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LETTER OF TRANSMITTAL

STEPHEN J. SPINGARN,
Commissioner.

: IFrpErAL TrADE COMMISSION,
Washington 26, D. C., August 18, 1952.
Hon. JouN SPARKMAN,

Chairman, Select Commitiee on Small Business,
Uwited States Senate, Washington, D. C.

Dear MR. CuatrMaN: Pursuant to the request made in your letter
of August 18, 1952, T transmit herewith a copy of the staff report of
the Federal Trade Commission on the International Petroleum Cartel.

It is understood that this report will be published by your Monopoly
Subcommittee, which is currently holding hearings on the effect of
cartels and monopolies on small business. If and when hearings are
scheduled concerning our staff report on the International Petroleum
Cartel, the Commission will be glad to designate persounel to appear
before your committeec and discuss the contents of the report.

By direction of the Commission.

Sincerely,
STEPHEN J. SPINGARN,
Aecting Chairman.
III
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PREFACE

We are happy to have this staff report by the Federal Trade Com-
mission on the International Petroleum Cartel. Our Monopoly
Subcommittee, headed by Scnator Long, has already held several
hearings and 1ssued a number of reports on monopolistic practices
and cartel arrangements, particularly as they affect small business.
This subcommittee was appointed in February 1952, and practically
from its inception has been beleagucred by requests to investigate the
alleged restrictive practices of the international oil industry. On April
23, April 29, and July 16, the subcommittee—in the course of public
hearings—announced its keen interest in the staff report of the Federal
Trade Commission on international petroleum cartels, and expressed
the belief that the report should be released. On July 28, a letter
was dispatched to the White House requesting that the report be made-
public. Now that the President has approved this request, it is
entirely appropriate that the report be included as part of our subcom-
- mittee’s series on monopolies and cartels.

~ The Scnate Small Business Committee has a profound and abiding:
interest in the effect of monopolistic and restrictive activities on the:
survival of independent compeotitive enterprise. - Such activities are.
not always regional or even national in scope. When in exceptional.
circumstances the fate of competitive froe enterprise at home is
inextricably linked with the pattern of business operations abroad,
this committee will not hesitate to cxtend its investigations so as to
determine the exact nature of these operations. Iowever, our purpose
is always the same: to discover the effect of certain business practices-
and arrangements on the American small-business man and on the .
American consuming public. . ,

With reference to the alleged Oil Cartel, it has been the aim of this'
committee to learn (1) whether or not five major integrated American
oil companies have joined two foreign companies in a series of inter-
national monopoly agreements;. (2) whether or not the structure of
international oil prices has imposed an excessive burden on the
econories of friendly nations, and thus on the American publi¢c which:
is' extending economic and military assistance to these nations; and,
perhaps most important of all, (3) whether or not the dumping of
foreign oil in the United States, at a net cost far below the price
charged in Europe and the Middle East, is causing injury to inde-
pendent American oil producers. : o

Tt is our hope that publication of this report will contribute mate-
rially to public knowledge and understanding of international business
arrangements. It is a factual report and as such is subject, of course,
to a variety of interpretations. If any interested party wishes to be
heard, this committee will make time available so that all shades of
opinion may be represented. Only after such hearings are completed,
however, will our committee issue its final conclusions and recom-
mendations on the cffect of the alleged International Oil Cartel on

v
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VI

PREFACE

small business, in particular, and the consuming public of America,

in gencral.

I want to make it clear that this report is being published by our
committee only after careful study and deliberation. It is my opinion

that its reles

se at this time is not likely to jeopardize our national

security or undermine the aims of our foreign policy. The sccurity
aspect of the matter has been cleared with responsible agencies of

Government.
international

As to foreign policy, the goals of the United States in
affairs are clear: To attempt in every way possible to

assure justice and freedom, under law, to all peoples of the earth.

Publication d

f this report will certainly not interfere with the attain-

ment of these goals.

There is an
and that is to
power to the

other important reason for making this report available,
subject the activities of great concentrations of economic
spotlight of publicity.

It has long been the public policy of the United States to supple--

ment the legs
powers. The
abuse of pow
of its abuse.

| provisions of the antitrust laws with broad, fact-finding
fundamental purpose of fact-finding is to prevent the
er. Where power exists there also exists the possibility
Some two decades ago the Federal Trade Commission,

through an economic investigation, restrained the abuse of power by
the private ufility holding companies. Today the power of the inter-

national oil ¢
the spotlight,
the present r
investigation
abuse of pow

The Senat
philosophy o

centrations of economic power,

nations of th
through enfoy
the power o
owned, such
that their ov
the people.

ompanics is so vast as to invite its abuse. By focusing
of publicity on the activities of these oil companies,
eport of the Federal Trade Commission, like the earlier
of the utility companies, should prévent any possible
or, either at home or abroad.

Small Business Committee believes that it is the basic
f the United States to oppose vast monopolistic con-
Practically alone among the great
16 world, the United States—through fact finding and
cement of its antitrust laws—endeavors to hold in check
[ giant.organizations. Whether privately or publicly
organizations carry with them the inherent possibility
erwhelming power may be abused to the'detriment of
The Senate Small Business Committee, in publicizing

the operations of the international oil compsanies, wishes to reaffirm
the determination of the American people that American companies,
whether at hgme or abroad, shall so conduct themselves as to promote

the interests
The Senat
expressing itg|

of all people everywhere. :
b Small Business Committee, in issuing this report, is
faith in Justice Brandeis’ belief that sunlight is the best

of disinfectants and electric light the most efficient policeman.

WASHINGT

JOHN SPARKMAN,
Chairman, Select Committee on Small Business.

N, D. C., August 22, 1952.
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INTERNATIONAL PETROLEUM CARTEL

INTRODUCTION

On September 19, 1944, the. Federal Trade Commission passed &
zegolution, directing its cconomic staff to conduct a long-range in-
vestigation of international cartels. ’ :

The resolution stated in part that:

Whereas the Federal Trade Commission Act authorizes the investigation of
trade conditions in and with foreign countries where associations, combinations
or practices of manufacturers, merchants, or traders, or other conditions may
affcet the forézign trade of the United States; and to report to Congress thereomn
% % % gn . )

Whereas there is evidence that agrecments detrimental to the trade, commerce,
and security of the United States existed prior to the war, between German and
American, British and American, German and British, and between industry
groups in other nations * * *

Now, therefore, be it :

Resolved, That the Federal Trade Commission * * * herewith directs:-the
chief economist to make an investigation and inquire into— .

The practices, arrangements, agreements, and operations of manufacturers,
merchants, or traders operating in export trade. -

The effectiveness of the said agreements, arrangements, and associa-
tions” * * ¥ . "

The effects resulting from the operations of foreign cartels or other combina-
tions of foreign manufacturers, merchants, and traders upon the export trade of
the United States of America and the Amcrican consumer.

Under that general resolution the Commission has prepared and
issued reports dealing with international cartels in seven major indus-
trial fields. These reports are as follows:

Year

- TReport . issued
1. International Phosphate Cartels. . .o e e 1946
2. The Copper Industry___ e e 1047
3. The Sulphur Industry and International Carfels o o ocooooooo-- 1947
4. Tnternational Eleetrical Equipment Cartel ..o oo 1948
5. International Steel Cartels . oo oo 1948
6. The Fertilizgr Industry - .. o i 1949
7. The International Cartel in the Alkali Industry._______._.__ I, 1950

The Commission felt that the basic purpose of its resolution of 1944
would not have been accomplished without the preparation of a report
on one of the most important of the international cartels—the inter-
national petroleum cartel. To facilitate the preparation of this repert,
the Commission on December 2, 1949, passed a supplemental resolu-
tion calling for an investigation of the international cartel in this
specific industry. This resolution provided as follows:

‘Whereas the petroleum industry is onc of the largest and most important
industries in the United States;

‘And whercas this industry is very highly concentrated, with the pre ponderance

of total assets, proved reserves, crude production, and refining capacity held by
a relatively few large companies;

1
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2 THE INTERNATIONAL PETROLEUM CARTEL

And whereag it is reported in authenticated, secondary sources that over a
long period of years American petroleum companies operating in foreign countries
have entered into restrictive agreements among themselves and with petroleum
companies of other nations, many of these agreements having reportedly been
recently extended and reinforced;

And whereaq such restrictive agreements are reported to have had the effect of
restraining trade and of affecting prices of petroleum and petroleum products in
the United States;

And whereas this problem has been intensified by the importance of recent
discoveries of qil in foreign nations: Now, thercfore, be it

Resolved, That the Federal Trade Commission, in the exercise of the powers
vested in it by|scction 6, paragraphs (a), (b), and (h) of the Federal Trade Com-
mission Act, and with the aid of any and all powers conferred upon it by law, do
forthwith procgod to make an investigation of agreements centered into by Ameri-
can petroleum companies among themselves and with petroleum companies of
other nations in connection with foreign operations and with international trade
in petroleum and potroleum produects and of the relationship of such agrecments
to domestic trade in and pricing practices of the American petrolenm industry;
and that the Director of the Bureau of Industrial iconomics be hereby authorized
to conduct such investigation on behalf of the Commission. .

