
Gasoline prices:  
back to the Ussr?

VYGon consulting - august 2018

executive summary 



August 2018         

VYGON Consulting1

Gasoline prices: back to the USSR?

Grigory VYGON 
Managing Director 
info@vygon.consulting

 
Alexander BYLKIN 
senior consultant  
a.bylkin@vygon.consulting

Ekaterina KOLBIKOVA 
consultant 
e.kolbikova@vygon.consulting

 
Anna LVOVA 
analyst  
a.lvova@vygon.consulting 

 Authors



VYGON Consulting

August 2018         Gasoline prices: back to the USSR?

2

in May 2018 wholesale motor fuel prices exceeded retail – a landmark 
event for the russian fuel market, which did not pass the test of 
resilience with a sharp change in the balance of oil prices and ruble 
exchange rate. containment of retail motor fuel prices by the state 
led to losses at refineries and gas stations.

the urgent excise tax reduction, which came into force in June 2018, 
has not changed the situation fundamentally. Oil refineries and gas 
stations remain the vulnerable elements of the system as they 
cover the price spread between the state-constrained retail and the 
market-based wholesale. the compensatory mechanisms developed 
within the framework of the tax maneuver are imperfect and do not 
guarantee future financial sustainability of refineries and gas stations.

the search for an optimal regulatory model for the fuel market is 
a complex task. it should ensure the stability of retail prices, the 
sustainability of gasoline sales business and the predictability of 
budget revenues. In the first half of 2018 none of the above conditions 
were met and the planned excise tax increase in 2019 could lead to 
an even greater imbalance.

 
Main findings of the study:

 � russia belongs to the group of states with the lowest fuel 
prices as it ranks 28th out of 165 according to the Global petrol 
prices data. however, russia’s prices are also some of the 
highest among the net oil exporting countries (Fig. 1).

 � Free-market pricing of motor fuels is common, for the most 
part, to the developed countries with the highest per capita 
incomes, which, as a rule, are net importers of hydrocarbons. 
Due to the high tax burden, the volatility of gasoline prices in 
these states is significantly lower than that of oil prices.

 � saudi arabia serves an example of strict regulation of fuel 
markets. For a long time its domestic gasoline prices set 
by the government were among the lowest in the world and 
practically did not depend on oil quotes. this fact discouraged 
energy saving: since 1975 gasoline consumption has been 
increasing by 6% per year with the average annual GDp growth 
rate of 2.5%. However, the country’s latest financial program 
assumes the transition to market-based pricing starting from 
2025.
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* incl. 165 countries

Source: Global Petrol Prices, VYGON Consulting

Fig 1. Gasoline retail prices around the world*, late July 2018, $/liter 
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 � china is gradually moving towards the liberalization of the fuel 
market, but so far the state regulation remains prevalent. this 
mechanism periodically fails, which is manifested in losses 
of refineries and gas stations. Independent (non-integrated) 
plants and retailers receive targeted support from the state, 
while national oil companies compensate for losses in refining 
and marketing at the expense of the production segment and 
the exports of petroleum products.

 � When calculating the share of taxes in the gasoline price, the 
effect of state support for oil refining should be considered. 
estimation in accordance with the generally accepted 
standards indicates that the share of taxes in the russian 
Federation amounts to 36%; however, the customs subsidy, 
when properly accounted for, reduces this value to 16%. this 
is one of the lowest rates in the world, comparable to that of 
the Us (Fig. 2).



VYGON Consulting

August 2018         Gasoline prices: back to the USSR?

4

 

Source: Thomson Reuters, VYGON Consulting

Fig 2. Methods of tax share calculation for 92 RON gasoline price in 2017, rub./liter
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 � retail motor fuel prices in russia are implicitly regulated with 
the limitation of their growth rate. From the end of 2014 to 
June 2018, the accumulated price index for 92 ron gasoline 
lagged behind inflation.

 � Wholesale motor fuel prices depend not only on netbacks, 
but also on retail prices. as a rule, companies keep them at 
a level sufficient to secure the average annual margin of gas 
stations at 1-2 rub./liter for 92 ron gasoline. however, in 
May 2018 due to the growth of oil prices accompanied with 
a weakening ruble, wholesale motor fuel prices in the russian 
Federation soared and exceeded those in retail. if the latter 
were determined by the market, one liter of 92 ron gasoline 
today would cost at least 50 rubles.

 � the emergence of sustainable discounts to exports has reduced 
the margin of many refineries focused on the domestic market 
to negative values. the average margin of export-oriented 
plants amounted to $6.5/bbl in the first half of 2018.

 � the end-to-end sales margin of 92 ron gasoline (the wholesale 
refinery premium and the gas station margin) fell from 6.3 rub./
liter in 2013 to -9.5 rub./liter in late of May 2018. independent 
retailers paid for gasoline 4.5 rub./liter in excess of the 
wholesale price. in June, the end-to-end margin amounted to 
around -6 rub./liter due to the excise tax reduction and the retail 
price growth, the gas stations margin became positive (Fig. 3).
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Source: Thomson Reuters, VYGON Consulting

Fig. 3. Pricing factors for 92 RON gasoline in retail, rub./liter
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 � the damping mechanism proposed as part of the tax 
maneuver completion is designed to compensate the players 
of the russian fuel market for the volatility of the external 
environment, as well as for the fuel excises increase effective 
from 01.01.2019. however, its application does not solve 
the issue of the disparity between wholesale prices and 
netback, and it becomes ineffective with strong fluctuations in 
macroeconomic indicators. Given the lack of experience in the 
use of such a mechanism, it is necessary to further develop 
its parameters, assess the feasibility of the excises increase.

 � an alternative option would be to regulate wholesale and retail 
gasoline prices. prices in the wholesale segment could be 
pegged to the retail with a differential that would compensate 
for logistics costs and retail margins. The difference between 
wholesale and netback, if it is positive, would be directed to the 
budget. otherwise, the state would have to compensate the 
plants for the domestic market discounts. this would allow 
to avoid price hikes and losses of refineries and gas stations; 
however, it would imply the rejection of market pricing.
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