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DearMrÉeLar

Thank you for your letter dated22 February 2012 regañing retail petrol matgins and
supermatket fuel discount offers, which also raised options for fuel price transparency
for consumers.

The ACCC is currently assessing concelns raised by representatives of independent
petrol retailers that shopper docket discounts offered at levels above 4.0 cpl for
extended periods impact on their ability to compete. The ACCC is engaging with
market participants and expects to finalise its position later in 2012 onwhether
competition issues arise from the current shopper docket discounts.

The ACCC thoroughly examined the AAA's analysis in its report onsupermarket
fuel discounts and gross retail margíns. As petrol retail margins are volatile and vary
significantly from month to month, short-term comparisons òan provide misleading
results. The ACCC analysed the relationship between the gross margins and the
offering of the 8 cpl discount for the three months identified by the ÀAA and also
during other periods when Scpl discounts were offered and compared these to margins
when the 8 cpl discounts were not offered.

The ACCC's analysis, enclosed with this letter, concludes that there is no apparent
relationship between retail petrol margins and the 8.0 cpl shopper docket discounts
over the period analysed. This conclusion was confirmed by ã itatistical analysis
conducted by the ACCC which concluded that there was no statistically significant
relationship.

The ACCC also examined the pricing behaviour of the supermarkets to see if they
changed when the Scpl discounts were being offered. Oui analysis confirms that
petrol cycles continue to be led up by the two refiner marketers and shows that
refiner-marketer branded average prices were higher than average supermarket petrol
prices.



Consequently, while the ACCC is continuing to examine the implications of the
elevated petrol discount vouchers in the context of concems raised by independent
fuel retailers, the AAA's current claims are not bome out by the ACCC's analysis.

Price Boards and fuel price transparency

I fui'ther appreciate the AAA and its member clubs' concerns about price boards and

fuel price transparency for consumers. The ACCC supports clality and transparency
of pricing information for consumers and I welcome the opportunity to further explore
these matters with you and the clubs.

I look forward to further discussions on these issues and thank you for the opportunity
to present to your board on Wednesday 14 March2012.

Yours sincerely

A

)J>--€;JI'tIJ
Joe Dimasi
Commissioner

Encl.



ACCC assessment of A,¡fuA report on supermarket
fuel discounts and gross retail margins

On 22 February 2012, the ACCC was sent a copy of a report by the Australian
Automobile Association (AAA) entitled Supermarket fuel discount and gross
retail margins: market analysis.

The report suggested that fuel prices and gross retail margins (i.e. the
difference between retail prices and wholesale prices) have been higher by up
to 2.0 cents per litre (cpl) since late October 2011 following the introduction of
8.0 cpl shopper docket discount schemes by Coles Express and Woolworths. lt
also noted that the duration of price cycles had increased since late October.

Summary of AGGC assessment

. The ACCC monitors petrol prices and margins on a daily basis. lt has
specifically analysed the relationship between retail petrol margins and
shopper dockets over the past 16 months.

. The ACCC has analysed these relationships over a longer period of time
because petrol retail margins are volatile and vary significantly over time.
This means that short-term comparisons can provide misleading results.

. From its analysis the ACCC concludes that there is no apparent relationship
between retail petrol margins and the 8.0 cpl shopper docket discounts over
the period analysed. This conclusion was confirmed by a statistical analysis
conducted by the ACCC which concluded that there was no statistically
significant relationship (see Appendix A).

. The ACCC also notes that prices are generally led up by the refiner-
marketers rather than the supermarkets. lt also examined supermarket
average retail prices relative to market average retail prices.

¡ lt also notes that the increase in the duration of price cycles in the eastern
capital cities has been increasing since around mid-2010 (prior to which the
average duration was seven days).

. The ACCC is currently examining the competition and consumer concerns
that may arise from the trend of discounts above 4.0 cpl being offered
more often.

A detailed assessment and statistical analysis follows.



Detailed assessment

Comparisons over a lonoer period of time

Fuel prices, and particularly petrol prices, are volatile and change frequently.
For this reason, to identify any specific trends in petrol prices, the ACCC prefers
to analyse fuel prices over a longer period of time. lt considers that short-term
comparisons can provide misleading results.

Petrol retail marqins are volatile and varv sionificantlv

The fact that petrol prices are volatile and change frequently is evidenced by the
movements in petrol margins.

Chart 1 shows monthly average margins across the five largest cities (Sydney,
Melbourne, Brisbane, Adelaide and Perth) between November 2010 and
February 2012.1

This period was analysed because it covers the last three 8.0 cpl shopper
docket discount periods.

Over this period, margins averaged 7,8 cpl. They ranged from a high of
10.2 cpl in November 2011 to a low of 6.5 cpl in December 2010.