Like its predecessors, the present report, which was thus prepared
under a general resolution of 1944 and a specific resolution of 1949, is
merely descriptive and fact finding in character. It contains sum-
maries of the facts presented but no recommendations. These sum-
maries are priesented at the end of each of the report’s 10 chapters,

One of the|petroleum companies voluntarily submitted to the Com-
mission certain agreements made subsequent to the date of the Com-
mission’s subpena, since, in the opinion of this company, these agree-
ments cast light upon the meaning of some of the documents sub-
penaed. The diséussion in the report makes reference to this supple-
mental information; but otherwise the analysis of the subpenaed ma-
terial has nof sought to take account of developments subsequent to
the date of the subpenas nor of any new agrecments that may have
been entered [into subsequent to that date.
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PART 1

RESOURCES AND CONCENTRATION
 OF THE :

WORLD PETROLEUM INDUSTRY
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CHAPTER 1
THE WORLD’S PETROLEUM RESOURCES

Potroleum is an exhaustible natural resource; it is of fundamental
importance to all phascs of industrial activity and indispensable to
industrial progress. At times it has been the subject of competition
and rivalry; more frequently it has been the subject of agreement and
international cartel arrangements. Over the years an international
petroleum industry has developed, not only beeause of the importance
‘of petroleum products, but also because these products are so stand-
ardizod as to have almost universal acceptance, irrespective of the
source of the crude from which they are derived.

WORLD'S RESERVES

The world’s petroleum reserves arc concentrated in a fow countries.

As of January 1, 1949, these rescrves, excluding those of Russia, were

: ostimated at 73.7 billion harrels, of which more than 90 percent or

! 69 billion barrels were in six countries: United States, Venezuela,

i Tran, Iraq, Kuwait, and Saudi Arabia. The following table shows the
! estimated proved reserves by geographical arcas and by countries.

" aprm 1—BEstimated crude pelroleum reserves for world, by areas and principal
producing countries, Jan. 1, 1 949

{In thousands of barrelé]

N Estimated Porcent
Areas and principal countries of world
TeSCIVOS | peserves
North America: :
Unitod SEAE08- - - - oomwmmcmmmmmmmmzmmmmmmmomasemmmesssTssmosssIoTesnmroo 28, 000, 000 35.75
IORLCO o om oo oo oommmmemmam e mmmmmmmmemmemmmSSSomsssssemSooIesTTIIIn 850, 000 1.09
CIRMAAD - - oo oo oo mmmmmmmmemmmememmmmmmomsessssemossessToonIoTTTTooTTs 500, 000 .64
OLHOL - - oo oo o mmcmmmmmmmmAmnemmssmmmSssmsEEISmooTETEITTC 3,000 J-ooooaeaem
PGBl - o oo ommee o iememmmmammmsmmsemssosossssemTosoSsTesssoTiens 29,353, 000 37.48
South America:
VONOZUCIR e o o oeecmcmmm e mwmm o mme oo mm oo 9, 000, 000 . 11.49
Colombin_ ... 300, 000 .38
Argentina_ - 250, 000 .32
T PIABA . - oo oo ommemmmm e mmme o e mlmmmsmememesSsonmsessssoTIIooTooTo 250, 000 .32
Peru... R e ta e 160,000 .21
: o YT PRSP EEL LR - et 70, 000 .09
! S TR PR L i e bt 10,030,000 |~ 12.81
Europe {(cxcluding 7. 8. 8. R. and countries under its control):
RS PP PP PR L EEE LR 75, 000 .10
50, 000 06
45, 000 06
9,000 02
179, 000 .24
120, 000 .16
122, 009 .18
5
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6 THE INTERNATIONAL PETROLEUM CARTEL

TaBLE 1.—Estimated crude

petroleum reserves for world,

by areas and principal

producing couniries, Jan. 1 , 1949—Continued
[In thousands of barrels]
: Poreent,
Areas and prineipal countries Eggé?gzgd (r)[t; ;glg‘;é(si
Middle East;
- 10, 950, 000 13.98
9, 000, 000 11. 49
........ 7,000, 000 8.04
Iraq.__ 5, 000, 000 6.39
Qatar. 500, 000 .64
Bahrein 170, 000 .22
Other 76,000 .08
32, 696, 000 41.74
Far East:

Netherlands Ea, 1, 600, 000 1.28
British Borneo. 150, 000 .19
Burma___ 50, 000 .06
New Guin 50, 000 .06
Other__.__ 67, 000 .09
Total.__....._ 1,317, 000 1.68
Total aboye co 73, 697, 000 94.11

Total world... .

78,322, 000 100. 00

Source: DeGolyer and MacNaughton, Twentleth Oenﬁury Petroleum Statistics, 1049, D. 4.

The distribution of world res

regions is as follows:!

Middle East_ __
North America_
South America .

F'ar East
Western Europe| less than

Russia and its Furopean satellites

Of the world’s total crude rescrves, including those of

can companies control approximately 63 percen
controlled resdrves are excluded, the share rises

erves among the major geographical

Percent

Russia, Ameri-

t, and if Russian-
» about 67 percent.

The most important discoveries of new reserves in recent years
New discoveries in
barrels to the total

have been in the Middle East and in Canada.

Canada are expected to add more than 1 billion,
reserves of that country,? while the tremendous
the Middle East have made that

plier of oil in the world.

new

‘discoveries in

area the most prolific potential sup-

PRINCIPAL CRUDE PRODUCING AREAS OF THE WORLD

Crude petroleum is produced in more than 40 countries, but in 1949,

7 countries accounted for about 85 perce
Thege seven countries w
Iran, Saudi Arabia, Kuwait, Mex
of Russia and|Russian-controlled
countries produced more than 92 per

duction.

dle East,
¢ World Oil, July 15,1950, p. 65.
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pending on the data
ns underlying the data
nowly opened felds,

nt of the world’s total pro-
cre the United States, Venczuela,
ico, and Iraq.

If the production

excluded, these seven
cent of the world’s crude in 1949,
! The estimates on which table1 is based vary in aceuracy de

the expertness of those making the ostimates, the assumptio
for well-developed ficlds are more dependable than those for

available in cach country,

and 80 on. Estimates

such as those in the Mid-
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The production 'of crude is concentrated in threo geographical
areas: North America, South America, and the Middle East. In
North America, the principal producers are the United States, Mexico,
and Canada. In 1949, these three countries produced more than 57
percent of the world’s total crude.

" Table 2 gives world production in 1949 by country and by geo-
graphical arca. ,

The United States has long been the world’s most important pro-
ducor of crude petroleum, and has maintained. & relatively constant
proportion since the turn of the century. For soveral years produc-
tion in the United States has averaged about 60 percent of world
production. In 1949, however, this percentage declined to 54.7
percent.

Tn 1949, production in the United States averaged about 5 million
barrels per day from more than 449,000 wells, or an average produc-
tion of approximately 11 barrels per day per well®  In the average of
barrels per well per day, the United States ranks far below most other
important oil-producing countrics.

1n 1949, Mexico produced about 60 million barrels of erude, and had
seventh place among the important oil-producing countries of the world.
Peak production in Mexico was roached in 1921, with 193 million
barrels. At that time Mexico was the second largest crude producer
in the world. However, production declined rapidly and rcached a
low of 33 million barrels in 1932. Since the end of World War 11,
production in Mexico has increased from 43 million to more than 60
million barrels annually. Daily output per well averaged about 160
barrels in 1949 % noarly 15 times that of the United States.

