable costs for sustained periods is unprofitable for all 
retailers.  At some point retailers must achieve a margin above their variable 
costs of supply in order to recover their fixed costs.          

Outcomes in competitive markets with this tension vary.  In some markets, 
such as the market for air travel, competition separates consumers into groups 
(business and leisure travellers for instance), with higher margins being 
achieved on air travel provided to some groups (such as business travellers) 
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than others.  Although competition between airlines within these groups can 
be strong, price differences across the groups persist.  In other markets, prices 
can vary over time with periods of intense price competition pushing prices 
close to variable costs and other periods with less intense competition where 
prices include a margin over variable costs sufficient to recover fixed costs. 

The point is that price competition can and will push prices toward variable 
costs.  However, over a sufficiently long period firms in competitive markets 
will achieve sufficient margins over variable costs in order to recover the fixed 
costs of their operations.  These margins may or may not be uniform.  They 
may vary between customer classes and over time.  

3.2. What determines the size of the difference between 
the price at the peak of the short-term cycle and the 
price at the trough?  

In general, in areas where short-term cycles in retail petrol prices persist, 
prices are gradually competed down to variable cost (or below) before rapidly 
adjusting upwards.  Further, the difference between the prices at the peak and 
the trough can on occasion exceed 10 cents per litre.   

There are likely to be a number of factors that influence the amplitude of the 
short-term price cycles.  One influence is long-term trends in petrol prices.  In 
the longer term, petrol prices move in line with the world ex-refinery bulk 
price of petroleum and the value of the Australian dollar.  Changes in these 
factors during a particular cycle can affect the difference between the price at 
the trough and the price at the previous or next  peak.5           

A key factor that limits the difference between the prices at the peak and the 
trough of the short-term cycles is consumer buying patterns.  In order for 
retail outlets to remain viable in the long term, they must achieve sufficient 
sales during periods in which retail prices are higher than their variable costs 
in order to recover the fixed costs of their operations.  However, if the 
difference between the prices at or close to the peak of the short-term cycles 
and the prices at or close to the trough of the cycles is sufficiently large to 
encourage most consumers to alter their consumption patterns (to times when 
prices are at or close to the trough), insufficient sales will be made above 
variable cost to enable retailers to recover their fixed costs.   

                                                 

5 For example, during periods of decreasing world prices (and hence declining average retail 
petrol prices), the difference between the retail price at the trough and the previous peak is 
likely to be greater.    
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For instance, it appears that at least in some localities a price difference of 10 
cents per litre between the peak and the trough is sustainable.  Although this 
differential no doubt encourages some consumers to alter their purchasing 
patterns (to times when prices are at or close to the trough), a sufficient 
quantity of petrol is still sold at or around the peak to enable retailers to 
recover their fixed costs.  This may not be the case if the differential was 20 
cents per litre.      

3.3. Do price discounts from refiners achieved by the 
independent chains and retail price support affect 
short-term fluctuations of the retail price of petrol?   

As noted above, in our view the short-term fluctuations of the retail prices of 
petrol are primarily caused by the dynamics of competition within particular 
localities.  These localities tend to be those in which independent chains 
compete with franchisees or retail agents of the oil majors.  

The purpose of this sub-section is to address the following questions. 

1. Do price discounts from refiners achieved by the independent chains 
affect the short-term fluctuations of the retail price of petrol?  And if so 
in what way?    

2. Does price support provided by the oil majors to their retail franchisees 
affect the short-term fluctuations of the retail price of petrol?  And if so 
in what way?    

3.3.1. Price discounts from refiners achieved by the 
independent chains    

As noted above, some independent chains purchase petrol from the oil majors 
at discounts to the wholesale list price at which the oil major’s retail 
franchisees purchase petrol.   

In considering the effect of wholesale price discounts on the short-term 
fluctuations of the retail price of petrol it is necessary to ask the question what 
would happen if price discounting by refiners was outlawed.  That is, if the 
oil majors were required to offer the same price to all wholesalers and 
distributors independent of the volume purchased, the duration of the 
contract, or their outside sources of supply.   

The outcomes of outlawing these discounts depends on the primary 
determinant of the current wholesale price of petrol.  One possible factor is 
competition among domestic refiners.  Another is the scope for the 



Economic Implications of Terminal Gate Pricing  

 

 
frontier economics 

October 2001  15 

independent chains to alter their source of supply to imports in response to 
the removal of the wholesale discounts they currently achieve.  One major 
factor that affects the scope for the independent chains to alter their source of 
supply to imports is the fuel standards imposed in different States throughout 
Australia.  It is our understanding that the relative competitiveness of 
imported petroleum depends upon the similarity of the fuel standards 
imposed in different States in Australia and the fuel available outside 
Australia (particularly the fuel produced in the Asia-Pacific region).  

For instance, it is our understanding that imports are less commercial in States 
such as Queensland, South Australia and Western Australia where ‘cleaner’ 
fuel standards have been imposed.  They are more competitive in Victoria and 
NSW where similar standards are yet to be imposed.  This is consistent with 
data on  imports by State detailed in Table 2 below.  

Table 2: Automotive petrol: imports by State (megalitres) 

 1998-99 2000-01 

State/Territory Imports  % of sales Imports  % of sales 

New South Wales 511.0 8.5 565.5 9.4 

Northern Territory 44.5 26.0 54.9 35.6 

Queensland 91.0  2.5 81.9 2.2 

South Australia 36.5  2.6 39.3 2.9 

Tasmania 0.0 0.0 0.0 0.0 

Victoria  201.1 4.4 404.6 8.8 

Western Australia 6.0 0.3 42.2 2.3 

Australia 890.3 4.9 1,188.7 6.5 

Source: Commonwealth Department of Industry, Science and Resources, Australian Petroleum 
Statistics, various issues. 

Furthermore, national ‘clean’ fuel standards are due to be fully implemented 
from January 2005.  Although there currently appears to be scope for 
independent chains to alter their source of supply to imports in some States, 
this is likely to reduce once ‘cleaner’ fuel standards are imposed on a national 
basis.  To the extent refiners overseas also move towards the same fuel 
standards, the scope for the independent chains to alter their source of supply 
to imports will remain or increase.   

The analysis in this report is based on the premise that at the margin it is 
competition among the domestic refiners that primarily determines 
wholesale petrol prices.  That is, although the threat of imports plays some 



Economic Implications of Terminal Gate Pricing  

 

 
frontier economics 

October 2001  16 

role (especially in NSW and Victoria), it does not play the primary role.  
This is likely to more and more be the case after January 2005.        

Given the above premise, outlawing discounting by refiners will see 
wholesale prices to the independent chains rise.  The likely effects this will 
have on the short-term fluctuations of retail petrol prices may differ over 
time. 

Short-term effects  

In the short-term, the outlawing of discounting by refiners will have little or 
no effect on the short-term fluctuations of retail petrol prices. 

Consider the following example.  Say the variable cost of petrol provided to 
the retail outlets of the independent chains is initially 75 cents per litre.  
Assume that the outcome in the market is a retail price at variable cost on 
some days and a retail price of 85 cents per litre on the other days.  The 
margin of 10 cents per litre covers the retailers’ fixed costs.  Now assume that 
the variable cost of petrol to the independent chains is increased to 78 cents 
per litre as a result of outlawing wholesale price discounts.  The likely 
outcome is a price on some days of 78 cents per litre and a price of 88 cents 
per litre (78 plus the 10 cents per litre margin) on the other days.  The price 
cycles will remain but the average retail price of petrol will increase.     

The point is that the incentives faced by many of the independent chains are 
the same.  The most effective way in which they can differentiate their 
product from the oil majors is through price.  Competition for sales will push 
the retail price toward the variable costs of the independent chains.  Retailers 
must still however recover their fixed costs.  It is unlikely that the way in 
which the fixed costs are recovered will change.  That is the price cycles will 
remain.   

Long-term effects 

By increasing the average wholesale price of the independent chains, it is 
possible that outlawing wholesale price discounting will affect the relative 
competitiveness of the independent chains relative to the retail franchisees 
and the agents of the oil majors.6  The most likely consequence of this is that 

                                                 

6 This may or may not be the case.  The issue is whether outlawing discounting will increase 
the average wholesale price of the independent chains relative to the oil majors.  This may not 
be the case as increases in the average wholesale price to independent chains will likely 
reduce the need and hence amount of price support offered by the oil majors.  It also may 
result in the oil majors increasing their wholesale list prices.    
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the market shares of the independent chains will diminish.  Specifically, 
independent chains may find it less profitable to operate outlets in more 
marginal areas resulting in their closure.  That is, although the independent 
chains may still operate, where they operate may be restricted to the most 
profitable areas (such as areas where sale volumes are particularly high).  This 
will alter the competitive dynamics in localities the independent chains exit or 
lose significant shares of sales.  In turn this is likely to reduce the short-term 
fluctuations of prices in these areas.  As a result, although short-term 
fluctuations of retail prices will continue in the long-term if wholesale price 
discounting by refiners is outlawed, it is possible that it will occur in fewer 
localities. 

3.3.2. Price support  

As noted above, oil majors provide price support to their franchisees to enable 
them to respond to discounting by their competitors.  Price support 
guarantees the franchisee a margin on petrol sold.  

In considering the effect of price support on the short-term fluctuations of the 
retail petrol prices it is necessary to ask the question what would happen if 
price support was outlawed.7  

Price support allows the oil major to rapidly change the effective wholesale 
price faced by individual franchisees.  In considering the effects of outlawing 
price support, one must consider what would be the effect on the wholesale 
list price to the franchisee.  

Say the wholesale list price to a particular franchisee is 80 cents per litre, but 
on occasion the franchisee is provided price support.  Say the variable cost of 
a competing independent chain is 75 cents per litre.  As a result, if the 
independent chain decreases its price to variable cost the oil major provides 
price support to enable its franchisee to also price at 75 cents per litre. 

Now assume that price support is outlawed.  Also say that the independent 
retailer reduces its price below 80 cents per litre (to 75 cents per litre say).  In 
this case the oil major has two choices.  One is for its franchisee to lose 
significant market share to the independent retailer.  The other is for the oil 

                                                 

7 In practice, it is likely to be difficult to outlaw price support.  Although explicit price 
support may be outlawed, it may be replaced with less visible means of support, such as 
performance bonuses.       
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major to reduce its wholesale list price to 75 cents per litre.8  It is most likely to 
do the latter.  In which case both the independent retailer and the franchisee 
face the same wholesale price of petrol.  The short-term price fluctuations will 
remain.   

3.4. Are short-term price fluctuations economically 
efficient? 

It is possible that the pattern of the cycles promotes economic efficiency.  
Specifically, it may be a form of efficient price discrimination.      

Price discrimination involves recovering fixed costs in a manner that 
minimises the effects on sales.  This involves charging a higher price (and 
hence a higher mark-up) to consumers whose demand for petrol is less 
sensitive to the price and charging a lower mark-up to consumers whose 
demand for petrol is more sensitive to the price.  In this way efficient price 
discrimination minimises the effect that recovering the fixed costs will have 
on the total quantity of petrol sold.     

One imperfect way in which retailers may price discriminate is through short-
term price cycles.  It appears that the quantity of petrol purchased by some 
consumers is not particularly sensitive to the level of price.  On the other 
hand, the quantity of petrol purchased by other consumers is more sensitive 
to price.  It is efficient to recover a relatively larger proportion of the fixed 
costs of retailing petrol from the former group of consumers.  

It is possible that short-term price cycles provide a mechanism through which 
more price sensitive consumers can gain access to petrol at lower prices, 
without undermining the ability of retailers to recover their fixed costs.  That 
is, short-term price cycles may imperfectly separate the market into two 
groups of consumers: 

 more price sensitive consumers who are willing to delay or bring 
forward their purchases of petrol to purchase at a low price; and  

                                                 

8 This may take some time.  Initially, the independent chain may reduce its price at the trough 
of the cycle to 78 cents per litre say (2 cents below the variable cost of the franchisee).  This is 
likely to be matched by the oil major by reducing its wholesale list price to 78 cents per litre.  
In turn, the independent chain may drop its price at the bottom of the cycle to 76 cents per 
litre and so on.  
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 less price sensitive consumers who purchase when it is convenient to 
do so (which may be at the peak or trough of a price cycle, or anywhere 
in between). 

As a result, on average, it may be that the more price sensitive consumers 
purchase at lower prices than less price sensitive consumers.         
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4. Terminal Gate Pricing  
Terminal gate pricing has a number of forms.  Although TGP is 
predominately used to describe the regulation of the terminal gate price, the 
form of regulation is often imprecisely defined.  

TGP has two key features.  First is the specification of a ‘benchmark’ terminal 
gate price.  Second are restrictions on the pricing of the refiners with reference 
to the benchmark price.   

4.1. Benchmark terminal gate price  

For the purposes of this report we have adopted a cost-based benchmark 
terminal gate price consisting of: 

 the import parity price of refined petroleum (adjusted for any quality 
differences between imports and domestic fuel specifications); 

 terminalling costs (including profit); 

 excise tax; and  

 the goods and services tax (GST). 

Although the taxes are straightforward, the import parity price and the 
terminalling costs can be measured in a number of ways.  These costs are also 
likely to differ across suppliers, terminals and over time.   

4.2. Regulation of the terminal gate price   

Terminal gate pricing involves placing restrictions on refiners with reference 
to the benchmark price.  The four types of restrictions commonly referred to 
within the industry are described below.   