Chart 1: Monthly average margins across the five largest cities - November
2010 to February 2012

" to 15 February

Source: ACCC calculations based on lnformed Sources, AIP and data provided by the
monitored companies.

' These are calculated by subtracting average monthly terminal gate prices (TGPs) from
average monthly retail prices across the five largest cities. Data for February 2012 is up to
15 February. TGPs for February 2012 are sourced from the Australian lnstitute of Petroleum
(AlP) website. Other TGPs are sourced from the monitored companies. All references to petrol
in this note are to regular unleaded petrol.
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ACCC analys¡s of movements in terminal gate prices and retail prices over the
last four years indicates that when there were significant changes in TGPs in a
short period of time - both up and down - retail prices tended not to change by
the same degree.

This means that when TGPs were increasing significantly, retail prices did not
increase as quickly and therefore margins were lower than they otherwise
would have been. This was the case in December 2010. Similarly, when TGPs
were decreasing significantly, retail prices did not decrease as quickly and
therefore margins were higher than they otherwise would have been. This was
the case in November 2011.

Relationship between maroins and the 8.0 cpl shopper docket discounts

During the last 16 months there were three periods during which Coles Ëxpress
and Woolworths operated 8.0 cpl shopper docket schemes. These were: 5
November 2010 to 31 January 2011, 21 July 2011 to 3 August 201 1 and
29 October 2011to 31 January 2012.

Chart 2 shows these three discount periods and the monthly average margins
across the five largest cities between November 2010 and February 2012.2

Charf 2: Monthly average margins across the five largest cities and 8.0 cpl
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Source: ACCC calculations based on lnformed Sources, AIP and data provided by the
monitored companies.

It shows that there was no apparent relationship between margins and the
8.0 cpl shopper docket discounts.

t As the shopper dockets can be redeemed for 28 days after the 8.0 cpl shopper docket scheme
ends we have taken the first shopper docket period to be November 2O10 to February 201 1 , the
second period to be August 2011 and the third period to be November 2011 lo February 2012. 
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The average margin over the 16 months was 7.8 cpl. The average margins in
two of the three periods with 8.0 cpl shopper dockets were lower than this
(7.6 cpl in November 2010 to February 2011 and 6.7 cpl in August 2011) and
higher in the third period (8.5 cpl in November 2011 to February 2012).

The average margin in the nine months in which shopper docket arrangements
applied was 7.9 cpl and the average margín in the seven months without 8.0 cpl
shopper dockets was 7.7 cpl.

Both the highest monthly average and the lowest monthly average occurred in
months when the 8.0 cpl shopper dockets arrangements were operating.

Price cvcles are qenerallv led up bv the refiner-marketers rather than the
supermarkets

The ACCC 2011 petrol monitoring report noted that petrol price cycles are
generally led up by BP or Caltex, rather than the supermarkets.

Any instance of the supermarket retailers leading price increases to
accommodate the increased fuel discounts would be at odds with this
experience.

Supermarket averaqe retail prices relative to market averaqe retail prices

As with margins, the difference between supermarket average prices and
market average prices varies over time. On average over the 15 months to
January 2012lhe difference between the two prices was -0,1 cpl. The
difference during the seven months with the 8.0 cpl shopper docket discount
and during the months without the shopper docket varied from 0.1 to -0.2 cpl.
This is shown in Chart 3.

Over the past 15 months, supermarket average prices were lower than
refiner-marketer branded average prices in all but one month (February 2011).s

' Refiner-marketer branded sites includes company-owned company-operated sites,
commission agent sites, franchisee sites and refiner-marketer branded but independently
owned sites.



Chart 3: Monthly average differences between the average retail price of the
supermarkets and refiner-marketer branded sifes and the market average - five
largest cifies - November 2010 to January 2012
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Source: ACCC calculations based on lnformed Sources data.

Petrol price cvcles have been chanqinq since mid-2010

It was observed in the AAA report that the duration of petrol price cycles in the
four eastern cities increased from around 10 days to around 1 1 days on
average in late 2011. This is broadly consistent with ACCC analysis.

However, the increase in the duration of price cycles in the eastern capital cities
is not a new phenomenon. lt has been increasing since around mid-2010 (prior
to which the average duration was seven days). This is shown in Chart 4.



Chart 4: Duration of price cycles in Melbourne - January 2009 to December
201 14
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4 The duration of a price cycle is the number of days from the peak of one price cycle to the
peak of the next, Note that the chart excludes 3 failed price cycles in Melbourne during this
period.



Appendix A - The relationship between fuel
discounts and margins: A statistical analysis

An inspection of Chart 2 suggests there is not a significant and robust
relationship between margins and 8.0 cpl shopper docket discounts. This
conclusion is supported by further statistical analysis of the data.