PR
8 World Oil, July 15, 1950, D. 54,
4+ Ibid., p. 44.
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TaBLE 2.—World crude ol production, 1949
[Annual average in thousands of barrels dafly]

- Percent increase -

' Cuntry 1049 1948 1939 .
- 1949 over | 1949 over
1948 1939
' Ganada. ...\ __.________. 5.0 32.5 2.5 81.5 174. 4
Cuba_._. 4 .3 .3 33.3 33.3
Mexico.. ... 166.8 159.5 nz~7 4.6 41.7
United States. .. ___ | _._______._ ‘ 5,043.0 5,512, 0 3,465.6 —8.6 48.5
Total North Afnerfea..__...._ 5, 269. 2 5704.3 3,605.1 ~7.6 46,1
Argentina. ... ... _____._____ 63.0 64.87 511 —-2.8 23.
Bollvia.__ 1.8 1.3 .6 38.4 200, 0
Brazil, .: .3 [ N P ~26.0 |waccc
Colombi 82.3 64.9 5.5 26.8 . 25,6
Ecuador. - 7.3 7.0 6.3 4.3 16.9
Cra .. 40.5 38.4 37.1 5.5 9.2
Trintdad. . 56. 6 54.9 52,8 2.9 7.0
Venezuela. ...l . 1,320.0 1,33R. 8 566. 0 —-1.4 133.2
Total South America._.._.______.. 1,671, 7 1,570. 5 779.4 .1 101, 7
Franee . .. ...l ... 1.1 1.1 L4 21.4
French Moroceo. ..o oo T T 7T -4 B2 PR 1000 |oooao____
Germany.. ... .1 _____ 1777 16.3 12,1 12.3 34,7 32.5
Ttaly el .2 20 8 e —33.3
Netherlands. 11.8 9.4 | 28,85 [acma_
Egypt oo 42,9 36.0 12.8 19.2 2385.2
United Kingdom .9 (8“2 BRI ER P
Total Europe and Africa. ... ... S 73.6 50.9 2.8 22.9 174.6
30.0 2.8 - 20.8 7 4.2
562, 0 518. 5 2i4.0 8.5 157.9
84.0 72.2 84,3 16.3 -4
245.0 127.2 | L 02,6 Joemeeo .
475.0 390.0 10.8 21.7 4,298, 1
Total Middle East_ . ....._._.__.________ 1,386.0 1,138.0° © '320.9 21.8
British Borneo 3
.5
3
.8
.0
3.7
4.9
1.8 .
; Total other Astal(Far East)..._....___._ 198.0 153.9 225.3 28.7 —12.1
: Total (less Russia and Eastern Europe) . 8,498. 5 8, 626.6 4,966.5 -1.5 C 7Ll
oo cAlbenmlao L. 2.5 1.0 2.6 150.0 —3.8
- 18.0 17.0 3.4 5.9 429. 4
- .9 .6 3 80.0 200: 0
; - 10.5 10.0 3.0 5.0 250.0
- 2.7 2.7 0.7 | —74.8
: - 86,0 93.4 125.0 ~-7.9 —3L.2
i 690.0 600. 0 605.0 15.0 14.0
C Yugoslavia.. [ _TTTTTTTTTTTTT 2.5 1.0 150.0 (ool
Total Russia and| Eastern Europe. . ..__. 813.1 725.6 750.0 12.1 8.4
I

Total world. .oooleaeeoeoiaei 9,311.6 9.362.2 5,716.5 -4 62,9

1 Included with India prior to 1947,
Source: The Oil and (as Journal, Jan, 26, 1950, p. 206,

' Canada is a|rclatively new addition to the list of important oil--
producing countrics. Since 1947, many new oil fields have been dis-
covered in Canada. These discoveries, coupled with additional
development of|older fields, enabled Canada to produce at an average
| rate of 59,000 barrels per day in 1949. This was an increase of 174

percent over 1939, and 81.5 percent over 1948.  As additional pipelines.

Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2

B



Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2
THE INTERNATIONAL PETROLEUM CARTEL = - 9

and refineries are constructed, and as the new ficlds are extended and
developed, further increases in production may be realized. ‘

Ranking second to the United States in production of crude is
South America, cspecially the Venezuclan-Caribbean area. In addi-
tion to Venezuela, which produced at the rate of about 1,320,000
barrels daily in 1949, crude oil is produced in significant amounts in
Colombia, Argentina, Poru, and Trinidad. The total crude output of
the latter four countrics averaged 240,000 barrels per day in 1949.
Total production in South America accounted for more than 16 percent
of the world’s output in 1949.°

Production per well in the Venczuela-Caribbean area is generally
much higher than in the United States, and is cxceeded only by the
wolls of the Middle East: In 1949, the average production per well
per day in Colombisn was 69 barrcls, in Argentina 47 barrels, in
Trinidad 25 barrels, in Peru 11 barrels, and in Venczuela—South
America’s most important crude producer—200 barrels.® '

The third important arba of crude oil production is the Middle
East, which includes Iran, Iraq, Saudi Arabia, Kuwait, and Bahrein.
In 1949, about 15.5 percent of the world’s crude output was obtained
from this area. The average daily rate of production for the five
most important Middle Bast countrics was closc to 1,400,000 barrels
daily.” Although oil was produced in the Middle East prior to
World War I, it is only since World War II that the Middle East hag
developed into an important potential supplier of the world’s crude.
The vast potential of this area is indicated by the fact that total
production in 1949 came from only 287 wells, with an average output
per well per day of 5,143 barrels. In Iraq, the average production
per well per day was no less than 11,200 barrels, in Iran 2,190 barrels,
in Saudi Arabia 6,083 barrels, and in Kuwait, almost 4,450 barrels.®
By drilling more wells and building more pipe lines, the Middle East
could undoubtedly become the leading oil producing area of the world.
Despite the difficulties in obtaining supplics and equipment during
World War II, production increased 320 percent between 1939 and
1949. ’

Tn the Far Egst, the imporgant producing countries are the Nether-
lands East Indies and British Bornco, which, however, produced in
1949 only about 2 percent of world production.’ This area has not
fully recovered from war damage, and during the past year political
disturbances have hampered operations.

Russia and Eastern Europe, including Rumania, produced about
8 percent of the world’s crude in 1949, nearly all of which was used by
countries under Soviet. influence.!

Although the world’s production of crude petroleum is derived
from the same areas and countries that have the crude reserves, a
comparison of the distribution of reserves with crude production in
1949 reveals wide disparitics in the relative positions of some countries,
as is indicated in table 3. ' :

It will be seen from table 3 that some countries are drawing on
their reserves at & much faster rate than others. For example, in

§ Ibid., p. fd. .

¢ Ibid., p: 54¢. -

7 Estimates of production do not always agree. World Oil, July 15, 1950, gives the average daily produc-
tion of the Middle East (including Iran, Iraq, Saudi Arabla, Kuwait and Babrein) as 1,473,718 barrels, while
the Oil and Gas Journal, Januery 26, 1950, gives production for the same countries as 1,386,000 barrels daily.

8 World Oil, July 15, 1950, p. 64. .

¢ Ibid., p. 42.
10 Ibid., pp. 4243.
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~
.f 1949, the United States produced about 55 percent of the world’s
crude but held only 35.8 percent of the world’s crude reserves.. The
\ percentages of world production by Venczuela and Mexico also
j exceed their respective percentages of world reserves. On the other
| hand, Kuwait and the other major holders of reserves in the Middle
East had a percentage of world production much below their per-
centage of world reserves. The Middle East, however, is developing
rapidly, and its reserves, as well as its annual share of the world’s
crude production, are expected to incrcase in the future.

WORLD CRUDE OIL REFINING CAPACITY

A country’s ability to convert crude petroleum into usable products
is indicated by its refining capacity.  The statistical picture of refining
i capacity, crude runs to stills, and production is presented in table 4,
i by country and by geographical area for the year 1949. '

| "TaBLE 3.—DPercent of world crude reserves and production, 1949

i Percent of
7 Porcent of
| Country esw;)nr&im(tlcd world erude
reserves 1 produetion 2
VNIteA SEBEOS - -« oqeecmamrcccmmmmmmmcemmmmmmmmee oo emsee—mm s sammmene 35.8 54.66
! Kuwait. ... 14,0 2,67
! VONOZUCIS, - oo ocmwmc e mco e ammm e mmmeemmmmmammeas—mesesm—edmenmme————— 11.5 13.58
Saudi Arabin. e meccmce e emmmmm—cmmsese e —maena- 11.5 5.16:
TEOTL . o oot ee e emmmm e e cemmmemammemmemmmmsse—n—meme—m—a—meeme—- 8.9 6. 08
TE - e oo edmm e me e s mmmm e eme - ammmammemmmmememe S me e e e 6.4 94
Netherlands East INdies:cocenomc oo cmmmmamcommm s cmmm oo mamm e e 1.3 .21
MEXiC0 o ccm e momacaans e e mmmmm e mam——————— - ——————————— e e 1.1 1. 80
PO o e e mmcmmmcccacme——aecmamemmmmmemrmmmme—mmmem—mamee———— 90. 5 85. 09
All other countries... 9.5 14.91
Arand total - e —emam—eean 100, 0 100. 00