1.  Publication of benchmark terminal gate prices 

Under this restriction refiners are required to publish benchmark terminal 
gate prices.  There may be scope for the benchmark terminal gate price to 
differ across refiners depending on how each refiner calculates the price and 
the products offered. 

2.  Obligation to supply spot purchases at the benchmark terminal gate price  

Under this restriction refiners are obligated to supply spot purchases at the 
terminal gate at no higher than the benchmark terminal gate price (i.e. the 
benchmark terminal gate price is the maximum price for spot purchases).  
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This obligation is subject to availability and certain safety and accreditation 
requirements.     

Although add-ons are allowed for services provided past the terminal gate 
(such as distribution costs), these add-ons must be clearly differentiated from 
the benchmark terminal gate price.   

3.  Obligation to supply spot and contract purchases at the benchmark terminal gate 
price  

Under this restriction refiners are obligated to supply spot and contract 
purchases at the terminal gate at no higher than the benchmark terminal gate 
price (i.e. the benchmark terminal gate price is the maximum price for spot 
and contract purchases).  This obligation is subject to availability and certain 
safety and accreditation requirements. 

4.  No discounting below the benchmark terminal gate price  

Under this restriction refiners are unable to offer discounts below the 
benchmark terminal gate price.  That is refiners are obligated to supply all 
purchases at the terminal gate (purchases on both a spot and contract basis) at 
the benchmark terminal gate price (i.e. the benchmark terminal gate price is 
the maximum and minimum price for spot and contract purchases).  

To the extent it is possible, refiners would also be prevented from providing 
price support to their retail franchisees. 
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5. Analysing the economic implications of 
terminal gate pricing 

Analysing the economic implications of TGP involves two steps.  First, the 
effects of TGP on the level and range of wholesale prices are examined.  This 
is the immediate impact of TGP.  Once the effects of TGP on the level and 
range of wholesale prices are determined, it is possible to examine the effects 
on prices (including price fluctuations) in the retail market and on 
competition and investment in the petroleum industry more broadly.      

These two steps are applied to each of the four types of TGP detailed in the 
previous section.    

5.1. Implications for wholesale prices 

Wholesale prices consist of two parts.  The first part is a terminal gate price.  
The second part is a set of prices for services provided outside the terminal 
gate (such as delivery to the distributor or wholesaler).  

It is our understanding that refiners offer a range of wholesale prices to 
wholesalers and distributors.  At the low end, the larger (generally 
independent) wholesalers achieve discounts of around 7 cents per litre below 
that of the wholesale list price the oil majors offer their franchisees.  However, 
not all wholesalers and distributors achieve discounts of this magnitude or 
discounts at all.   

Differences in wholesale prices appear to be the result of two factors.  One is 
differences in the services provided by the refiners outside the terminal gate 
(such as delivery).  The other is differences in the terminal gate price implicit 
in wholesale prices.    

Differences in the terminal gate price (implicit in wholesale prices) 

Differences in the terminal gate price (implicit in wholesale prices) are likely 
to be of two types.   

First are differences in the direct costs of supplying refined petroleum at the 
terminal gate to particular wholesalers or distributors.  The costs of supplying 
refined petroleum to individual distributors and wholesalers may differ 
depending on the volume purchased and the duration of the contract. 

Second are differences in the contributions to the fixed costs of refining and 
terminalling.  Refiners have significant costs which do not vary with the 
amount of petrol they produce.  These costs are common to all the petroleum 
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they refine.  Refiners must on average recover a margin (per litre) over their 
variable costs (the costs of crude petroleum) to cover these fixed costs.  It is 
likely that this margin differs across wholesalers and distributors and over 
time.9  

The range of wholesale prices strongly suggests that the margins (per litre) 
that refiners achieve from sales to the larger wholesalers and distributors are 
smaller than the margins (per litre) on sales to the smaller wholesalers and 
distributors.   

The benchmark terminal gate price is an average price.  It represents the 
average price of petrol provided at the terminal gate.  As a result, it includes 
the same refining and terminalling margin on all sales.  As a result some 
wholesalers and distributors currently purchase at an implicit discount to the 
benchmark terminal gate price and others purchase at an implicit premium to 
the benchmark terminal gate price.  However, so long as the benchmark 
terminal gate price is set to recover the efficient costs of providing petrol at 
the terminal gate and the current terminal gate prices implicit in wholesale 
prices are also just sufficient on average to recover these costs, the revenues 
should be the same.  That is the value of the implicit premiums above the 
benchmark terminal gate price (premiums multiplied by sales above the 
benchmark price) should equal the value of the implicit discounts below the 
benchmark terminal gate price (discounts multiplied by sales below the 
benchmark price).      

Contributions to the fixed costs of refining also seem to vary over time.  For 
instance, at times when the oil majors are providing price support, they are 
effectively selling refined petroleum at closer to their variable cost, than at 
times when they are not providing such support.       

Implications of TGP on the range and level of wholesale prices  

In examining the implications of TGP for the level and range of wholesale 
prices, it is helpful to separate wholesale sales into three groups: 

 sales to wholesalers and distributors at an implicit discount to the 
benchmark terminal gate price; 

                                                 

9 Pricing practices are not the same for all refiners.  For example, there have been differences 
of over 6 cents per litre in the terminal gate prices published by the refiners in Victoria.  It is 
likely therefore that those with the higher published prices may be offering a significant 
discount to be competitive with the refiners with lower published prices.      
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 sales to wholesalers and distributors at an implicit premium to the 
benchmark terminal gate price; and  

 sales to franchisees and agents at a wholesale list price (less price 
support if any).     

5.2. Implications for prices, competition and investment 
in the retail sector 

Once the effects on wholesale prices are determined, it is possible to extend 
the analysis to assess the implications for prices, competition and investment 
in the retail sector.  Focus here is on the implications for the level and 
variability of retail prices in areas where there are significant short-term 
fluctuations of petrol prices. 
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6. Publication of benchmark terminal gate prices 
The publication of benchmark terminal gate prices is currently a requirement 
in Western Australia and Victoria.  In WA the methodology that each refiner 
is required to use to calculate their terminal gate price is prescriptive.  In 
Victoria, refiners have some discretion over how they calculate their terminal 
gate price.    

6.1. Implications for wholesale prices 

The publication of benchmark terminal gate prices with no obligation to 
supply will have little if any effect on the level or range of wholesale petrol 
prices.  Although the publication of terminal gate prices will provide a 
reference point for commercial negotiations over wholesale prices, it is 
unlikely to alter the competitive dynamics that determines those prices.   

Consider the implications publication of terminal gate prices may have on the 
level and range of  wholesale prices.       

Sales at an implicit discount to the benchmark terminal gate price  

Based on the premise that competition among domestic refiners is the major 
factor determining the wholesale prices, publication of benchmark prices may 
potentially have some effect on those prices, however it is likely to be 
minimal.  To the extent publication of benchmark prices will have an effect, it 
will do so by limiting competition among domestic refiners.  Specifically, it is 
possible (but unlikely) that publishing terminal gate prices will signal to each 
refiner the costs of their competitors.  To the extent it has this effect it will 
inhibit competition among refiners, reducing the implicit discounts below 
benchmark prices.   

However, it is unlikely that publishing terminal gate prices will have this 
effect.  Being an average price it is unlikely that the benchmark terminal gate 
price will reveal much about each refiners variable or marginal costs of 
supplying the larger wholesalers and distributors.  It is the knowledge of 
these costs that may inhibit competition among refiners.  As a result, it is 
unlikely that publishing benchmark terminal gate prices will have much effect 
on the implicit discounts below the benchmark price.  

Sales at an implicit premium to the benchmark terminal gate price  

Publication of benchmark terminal gate prices will provide a source of 
comparison for wholesalers and distributors who purchase at an implicit 
premium to the benchmark terminal gate price.  Such comparisons will reveal 
to these wholesalers and distributors the size of any such premium.  Despite 
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this, publication of the benchmark price is likely to have little, if any, effect on 
the prices at which these wholesalers and distributors purchase refined 
petroleum.  There are two reasons for this. 

First, as noted above, there are differences in the direct costs of providing 
refined petroleum to different wholesalers and distributors.  Publishing 
benchmark terminal gate prices will not alter these cost differences.  To the 
extent that these cost differences are reflected in current wholesale prices, it is 
unlikely that this will change in response to the publication of benchmark 
prices.   

Second, publication of benchmark prices is likely to have little effect on the 
manner in which refiners recover their fixed costs.  Competition among 
refiners drives down the margins (per litre) that they achieve on sales to the 
larger wholesalers and distributors.  Less intense competition for the smaller 
distributors and wholesalers allows for higher margins on sales at an implicit 
premium to the terminal gate price.   It is unlikely that the nature of 
competition in either of these segments of the market will be affected by the 
publication of benchmark prices.  It will clearly not affect the reality that on 
average the margins achieved by refiners must recover their fixed costs.  

Wholesale list prices and price support  

Finally, it is unlikely the wholesale list price at which the refiners supply 
petroleum products to their franchises and the price support provided to 
franchisees will change.  These prices, particularly price support, are driven 
by competition among retailers.  As publication of the terminal gate price will 
not significantly affect the level and range of the wholesale prices to the 
competitors of the oil majors’ franchisees and agents in the retail market, it is 
unlikely to affect wholesale list prices and price support. 

6.2. Effects on retail prices, competition and investment  

As there are likely to be minor, if any, effects on the range and level of 
wholesale prices as a result of the publication of terminal gate prices, there 
will be little, if any effects, on prices, competition and investment in the retail 
sector.  In particular, it is likely to have little effect on the level or variability of 
retail petrol prices. 

Publication of benchmark terminal gate prices with no obligations to supply 
at those prices is likely to have little, if any, effect on the level and range of 
wholesale petrol prices.  Nor will it affect the competitive dynamics or prices 
(including price fluctuations) in the retail market for petrol.  As a result, it 
will have little or no effect on competition and investment in refining, 
wholesaling or retailing petrol products.     
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7. Obligation to supply spot purchases at the 
benchmark terminal gate price  

As noted above, TGP could also include an obligation to supply at the 
benchmark price.  That is, if a refiner has supplies available it is obligated to 
supply at the benchmark terminal gate price.  In this section the likely effects 
of an obligation to supply spot purchases at the benchmark terminal gate 
price is analysed.   

7.1. Implications for wholesale prices 

The most immediate impact of an obligation to supply spot purchases (at the 
terminal gate) at the benchmark terminal gate price is likely to be on 
wholesale prices that are currently at a premium to the benchmark price.  At 
first glance it may appear that the obligation to supply will reduce or remove 
this premium.  That is it may appear that as refined petroleum can be 
purchased at the terminal gate at the benchmark price, wholesale prices will 
be competed down to the benchmark price plus the efficient costs of services 
provided outside the terminal gate (such as delivery to the distributor or 
wholesaler). 

However, the extent to which this will occur depends on the importance of 
contracts to refiners, and wholesalers and distributors.  That is, whether or not 
there will be many or any spot sales of refined petroleum under such an 
obligation.   

It is our understanding that the vast majority of refined petroleum is sold by 
refiners to wholesalers and distributors on a contract basis.  That is refiners 
and wholesalers and distributors are parties to long-term contracts specifying 
the price and volume of purchases.  These contracts increase the certainty for 
refiners over volumes.  This is particularly important given the costs to 
refiners of holding refined petroleum and the just-in-time basis on which they 
refine petroleum.    

If there is an obligation to supply spot purchases at the benchmark terminal 
gate price, wholesalers and distributors face a choice.  One option is to 
purchase on a contract basis (and hence not gain the right to purchase at the 
benchmark price).  The other option is to make spot purchases at the 
benchmark price.  The choice between the options will depend upon the 
difference in the prices, differences in the reliability of supply and in the short 
term the ability of wholesalers and distributors to ‘get out of’ current 
contracts.   
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Given the just-in-time basis upon which petroleum is refined, spot supplies, if 
they are available, are likely to be unreliable.  That is, there is likely to be 
some variability in the volumes of spot supplies available at any one time.  
This is likely to either increase the holding costs of the wholesaler or 
distributor (as it tries to smooth the variability in the spot volumes it 
purchases) or increase the variability of supplies it can offer retailers.  Both are 
likely to be costly.  It is likely that these costs (particularly the holding costs) 
will outweigh the difference in prices.  If this is the case there will be few if 
any spot purchases at the benchmark terminal gate price.  In other words, the 
obligation to supply spot purchases at the benchmark price will not effect the 
range and size of the current implicit premiums to the benchmark terminal 
gate price.   

The obligation to supply spot purchases at the benchmark price is also 
unlikely to affect wholesale prices that are currently at an implicit discount to 
the benchmark price.  As argued above, these discounts are likely to be driven 
by competition among refiners.  This is unlikely to be affected by an 
obligation to supply spot purchases at the benchmark price.   

As this obligation to supply is likely to have little or no effect on the level and 
range of wholesale prices to the competitors of the oil majors’ franchisees and 
agents in the retail market, it will have little or no effect on wholesale list 
prices and price support the refiners provide their retailers.   

7.2. Effects on retail prices, competition and investment  

As the obligation to supply spot purchases is likely to have little, if any, 
effects on the level and range of wholesale prices, it will have little, if any, 
effects on retail prices, competition and investment.   

