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Overview

This paper compares asymmetries in domestic gasoline prices among four countries: USA,
UK, France and Korea, in order to find out whether gasoline price asymmetry occurs
globally during the period of steady crude oil price increase. Furthermore, this study
analyzes price responses to not only international product market price but also the
acquisition cost of crude oil, as bases for the analyses. Error correction models are estimated
on monthly data of the period from January 2000 to December 2006. Empirical results
indicates that multi-country comparison is necessary for the valuation of relative degree of
any asymmetries that are found, and in order to analyze the degree and the type of price
asymmetry correctly, one must compare results using different price bases for the
comparison. .

Methods
We estimate an error correction model (ECM) to study asymmetric price adjustments since
an ECM can provide a short-run adjustment and a long-run equilibrium relationship among
variables.
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Rt represents petroleum product prices, Cf denotes acquisition costs and Pt stands for
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international gasoline prices. The B i and /i provide an estimate for the adjustment of cost
and international price increases on net retail prices; conversely, the B and /i estimate

the adjustment of the cost and price decreases.

Results

Empirical results of multi-country comparison show that domestic gasoline prices respond
more fully to the increase of acquisition cost than the decrease in four countries. However,
for the response to the changes of international gasoline prices, domestic gasoline prices
adjust more fully to the decreases of international gasoline prices than the increases in USA,
Korea and France and UK gasoline prices only increase more fully when international
gasoline increase than decrease.

Conclusions

Results from the empirical analyses provides useful insight for the better understanding of
transmission mechanism and market structure of petroleum product markets. We find
different types of asymmetric pricing among the four countries and the two bases.



Therefore, multi-country and multi-basis comparisons are necessary in order to analyze the
degree and the type of price asymmetry of petroleum product markets in any one country
correctly.

References

Bacon, R.W. (1991). “Rockets and feathers: the asymmetric speed of adjustment of UK retail gasoline
prices to cost changes.” Energy Economics, 13(3): 211-218.

Borenstein, S., A.C. Cameron and R. Gilbert (1998). “Do gasoline prices respond asymmetrically to
crude oil price changes?” The Quarterly Journal of Economics 112(1): 305-339.

Energy Information Administration (1999). “Price Changes in the Gasoline market” Doe.IEA 0626,
Karrenbrock, Jeffrey D. (1991). “The Behavior of Retail Gasoline Prices: Symmetric or Not?” Federal
Reserve Bank of St. Louis Review 73(4): 19-29.

Oh, S., S. Um and E. Heo (2003). “Structural Change and Asymmetry on Domestic Petroleum Product
Prices” Journal of the Korean Society for Geosystem Engineering 40(1): 40-47.

Oh, S. and E. Heo (2005). “Price Asymmetries in Petroleum Product Markets - An International and
multi-product comparison-" Conference Proceeding, 28th IAEE International Conference, Taipei.

Oh, S. and E. Heo (2005). “International Comparison of Price asymmetries in Petroleum Product
Markets” Journal of the Korean Society for Geosystem Engineering 42(3): 225-232.

Reilly, B. and R. Witt, (1998). “Petrol Price Asymmetries Revisited” Energy Economics 20(3): 297-
308.

Radchenko, S. (2005). “Oil price volatility and the asymmetric response of gasoline prices to oil price
increases and decreases.” Energy Economics 27(5): 708-730.