1 Source: DeGolyer and MacNaughton, Twentieth Century Petroleum Statistics, 1949, p. 4. (For com-
ments on the aceuracy of these estimates see p. 3, footnote 1.)
2 Source: World Oil, July 15, 1950, p. 42. :

Taers No, 4.—World crude oil refining capacity, crude runs to stzlls and production,
: ' 1949, by couniry and geographical area

| ' {In thousands of barrels daily]

Crude reﬁtn-
ing capacity | opude runs | Production
. Country barrols daily +
! as of July 1, to stills 19492 1949 2
| 501
North America:
anada. 3841, 550 263, 216 - b7, 562
Cuba..... 6, 080 5,389 477
Mexico 201, 190 136, 003 168, 877
United States 6, 760, 000 5,330,189 5,041, 937
Total 7, 298, 820 5,734, 797 5, 266, 852" .
South America and Caribbean: '
Argéntina. 129,800 100, 000 62, 807
Bolivia._ - , 790 1,658 1,858
Brazil .. - 8,615 1,622 209
Chile_____ - 300 |- cocciaoaa- 301
Colombia_ - 30, 900 23,167 81, 430
Ecuador. . _.occcoeno - b, 700 4,340 7,170
Netherlands Wost Indies_ .o uomovooo e 657,000 | 696,405 |

See fooinotes at end of table, p. 11.
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TarLe No. 4—World crude oil refining capacity, crude runs lo stills and production,
1949, by country and geographacal area—Continued

[In thousands of barrels daily]

Crudo refin- :
Country gg‘;rﬁg 3(;1% Crude runs2 Production
as of July 1, to stills 1049
1950 ¢
South America and Caribbean—Continued
PO o e e ammm———————mm e 34, 900 33, 660 40, 521
Trinidad. 99,000 80, 310 56, 485
Urugugy-- 25,000 18,978 |ceoceooozaooo
VeNCZUCK oo o et mm v m = 287, 950 145, 389 1,321,414
L U PR VU 1,276,915 1,100, 523 1,572,384
Western Furope:
Belgium.____ 16, 500
Denmark. 655
France_.__. 293,100
Western Germany. 71,070
Italy and Tricste. 128, 280
Netherlands_ 53, 600
Portugal__ 7,000
Sweden._ ... 24, 800 8,048 | oo
United Kingdom. o aemas e 206, 680 120, 712 926
BN 117:) SRR SRR RRR R 801, 585 521, 860 30,359
Middle East: .
Bahrein Island . oo oo e e e m i m o 165,000 153, 589 30, 096
Egypte ...~ 47,000 49, 660 43,458
Iran and Kuw! 572,100 487,118 807,238
|1 ¢: 1« 9, 500 6,115 84,932
TSrae] e 83, 000 1,618 [
LebanON o oo v 11, 000 (30T T P
[T Do VUSRI S) [T PP TR P e ) 2, 055
Saudi Arabia. . 140,000 126, 767 476,734
TTOTKOY - - - o oo mmm e o e e e mm m———— 1,400 142 260
L1 A7) U U Uy UL POy 1, 029, 000 824, 244 1,444,773
Other Asia:
China 19, 600 4,364 2,060
India-Burma and Pakistan. . 12, 800 7,668 8,274
Japan 51,127 8,510 |* . 3,707
POl - e mmmmammeeammmmm——m e 82, 927 15, 532 14,_041
Other Afri¢a:
Canary Islands and Spain. .o cocccaoncammeecmaommemamnaa 23, 600 11,482 (Lo eme
TFrench Moroeco. ... . 800 280 373
South Afries. e ccccmamcmem——— e m e 2,000 |ccmmocmciammanfanm e
0 26,400 | 1,772 373
Qceania:
Australis. .o oo eaicmmcaman 17, 600 10, 959 3
British Borneo. -35, 000 (175, 860) 68, 789
TN - o ozmmmmmm o e e m e m e [ mm e m s e 8123,101
Netherlands East Indics: 146,800 [occmmcmmmnnn o mamee oo
Total._.___o--- 158, 900 186, 819 191,893
Total above countries 10, 714, 547 8, 399, 648 8, 520,674
U. 8. 8. R, and Eastern Europo: .
U. 8,8 R mmrmcacammeee 675, 000 640, 000 658, 000
Other Eastern EUropo- cococecvcaceaomaaas 209, 235 131,096 130, 068
Lo A7) O S O S 882, 235 771,096 788,068
Switzerland, Norway, Korea. .o o cccrommaecmcmamammmaaes 7,850 | oo cme e g
WOTIA G088l o cee e mmmm e 11, 606, 632 9, 166, 644 9, 308, 742

1 Source: World Petroleum Annual Refinery Reviow 1950, vol. 21, No. 8.
2 Source: Bureau of Mines, World Petroloum Statistics, 1949,
8 Tneludes production of New Guinea.
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le indicates, the three leading refining centers of the world
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These areas
ception of tl
refines large
South Ameri

In the Mi
at Abadan,
Mediterrane

crude from {
large consumn

_sarily move
Far East.

"Woestern E

, and nine percent in the Middle East. Excluding
nd eastern Europe, more than 86 percent of the world’s

city was located in these three important refining areas.

are all important crude producing centers, with the ex-

1e Netherlands West Indies, which produces no oil but

quantities of crude imported from Venezuela and other

can producing countries. : :

ldle East, large refinerics are located on the Persian Gulf

Bahrein, 'and Ras Tanura. At the eastern end of the
in are refinerics at Haifa and Tripoli, which operate on
he Middle East fields. Since the Middle East is not a

ler of oil, the products from these refineries must neces-
to other parts of the world—principally Europe and the
aurope held in 1949 approximately 7.5 percent of the

world’s refin
fineries was
lands West

ing capacity. The totaF refining capacity of its 82 re-
ess than that of the three large refinories in the Nether-
dies. However, since World War II, there has been a

tendency to |increase the capacity of the European plants. Since
western Eurcpe is not an important producer of crude, practically all
of its refinerigs operate on imported crude. 'Thus, while total refinery
runs to stills in this arca were about 522,000 barrels daily in 1949, pro-
duction of crlilde in the area was only 30,000 barrels per day.

Exactly the opposite condition cxists in South America and the
Middle Kast{ There, refinery runs in 1949 were less than daily
crude production, indicating cxportation of crude. .

In 1949, the United States had refinery runs of almost 300,000
barrels per dgy in excess of crude production. Barring any reduction
in crude stocks, the excess of crude runs is an index of the volume of
crude imports.

Only.a small percentage of the world’s refining capacity is-located
in the Far Fast. This part of the world is neither an important
producing nor consuming area, and refining capacity is about equal
to crude production. ,

WORLD PETROLEUM CONSUMPTION AND SUPPLY

Just as thp geographic pattern of reserves differs from that of
production, and the pattern of production differs from that of refining,
80 also does tho pattern of consumption differ from the other variables.

The- geograp
synonymous
production, a
Thus the tabl
oil than they
sxcess of dom|
The only ¢

estic needs.
wo areas of the world that produced more petroleum

ic differences in “demand” and “supply,” which are
terms in the petroleum trade for consumption and

re indicated in table 5 for the years 1947 and 1949.
e reveals those arcas of the world which consumed more

produced, as well as those areas which produced in

than they consumed in 1947 and 1949 were the Caribbean and the

Middle East.

All other areas were dependent upon the surplus-
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CHART 2.

WORLD CRUDE RUNS TO STILLS AND
REFINING CAPACITY

BY GEOGRAPHIC AREA

(in barrels,daily)

11,000,000

10,000,000

9,000,000

8,000,000

7,600,000

7,000,000

6,500,000

8,000,000

5,500,000

5,000,000

4,500,000

4,000,000

3,500,000

8,000,000 |
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0

11,606,632
11,000,000
10,000,000

0,166,644
9,000,000

5,734,797

Crude Runs to Stills, iMB.

. Crude Refining Capacity, July 1, 1950,

Switzerland Runs to Stills - None Reported.
Norway and Korea  Refining Capacity - 7,850,

Runs to Stills - 11,772,
Africa Relining Capacity - 26,400

Runs to Stills - 15,532

Asla Refining Capacity - 82,927
Runs to Stills - 186,819
Oceanta Refining Capacity - 198,900

801,585

8,000,000

7,500,000

7,000,000

6,500,000

6,000,000

5,500,000

5,000,000

4,500,000

4,000,000

3,500,000

3,000,000

2,500,000

2,000,000

1,500,000

1,000,000

500,000

0
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producing regions to make up the balance betweon thelr consumption
and production. These deficit aréas were Europe, Africa, the Far
East and Oceania, and parts of North and South America.