The obligation to supply spot purchase at benchmark terminal gate prices is 
likely to have little, if any, effect on the level and range of wholesale petrol 
prices.  Nor will it affect the competitive dynamics or prices (including price 
fluctuations) in the retail market for petrol.  As a result, it will have little or 
no effect on competition and investment in refining, wholesaling or retailing 
petrol products.     
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8. Obligation to supply spot purchases and 
purchases made by contract at the benchmark 
terminal gate price      

If the obligation to supply at the benchmark terminal gate price, includes, in 
addition to spot purchases, purchases made by contract, the effects are likely 
to be different.   

8.1. Implications for wholesale prices 

Sales at an implicit premium to the benchmark terminal gate price  

Although there may be lag as existing contracts expire, this obligation is likely 
to reduce or remove the implicit premium to the benchmark price currently in 
wholesale prices.  The ability of wholesalers and distributors to purchase 
refined petroleum at the terminal gate at the benchmark price will result in 
wholesale prices being competed down toward the benchmark price plus the 
efficient costs of services provided outside the terminal gate (such as delivery 
to the distributor or wholesaler).  The implicit premium will be largely or 
fully removed.   

It is likely however that contracts will remain (albeit at lower wholesale 
prices).  That is it is highly unlikely that this obligation will create a spot 
market.  Contracts will still be valuable to both refiners and wholesalers and 
distributors.  Contracts will increase the certainty over volumes and hence 
enable refiners to minimise their holding costs.  Contracts will also provide 
wholesalers and distributors with some certainty over supply and as a result 
enable them to minimise their holding costs.  

Sales at an implicit discount to the benchmark terminal gate price  

Based on the premise that competition among domestic refiners is the major 
factor determining the discounts, the obligation to supply at the benchmark 
price is likely to have an indirect effect on wholesale prices.  As noted above, 
the obligation to supply at the benchmark price is likely to reduce or remove 
any premiums that refiners currently achieve over the benchmark price.  This 
will reduce the contributions of these sales to the fixed costs of refining.    

There are two possible outcomes of this in the long term.  Either refiners will 
fail on an on-going basis to recover their refining costs or they will offer 
smaller or no discounts below the benchmark price.  In fact if the obligation to 
supply at the benchmark price removes the premiums, the only long-run 
equilibrium where no refiner exits is one in which the discounts are also 
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totally removed.  That is, if all  wholesale prices are based on the same 
implicit terminal gate price (the benchmark price).  

The compression in the range of wholesale prices will affect wholesale prices 
differently in different areas.  Areas serviced by wholesalers and distributors 
that currently source petrol from refiners at a premium to the benchmark 
prices (such as smaller independents) will on average see a decrease in 
wholesale prices.  Areas serviced by wholesalers and distributors that 
currently source petrol from refiners at a discount to the benchmark prices 
(such as the larger independent chains) will on average see an increase in 
wholesale prices.  It is in these areas where short-term price fluctuations are 
more prevalent.      

An obligation to supply spot purchases and purchases made by contract at 
the benchmark terminal gate price is likely to compress the range of 
wholesale prices.  It will most likely increase wholesale prices in areas where 
short-term price fluctuations are more prevalent.              

8.2. Effects on retail prices, competition and investment  

The effects on retail prices and competition will differ across localities 
depending on whether prices to wholesalers and distributors serving the 
locality increase or decrease.  As one of the aims of this report is to examine 
the implications of terminal gate pricing on the short-term price fluctuations 
of retail petrol prices, we have divided the assessment into two parts.  First, 
the implications for retail prices in localities with relatively stable retail petrol 
prices are examined.  These tend to be localities where wholesale prices are 
currently at a premium to the benchmark terminal gate price due to the 
absence of the large independent chains.  Second, the implications for retail 
prices in localities where short-term price fluctuations are more prevalent are 
examined.  These tend to be localities where wholesale prices are currently at 
a discount to the benchmark terminal gate price and the independent chains 
are more prevalent.  

Localities with relatively stable retail prices 

As a result of this form of TGP, wholesale prices are likely to fall in localities 
where retail petrol prices are relatively stable.  

The decrease in the wholesale price at which distributors acquire petrol from 
the refiners may result in lower retail prices.  Whether the full decrease in 
wholesale prices flows through to retail prices will depend upon the degree of 
competition among distributors serving these areas and the degree of 
competition among retailers of petrol.  Given the low barriers to entry to 
become a distributor, it is likely that, at least over the medium term, most of 
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the decrease in the wholesale price will be passed onto retailers.  Further, 
although price competition in these localities is not aggressive as in other 
areas, it is likely that the majority of the price decreases to retailers will be 
passed on through lower retail prices.            

The obligation to supply spot and contract purchases at the benchmark 
terminal gate price is likely to result in a reduction in the retail prices in 
localities in which retail petrol prices are relatively stable.   

Localities where short-term fluctuations of retail petrol prices are more prevalent  

As a result of this form of TGP, wholesale prices are likely to increase in 
localities where short-term fluctuations of retail petrol prices are more 
prevalent.  The issue is how will this affect the level and variability of retail 
prices in these areas?  It is likely that the effects will differ over time.   

Short-term consequences  

Say the benchmark terminal gate price is 80 cents per litre.  Further, say that 
independent chains in a particular area purchase refined petroleum at 75 
cents per litre (a discount of 5 cents per litre).  For the purposes of exposition 
assume that there are no costs of delivering the refined petroleum to retailers 
in the locality.  Also assume the wholesale list price that the oil majors supply 
their franchisees in the locality is 80 cents per litre.       

Consistent with the analysis of competition in these localities assume that the 
outcome before TGP was a price at variable cost of 75 cents per litre on 
Monday to Wednesday and a price of 85 cents per litre on the other days of 
the week.  The margin of 10 cents per litre is necessary to recover the retailers’ 
fixed costs.  In order to meet the competition, assume that the oil majors 
provide price support of 5 cents per litre on Monday to Wednesday to their 
retail franchisees.  Assume that the average retail price over the week is 80 
cents per litre.    

Now assume that as a result of TGP the discounts to the benchmark price are 
removed.  This increases the price that the independent chains in the locality 
purchase refined petroleum to 80 cents per litre.  It is also likely that in order 
for the refiners to recover their fixed costs the wholesale list price will remain 
at 80 cents per litre. 

The primary effect of the removal of the discounts to the benchmark will be to  
increase the average retail price (in this example by 5 cents per litre).  
However, it will likely have little if any impact on the short-term fluctuations 
of the retail price of petrol.  In the short term, the removal of discounts will do 
little to affect the competitive dynamics among retailers in these localities.  
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Profitability will still be affected by sales volumes and sales volumes with still 
be affected by the relative prices of retailers in the immediate vicinity.  The 
likely outcome is that competition among retailers in the locality will push 
prices to variable cost (80 cents per litre) on Monday to Wednesday and allow 
prices to rise to 90 cents per litre on the other days of the week.  The only 
difference is that price support will not be necessary to enable the oil major’s 
retail franchisees to compete with the independent retailers. 

Long-term consequences 

By increasing the average wholesale price of the independent chains, it is 
possible that this form of TGP will affect the relative competitiveness of the 
independent chains relative to the retail franchisees and agents of the oil 
majors.  The most likely consequence of this is that the market shares of the 
independent chains will diminish.  Specifically, independent chains may find 
it less profitable to operate outlets in more marginal areas resulting in their 
closure.  That is, although the independent chains may still operate, where 
they operate may be restricted to the most profitable areas (such as areas 
where sale volumes are particularly high).  This will alter the competitive 
dynamics in localities the independent chains exit or lose significant shares of 
sales.  In turn this is likely to reduce the short-term fluctuations of prices in 
these areas.   

The obligation to supply spot and contract purchases at the benchmark 
terminal gate price is likely to result in short-term price fluctuations of retail 
prices occurring in fewer areas.  However, it will likely increase retail petrol 
prices in areas in which the short-term fluctuations are currently more 
prevalent.   

Investment and competition in the retail market  

The most significant affect on competition and investment in the retail market 
is likely to be in localities in which the larger independent chains are currently 
vigorous competitors.  The removal of discounts will worsen the competitive 
position of the independent chains relative to the franchisees of the oil majors.  
This will likely result in a reduction in retail competition in some areas.   

Further, to the extent there is an on-going process of rationalisation of retail 
outlets in the localities in which retail petrol prices are stable, this form of 
TGP (by lowering the price at which some retail outlets acquire petrol) may 
slow that process.  



Economic Implications of Terminal Gate Pricing  

 

 
frontier economics 

October 2001  33 

Investment and competition among refiners  

This form of TGP is likely to reduce the intensity with which refiners compete 
to supply refined petroleum to the large wholesalers and distributors.  This 
will result in the wholesale price at which they purchase supplies to increase.  

So long as the changes in revenues from the discounts and premiums to the 
benchmark terminal gate price average out to allow refiners to recover their 
fixed costs of refining, there should be little impact on investment in refining 
activities.   

Whether this will occur will depend upon the degree to which imports 
become price competitive as wholesale prices to the larger independent 
chains increase.  Although it may be the case that competition among the 
domestic refiners is the primary determinant of the discounts to the 
benchmark terminal gate price currently achieved by the independent chains, 
it is likely that imports will become competitive at some price.  That is there is 
a limit to which domestic refiners can raise prices to the independent chains 
before they source a significant proportion of their supplies from imports.  If 
the threat of imports constrains the price refiners can charge the independent 
chains to below the benchmark terminal gate price then this form of TGP may 
undermine the ability of refiners to fully recover their fixed cost of refining.  
In the short-term this will have the effect of discouraging new investment in 
refining activities and may ultimately result in the exit of some refiners.  This 
in turn would have the effect of diminishing competition among refiners.    
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9. No discounting below the benchmark terminal 
gate price  

The final form of TGP requires refiners to supply all spot and contract 
purchases at the benchmark price.  That is in addition to placing a cap on the 
price of spot and contract purchases, this form of TGP prevents discounting 
below the benchmark price and (to the extent possible) prevents price 
support.  In this way the benchmark terminal gate price becomes the 
maximum and minimum price for spot and contract purchases.   

It may be thought that this form of TGP will result in a spot market for 
purchases at the terminal gate.  This is unlikely however.  As noted above 
contracts provide advantages to both refiners and wholesalers and 
distributors.  Refiners gain certainty over volumes.  Wholesalers and 
distributors gain reliability of supply.  Given the benefits to both parties from 
contracts, it is unlikely that a spot market will develop.  Contracts will remain 
the most prevalent form of purchases.   

The likely outcomes if all purchases at the terminal gate price must be made 
at the benchmark price will be similar to those described in the previous 
section.  

9.1. Implications for wholesale prices 

Although there may be lag as existing contracts expire, under this form of 
TGP both the implicit premiums and the implicit discounts to the benchmark 
price will be outlawed. 

The ability of wholesalers and distributors to purchase refined petroleum at 
the terminal gate at the benchmark price will result in wholesale prices being 
competed down to the benchmark price plus the efficient costs of services 
provided outside the terminal gate (such as delivery to the distributor or 
wholesaler).  The implicit premiums will be removed.   

The requirements that refiners not discount below the benchmark price will 
remove any discounts to that price implicit in wholesale prices.   

Wholesale prices will only differ by the efficient costs of services provided 
outside the terminal gate.  As noted above, wholesale prices will tend to 
decline in those areas where retail petrol prices are relatively stable and 
increase in those areas where short-term fluctuations of retail petrol prices are 
more prevalent.      
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The obligation to supply spot purchases and purchases made by contract at 
the benchmark terminal gate price combined with the outlawing of discounts 
below the terminal gate price will compress the range of wholesale prices.  It 
will most likely increase wholesale prices in areas where short-term price 
fluctuations are more prevalent.              

9.2. Effects on retail prices, competition and investment  

The effects on retail prices and competition will also be similar to those 
described in the previous section.   

Effects on retail prices 

The effects on retail prices will again differ across localities.  

In localities where retail petrol prices are relatively stable, retail prices are 
likely to fall.  As noted above, the extent to which the decrease in wholesale 
prices will flow through to retail prices will depend upon the degree of 
competition among distributors serving these areas and the degree of 
competition among retailers of petrol.   

In localities where short-term fluctuations of retail petrol prices are more 
prevalent, retail prices are likely to increase.  For the reasons stated above it is 
likely that short-term price fluctuations of retail prices will occur in fewer 
areas.  It is also likely that retail petrol prices will increase in areas in which 
the short-term fluctuations are currently more prevalent.   

The obligation to supply spot and contract purchases at the benchmark 
terminal gate price combined with the outlawing of discounts below the 
terminal gate price is likely to result in short-term price fluctuations of retail 
prices occurring in fewer areas.  However, it will likely increase retail petrol 
prices in areas in which the short-term fluctuations are currently more 
prevalent.   

Investment and competition in the retail market  

Again the removal of wholesale discount may reduce competition in areas 
where the independent chains are currently vigorous competitors.  Further, to 
the extent that there is on-going process of rationalisation of retail outlets in 
other areas, this is likely to be slowed by this form of TGP.   

Investment and competition among refiners  

This form of TGP will also reduce the intensity with which the refiners 
compete to supply refined petroleum to the larger wholesalers and 
distributors.   
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For the reasons noted above, the impact on investment in refining activities 
will depend upon the degree to which imports become price competitive as 
the wholesale price increases (especially to the independent chains).  If 
imports constrain the price refiners can charge the independent chains to 
below the benchmark terminal gate price then this form of TGP may 
undermine the ability of refiners to fully recover their fixed cost of refining.  
In the short-term this will have the effect of discouraging new investment in 
refining activities and may ultimately result in the exit of some refiners.  This 
would have the effect of diminishing competition among refiners.    
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10. Economic arguments for and against 
discounts to the terminal gate price  

Before assessing the economic arguments for and against discounts to the 
terminal gate price it is first necessary to define our interpretation of what is 
meant by the term ‘economic arguments’.  