The statistical analysis is divided into two parts:

1. a preliminary analysis of the correlation between margins and discounts. lt
finds that the sign of the correlation is sensitive to the time period chosen,
and thus the correlation is not robust.

2. analysis using econometric methods to evaluate the statistical significance
of the relationship between margins and discounts. lt fails to find a
statistically significant relationship between margins and discounts.

1. Analvsis of the correlation between marqins and discounts

The correlation between margins and discounts can be analysed by creating a
dummy variable that takes on a value of 1 in those months during the 8,0 cpl
discount periodss and a value of 0 in other months.

It is then possible to calculate a correlation coefficient between this dummy
variable and the monthly average margins.

This correlation coefficient was calculated for two sets of monthly average
margin data: 6

. data from November 2010 to February 2012, for each of the five largest
cities (the number of observations is 5 x 16 = B0)

. data from October 2010 to February 2012, for each of the five largest cities
(the number of observations is 5 x 17 = 85).

For the dataset beginning in November 2010, the correlation coefficient is
0.040, but for the dataset beginning in October 2010, the correlation coefficient
is -0.005.

A small change in the time period, therefore, changes the correlation from
positive to negative. The sign of the correlation is sensitive to the period
chosen.

This simple calculation indicates that the correlation between margins and
discounts is not robust, at least for the time period from the final quarter of 2010
to the present.

sThe months of the 8.0 cpl discounts are November 2010 - February 2011, August 2011, and
November 2011 - February 2012.
6The final observation is 15 Februa ry,2012, so the average for February 2012 is based only on
the first 15 days of the month.



2. Siqnificance of the relationship between maroins and discounts

The statistical significance of the relationship between margins and discounts
was evaluated using regression analysis.

The regression used cycle averages rather than monthly averages, in order to
increase the number of observations, and thus potentially to increase the
significance of the coefficients.

It was a panel data regression.T Heterogeneity between the five largest cities
was captured using dummy variables. Melbourne was taken as the base case,
and a dummy variable was created for Sydney (SYD), Adelaide (AD), Brisbane
(BRIS)and Perth (PER).

Another dummy variable (DISC) was created which has a value of 1 in the
months during the 8.0 cpl discount periods and 0 in other months.

The dependent variable was the margin (MARG).

MARG was regressed on DISC, SYD, AD, BRIS and PER, using a linear model
with a constant, and the least squares method.

The previous section found that the sign of the correlation coefficient between
margins and discounts changed depending on whether the period began in
October 2010 or November 2010. Because of this lack of robustness, the
regression was performed for two time periods: B

. from October 2010 to February 2012 (291 observations)

. from November 2010 to February 2012 (267 observations)

For the two regressions, the signs on the coefficients are the same.

ln both regressions, the Brisbane dummy variable was strongly significant with
a positive coefficient while in the regression beginning in October 2010, the
Adelaide and Perth dummy variables were significant at a 5 per cent level with a
negative coefficient. This indicates that, all else equal, margins tend to be
higher in Brisbane than in the reference city Melbourne and tend to be lower in
Adelaide and Perth than in Melbourne. (Note, however, that for the regression
beginning in November, the coefficients on the Adelaide and Perth dummy
variables are no longer significant at a 5 per cent level.)

ln neither of the regressions was the discount dummy variable statistically
significant, at either a 1 , 5 or 10 per cent level.

At least for the period from the final quarter of 2010 to the present, therefore,
there is not a statistically significant relationship between margins and
discounts.

The results of the two regressions are reported in Table 1.

TPanel data are data that have both cross-sectional and time-series dimensions.
sThe final observation is 1 5 Februa ry, 2012.



Table l: Regression of margins on discount and city variables

... Significant at 1 per cent level.." Significant at 5 per cent level.. Signifìcant at 10 per cent level.

Time Period: October 2010 to Februarv 2012
Variable Coefficient Std. Error f-Sfafrsfic Prob.
Constant 7.874*"* 0.253 31.077 0.000
AD -0.796** 0.337 -2.364 0.019
BRIS 2.747*** 0.335 8.201 0.000
PER -0.738"* 0.315 -2.346 0.020
SYD -0.033 0.330 -0.099 0.921
DISC -0.207 o.201 -1.001 0.318
Time Period: November 2010 to Februarv 2012
Variable Coefficient Std. Error f-Sfafrsfic Prob.
Constant 7.647*"* 0.272 28.140 0.000
AD -0.662. 0.357 -1.858 0.064
BRIS 2.855*"* 0.355 8.052 0.000
PER -0.524 0.330 -1.586 0.114
SYD -0.047 0.349 -0.136 0.892
DISC -0.075 0.218 -0.345 0.730