One of the most striking developments revealed in table 2 is the
rise of the Middle East as an important supplier of the world’s petro-
loum needs. In 1947, the Middle East had an excess of supply over
consumption of about 671,000 barrels daily; by 1948, this excess had
nearly doubled, reaching 1,191,000 barrels daily, which was almost
enouch to surpass the Caribbean arca as a surplus producer of
petroleum,

In_the United States in 1949 consumption exceeded domestic
supply by about 322,000 barrels daily, while in 1947 consumption and
supply were apprommately equal.

aking the major producing areas as a whole, in 1949 the United
States, the Caribbean, and the Middle East supplied 85 percent of the
world’s oil but consumed only 64 percont. Thus a surplus of 21 per-
cent, or about 2,120,000 barrels per day, was available for the deficit-
producing count,ries.

TABLE 5.— Petroleum demand and supply by areas, 1947 and 1949
{In thousands of barrels daily] ’

* Peorcent of world
Excess of | Excess of supply
Countr Domestic; Domestle, supply | demand
¥ domand ! supply 2 | ' over over
’ : demand | supply |Domestic! Domestie
demand | supply
5,470.4 | o . .. 322.0 59.42 -66. 70
282.2 |l 246. 0 4.91 2.36
5,702.6 |oacoaoo 568.0 64.63 BR.06
1,464.1 | 1,25L.2 | _.____. 2.18 14,01
N7.8 |eaeaes 279.7 4.08 1.20
Total, South America 1, 681.9 9715 |oeaaos 6.26 16.11

F’urops (excluding U. 8. 8. R.) ool 1,226.7 176 2 e 1,050.5 12.59 1.79.
236,81  44.5 [Loo.__..- 192.3 2.43 .4b

1, 402 9 11,1001 G .. 2.17 14.29

210 B A 278.3 4.97 2,10

9,113.8 8.8 |ocmmamaen 92.75 92.80

8,440, 2 |- o |iemeoaan 62.36 62. 02

176.8 |eeoann . 310.5 5.68 2.08

5,628.0 | .-.. 310.5 67.94 [ - 64,65

Caribbean atea_._._... 181, 6 1,318.4 | 1,136.8 (... .. 2.08 15.18
QOther Bouth America._. o) 262,38 106.0" |—wemmmnnne 156.3 8.00 1.22
1,424.4 980, 5 |oucaamaenn 5.08 16.37

161.9 |l 848.7 11,57 1.86

26,5 | oo 163.8 2.06 .30

840.3 671.8 [ccmaaanoo .93 - 9.66

P06 [eemamans 349.0 4.80 L8

Total, world (excluding U.8.8.R.)-| 81696 | 8,149.6 | __.___... 10.0 93.38 93.65

1“Domand,” as used by the industry trade press, equals consumption plus or minus additions to or
subtractions from stocks,
2 Includes production of crude oil, natural gasoline, and synthetie products.

Source: C. J. Baucr, petroleum economist, Standard 0il Co. (New J'ersey) publlahed in World Oil,
July 16, 1950, p. 40, v
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_ Excluding the U. S. 8. R., the United States is the only important
industriafized country which is able to supply its own petroleum

needs. any of the major crude-oil-producing countries are not
highly industrialized and, therefore, have a Iimited demand for
petroleum. Typical of such countries are the nations of the Middle

East and|South America. The converse is true of most of the coun-
tries of Western Europe and Canada (the latter prior to recent dis-
coveries), which are highly industrialized but produce little pe-
troleum.

THE PATTERN OF INTERNATIONAL TRADE IN PETROLEUM

In the jpreceding sections it has been shown that the geographic
distribution of the world’s petroleum production differs widely from
the geographic distribution of consumption. This wide disparity
has given rise to & rather well defined pattern of international trade
in the indpstry. ,

The principal movements of crude petroleum in international trado
are shown| for 1948 in table 6. '

It will bee seen that in 1948 there were three dominant movements
of crude—all, of course, from surplus areas. From the United
States, the| principal crude movements were to Canada, Cuba, Argen-
tina, Frande, and the United Kingdom. From Venezuela and Colom-
bia, large quantities of crude moved to the Netherlands West Indics,
United States, and Europe, with small- amounts going to Africa,
Argontina, land Uruguay. The third major international movement
of crude was from Iran and the Persian Gulf ¥ to North and South
America, Hurope, Africa, and Asia,

1;%!'1’ precedingsections Iran and the Persisn Guilf are included under the more general term “Middle
BSt.

i
i
|
A
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WORLD PETROLEUM "DEMAND" AND PRODUGTION

1949

BY GEOGRAPHIC AREA,

(in thousands of barrels daily)
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1 17,0000
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4,000.0
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Domestic Supply

3,000.0
e 2,000,0

1,5

1,000.0

O

236.8
44.5 -
Africa

1782 228.7
%
Europe

484.0
205,7 .
Far East
and
Oceant

ade press equals cons:

23541 O - 52 (Face p. 14)
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subtractions from stocks.

ed by the industry tr:
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* “Demand”’ as us:
minus additions to or
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THEINTERNATIONAL ‘PETROLEVUM ' CARTEL

vement of crude from the Persian Gulf to North America
ates and Canada) is a relatively new development in the
ttern of international trade in crude. In 1948, about 23
rels of crude moved from the Middle East to the United
| Canada, representing approximately 12 percent of all
rted from the Middle East.

d be expected, the international movements of crude are

.from the producing areas to countries which have the refining capacity-

crude to products, rather than to the important consuming
Thus a considerable proportion of the international trade

in petroleym moves indirectly to.the consuming countries by way

of those ar
frequently
petroleum

eas which possess refining facilities. " Réfining facilitles arc
located where neither production nor consumption .of
is important. For example, in 1948, large quantities of
uced in Venezuela were exported to the Netherlands Wost

Indies for refining, with the products then exported to the consuming

countries.
petroleum.
percent, w
1mportant
products d

In 1948, Venezuela exported 437,700,000 barrels of crude
Of this total, 270,992,000 barrels, or approximately 62
ent to the Netherlands West Indies, which is neither an
producing nor consuming area. Since most of the refined
rived from this crude must be moved to consuming areas,

the result is a corresponding increase in the volume of internatiorial

trade.

Similarly, the movements.of crude from.the :P’ersian-(}ﬁlf to Bahrein

Palestine (as shown in table 6) are movements to refining

centers, rather than to consuming areas.  From these refineries,

_ came from

finished pet
Another
which are i1

able refining capacity, but are deficient in crude production.

roleum produgts are shipped to Europe and Asia.

type of movement is the shipment of crude to countries
mportant consumers of petroleum products, have consider-
In 1948,

France had about 50 percent of the refining capacity of Western

Europe, bu

of 1 percent of refinery runs.

barrels, of

6 its crudo production accounted for only about six-tenths
About 72 pereent, or roughly 40 million
the imports on which France depended came from the

Middle East; while 28 percent, or approximately 14.5 million barrels,

latter.12

‘the United States and Venezuela—primarily from the

Since France's refiner outplit could not: satisfy her requirements,
y ; y

these impo

ts of crude were inadequate. - As a result, France im-

ported approximately 7 million barrels of refined petroleum products

(motor gas
States and
The flow

oline and- distillate fuel oil)-~principally from the United
the Persian Gulf.” ' ' ‘
of refined products is shown in table 7, which reveals three

principal exporters of refined products: the United States, Nethorlands

West Indieg and Venezuela, and the Persian Gulf.

As importers, the

major geographical areas stood, in order of importance, as follows:
Europe, Asia, North America, Africa, Oceania, and South America.
The principal movements of refined products were: (¢) from the
United States to other North American countries, to South America

and Europ

», with small quantities to! Oceania, Asia, and Africa;

" 1 Bureau of Mines, International Petroleum Trade, May 3t, 1949, pp. 127-128,

" ¥ Ibid,, p. 119.
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EXPORTS OF CRUDE PETROLEUM
FROM
MAJOR EXPORTING AREAS, 1948
(In thousands of barrels)
2,089 2,682 5,973 7,114 -9’078 - - 1 . 1 i

23541 O - 52 (Face p. 16)
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(b) from the Netherlands West Indies and Venezuela to North and

' South America, Europe, and Africa; (¢) from the Persian Gulf to
Europe, Asia, Africa, and Oceania. - ‘
In summary, there are four principal movements of petroleum and

; its products: (1) Crude from producing arcas to consuming areas;
i (2) erude from producing areas to refining centers which are not con-
suming areas; (3) refined products from such refinery ccnters to con-
suming arcas; and (4) refined products from producing areas with

. refinery facilities to consuming areas.
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CHAPTER II

CONCENTRATION OF CONTROL OF THE WORLD
PETROLEUM INDUSTRY

The petroleum industry consists of several scparate but related
physical operations. The first is exploration, and discovery of oil.
Onee crude oil is discovered, it has to be produced—that is, extracted
from the ground—and transported to a refinery which converts the
crudo into usable products. In some cases refincries are located near
the source of production; in others, the oil is moved several thousand
miles before it reaches a refinery. From the refinery the finished
products are moved to various sales outlets, where they are purchased
by the ultimate consumer. Generally speaking, the operations per- -
formed - by the industry have been classified under four functional
headings: exploration and production, rcfining, transportation, and
marketing.