For the purposes of this assessment we have interpreted economic to be 
synonymous with economic efficiency.  Economic efficiency is about using 
society’s resources in manner that best promotes the overall welfare of 
society.  As a result, we have not considered the distributional effects of 
discounts (such as the effects discounts may have on refiners or consumers in 
different localities).   

As noted above discounts to the terminal gate price are predominately 
achieved by the larger independent chains.  These discounts can be significant 
(up to 7 cents per litre off the wholesale list price).  These discounts are 
usually provided for bulk purchases or long-term supply contracts.   

As also noted above, there appears to be two sources of these discounts, 
differences in the direct costs of supplying refined petroleum at the terminal 
gate to particular wholesalers or distributors and differences in the 
contributions that particular sales make to the recovery of the fixed cost of 
refining.  

The direct costs of supplying refined petroleum at the terminal gate may 
differ for a number of reasons.  Bulk purchases may result in lower 
transaction costs per litre sold resulting in lower costs.  Bulk purchases may 
also allow the refiner to reap greater economies of scale by using its refining 
and terminalling infrastructure more efficiently.  Long-term supply contracts 
may enable refiners to better plan their production, resulting in lower holding 
costs.  Long-term contracts may also enable refiners to plan future 
investments more efficiently, again reducing costs. 

It is unlikely that differences in the direct costs of supplying particular 
wholesalers and distributors explains the large variation in wholesale prices 
observed (7 cents per litre).  It is likely that sales to different distributors 
involve different contributions to the fixed costs of refining and terminalling.  
It is likely that the margins that refiners achieve over their variable costs 
differs across wholesalers and distributors and over time.  

The economic arguments for and against discounts to the terminal gate price 
primarily depend on the source of the discounts.   
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10.1. Discounts based on differences in the direct costs of 
providing refined petroleum 

In the usual case, outcomes are more economically efficient if prices signal to 
providers and consumers the direct costs they impose on society as a result of 
their decisions and actions.  If a consumer decides to purchase a commodity, 
resources will be used more efficiently if the consumer is faced with the full 
economic costs of that decision.  This will usually be the case if the price 
reflects the value of the resources used to produce the commodity.   

The same is the case in relation to the decisions made by wholesalers and 
distributors in purchasing refined petroleum (including how much to 
purchase, when to purchase and so on) and the decisions of refiners to 
produce and sell refined petroleum.  Consequently, discounts to the terminal 
gate price that reflect differences in the direct costs of providing refined 
petroleum to different wholesalers and distributors is most likely to promote 
more economically efficient decisions.  Consider a few examples.          

Duration of supply contracts  

As noted above, refiners produce petroleum on a just-in-time basis in order to 
minimise holding costs.  The more certainty with which a wholesaler or 
distributor purchases refined petroleum from a particular refiner, the greater 
the scope for the refiner to economise its holding costs.  One way in which 
this can be achieved is through long-term supply contracts. 

If the price of refined petroleum reflects the lower holding cost to the refiner 
associated with long-term contracts, wholesalers and distributors will make 
economically efficient decisions of whether to commit to such a contract.  That 
is,  if the price of refined petroleum at the terminal gate reflects the holding 
costs, the wholesaler or distributor will weigh-up the value it places on 
greater flexibility about the volume it purchases over the life of the contract 
against the costs this imposes on the refiner.   

Volume of purchases  

The volume of purchases are also likely to affect the direct costs of providing 
refined petroleum to a particular wholesaler or distributor.  As noted above, 
refining petroleum involves significant costs that do not vary with the volume 
of petroleum that is refined.  Up to the point the refinery is at capacity, larger 
purchases allow the refiner to spread its costs over larger volumes.  The 
volume purchased therefore has the effect of reducing the refiner’s unit costs.   
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If the price of refined petroleum reflects the lower costs associated with larger 
volumes, wholesalers and distributors will make more economically efficient 
decisions over how much to purchase.    

To the extent that bulk purchases and the duration of supply contracts affect 
the direct costs incurred by refiners in supplying refined petroleum, discounts 
to the terminal gate price that reflect these differences in costs will promote 
more economically efficient decisions by wholesalers and distributors 
concerning how much to purchase and the duration of their contractual 
commitments. 

10.2.  Discounts based on different contributions to the 
fixed costs of refining  

Not all of the costs of providing refined petroleum are directly attributable to  
particular purchases or contracts.  Many of the costs are common to all sales.  
The issue is whether discounts to the terminal gate price reflecting different 
contributions to the fixed costs of refining are economically efficient. 

Decisions of wholesalers to source refined petroleum from domestic refiners or from 
imports  

A number of wholesalers have a choice.  They can purchase refined petroleum 
from domestic refiners or import refined petroleum.  It is economically 
efficient for a wholesaler to import refined petroleum if the cost of doing so is 
less than the variable or marginal cost of refining the same volume in 
Australia.  To the extent that discounts to the terminal gate price reduce the 
price to the wholesalers facing this decision toward the variable or marginal 
cost of supply, the discounts will most likely promote economically efficient 
decisions by wholesalers of where to source refined petroleum.  

Decisions of consumers to purchase petrol 

Consumers face choices over when and how much petrol to use.  Consumers 
will make efficient choices concerning how much petrol to purchase if they 
face the marginal cost of supply.   

Preventing discounting will simply weaken the competitive dynamics 
between refiners, resulting in higher wholesale and retail petrol prices.  By 
raising prices above cost, this is likely to inefficiently discourage petrol 
purchases at the margin.  
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11. Economic assessment of using the import 
parity price to estimate the TGP    

If a decision were taken to implement some form of TGP, it would be 
necessary to decide how to determine the petroleum component of the 
benchmark terminal gate price.  In this section the options for determining the 
benchmark terminal gate price are assessed.  In undertaking this assessment 
we have assumed that the objective is to determine a benchmark terminal gate 
price that maximises social welfare (i.e. that best promotes economic 
efficiency).10  

11.1. Possible approaches for determining the 
benchmark terminal gate price   

There are three possible approaches for determining the benchmark terminal 
gate price: 

1. Cost based: taking the world price for imported crude, and adding  
transport costs and domestic refining and terminalling costs. 

2. Import based: taking the world price for refined petroleum and adding 
transport costs and adjusting for quality differences. 

3. Export based: taking the price domestic refiners would receive (net of 
transport and other costs) for domestically refined petroleum on the 
world market. 

Each approach will produce different prices.  

The cost-based approach will differ from the import-based approach as a 
result of differences in the levels of efficiency of refineries in Australia and 
overseas.    They will also differ by any differences in the shipping costs of 
crude and refined petroleum.  

The import-based approach will differ from the export-based approach 
depending on the size of shipping costs to Australia (which are included in 

                                                 

10  Other objectives may also be relevant, such as the desirability of maintaining some degree 
of self-sufficiency in petrol production in order to manage the risk of supply shortages in 
times of political upheaval or regional conflict in major oil producing countries.  Objectives 
such as these are not considered here. 
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the import-based price) and on the size of shipping costs from Australia 
(which are excluded from the export-based price). 

11.2. Economic decisions influenced by the terminal gate 
price  

A primary determinant of which approach is more appropriate is the 
economic decisions the terminal gate price is likely to influence.  There are 
potentially three economic decisions that the terminal gate price can affect.      

Domestic refiners make the decision of whether to sell refined petroleum on 
the domestic market or whether to export the refined petroleum.  

Domestic wholesalers make the decision of whether to purchase refined 
petroleum from domestic refiners or whether to import refined petroleum. 

Domestic consumers make the decision of how much refined petroleum to 
use.     

Decision by domestic refiners  

It is economically efficient for a domestic refiner to export refined petroleum 
if the export price (net of shipping and other costs) exceeds the value placed 
on the petroleum in the domestic market (at the margin).  Domestic refiners 
will make efficient decisions of whether to sell domestically–refined 
petroleum on the domestic market if the benchmark terminal gate price 
reflects the opportunity cost of selling the petroleum on the domestic market.  
This opportunity cost is the price (net of shipping and other costs) the refiner 
could achieve if it decided to export the petroleum.  This is the export-based 
price.  

Decision by domestic wholesalers  

It is economically efficient for a domestic wholesaler to import refined 
petroleum if the import price (including shipping and other costs) is less than 
the cost of producing the petroleum domestically (at the margin).  Domestic 
wholesalers will make efficient decisions concerning whether or not to import 
refined petroleum if  the benchmark terminal gate price is based on the 
import price (including shipping and other costs).  This is the import-based 
price. 

Decisions by domestic consumers 

It is economically efficient for a domestic consumer to use more refined 
petroleum if the consumer values the refined petroleum at greater than its 
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economic cost (at the margin).  The economic cost depends on whether at the 
margin Australia is an exporter of refined petroleum, an importer of refined 
petroleum or does not trade refined petroleum at all.    

If Australia at the margin exports refined petroleum, then the price that 
domestic consumers face should be based on the export-based terminal gate 
price.  This is the opportunity foregone by consuming domestically-refined 
petroleum in Australia. 

If Australia at the margin imports refined petroleum, then the price that 
domestic consumers face should be based on the import-based terminal gate 
price.  This is the cost of sourcing refined petroleum for domestic 
consumption.                

If Australia does not import or export refined petroleum, then the price that 
domestic consumers face should be based on the cost-based terminal gate 
price.  This is the cost of sourcing refined petroleum for domestic 
consumption.  

To see this consider the following example.  Assume that the import-based 
price of refined petroleum is 22 cents per litre and the export-based price is 20 
cents per litre.  Also assume that the landed import price of crude petroleum 
is 18 cents per litre.  Now consider three cases based on different marginal 
costs of refining crude petroleum in Australia.   

Case 1: Refining costs are at the margin 2 cents per litre    

In this case the marginal cost of producing refined petroleum in Australia is 
20 cents per litre (18 plus 2).  At this price exports are profitable.  The 
alternative to domestic use of the refined petroleum is export.  The export-
based price reflects the economic cost of domestic consumption.      

Case 2: Refining costs are at the margin 4 cents per litre   

In this case the marginal cost of producing refined petroleum in Australia is 
22 cents per litre (18 plus 4).  At this price imports are profitable.  The 
alternative to domestic use is to import less refined petroleum. The import-
based price reflects the economic cost of domestic consumption. 

Case 3: Refining costs are at the margin 3 cents per litre    

In this case the marginal cost of producing refined petroleum in Australia is 
21 cents per litre (18 plus 3).  Neither the import-based nor export-based price 
captures the cost at the margin of domestic consumption.  In this case the 
cost-based approach price reflects the economic cost of domestic 
consumption. 
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Although each of these decisions can be affected by the benchmark terminal 
gate price, the effects on decisions by consumers are likely to be of least 
importance.  As the demand for petrol is not very sensitive to the price, the 
economic efficiency loss from distorting the consumption decisions are likely 
to be small.  On the other hand, the decisions to import or export automotive 
petrol are likely to be more sensitive to the benchmark price.  As a result, it is 
preferable to concentrate on a comparison of the import-based and export-
based approaches.   

11.3. Imports and exports of refined petroleum  

Imports and exports of unleaded and leaded automotive petrol products by 
State are detailed in Table 3.  The picture is somewhat unclear.  Australia 
simultaneously imports and exports automotive petrol, although as a 
proportion of sales they are small.  In 2000/01 imports constituted 6.5 per cent 
of domestic sales and exports were 7.3 per cent of domestic sales.  Compared 
to 1998/99 imports have increased in volume and exports have decreased. 

Probably more importantly there are substantial variations in the patterns of 
imports and exports across States.  For example, NSW is a net importer of 
automotive petrol and Western Australia is a net exporter.  Further, Victoria, 
although a net exporter, also imports significant quantities of automotive 
petrol.   

The differences across States is likely to be the result of a range of factors 
including the efficiency of the refineries in each State, the scope for each of the 
oil majors to import and export petrol from and to their operations in other 
countries, differences in fuel standards across States and so on.  The point is 
that there is no clear picture of whether at the margin Australia is a net 
importer or exporter of automotive petrol and hence no clear picture of 
whether an import-based or export-based benchmark price is more 
appropriate.  
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Table 3: Automotive petrol: imports, exports and sales by State (megalitres) 

 1998-99 2000-01 

State/Territory Imports  
(% of sales) 

Exports  
(% of sales) 

Imports  
(% of sales) 

Exports  
(% of sales) 

New South Wales 511.0  (8.5%) 76.4  (1.3%) 565.5  (9.4%) 28.1  (0.5%) 

Northern Territory 44.5  (26.0%) 0.0  (0.0%) 54.9  (35.6%) 0.0  (0.0%) 

Queensland 91.0  (2.5%) 161.8  (4.5%) 81.9  (2.2%) 159.6  (4.2%) 

South Australia 36.5  (2.6%) 0.0  (0.0%) 39.3  (2.9%) 66.2  (4.8%) 

Tasmania 0.0  (0.0%) 0.0  (0.0%) 0.0  (0.0%) 0.1  (0.02%) 

Victoria  201.1  (4.4%) 911.3  (19.7%) 404.6  (8.8%) 536.5  (11.7%) 

Western Australia 6.0  (0.3%) 389.1  (20.4%) 42.2  (2.35) 540.5  (29.5%) 

Australia 
890.3  (4.9%) 1538.9  (8.4%) 

1188.7  
(6.5%) 1332.5  (7.3%) 

Source: Commonwealth Department of Industry, Science and Resources, Australian Petroleum 
Statistics, various issues. 

