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Overview

The analysis of retail gasoline prices has been subject of numerous studies since the early 1980s.  Most of them consist of cross-section analysis of price variation at the service station level, with the ultimate objective of determining the factors associated with the observed gasoline price differential across stations. Thus, the price at a particular station is a function of a number of the station and market characteristics. Such control variables are typically classified into four broad categories: (i) physical station characteristics; (ii) brand arrangement; (iii) station density and local concentration, and (iv) local demographics and station location (e.g. Eckert, 2013).
This paper contributes to this literature on several ways. Firstly, we focus on how the number of nearby competitors influences prices. Economic models, like monopolistic competition or search consumers’ models, often dramatically differ in their predictions on how the extent of competition influences equilibrium prices, hence that empirical examination may be particularly valuable (Barron et al, 2004). Secondly, this paper provides further evidence on the effect of independent marketers on retail pricing behaviour, and issue barely addressed in previous empirical studies (Hasting, 2004). Thirdly, we test whether competition between stations differs across geographically distinct retail markets.  Finally, we analyze the impact of local market structures and independent service stations not only on gasoline prices but also on diesel prices. Contrary to what happened in the USA or in the North European countries, diesel accounts for most of the automotive fuels consumption in the main South European countries, like France, Italy or Spain. We therefore analyze whether the determinants of retail prices at the level of service stations vary depending on the automotive fuel, a question that has received scarce attention in the economic literature.
Methods
The empirical analysis uses survey data gathered from the Spanish service stations market. The sample covers 524 stations and accurately represents the Spanish network as a whole. The data set contains the prices set by those stations the Monday of each week during 39 weeks of the year 2007. In addition, it includes a set of variables that capture the brand of the stations, the physical station characteristics, and the local market structures in which they operate. Most empirical studies of retail gasoline pricing rely on data consisting of average retail prices for some geographic area over some period of time, or on more detail price data that cover a small subset of service stations in a particular area (Eckert and West, 2004). As far as we know, this is the first study that relies on a representative survey of the whole set of service stations in a country, which accurately captures the national horizontal and vertical dimensions of competition in the automotive fuels market.
To test the relationship between the expected price and the number of stations in a local market, we estimate the following equation
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 is the retail price of gasoline or diesel in station in station i at week t; [image: image6.png]Spot price,,



is the spot price of gasoline or diesel in station i at week t; [image: image8.png]Taxes,



 are the regional taxes for gasoline or diesel in the region in which the station i is located in 2007; [image: image10.png]Density,
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  are the local market variables of station i dated February 2007; [image: image14.png]


 is a matrix of station- and demographic- control variables associated with station i dated February 2007 and [image: image16.png]


 is a random error term. 
To investigate whether the relationship between density and price at unbranded stations is differently than that at branded stations, the price equation (1) is altered so that the variables [image: image18.png]Density
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are interacted with the variable unbranded ([image: image22.png]


, being the new equation to be estimated as follows,  
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Results
Our results show that the association between the number of stations and retail prices varies by geographical markets. 
Thus, with regard to urban areas we find that an increase in the number of local competitors significantly decreases retail gasoline prices for unbranded stations, but significantly increases retail gasoline prices at branded stations. These results are consistent with the predictions of the Varian’s (1980) model that divides the market into informed and uninformed buyers, and not with the expectations that follow from the sequential-search-across-heterogeneous-seller approach of Carlson and McAffe (1983). Further, they are consistent with a scenario in which consumers search moderately (Janssen and Moraga-González, 2004). Thus, the relative familiarity of consumers buying automotive fuels at stations located near their homes or along their commuting routes may induce consumers to search. In addition, our results suggest that the relationship between seller density and retail prices is sensitive to the composition of station types in the local urban markets for gasoline but not for diesel. Such composition effect could arise if consumers with different search costs select themselves among different type of stations. 
Unbranded stations would attract informed gasoline consumers, with low search costs and sensitive to retail prices, whereas branded station would attract uninformed gasoline consumers with high search costs and less sensitive to prices.  However, our resuls suggest that unbranded stations would not attract informed diesel consumers; being sales direct distributors who may attract this kind of consumers. 

With regard to rural and commercial areas, we do not find any statistically significant association between the number of stations and retail prices either for gasoline or for diesel. This empirical result is consistent with a model in which uniformed consumers search with low intensity. Further, we do not find any statistically significant price difference between oil operators in rural areas, which does not prompt consumers to search and compare retail prices. In commercial areas, although our results indicate price differences between oil operators, the lack of statistically significant of the coefficient on Density could be explained by the relatively unfamiliarity of consumers buying automotive fuels at stations near shopping and industrial areas. 
Conclusions
This paper contributes to a better understanding of how price competition works in retail automotive fuels markets. They have also relevant implications for the implementation of public policies aimed at enhancing price competition in the automotive fuels markets. Unlike what have been pointed out by the Spanish antitrust authority many times, the increase of the number of stations in local markets per se would not lead to a more intense price competition. Our results suggest that such relationship depends on the type of station and the geographic market
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