CONTROL OF THE INTERNATIONAL PETROLEUM INDUSTRY

Outside of the United States, control over the petroleum industry
(including rescrves, production, refining, transportation, and market-
ing) is divided, for all practical purposes, botween state monopolics
and seven large international petrolcum companies, five of which are
American and two British-Dutch.

Control by government monopoly.—In some countries, state authori-
ties control all phases of the petrolcum industry from production
through marketing, and opcrations by private companies are pro-
hibited. The most striking example 18 Soviet Russia, which holds
exclusive control over the petroleum industry in Russia, Albania,
Austria, Czechoslovakia, Hungary, Rumania, I’oland, and Sakhalin.
In 1949, thesc countrics controlled 6.1 percent of the world’s reserves
and accounted for 8.4 percent of world production.

Other countries in which petroleum production is under govern-
ment operation are Bolivia, Brazil, Chile, China, Mexico, Spain, and
Yugoslavia. These countries, in 1949, held only 1.2 percent of the
world’s crude reserves, and accounted for 1.8 percent of world produc-
tion. Thus all countries, including Russia and Russian satellites,
which owned and operated the petroleum resources in their respective
countries, accounted, in 1949, for only about 10 percent of world
production and a little over 7 percent of the world’s crude reserves.
Although Russia and Rumania are important producing countries,
they have not been substantial coxporters of oil for several years.
Mexico, therefore, is the only country in this group which has been a
recent quantity producer for the export market.

In contrast to Mexico, many of the state-monopoly countrics are
not self-sufficient in oil, depending upon imports for part of their
supplies. Bolivia, Brazil, Chile, and China imported substantial
quantities of oil in 1949, most of which was supplied by one or more
of the large international oil companies. In some of these countries,
private corporations are permitted to engage in marketing operations.

21
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e, the Standard Oil Co. (New Jersey) has subsidiaries which
Brazil and Chile.

p also a few countries, such as Argentina and Peru, in which
um industry is operated under a dual system of public and
nership. In Argentina, Yacimentos Pctroliferos Fiscales
overnment-owned corporation, engages in all phases of the
business. Its total crude production, in 1949, averaged
els per day, compared with a production of 17,300 barrels
rate companies.! The state corporation also controls a
on of the country’s refining capacity. Yet, in spite of this
of YPT in crude production, Argentina’s imports of oil,
re in excess of 60 percent of consumption.? Most of these
pbably came from the seven international oil companies.
he situation is the reverse. The operations of the Peruvian
t corporation, Emprese Petrolera Fiscal, are insignificant
o the operations of the private petroleum companies. In
bsidiary of Standard Oil (New Jersey), International
Co., Ltd., accounted for more than 80 percent of Peru’s
output; a subsidiary of Royal Dutch-Shell produced 18
the output; and the Peruvian Government corporation
or only about 1 percent.! A comparison of refining capac-
-showed Internetional Petroleum Co., Litd. with 33,000
v, while the Peruvian Government corporation had only
Is.t  Internationel Petroleum Co., Litd., Peru’s principal
wns its concession in fee simple and pays no royalties to
n Government.®

ary, the facts sbout government operations in the inmter-
industry anpear to be as follows:

, Roumania, and Mexico are important producers, but
o hes anvy significant nroduction for. the export market.
monopolics for the development and production of oil
veral other countries, which, however, have limited oil
1 must import the bulk of their requirements from private
s,

state-monopoly countrics permit private companics to
c by side with the government organizations, either as
as in Brazil and Chile) or as integrated producers (as in
rgentina).

1 over-all basis, state-monopoly countries control only
rcent of the world’s petroleum rescrves and 10 percent of
iction. But even these figures overstate the importance
ent monopolies, since all state-monopoly countries, except
mmania, and Mexico, must rely on imports for most of
bplies; and, as will be shown later, most of these imports
sarily come from one or more of the seven international
cs. : .

y seven international petroleum companies.—The outstand-
cristic of the world’s petroloum industry is the dominant
seven international companies. The seven companies
t most of the international oil business include five Ameri-

v 15, 1950, p. 104,

um Annual Refinery Review, 1840, vol. 21, No, 8, p. 100

5 exemption {rom paying royalties resulted from a deeision in 1922 by the International
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can companics—Standard Oil Co. (New Jersey), Standard Oil Co. of
California, Socony-Vacuum Oil Co., Inc., Gulf Oil Corp., and The,
Texas Co.—and two British-Dutch companics—Anglo-Iranian Oil
Co., Ltd., and the Royal Dutch-Shell group.® Apart from Mexico and
Russian-controlled countries, these seven companies control direct-
1y or indircctly most of the world’s petroleum business.

Control of the industry by these seven companies cxtends from
reserves through production, transportation, refining, and marketing.
All seven engage in every stage of operations, from exploration to
marketing. The typical movement of petroloum from producer untit
acquired by the final consumer is through intercompany transfer
within a corporate family. Outright sales, arms-length bargaining,
and other practices characteristic of independent buycrs and sellers
arc conspicuous by their absence. Control is held not only through:
direct corporate holdings, by parents, subsidiarics, and affiliates of
the seven, but also through such indirect means as interlocking diree--
torates, joint ownership of afliliates, intercompany crude purchase-
contracts, and marketing agrecments. The remainder of this chapter
will show the extent to which control is centralized in these scvemy
-corporations.

Control of world crude reserves—In 1949, the seven internationsal
petroleum companies owned 65 percent of the world’s estimated crude-
oil reserves. Control of reserves means, in cffect, control over future
oil supplies (unless new reserves or synthetic fucls are developed).
These companies held about 82 percent of all foreign reserves (resorves
outside the United States) and about 34 percent of the United States
(domestic) reserves. United States reserves are held by six of the sever
international companies, since Anglo-Iranian Oil Co., Ltd., does not
operate in the Western Hemisphere. Outside the United States;
Mexico, and Russia, these seven companies, in 1949, controlled about
92 percent of the estimated crude reserves.®

Table 8 shows an cstimate of the crude reserves controlled by the
seven largest international petroleum companies, as of January 1949.7

TapLr 8.— Estimated crude oil reserves held by 7 international pelroleum companies,
Januwary 1949

[In billions of barrels]

ggﬁgg Foreign Total

Angle-Tranian Ol Co., Lbd oo e | 13.9 13.9
Gualf 0il Corp...__oc..___ 1.3 5.8 7.1
+  Royal Dutch-Shell ._.________. .8 4.5 5.3
Standard 01l Co. (New Jersey)- 3.1 9.3 12.4
Standard Oil Co. of California._ . 1.3 2.8 4.1
Socony-Vacuum Oil Co., Inc. 1.4 2.0 3.4
The Texa8 C0. v oot 1.8 3.0 4.5
Total, 7 compPanies. . o iimcecccmccnmam—an 9.4 41,3 50.7
Total estimated reserves, Jan. 1, 1949._ 28.0 §0.3 78.3
Percont of total, 7 companies. . oo i imaccciacaan 33.8 82.1 65.0

Sources: World Oil, Decomber 1048, pb. 37 et seq.; company Annual Reports to Stockholders for 19‘49’;"
i%mpgnxé41;rospectuses, and Twentleth Century Petrolocum Statistics, by De Golyor and MacNaughton,
arch 1949.

8 The parcnt companises of the group are the Royal Dutch Petroleum Co. and the Shell Transport & Trad=
ing Co. These two participate in all intercsts of the group with shares, respectively, of 60 and 40 percent.

8a Any estimate of world reserves is subject to a eonsiderable margin of error, but the important point here:
is not the absolute amounts but the relative proportions. From World ©il, Decomber 1948, p. 88, 11, it is
possible to show that the seven large companics held 98 percent of the crude reserves outside the United
states, Mexico, and Russia.