11.4. Implementation issues in determining import and 
export-based prices  

It is likely therefore that the choice between import-based and export-based 
prices is best made on practical grounds.  In practice, there are likely to be 
some difficulties in determining the appropriate import and export-based 
prices.  

First there are quality differences in refined petroleum on the world market.  
To the extent possible, the import-based and export-based prices should be 
based on the quality of petroleum refined and consumed in Australia.  To the 
extent that there are difficulties in adjusting for quality differences, this may 
result in one approach being favoured over another. 

Second there is the potential for prices to be manipulated.  Domestic refiners 
are major importers and exporters of refined petroleum.  To the extent that 
the benchmark terminal gate price is determined by the prices at which they 
import and export refined petroleum, an incentive may be created for these 
pries to the artificially manipulated.   
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11.4.1. Import-based approach  

Under the import-based approach there are two options.  One is to measure 
the price at the major port of origin of imported refined petroleum and then 
add on transport costs.  The other is to base the price on the landed price of 
imported refined petroleum.      

A major difficulty in using the landed price is the relatively low levels of 
refined petroleum imported into Australia.  As a result, there is a risk that 
imported prices could be manipulated by the Australian oil majors.  It is likely 
to be preferable to base the price on the market price at the major port of 
origin.  

Table 4 details the major origins of imports of automotive petrol into 
Australia,  In both 1998/99 and 2000/01 around 50 per cent of automotive 
petrol imported into Australia originated from Singapore.  The Singapore 
spot price appears to be the relevant price to determine the import-based 
price.   

One difficulty with using the Singapore spot price however is differences in 
quality.  This is likely to be especially important given the ‘clean fuel’ 
standards imposed by some States.  In order for the import-based price to 
provide accurate signals to domestic wholesalers and distributors of whether 
to import refined petroleum or to source it domestically, the price should be 
for imported petroleum of the same or similar quality to that refined in 
Australia.  If the Singapore spot price for refined petroleum is dissimilar to 
that used in Australia, quality adjustments must be made.  

A possible concern with both import-based approaches (and the export-based 
approaches for that matter) is that the international spot price is affected by 
imperfections in the international market for petroleum products.  Clearly the 
market for petrol is not perfectly competitive given the practices of the OPEC 
block of countries.  By restricting supplies, the OPEC countries are causing the 
price of crude and therefore refined products to exceed its costs.  While world 
welfare would clearly be enhanced if OPEC stopped restricting its petroleum 
supplies, the artificially high world price is still the appropriate value.  It still 
reflects the relative cost of importing refined petroleum (and the value of 
exporting refined petroleum) compared to producing and consuming it in 
Australia.   
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Table 4: Major origins of imports of automotive petrol (megalitres)  

Origin  1998-99 2000-01 

Singapore  410.8 541.5 

Saudi Arabia 153.0 250.6 

China 122.3 165.2 

Japan incl. in other 93.8 

United Arab Emirates  Incl. in other 47.5 

Thailand 79.0 29.9 

Other 124.6 60.2 

Total 890.3 1,188.7 

Source: Commonwealth Department of Industry, Science and Resources, Australian Petroleum 
Statistics, various issues. 

11.4.2. Export-based approach 

The appropriate export-based price is one that reflects the net price that 
domestic refiners could achieve for exporting domestically-refined petroleum.  
As with the import-based approach there are two options.  One is to measure 
the price at a particular location and subtract shipping and other relevant 
costs.  The other option is to measure the actual net price received by 
domestic exporters.  

Similar difficulties to those with the import-based approaches arise with the 
export-based approaches.  

A major difficulty in using the net price received by domestic exporters is the 
possibility prices could be manipulated by the Australian oil majors.  It is 
likely to be preferable to base the price on the price at the major port of 
destination.  

Table 5 details the major destinations of exports of automotive petrol from 
Australia.  In both 1998/99 and 2000/01 around 65 per cent of automotive 
petrol exported from Australia was destined for New Zealand.  The price on 
the New Zealand market appears to be the relevant price to determine the 
export-based price.   

There are a number of difficulties with this however.  The price in New 
Zealand, being a small market, is likely to be influenced by the price of 
Australian exports.  Further, as with import-based prices, the prices in New 
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Zealand would need to be adjusted for quality differences when compared 
with Australia.  

Table 5: Major destinations of exports of automotive petrol (megalitres)  

Destination  1998-99 2000-01 

New Zealand  1,022.2 831.8 

Other Pacific Islands  310.7 290.6 

United States of America 76.3 174.2 

Singapore  84.9 84.9 

Other 44.8 35.8 

Total 1,538.9 1,332.5 

Source: Commonwealth Department of Industry, Science and Resources, Australian Petroleum 
Statistics, various issues. 

In summary, there is no clear economic rationale for preferring an import-
based or export-based price in determining the benchmark price.  The 
decision comes down to practical reasons.  As an import-based price based on 
Singapore spot prices is transparent and will not be affected by decisions 
within Australia, it is preferred.  However, the basis for the preference is 
marginal.   

We consider using an import-based price to set the terminal gate price as 
preferable.  We recommend that the Singapore spot price be used, and then 
subsequently adjusted to reflect transport costs and any quality differences.   
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Appendix HAppendix HAppendix HAppendix HAppendix H

List of submissions

Submission
Number Organisation/individual

1 David Caddie

2 Sarath Delpachitra

3 Robin Weatherald

4 Roadhouse Interactive Pty Ltd

5 Service Station Association Ltd

6 Liberty Oil Pty Ltd

7 G & P Watts Pty Ltd

8 Richard Malone

9 New South Wales Department of Fair Trading

10 Australian Petroleum Agents and Distributors Association

11 Gull Petroleum (WA) Pty Ltd

12 Australian Institute of Petroleum

13 Russell Savage MLA, Member for Mildura, Victoria

14 Mundher Al-Saleem

15 International Financing Services Pty Ltd

16 Mobil Oil Australia Pty Ltd

17 Trafigura Fuels Australia

18 Independent Petroleum Marketers Association of Australia

19 Caltex Australia Limited

20 BP Australia Limited

21 Northern Territory Government

22 Australian Automobile Association

23 7-Eleven Stores Pty Ltd*

24 Motor Trades Association of Australia

25 APCO Service Stations Pty Ltd*

26 Consumer and Business Affairs Victoria
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27 Motor Trades Association of Queensland

28 Woolworths Limited*

29 Chamber of Commerce and Industry Western Australia

30 Royal Automobile Club of Victoria

31 National Roads and Motorists' Association

32 Western Australian Government

33 Australian Consumers' Association

34 Victorian Automobile Chamber of Commerce

35 FuelWatch Pty Ltd

36 Queensland Government

37 David Evans

38 Tasmanian Government

*  Contains confidential information.
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Appendix IAppendix IAppendix IAppendix IAppendix I

Summary of particular submissions

Oil majors

BP

BP noted that despite the highly competitive prices of petrol in Australia,
volatility in retail prices is an annoying issue for the public.  It suggested that
price cycles built community perceptions that there is a conspiracy in the
industry and that there is excess profit if prices can rise by as much as 10 cpl in
a day.  As a result, BP indicated that it was concerned about its reputation and,
accordingly, would like to see some moderation in price cycles.

In BP's view, price fluctuations in Australia have little to do with the nature of
petrol as a product.  Rather, they have more to do with strong competition, a
desire by site operators to retain market share, the impact of pricing rebates
and the list price ceiling.  BP also considered the petroleum industry to be highly
regulated and suggested that this regulation had contributed to price volatility.

BP commented on the options for limiting price cycles suggested by the
Commission in the June 2001 discussion paper:

• A consumer awareness campaign was worth pursuing, but it would not
guarantee moderation of the price cycle.   BP suggested that the
Commission pursue a policy of publishing a monthly price survey for each
capital city and advise the public on what days the lowest prices occurred.

• The success of Western Australia allowing prices to be changed only once in
24 hours was not yet clear due to the recent closure of the loophole and
therefore it needs more time.  However, subject to the results, the 24-hour
rule may be worth a trial.

• Limiting price changes to a certain amount each day may be worth a trial if
only to change their nature from the sudden saw tooth changes to a more
gradual rise.

• Price regulation was not supported because retail price regulation was likely
to hinder competition and the reintroduction of wholesale price regulation
was fraught with difficulty and was essentially a means of second guessing
the market.

• The introduction of TGP similar to the Victorian legislation was supported
because it makes the real wholesale price more transparent, and it will give the
public a greater understanding of how prices are developed down the chain.

• A spot market from terminals and no discounting off the terminal gate price
are not necessary for an effective TGP system. BP suggested that the term
contracted terminal gate price approach which they use, applied across the
industry and, with transparency, would assist in reducing price fluctuations.

• It supported holding discussions to revive the Federal Government's 1998
reform package.
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Caltex

Caltex commented that there is rarely any good news about petrol prices,
irrespective of whether prices move up or down. It also considered that
concerns about petrol price variability, although frequently heard in the media,
related to only some consumers.  In Caltex's view, prices in city areas were
driven by excess refinery supply in Australia, low barriers to market entry and
an 'open import policy' for petroleum products.

Caltex strongly opposed any actions to regulate price variability.  It
commented that constant threats to regulate petroleum prices, and the
implementation of such regulation in Western Australia and Victoria,
discourage investment in the petroleum industry.   It did not favour regulation
to reduce price variability as this would constrain competition and may lead to
higher prices.  Caltex would not support a national approach to price
regulation, even if various States decided to regulate.

Caltex recommended that consumers be provided with additional information
about the price cycle to allow them to modify their purchase timing, if they
wish.  The Government should provide this information through electronic
and print media.

Regarding the other options to limit price cycles in the Commission's June
2001 discussion paper, Caltex made the following comments.

• It opposed the 24-hour rule as it considered it to be anti-competitive and
likely to lead to higher prices. It would also adversely affect wholesalers,
retailers and consumers.

• It did not support limiting price increases to a certain amount each day
because this would limit the depth of discounting leading to an increase in
average retail prices.  It would also involve a high administrative burden for
retailers.  Caltex also commented that this type of scheme could not be
enforced on a self-regulatory basis through an industry code.

• It opposed price regulation and believed it would have to be based on full
cost recovery and an adequate return on investment.  This would result in
the regulated price being substantially above the current market price.

• TGP would not result in less fuel price variability. Caltex also believed that
discounts could not be banned because of the many indirect ways they can
be provided by industry participants.

Mobil

Mobil acknowledged community concern about fuel price fluctuations and
commented that petrol price variability is evidence of an intensely competitive
retail petrol market.  In its view, consumers' interests are best served by
allowing free competition to determine fuel prices.

Although Mobil did not comment specifically on options to limit price cycles,
it did not support any of the proposed regulation measures as they were likely
to restrict competition and result in higher prices.

Furthermore, Mobil considered that the Sites Act and the Franchise Act
distorted the market by preventing all participants from competing on an
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equal basis. Mobil considered that repeal of these Acts could promote further
competition and lay the foundations for a fairer and more equitable market for
both retailers and consumers.

AIP

The AIP acknowledged the dissatisfaction that some consumers feel about
petrol price volatility.  However, it said that any attempt to dampen this
volatility was likely to lessen competition and possibly lead to higher petrol
prices.

The AIP believed that the petroleum industry was fundamentally opposed to
regulation, because it believes that free market competition delivers the lowest
prices to consumers.  It also stated that regulation pursued by individual State
jurisdictions on an inconsistent basis would impose the highest costs on
industry and consumers.

Among the options canvassed by the Commission in the June 2001 discussion
paper, the AIP preferred a government program to educate consumers about
the price cycle and the petrol market in general. A consumer awareness
program would help markets operate more efficiently through consumers
being informed, not only on such matters as petrol prices but also on how
markets operate. It suggested that such a program could include price data
sourced from a suitable consultant and its publication on a government
website.  This data would then be available for publication in print and
electronic media.

Regarding other options to limit price cycles, the AIP indicated that
constraining price movements in a 24-hour period would probably lead to
higher petrol prices, because it limits the ability of all participants in the
market to react to price changes of competitors.

The AIP considered that imposing a limit on price increases of, say, 3 cpl may
offer market participants more flexibility than the 24-hour rule.  However, it
believed that this option would distort the competitive market which would
not be in the best interests of consumers.  It also believed that any proposed
Code of Practice to ensure compliance with constrained price movements
would be unenforceable across the more than 8000 retailers throughout
Australia and therefore would not work.

The AIP did not support retail or wholesale price regulation for the reasons
outlined by the Commission in its June 2001 discussion paper.  It said that the
petroleum industry does not believe that a mandated terminal gate price would
address the underlying causes of retail petrol price volatility. The industry was
in favour of price transparency but already had a price at the terminal gate for
third party access.  The industry was concerned at the approach by the Western
Australian Minister for Consumer Affairs to implement regulation without due
consideration or understanding of the outcomes.

According to the AIP, the industry supports the repeal of the Sites Act and the
Franchise Act. This would remove the current regulatory barriers to more
efficient operation of the market.
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Independents

Woolworths

Woolworths acknowledged that while some customers experience annoyance
and frustration with petrol price fluctuations, the existing industry structure
produces a highly competitive marketplace. This ensures an average retail
petrol price (Western Australia excluded) lower than any of the contemplated
options would deliver.