7 Some of the data uscd arc for 1948, resulting in an understatement of the degree of control,
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_ Control over world crude oil production.—In view of the concentra-
tion of control over reserves by the seven international companies, it
is to be cxpected that these same firms would also dominate produc-

tion. Their
table 9.

TaBLe 9.—

importance in the production of crude oil is shown in

Crude oil production of 7 internatiomal petrolewm companies by
geographical areas, 1949 .

[In thousands of barrels daily]

Western emisphere Eastern Homisphere
Name of company Other Near Other cil %gld
United | Western Total and. Eastern | o, tal o
States | Hemi- Middle | Hemi- °
sphere East sphero
Anglo-Tranian Oil{Co., Lbd |- oo oo ccmimcmcaccaas 704.7 1.0 705.7 705.7
Gulf Oil Corp.o-Jwvmaeee o 229.7 175.3 406.0 127.7 |- 127.7 532.7
Royal Duteh-Shell ..o 211.0 458. 9 669. 9 51.0 136. 2 187.2 857.1
Standard Qil Co, (New Jersey)- 392.0 736.0 | 1,128.0 153.2 - 36.5 189.7 1,317.7
Standard 0Oil Co. of California__ 275.3 3.6 278.9 158.1 i} 158.6 437. 5
Socony-Vacuum Gil Co., Inc._. 190. ¢ 49.8 240.7 67.4 30.5 97.9 338.6
The Texas Co..__j___________.. 288. 4 25.3 313.7 158.1 .5 138. 6 472.3
Total, 7 companies._._.__ 1, 587.3 1,448.9 | 3,036.2 | 1,420.2 205.2 | 1,625.4 4,661.6
Total production i ....._._._. 5,040.0 1,799.2 6,839.2 | 1,435.0 1257.1111,692.1 | 18,531.3
Percent of total, 7 companies..- 315 80.5 44. 4 99.0 79.8 96.1 54.6

1 Excluding the
excluded produecti

Source: Compai

roduction of U. 8. 8. R. and countries of Eastern Turope under Russian control. Total
n was 800,300 barrels daily in 1949.

v Annual Reports; World Petroleum, January 1950; Moody’s Industrials, 1950; and

World 0il, July 14, 1950

It will b
companies ¢
production
percent of o
tion in the K
Hemisphere

i

s seen that in 1949 the seven international petroleum
ccounted for more than one-half of the world’s crude
(excluding Russia and satellite countries), about 99
utput in the Middle East, over 96 percent of the produc-
lastern Hemisphere, and almost 45 percent in the Western
If United States production is excluded, their share of

the output of the rest of the Western Hemisphere is 80.5 percent. If

United Stat
satellite cou
88 percent

ps production plus that controlled by U. S. S. R. and her
ntries is excluded, these seven companies accounted for
f the remaining world’s production. This figure under-

states the degree of control of the private petroleum industry because

some of the

duced by cquntries with state monopolies.

output outside of the United States and Russia is pro-
Since the production of

these countries must first satisfy internal demands, it is evident that
only a relatively small quantity of crude is available from any source

other than
Control ov
capacity of

one of the seven large companies.® )
er world erude oil refining capacity.—The crude oil refining
the world is also largely controlled by the seven com-

panies, as is shown in table 10.

8 Tt should be n»
nor the U. §. 8.
foreign morkets.

ed that neither the United States, which now must import petroleum to satisfy its needs,

R!, whieh gonsumes all it produces, is in a position to add to the supplies of petroleum for
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Chart 8.
ESTIMATED CRUDE OIL PRODUCTION BY GEOGRAPHIC AREA

SEVEN GCOMPANIES AND TOTAL, 1949

(In thousands of barrels daily)
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CHART 9.
ESTIMATED CRUDE OIL PRODUCTION
(U.S. and FOREIGN)
BY SEVEN PETROLEUM COMPANIES, 1949
(in thousands of barrels daily)
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CHART 10.

ESTIMATED CRUDE OIL PRODUCTION BY SEVEN PETROLEUM COMPANIES, 1949

FOREIGN, U.S. and TOTAL

(in thousands of barrels daily)

H 5,040.0

TOTAL PRODUCTION OF UNITED STATES

TOTAL UNITED STATES PRODUCTION BY SEVEN COMPANIES

4,201 6%

Y

TOTAL FOREIGN PRODUCTION

3,074.3

TOTAL FOREIGN PRODUCTION BY SEVEN COMPANIES

9,331.6%

TOTAL WORLD
PRODUCTION

0 1,000.0

2,000.0 3,000.0 4,000,0 5,000,0 6,000.0 7,000,0 8,000.0 9,000,0

*Totals include 800.3 thousand barrels daily of production
Trw o v

1 T meism sembunt
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CHART 11

ESTIMATED CRUDE OIL REFINING CAPACITY BY GEOGRAPHIC AREA

SEVEN COMPANIES AND TOTAL, 1950

(In thousands of barrels daily)
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CHART 12

ESTIMATED CRACKING CAPACITY BY GEOGRAPHIC AREA

SEVEN COMPANIES AND TOTAL, 1950

(In thousands of barrels daily)
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Tapie 10.—Crude oil refining capacily conirolled by 7 imternational petroleum
companies, 1960

{In thousands of barrels daily]

‘Western Iemisphere
E’I.‘oé;al Grand
Company ) Other Lastern ran
United Wostern Total SH%EIO'. total
States Hemi- D
sphere
Anglo-Tranian Ofl Co., Léd oo ocoaaaa 0 S - - 707.9 707.9
o Gulf 0il COrpa—aecocamnan - 458.0 21.3 479.3 18.9 498.2
Royal Duteh-Shell____._._..__. - 367.0 448.9 816, 9 443.0 1,258,9
Standard Oil Co. (New Jorsey)-. - 782.0 818.9 1,6060.9 145.6 1,746.5
Standard Oil Co. of California.. 370.7 8.4 379.1 141,9 521.0
Socony-Vacuum Oil Co., Inc. . 528.5 3.5 532, 0 128.6 660. 6
The Toxas Co 491.9 | 78.6 570, 4 141.8 712.2
Total, 7 companies_ .. _coceono .. 2,098, 1 1,379.5 4,377.6 1,721.7 8,105.3
Total eapacity ..cooocwemooos 6,750.0 1,826.7 8,575.7 12,185.2 110,760.9
Percent of total, 7 companics. 44,4 ©75.6 1.0 9.

1 Excluding refining capacity of U, 8. 8, R., Hungary, Poland, and. Rumania.

Sourco: Refining capacity of individual companies in United States is from Bureau of Mines, Information
Circular 7578, Petroleum Refinerios, Including Cracking Plants in the United States, Jan. 1, 1950. Sta-
tistics for Eastern Hoemisphere, othor Wostern Hemisphero and total capacity are from World Petroleum,
Annual Refinery Issue, Vol. 21, No. 8, 1950, and {rom the companies’ Annual Reports for 1949,

As the table indicates,® the seven international oil companics con-
trolled, in 1950, almost 57 percent of the world’s crude-oil-refining
capacity. In the Westorn Hemisphere, excluding the United States,
they held more than 75 percent; and in the Kastern Hemisphere, 79
percent. Excluding the capacity of the United States and that under
Russian control the seven international companies owned more than
77 percent of the rest of the world’s crude-oil-refining capacity.

Control of world cracking capacity.—Control over cracking capacity
is potentially of groater economic significance than control over crude-
refining capacity. The cracking process enables a refiner to obtain a
greater quantity of higher-valued produects (for example, gasoline as
compared to residual fuel oil) from a given quantity of erude than can
be obtained by the straight-run distillation method of refining. The
cracking process also cnables the refiner to vary the proportions of
products produced, thus giving greater flexibility to the refining opera~
tion. Moreover, it is only by using cracking processes that the
petroleum industry is able to produce high-octane gasoline and many
of the chemicals which are the basic raw materials for synthetic rubber
and many plastics. Thus the cracking process has made the petroleum

:industry an important supplier of products to other industries, and

" the concentration of control over the world’s cracking capacity thereby

affects a broader scgment of the world economy than control over
crude-refining capacity.

As will be ‘seen from table 11, control of the world’s cracking

‘capacity is even more concentrated in the hands of the seven inter-
national petroleum companies than is control of crude refining. In
1950, these seven companies owned 47 percent of the cracking capacity
of the United States, 53 percent of that of the Western Hemispheore,
84 percent of that of tho Eastern Hemisphere, and 55 percent of that
of the world. If the capacity of the United States and Russia (in-

¢While 1949 data are usod in a fow cases in table 10, this does not alter the table significantly.
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-cluding her satellites) is excluded, these seven companies held 85 per-
.cent of all cracking capacity in the rest of the world, as compared
‘with 77 percent of the crude-refining capacity of the same area.