It commented that the average retail price is the important factor, not the price
fluctuations.  Although not commenting specifically on options to limit price
cycles, Woolworths said that any intervention aimed at lessening price
fluctuations would reduce the intensity of competition and lead to higher
average prices.

Woolworths recommended that the Commission concentrate on consumer
education to allay community concerns about regular price fluctuations. It
recommended providing information on average retail prices in relation to the
IPI and also crude oil costs converted to Australian cents per litre.  This
information could be published in the electronic and print media.

Woolworths commented that transparency in retail prices against a benchmark
(such as the IPI) should adequately expose price exploitation at the retail level
without creating artificial pricing barriers that can be manipulated by sectors of
the market at the expense of true competitive forces.

Liberty

Liberty believes strongly in a truly deregulated petroleum market and that no
regulation on pricing, operation of sites or any other aspects of the industry
should exist. However, it acknowledged that governments wanted to dampen
petrol price fluctuations in metropolitan markets.  In its view, price fluctuations
are evidence that a competitive retail market exists in Australia.

The only option Liberty supported to limit price cycles was public education.
This is a non-regulatory approach and would have no negative impact on the
operation of independents.

Although Liberty is strongly opposed to regulation, it commented that if
regulation is to be considered, it should be implemented uniformly across
Australia.  Any regulation should be thought through and openly debated so
that it did not affect the operation of independents.

If regulation was to occur, Liberty believed that the only viable option was to
limit price increases to a certain amount each day. The limit suggested by
Liberty was 3 cpl. This option would have minimal impact on independents
because it means they can still lower prices without restriction thereby ensuring
that they preserve their all important flexibility in their operation.  Liberty
believed that this option could be enforced voluntarily through an agreed
industry code of conduct.  It could be implemented in conjunction with a 'dob
in a servo' campaign where the public and other service station operators
would ensure that a service station could not lift their prices.  Liberty
envisaged that this option would have a wide support from the industry.
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Liberty did not support the 24-hour rule as the requirement to notify prices in
advance gave the oil majors an advantage.  The oil majors were able to price
below the independents who could not react (as they would normally do) until
24 hours later.  In Liberty's view, this could result in the independents exiting
the market, thus leading to higher retail prices in the absence of competition.

Gull

Gull considered that fuel price variability is a function of competition,
instigated by independents in the market. It did not consider increased
regulation to be effective in limiting price fluctuations.  Gull suggested that
greater regulation would only lead to higher prices.

Regarding the regulatory arrangements in Western Australia, Gull believed
they are anti-competitive and have allowed the major oil companies to place
competitive pressures on independents such that these players may exit the
market.  Gull believed that the 24-hour rule had removed its flexibility to
match the market, thereby adversely affecting its positive reputation with
consumers. It said it could no longer reliably match the bottom of the market.

Regarding the MWP arrangements in Western Australia, Gull commented that
the availability of product which meets the specifications of the Clean Fuel
Regulations and can be imported is non-existent.  If refineries could provide a
special run of product at this specification, other costs would need to be
considered and this would result in a higher price payable by the importer. At
the current formula, Gull could not sell product profitably into the market.

Gull also considered that regional price caps, which are scheduled to be
implemented in Western Australia, would not enhance competition.

Gull commented that the oil majors should not be able to impose their will on
others (that is, misuse their market power). Therefore, their system of price
support needs to be curtailed, with the establishment of a single price for
franchisees.

7-Eleven

7-Eleven considered that the volatility in fuel prices reflects the unstable
international market for crude oil and is also the direct result of the fiercely
competitive nature of the business.  In its view, the unique way that fuel prices
are posted on large signs outside each retail outlet across the country
contributes to price volatility (as service station operators have to match the
prices of their competitors).  7-Eleven commented that consumers can benefit
from the volatility of petrol prices and stated that typically 70 per cent of petrol
volume is pumped at the lower end of the price cycle.

Regarding the options in the Commission's June 2001 discussion paper,
7-Eleven noted that educating consumers about the price cycle would be a low
cost method of ensuring consumer welfare while not interfering in the
marketplace.  It noted that Internet sites such as <http://
www.fuelwatch.com.au> already provide information on fuel prices.

7-Eleven was concerned by the issues raised by the CCIWA (in its paper, Issues
and Policies in Respect of Vehicle Fuel Price Regulation in Western Australia,
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May 2001), which criticised the Western Australian fuel pricing arrangements.
It noted that these arrangements have resulted in higher prices and increased
compliance costs.

APCO

APCO indicated that price cycles have been a part of the industry since the
early 1980s.  It commented that ethanol blending in fuel has played a major
role in reducing the cost of fuel.  Blending had reduced the cost price of some
'unscrupulous' independents by as much as 3.0 cpl, allowing them to use this
margin to sustain relatively lower retail prices. APCO suggested that this had
the effect of reducing prices at the low point of the price cycle well below cost,
adding to price volatility.

APCO proposed the following solution for limiting price cycles:

• setting a minimum price at which petrol can be sold;

• legislation ensuring oil companies post a terminal gate price at a minimum
of 3.0 cpl below their lowest board price; and

• determining wholesale prices every month, as occurs with LPG.  This would
remove the price fluctuations caused by movements in international oil
prices and the exchange rate.

Trafigura

Trafigura commented that imports and independent fuel retailers have enabled
motorists to buy petrol at competitive prices. In its view, the overall price
structure in Australia is effectively set by the lowest cost supplier, a role filled
by imports.

Trafigura did not comment specifically on options for limiting price cycles, but
was concerned with any steps to restrict or threaten competition.  It believed
that imported fuel delivers benefits to the market in Australia, and is an
important component in that market.

Industry organisations

SSA

According to the SSA, the main driver of discount cycles is the protection by
oil majors of their market share. To lose market share is a major cost burden
for the oil majors, as it disrupts their logistics programming which is disruptive
and expensive. In the SSA's view, the 'on again off again' nature of discounting
is a product of the oil majors trying to average out a viable margin.  The main
reason why discounts are removed just before a holiday or weekend is that the
higher volumes over this period gives oil majors a quicker recovery time in the
discount cycle.

The SSA commented on the options to limit price cycles raised in the
Commission's June 2001 discussion paper. While consumer education would
have some merit, it would not address the core issues of the oil industry (such
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as discriminatory pricing, the mandating of board prices by the oil majors, the
lack of transparency in the pricing process and the dominant use of market
power by the oil majors).

In the SSA's view, options to constrain price movements were seriously flawed,
as they would prevent dealers from responding immediately to competitive
price movements which may cause significant loss of business. The option of
limiting the amount by which a price may rise would not be in the consumer's
interest.  The SSA was also not in favour of price regulation.  It contradicted
the general trend away from such controls and it inevitably leads to higher
prices.

The SSA commented that TGP is the most viable option to limit price cycles.
If implemented in an unadulterated manner, it could be non-discriminatory,
transparent and fair in its process.  It also gives country motorists the
opportunity to enjoy city pricing and it would take the oil majors out of the
loop in dictating retail board prices and dealer margins. The SSA emphasised
the need for an 'unadulterated' TGP system, by which it meant a system that
does not permit discriminatory rebates or secret payments, and takes into its
net not only the major oil companies but also all other independent groups
and chains.  The SSA explained how a TGP system should operate in its
submission.  If TGP was introduced on that basis and a mandated Oilcode was
brought into law, then the petroleum industry would view the abolition of the
Sites Act and the Franchise Act more favourably.

PMAA

The PMAA commented on the nature and extent of competition in the
petroleum retail market.  It believes that the long-term goals and marketing
strategies of the oil companies were affecting the pricing behaviours in the
Australian market.

The PMAA believed that price volatility adversely effects the retailer and the
consumer and that consumers would prefer a stable price.  Limiting price
cycles and fluctuations would be in the best interest of consumers. It suggested
that the only way to limit price fluctuations was to remove the powers from the
oil companies by prohibiting the practice of directing prices to franchisees.

The PMAA commented that educating consumers about price cycles would
not affect the market in any way.  It considered that constraining price
movements, via the 24-hour rule, would only be effective if it was
implemented nationally and enforceable with severe fines and penalties.   It
also suggested that limiting price increases to a certain amount each day would
be achieved only once wholesale pricing is transparent.

The PMAA believed that retail price movements should only occur as a result
of movements in the wholesale price and suggested that price regulation at any
level within the industry would be unnecessary if there was strong
Commonwealth legislation, enforceable by the Commission. Full transparency
in wholesale pricing should expose any price support provided by the oil
companies at the retail level when the retail price was below the price paid and
any fair margin.
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The PMAA considered that TGP arrangements would need to be open and
clear to affect price fluctuations.  It believed there should be no supply
contracts and that refineries should operate in a market that was truly
competitive with no discounts available for any market participant. For these
arrangements to be totally effective, they should apply nationally.

Regarding the industry's current regulatory framework, the PMAA
commented that the Sites Act and the Franchise Act were inadequate in
controlling the market power of the major oil companies.  It believed that the
Sites Act should not be repealed, the Franchise Act should be repealed, and the
total divorcement of retailers and refiners should be legislated immediately.

MTAA

According to the MTAA, retail price fluctuations arise because the oil majors
apply and then withdraw price support to their franchisees.  It added that retail
price fluctuations were symptomatic of more substantial problems at the
wholesale level of the market.  The MTAA said that wholesale pricing is not
transparent and not contestable, either at the point of delivery to the service
station or at the terminal or depot.  Because of the exclusive nature of the
supply arrangements, access is not contestable for over 90 per cent of the fuel
sold at retail.

Regarding the options in the Commission's June 2001 discussion paper, the
MTAA considered that a consumer awareness campaign in theory would
appear to be a sensible approach, although it would do nothing to address the
fundamental and structural problems of the Australian petroleum market.

The MTAA did not support limiting price changes to only once in 24 hours.
The experience in Western Australia suggests that such a system could be
manipulated leaving both retailers and consumers confused.  It has also
resulted in a substantial loss of volume for the smaller off-highway locations.
The MTAA did not support limiting price increases to a certain amount each
day as it would not address their fundamental concerns about the wholesale
market.

The MTAA did not support the introduction of retail price regulation,
suggesting it was a 'cosmetic solution' to problems in the petroleum industry.
However, it was not opposed to reintroducing wholesale price regulation.

The MTAA considered that TGP had the most potential to provide equitable
pricing at both the wholesale and retail levels in the petroleum market.  In its
view, TGP would work most effectively with an open fuel supply access
arrangement.  It believed that the price of fuel should be same for all buyers at
the terminal gate, with costs post the terminal gate being charged for only
where they are incurred.

Should negotiations on a mandatory Oilcode be reconvened, the MTAA
indicated its willingness to participate.  However, it commented that its long-
standing policy that it could not accept repeal of the Sites Act remains
unchanged.
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MTA-Q

The MTA-Q believed that the pricing strategies of the refiners/marketers
anger both consumers and retailers and are designed solely to achieve higher
average wholesale returns for the refiners.  In its view, retailers in major
population centres are severely affected because the refiner/marketers control
both the retail and wholesale price and therefore their margin and volume.

Regarding consumer education, the MTA-Q said that consumers should
understand how the market operates and not be confused and angry when
prices rise.  However, it added that consumers become even more upset when
they do understand how the market currently operates because they feel it is
being manipulated by the refiner/marketers in a discriminatory manner.

The MTA-Q did not support the option of constraining price movements as
any partial regulation of the market would only distort the market further and
create winners and losers among consumers and retailers.  It also did not
support price regulation as it believed that where prices are regulated,
competition is virtually eliminated and consumers pay higher average prices.

The MTA-Q commented that unadulterated TGP is the only viable option to
limit price cycles.  It was essential that the arrangements should not allow for
discriminatory rebates and secret discounts and should apply to all wholesalers
and not just the refiner/marketeers. The MTA-Q suggested that an industry
committee comprising representatives from industry groups be established
under the chairmanship of the Commission to implement and monitor TGP.
Long overdue reform of the industry could only be achieved by introducing a
TGP system and the mandatory Oilcode.

VACC

The VACC commented that petrol price fluctuations would not need to be
limited if a truly competitive, 'wholesale' market environment existed.  It
suggested that the reasons why price cycles occur include: demonstration of oil
company price control, selective dumping of unleaded petrol surplus,
competition for market share and the current regulatory structure (which
allows oil companies to abuse wholesale prices because they are no longer
government-regulated).

According to the VACC, very few consumers benefit from the lower end of the
price fluctuations.  Only the oil companies benefit by using price fluctuations
to move product a little more evenly.  For the VACC the answer lies in a
correctly structured and monitored terminal gate price, accessible to all fuel
retailers with no post-gate discounts.  It criticised the Victorian TGP
legislation because it allows for discounts.

The VACC commented that any reform package for the oil industry should
require all refineries to divest the retail arms of their businesses.
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APADA

The APADA commented that metropolitan service stations make more than
50 per cent of their gross profit from products other than fuel sales and
therefore often use petrol discounting to attract customers to their
convenience store. It believed that the low city prices are unsustainable at the
bottom of the cycle and do not reflect what should be the norm.

The APADA supported establishing a wholesale or terminal gate price, as long
as it is confined to fuel terminals supplied by pipeline from a refinery, or by
product imported by sea, supplying capital city markets. In determining the
terminal gate price for a particular terminal, the margin must include all
reasonable costs of operating the terminal, the wholesale business transacted to
the gate, plus an acceptable return on investment.  The terminal gate price
should not include rebates, cost of transport and delivery, cost of credit, cost of
equipment to customers and franchise/brand fees. These elements must be
able to be recovered in the 'post gate price'.

With regard to the Western Australian fuel pricing arrangements, the APADA
commented that the distributors were not against a TGP approach, however it
must be at a realistic and viable level, or the economics of the whole
distribution system will break down.  The proposed capping of retail prices in
regional areas will most certainly force many country service stations to close.

Consumer organisations

AAA

The AAA commented that motorists are not only concerned about the price of
petrol and the variation in prices, but also taxes on petrol and the city-country
price differential.  It noted that any limitation on price fluctuations will mean
that those motorists who currently enjoy lower prices at the bottom of the
discount cycle will be disadvantaged.

The AAA believed that education is the best option to limit price fluctuations
and at the same time maintain the competitiveness of the industry.  The type of
information consumers require would include providing up-to-date price
information, the existence and extent of price cycles, and the maximum price
which motorists should be prepared to pay for petrol on any given day.

It did not favour regulatory options to limit price fluctuations.  However, it
commented that the Western Australia fuel pricing arrangements should be
monitored to see if the 24-hour rule had any merit.  The AAA supported TGP
with open access but did not support restrictions on price discounting.  The
AAA supported the publication of terminal gate prices and considered that the
terms on which prices are made available should be transparent.  It suggested
that the Government's 1998 reform package should be revived with the
Government taking a leading role in this process.
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NRMA

According to the NRMA, the chief cause of petrol price fluctuations appears to
be oil companies seeking to increase market share and in so doing improve
their margins and profitability by various pricing initiatives.  The NRMA
commented that while there is no conclusive evidence of a net advantage or
disadvantage to consumers from price fluctuations, there is strong community
concern and anecdotal evidence of a negative impact for charities, personal
recreation and tourism as well as increased costs for doing business.

The NRMA commissioned a community survey in July 2001.  The results
showed that there seems to be a continued frustration about petrol price
fluctuations, a desire for motorists to be informed about low petrol prices, and
a desire to ensure that no change to the industry results in higher average
petrol prices.

The NRMA also supported educating consumers about petrol prices. It
considered that regular updates of petrol price fluctuations (more frequent
than daily, possibly hourly) would be needed so that motorists are not caught
out with sudden price changes.

The NRMA did not support constraining price movements as it may force
independents out of the market and lead to higher average petrol prices.  It
would only support petrol price regulation in extreme circumstances.  The
NRMA said it would support TGP if it did not result in overall average price
increases.  It recommended that the Commission maintain a watching brief on
the introduction of TGP in Victoria in August.

Commenting on industry reform, the NRMA supported actions to revive the
1998 oil industry reform package but considered that it would be more
appropriate to examine this as part of the Federal Government's Fuel Tax
Inquiry. Its ongoing support for deregulation and reform was conditional on a
comprehensive and ongoing price monitoring system continuing, as well as
effective measures, such as the TPA, to prevent and punish anti-competitive
behaviour by industry participants.

RACV

The RACV commissioned market research on petrol price variability.  The
research showed that Melbourne motorists are dissatisfied with the current
system of widely fluctuating petrol prices, with a minority prepared to support
a stable regulated market even if it meant higher average prices.

The RACV therefore considered that any manipulation of the existing system
that leads to higher average petrol prices should not be adopted.  It did not
favour regulatory options as these risked limiting competition and increasing
prices.

In relation to the Melbourne market, the RACV considered that the price cycle
is predictable and its preferred option is a cooperative approach by the parties,
outlined in the Commission's June 2001 discussion paper, to continue the
education of motorists on price cycles.

The RACV did not favour the 24-hour rule, suggesting that it may lead to
higher average prices.  It doubted whether the expense of administrative and
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policing support required in the States with a large number of service stations
is acceptable.  While some industry participants would support limiting price
increases to a certain amount each day, it may curtail the depth of the price
cycle, to the detriment of motorists.

The RACV considered that retail price regulation would mean higher average
prices.  If a government were to set a retail price that did not reflect the costs
of operation and an appropriate return on investment for that site, then sites
would be rationalised, possibly resulting in less competition.

The RACV did not support wholesale price regulation, considering that its
reintroduction would be a retrograde step.  In its view, most oil companies
have become more transparent in their pricing since deregulation in 1998.
The RACV commented that the value of the TGP arrangements proposed for
Victoria is greater wholesale price transparency for motorists.  It is also an
additional string to the education bow.

The RACV concluded by noting that petrol prices are an emotive issue for
many, and suggested that now is not the time for regulation but total
disclosure and education which, along with true petrol taxation reform, should
take much of the heat out of the issue.

ACA

The ACA commented that one of the prime difficulties consumers face in
trying to exercise their market power is lack of quality information.  It believes
that accurate and reliable price information should be given to consumers at
no or very low cost in a fast convenient manner.  It commented that those
familiar with the various cities' markets could provide, at a cost, real-time data
on the Internet, on mobile phones and via the electronic and print media
based on significant spot surveys. The ACA commented that this could be seed
funded by government and, when established, sustained by an industry body.

In the ACA's view, scientific monitoring of prices is needed in a way that
allows analyses to be conducted to better understand what is really happening
across the market over time.  It believed that the Commission is the body best
fitted for this task.

The ACA commented that the best approach to making the petrol market
work better for consumers is to maximise competition.  Extensive and heavy-
handed regulation aimed at controlling prices is unlikely to bring about that
outcome.  However, the ACA also believed that some effective regulation to
greatly increase transparency and to ensure fair and free access in the wholesale
market was essential.

It commented that the method by which major petroleum companies enter
into franchising agreements appears to create market distortions.  The solution
offered by the ACA was to do away with franchise arrangements - franchisees
should be charged fair commercial rates for the use of their sites and facilities
provided by the petrol majors and buy their fuel at a fair market rate, rather
than a subsidised one. Independent distributors and retailers should then be
able to access the same fuel source as franchisees at the same prices.

According to the ACA, day-to-day variation in retail prices usually reflects
price support by the petrol majors for their franchisees. It believed that price
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support polices represent a threat to the survival of independent and price
competitive retailers. However, the ACA acknowledged the suggestion by the
Commission in the June 2001 discussion paper that consumers overall may
benefit from price cycles, and therefore was loathe to suggest that price
support be prevented or greatly restricted.

The ACA concluded by stating that more and effective competition is far more
likely to flatten the price curve than artificial devices, and strongly supported
polices and regulations that promote competition.

Governments

Western Australian Government

The Western Australian Government commented that it is implementing a
petroleum pricing regulatory regime in response to community concerns in
that State about fuel pricing.

The Western Australian Government has established a system of price
notification and monitoring (FuelWatch), set a MWP for motor fuels, and
provided a legislative base for qualifying retailers to access up to 50 per cent of
their fuel stocks from a supplier of their choice.  Other initiatives, including a
mandatory requirement for retailers in nominated regional centres to display
fuel prices on sign boards and the introduction of price transparency at the
wholesale level, had also been implemented.  The introduction of retail price
caps in major country centres is planned.

Regarding the options in the Commission's June 2001 discussion paper, the
Western Australian Government supported in principle an education program
for consumers about price cycles.  However, it said that care needs to be taken
to ensure that such an education program, for example 'buy on Tuesdays',
does not simply result in the oil majors changing their pricing patterns. A
proposal to list cheap price locations is flawed unless prices are fixed - if
regulation is not imposed, consumers informed about retail outlets offering
cheap fuel may arrive only to find the actual prices have been changed and are
higher than notified.

The Western Australian Government noted that the Commission's discussion
paper suggests that the 24-hour arrangements have the drawback of resulting
in higher average prices.  It commented that experience does not support this
proposition with average fuel prices actually reducing since FuelWatch was
implemented.  It also said that any proposal aimed at reducing daily volatility
would have to work in conjunction with a notification system for the
Commission (or any other regulatory body) to know what price movements
are occurring during the day.

The Western Australian Government believed that limiting price increases to a
certain amount each day, would impose a significant burden on retailers if they
had to report on prices more than once a day, adding to operating costs and
retailer frustration. Motorists will inevitably be disadvantaged, as retailers
would be reluctant to set starting prices at the lowest level.

The Government supported a regulatory framework that addresses consumer
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concerns about the volatility of petroleum prices.  It would only accept
national intervention to address retail price fluctuations if Western Australian
motorists were not disadvantaged compared with the current regime in that
State.  Intervention to benefit motorists in both city and country centres
would also be essential.

The Western Australian Government recommended that:

• any national regulatory regime, if implemented, must benefit Western
Australian motorists by complementing current regulations in that State and
the FuelWatch service;

• the Commission focuses on addressing price volatility between days that are
not justified by movements in wholesale prices as measured by an
appropriate import parity pricing model;

• the regulatory regime must take into account the needs of country
motorists and those who use other petroleum products such as LPG
Autogas; and

• the Commonwealth Government ensures that the Commission has both the
legislative backing and the capacity to deal with issues related to predatory
pricing or other anti-competitive behaviour in the motor fuel industry.

CBAV

CBAV commented that Victorian consumers have been very concerned about
price levels and volatility in recent times.  However, it recognised that Victoria
has a very competitive fuel market, which can deliver very competitive prices.
In its view, the number and size of independent resellers and access to
imported product contribute to the State's competitive fuel market.

CBAV supported steps to educate consumers about the price cycle and increase
the transparency of pricing.

It had reservations concerning the option of allowing prices to be changed
only once in 24 hours, given early reports from independent resellers in
Western Australia. Recent indications are that independents in Western
Australia are being put under financial pressure by the new requirements,
which may endanger their long-term viability.

CBAV commented that limiting price increases to a certain amount each day
may have merit, but only if consumers on average are no worse off than under
the current arrangements. The future competitiveness of the market must be
protected by ensuring the long-term viability of independent resellers is not
jeopardised by the proposal.

In CBAV's view, price regulation should only be considered when there is
market failure which leads to outcomes contrary to the public interest.  CBAV
did not support a return to maximum wholesale pricing.  It commented that
setting a price cap at the wholesale level may distort the market in undesirable
ways.

CBAV advocated that a national TGP system be considered, based on the
Victorian approach.  It commented that the Victorian approach will change
the structure of prices and contracts from a 'top down' pricing structure, based
on discounts from a wholesale list price, to a 'bottom up' price structure based
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on TGP.  This should provide greater transparency in the components of the
price of fuel. Benefits from the introduction of TGP are likely only to be
realised in the long term.

The CBAV welcomed the proposition to reconsider the structural issues within
the industry. It commented that the Sites Act and the Franchise Act are not
effective, possibly adversely affecting industry participants, and need significant
amendment. It supported a new Oilcode to create fairer conditions for
industry participants.

Queensland Government

The Queensland Government commented that several options are available to
Australian Governments to help limit fuel price variability.  However, their
effectiveness varies widely and it is crucial that a national and coordinated
approach is taken to the problem.

The Queensland Government commented that one of the simplest, but most
effective, initiatives the Commonwealth could undertake is to fund a national
consumer education program. This would allow motorists and businesses to
adjust their purchasing practices to maximise savings.

The Queensland Government commented that the results of the Western
Australian 24-hour rule do not appear encouraging.  It does not seem to have
generated significant community savings, was costly to implement and has
been criticised by major business and consumer groups and independent fuel
retailers.  It also appears to have adversely affected the operations and viability
of independent fuel retailers.

The Queensland Government commented that it would cooperate with the
Commission if it recommended a national trial of price limitations, where
prices could only rise within a set number of cents per litre each day, with no
limit on price decreases. Critical issues for such a trial would include
determining the amount by which prices could be varied each day, establishing
an appropriate industry code to self-regulate the scheme, and determining
appropriate penalties and sanctions.

The Queensland Government commented that an effective model of TGP is
widely supported in Queensland.  While the Victorian model is viewed as a
good start, improvements are clearly needed, primarily making TGP more
transparent.  The Queensland Government commented that two points were
critical: TGP should be implemented nationally, and fuel must be listed and
supplied at an 'unbundled' price. The Queensland Government supports
improving the Victorian model by implementing TGP accompanied by open
access and not including price discounting.

The Queensland Government believes the Commonwealth should establish a
Petrol Price Relief Fund to be applied when world oil prices rise or the dollar
falls to low levels.  In these conditions, the Federal Government gains a
windfall from the Petroleum Resource Rent Tax levied on the taxable profits of
offshore petroleum projects.  This windfall could be used to moderate the
increase in pump prices.
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Northern Territory Government

The Northern Territory Government commented that, compared with other
jurisdictions,  there is little evidence of major price variations in the Territory,
mainly because of a lack of the competitive pressures often found in major
capital cities. It cited data from Shell which suggested that Darwin had the
most stable retail petrol prices of all Australian capital cities.

The Northern Territory Government noted the CCIWA's claims that greater
price stability in Western Australia has been achieved in return for higher
average prices.  As such, and, in the absence of any discernible market failure,
the Northern Territory Government believed that no real rationale exists for
government intervention in the retail petroleum market to 'smooth' petrol
price variability.

It also believed that an appropriate policy response is to ensure that there are
no barriers to enter the market, both at the retail and wholesale level. Under
relevant legislation (such as town planning and safety), the Territory allows
competitive forces to determine the location of service stations, and allows
mixed businesses to enter the industry. The Territory also allows distributors to
participate in retail trade, further adding to competition.

New South Wales Department of Fair Trading

The New South Wales Department of Fair Trading said it was aware that
consumers are concerned about variations in the price of petrol and may feel
that volatility affects their ability to budget, particularly when prices rise before
public holidays.

The Department commented that consumer education about the petrol price
cycle should help consumers deal with fuel price variations.    It also
commented that there has yet to be a full assessment of the effectiveness of the
Western Australian scheme which allows prices to be changed only once in 24
hours.

The Department noted that the New South Wales Minister for Fair Trading
had expressed in principle support for national TGP in his 1999 Petrol Action
Plan, although this did not involve a regulated terminal gate price scheme as is
the case in Western Australia.  In 1999 the Minister had asked the Ministerial
Council on Consumer Affairs to support retaining the Sites Act until
multinational oil companies:

• allow service stations to buy petrol from the terminal providing the best
price, rather than forcing them to buy from the oil companies' nominated
terminal;

• introduce transparency into the distribution chain to give petrol retailers
more information about wholesale prices; and

• provide an 'unbundled' price at the terminal gate which excludes costs such
as marketing and transport.  This means retailers will be able to decide what
extras they pay for.
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Tasmanian Government

The Tasmanian Government's primary concern is that motorists in Tasmania
are paying much more for fuel than those in capital cities.  Rather than
discouraging fuel price variability, Tasmanian motorists have welcomed price
fluctuations that have delivered lower fuel costs.  Before Liberty entered
Hobart's retail fuel market in September 2000, fuel prices across Tasmania
rarely fluctuated, remaining at a steady level of about 10 cpl more than those
found in Melbourne.

The Tasmanian Government was concerned that legislation introduced in
Western Australia to control price fluctuations had influenced Liberty's
decision to withdraw from the retail market. In its view, the ability of small,
independent fuel retailers to respond quickly to market prices is a competitive
advantage against the major oil companies, and removing the ability is a
regressive measure.

According to the Tasmanian Government, there are many constraints which
will prevent an optimum competitive market.  These include the ownership of
the ground storage tanks and petrol bowsers of some independent operators by
the previous major oil company suppliers, and the inability of petrol retailers in
general to 'shop around' because of pre-existing supply agreements attached to
major oil companies.  The Tasmanian Government believed that ensuring
retailers pass on discounted wholesale petrol to consumers was important in
promoting competition.

The Tasmanian Government commented that limiting fuel price variability
discourages genuine independents in the marketplace and hence genuine retail
competition.  Imposing such limits favours major oil companies and stifles the
dynamics that an open market can deliver to motorists by way of lower petrol
prices.

Others

Russell Savage, MLA, Victoria

Mr Savage commented on the gap between city and country petrol prices and
believed that the Commission's inquiry should address the implications of lack
of volatility in petrol prices outside the metropolitan areas.

Mr Savage also commented that the 1998 reform package raises the issue
about whether there ought to be vertical integration in the industry and an
increase in the dominance of the oil companies.

CCIWA

The CCIWA commented that it was very concerned about any proposals to
regulate the retail fuel market in Australia.  The use of regulation to address
motorists' concerns is likely to be ineffectual at best and at worst
counterproductive.  Attempting to control fuel prices in a competitive market
would be likely to lead to shortages, higher prices, lower service levels, lower
investment and ultimately a poorer outcome for consumers.
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In the CCIWA's view, the content and effect of some of the regulations
introduced in Western Australia will make the problems in the metropolitan
fuel market worse rather than better. The early evidence on fuel price
movements indicates that while weekly variability may be less, there had been
higher average prices.

The CCIWA believed that the Government should introduce greater
competition into sections of the fuel market to achieve the lowest sustainable
prices for consumers.  Any form of regulation should be viewed as a second
best alternative.

Regarding the options raised in the Commission's June 2001 discussion paper,
the CCIWA indicated that it was opposed to any further regulation of the
petroleum market in Australia beyond providing better information to
consumers about prices and the price cycle.

It noted that evidence in Western Australia suggests that the 24-hour rule has
resulted in higher average prices and the daily variability in prices appears to
have increased in recent months.  Regulation has changed the predictability of
the price cycle, resulting in a loss to consumers.  Those consumers that were
able and willing to take advantage of the low point of the price cycle are now
unable to do so and are relatively worse off as a result.

The CCIWA commented that mechanisms for regulating retail prices in the
metropolitan areas of Australia are difficult to justify given the ample evidence
that a competitive market exists.  It would be highly damaging for the
metropolitan retail fuel markets to be the subject of heavy-handed price
regulation.  Inevitably consumers would be worse off through lower service
levels and product shortages when prices could not respond to changing
market conditions.  The CCIWA believed that attempting to regulate prices in
the wholesale market is likely to raise many of the same issues.

FuelWatch Pty Ltd

FuelWatch Pty Ltd commented that consumers may feel frustration when
prices rise at the end of the pricing cycle, despite the fact that retail price cycles
have been a feature of the market for many years.  Possibly many consumers
have an unrealistic expectation that the lowest prices should be available at all
times.

FuelWatch Pty Ltd believed that the Commission should recommend the
following to Government:

• The extension of the Oilcode (or a similar code) to include voluntary
agreement by the oil majors and possibly Woolworths that they will not
knowingly cause prices to rise at any of their branded sites by more than 7.0
cpl in any 24-hour period. This agreement should be trialed for one year to
establish that no parties' competitive position is disadvantaged.

• That an extensive consumer education program be developed to educate
consumers about the retail petrol market generally and price cycles,
empowering them to select the location and timing of the best fuel, or
combined fuel and non-fuel, offers available at local service stations.
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FuelWatch Pty Ltd commented that a national 24-hour rule, legislated price
capping and expansion of TGP all carry a substantial administrative burden
with no real guarantee of cheaper petrol prices for the community and a fairer
return for all industry participants.
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Appendix JAppendix JAppendix JAppendix JAppendix J

International petrol price comparisons
The Commission has some concerns about the usefulness of international
petrol price comparisons.  These are outlined below.

Oil companies refer to IEA/OECD data
All three of the major oil companies that made a submission to the
Commission referred to the data from the IEA of the OECD indicating that
Australian petrol prices are among the lowest in the developed world.18

BP stated that:

…[The discussion paper fails to note] that Australian petrol prices
are amongst the lowest in the whole of the OECD - a point which
confirms both the efficiency and the level of competition in the
Australian industry. [BP submission, p. 1]

Mobil noted that:

Australian motorists enjoy, on average, the lowest petrol prices
(before taxes) in the developed world, according [to] the
International Energy Agency. [Mobil submission, p. 1]

Caltex stated:

…Australia's petrol prices are the lowest in the OECD excluding
tax, a clear demonstration of the market's efficiency and
competitiveness. [Caltex submission, p. 2]

Latest IEA/OECD data
The IEA is an autonomous agency linked with the OECD.  It has 28 member
countries, which complete a quarterly electronic questionnaire on end-user
energy prices.  This information, which includes petrol and diesel prices, is
collated and published in a quarterly report, Energy Prices and Taxes.

The Commonwealth Department of Industry, Tourism and Resources (DITR)
provides the Australian energy information to the IEA.  DITR then reproduces
every quarter some of the IEA data in its publication Australian Petroleum
Statistics.

The latest available international petrol price data from DITR is for the March
quarter 2001 (see chart J.1).

It shows that, among the 28 OECD countries surveyed, Australia had:

• the fourth cheapest petrol (after the United States, New Zealand and
Canada); and

• the cheapest pre-tax petrol.

18 Three out of the four oil majors (the exception is Caltex) also refer to the IEA/OECD price
comparison on their websites.
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Chart J.1: Petrol prices and taxes in OECD countries —
March quarter 2001

Source: Australian Petroleum Statistics — June 2001 produced by
Department of Industry, Tourism and Resources
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Methodological issues

The Commission considers that several methodological issues relating to the
IEA/OECD data need to be borne in mind when using these comparisons.

Petrol quality varies across countries
The IEA compares the petrol prices across its various member countries based
on information provided by each member.  However, different members
provide pricing information on different grades of fuel, in terms of Research
Octane Number (RON).

Australian petrol is typically 91-93 RON, and the information provided by
DITR to the IEA is based on this grade.  Of the remaining countries only
eight others also provide information on fuel of a similar standard.  The other
19 use fuel of a higher standard.  Eighteen countries use fuel of 95 RON and
one uses fuel of 98 RON.

In general, the higher the quality of the fuel, the higher the price.  Based on
comparisons of Singapore Spot Mogas prices (which are the benchmark for
Australian retail prices) at the three various grades (92, 95 and 97 RON)
during August 2001:

• the price differential between Singapore Mogas 92 Unleaded and Mogas 95
Unleaded was around US$2.00 per barrel; and

• the price differential between Singapore Mogas 92 Unleaded and Mogas 97
Unleaded was around US$3.50 per barrel.

These premiums on the international product prices will therefore be reflected
in retail prices.  It needs to be recognised that Australia has lower fuel prices
partly because it uses lower quality fuel.

Data is based on metropolitan prices only
The IEA data only measures prices in metropolitan areas.  In Australia's case,
the data provided to the IEA by DITR is based on average prices for the eight
capital cities in Australia.  While metropolitan prices may accurately represent
petrol prices across the country for nations that are small and relatively
urbanised, they may not for nations like Australia which are large and have a
significant proportion of the population living in the country.

As noted in appendix B, approximately 30 per cent of fuel in Australia is sold
outside the metropolitan areas, and country prices can be significantly higher
than metropolitan prices.  For example, in parts of Western Australia the city-
country differential at times has been as high as 19 cpl.

If country data was included in the IEA's average prices it may have the effect
of significantly altering Australia's ranking in relation to other countries,
especially smaller European countries.
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Tax component calculation
The IEA publishes data on average retail prices of fuel and the tax component
of that price.  The Australian tax components are the Federal Excise and GST.
However, the State subsidies (such as the 8.4 cpl in Queensland) are not taken
into account.  The Commission has estimated that the excise component
should be reduced by around 2.0 cpl if the State subsidies are included.

Although taking into account the State subsidies will not affect the final petrol
price, it will reduce the tax component and increase the price minus tax.

A further point is that the IEA has not accurately incorporated some of the
excise changes that occurred in 2000-01.  They have assumed that the
reduction in excise of around 6.7 cpl on 1 July 2000 occurred on 1 August
2000 and they have not incorporated the excise reduction of 1.5 cpl on
2 March 2001 into their data.

Relevant data is not always available
The relevant data is not always available from all 28 countries surveyed.  In
these instances, data is used for the previous quarter or even the previous year.
For example, in the March quarter 2001 the data for Turkey and Korea was
unavailable and therefore the previous quarter's data was used.

In periods when petrol prices around the world are increasing substantially,
using old data is likely to be inappropriate and may distort the comparisons.

Source of exchange rates
To produce its chart DITR convert the IEA data to Australian cents per litre.
DITR uses the exchange rates provided by Oanda Currency Converter.  A
comparison of the US/Australian dollar exchange rates for the December
quarter 2000 from Oanda with the rates from the Commonwealth Bank (used
by the Commission and the industry for IPI calculations) shows that the
Oanda exchange rate was around one cent higher.  This results in Australian
petrol prices being around 1.0 cpl higher than if the Commonwealth Bank
exchange rate had been used.

International price comparisons are relative and
should be used cautiously
International price comparisons are relative and are influenced by the countries
against which Australia is being compared.

If Australian petrol prices are compared against a wider selection of countries,
or with countries in the Asian region, different results are obtained.

The German Gesellschaft für Technische Zusammenarbeit (GTZ) produced a
report in May 1999 Fuel Prices and Taxation with comparative prices for 160
countries.  The study examined prices for leaded petrol and diesel for
developing, newly industrialising and industrialised countries and broke them
down into four categories:
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• Category 1 contains the subsidising and producing countries, where fuels
are sold below the world market reference price.  There are 11 countries in
this category, an example of which is Iraq.

• Category 2 contains countries that pursue a low-price policy and therefore
only levy low taxes on petrol and diesel.  There are 29 countries in this
category, an example of which is the United States.

• Category 3 contains countries at the threshold between low-price and high-
price policy. There are 87 countries in this category, including Australia.

• Category 4 contains the high-price countries where the tax on diesel and
gasoline is between 40 to 100 US cpl for diesel and gasoline.  There are 33
countries in this category, an example of which is Japan.

• Most countries in the IEA analysis fall into this category.

The GTZ study ranks Australia 64th lowest out of a total of 160 countries (see
chart J.2).  Out of the 87 countries that fall into category 3, Australia is ranked
24th lowest.

The GTZ study also made comparisons within individual regions.  Chart J.3
shows petrol prices for the Asian region.  Of the 50 countries included,
Australian petrol prices were ranked 28th lowest.

It should be noted that while the GTZ study is useful as an indicator there are
likely to be issues relating to the methodology used to collect the data (just as
there are with the IEA/OECD data).
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While comparing Australian petrol prices with overseas petrol prices can be
interesting, they should be used cautiously.  This is because they do not explain
whywhywhywhywhy prices are different.

International price comparisons also do not take account of the individual
characteristics of each country.  Many factors may influence petrol prices, such
as geography, weather, standard of living, overall price levels, economic
structure, supply and demand characteristics for fuel, and how petrol prices are
determined.

Without taking these factors into account, comparing international prices in
isolation can be misleading.  For example, the IEA data may indicate that
Australia has among the lowest petrol prices in the OECD, but Australian
consumers may be paying more relative to consumers in other countries,
depending on the proportion of average wages that the price of a litre of petrol
represents.
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