‘Tasre [1.—Capacity of cracking plants conirolled by 7 international peiroleuwm
companies, 1950

[In thousands of barrels daily]

‘Wostern Homispheré

Total
Company . Other Fastorn | Gl
g?;‘égg Western Total Hemisphore 4
& Hemisphere

* Anglo-Tranian|Oil Co., Ltd.. 137.5
Gulf 0il Corpl.... A 245.2

Royal Dutch-$hell . X 518.6

“Standard Ol Co. (N.J.)_______ 464.2 850. 5 25.3 875.8
‘Standard Oil Qo. of California__ - L6 |t 195 15.7 207.2
Socony-Vacuum Oil Co., Ine . _....______. 347.4 1.3 348.7 15.5 364.2

The Texas Col e oo it 383.0 32.5 415.5 15.7 431.2

Total, 7 companies. . ......._ Yo S 1,872, 8 614.3 1 2,486.6 293, 1 2,779.7

. Total crackingleapaeity E 3, 980.0 716.7 | 4,696.7 1348,3 ) 15,045.0
. Percont of tota] capacity, 7 corpanie: 47.0 85,7 84.2 1

1 Excluding capacity of U, 8. 8. R., Rumania, Hungary, and Poland.
Source: Datajon individual company capacity in United States are from the Oil and Gas Journal, Mar.

23, 1050, Other data are from World Petroleum, annusl refinery issue, vol. 21, No, 8, 1950.

Control |of world *petroleum transportation facilities—In interna-
‘tional trade petroleum and petroleum products are usually transported
by tanker| Pipelines are important in areas where extended move-
‘ments over land are necessary and feasible; but, outside the United
States, this use is limited to moving crude petroleum from producing
areas to refinerics or water terminals. As with reserves, production,

-and capacity, petroleum transportation facilities outside the United
States arejalso largely controlled by the seven petroleum companies.

At the

d of 1949, Anglo-Iranian Oil Co., Ltd., reported that its
subéidiary,

British Tanker Co., operated 134 ships of about 1,400,000
t tons, and that additional tanker tonnage under various
forms of charter amounted to about 2,000,000 dead-weight tons. In

-all, Anglo-Iranian directly ecmployed some 14 percent of the world’s
tanker fleet.’® Royal Duteh-Shell controlled and had under charter,

at the end {of 1949, more than 4,000,000 dead-weight tons."* Thus,

‘between them, these two foreign companies owned or controlled ap-.

proximately 30 percent of the world’s tanker tonnage.
The five large American companies also operated large tanker fleets.
Standard Gil Co. (New Jersey) owned 2,213,000 dead-weight tons

‘ab the end of 1949, exclusive of tonnage under charter and tonnage

owned by |nonconsolidated companies.’? Gulf Oil Corp. owned

617,597 dead-weight tons, with an additional 311,074 tons under

long-term charter;® in February 1948, Texas Co. controlled about
800,000 tons;* Standard Oil Co. of California, 552,000 tons;
nd Socony-Vacuum, about 467,000 tons,”® not including tankers

© 39 Anmnal Repory to Stockholders, December 31, 1849, Anglo-Iranian 0il Co., Ltd.
1t Royal Duteh Feiroleum Co., Report for 1049,
12 Annual Report 1949, Standard Oil Co. (New Jersey).
18 Annual Report; 1949, Gulf Oil Corp.
:i iI;)l}d Petroloum| Data Book, second edition, 1948.
16 Ibid.
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under long-term. charter. Although these data are not complete,"
they show that the five American companies control about 5 million
dead-weight tons, or more than 20 percent of the world’s tanker fleet.
‘Thus the seven international oil companies control at least 50 percent
of the world’s tanker flect, and perhaps more, since most of the large
oil companies have added substantial tonnage to their tanker fleets
in 1950.

Actually; the use of the world’s tanker fleet as a yardstick tends
to understate the degree of concentration, since large tonnages are
owned and controlled by governments or agencies of governments.”
Therefore, a better yardstick would be the world’s privately owned
tanker fleet, which is cstimated to have been between 18 and 19
million tons in 1948, Since the seven large oil companics own or
control about 12.4 million dead-weight tons, their percentage of
control is about two-thirds of the total privately owned tanker fleet
as compared to one-half of the world’s total tanker tonnage.

Tt is noteworthy, too, that all of the important pipelines outside

- the United States are owned by the same seven oil companies. The
principal petroleum pipelines abroad, and the corporate ownership
of each, are shown in the following listing:?

1. The Oficina-Puerto Is Cruz pipeline system in Venezuela
consists of 99 miles of trunk line and 118 miles of gathering
lines and is owned by Mene Grande Oil Co. (a Gulf subsidiary),
and Creole Petroleum Corp. (a subsidiary of Standard Oil Co.
(New dJersey)).

2. The Andian National’s pipeline in Colombia is 335 miles
long, and links the ficlds of Tropical Oil €o. with a marine
terminal at Mamonal. The line is owned by Andian National
Corp., Ltd., a subsidiary of International Petroleum Co., Ltd.,
which in turn is a subsidiary of Standard Oil Co. (New Jersey).

3. The South American Gulf Oil Co.’s line in Colombia extends
252 miles from Petroles in the Barco concession to the port of
Covenss. Ownership of the South American Gulf Co. is divided
equally between Socony-Vacuum Oil Co., Inc., and the Texas Co.

4, The Traq Petroleum Co., Litd., has a pipeline system which
runs from the Kirkuk field in Iraq to Haifa and Tripoli on the
Mediterranean Sea. The Kirkuk-Haifa lines are 621 miles long,
and the Kirkuk-Tripoli lines are 532 miles in length. Iraq
Petroleum Co., Litd., as will be brought out later, is controlled by
the large oil companies.

5. The Anglo-Iranian Oil Co. owns pipelines cxtending
from producing fields in Iran to the Persian Gulf. There are
several lines, and thoe total daily capacity of the system exceeds
500,000 barrels.

6. Rocently comploted by the Trans-Arabian Pipeline Co. is
a 30-31-inch crude pipeline from Qaisuma, Saudi Arabia, to the

17 Tonnago owned by some forcign subsidiaries and effiliates is probably not inciuded. Also, long-term
charter tonnage and the increase between February 1048 and the ond of 1949 in the tonnage held by Toexas,
Socony, and Standard Oil of California would need to bo included.

18 Government-owned or controlled tonnage is of significance in this regard only where it Is utilized in

- commereial traffic, and where it isnot lcased by the soven largo oil companies, 1. 6., when it s made available
to their competitors.
* 1 Egtimated from statistics in Petroleum Data Book, 1948.

: 2 Spurce: Moody’s Industrials, 1950; Potroleum Register, 1049; company Prospcotuses and Annual Re-
-ports to Stockholders. -
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Mediterranean Sea, a distance of 753 miles. The linc is owned
by (four American oil companies, as follows: Standard Oil Co.
(Neéw Jersey), 30 percent; the Texas Co., 30 percent; Standard Oil
Co. of California, 30 percent; and Socony-Vacuum Oil Co.,
Inec|, 10 percent. .

7, In Vonezuela, Creole Petroleum Corp., a subsidiary of
Standard Oil Co. (New Jersey), in conjunction with one or more
he other large oil companies, operates a 143-mile erude-oil

which extends from Lake Maracaibo in Venezuels to

Amuay Bay on the Caribbean Sea.
8. The Bahrein Petroleum Co., Litd., and the Arabian American
Oil Co. jointly own s 34-mile crude line which connects the
Dammam ficld of Saudi Arabia with a refinery on Bahrein Island.
The{Bahrein Petroleum Co., Litd., is owned jointly by the Texas
Co. and Standard Oil Co. of California, while Arabian American
01l (o. is owned 30 percent by Standard Oil Co. (New Jersey), 30
percent by Standard Oil Co. of California, 30 percent by the Texas
Co., land 10 percent by Socony-Vacuum Oil Co., Inc.

9.!The Sociedad Anonima Petrolera las Mercedes, which is
owndd jointly by thoe Texas Co. and Caracas Petroleum S. A.,
has & 157-mile crude line extending from producing fields in
Veneguela to a decp-sea terminal at Pamatacual. Caracas
Petroleum S. A. is controlled by British interests.

10| In Canada, Interprovincial Pipeline Co., Ltd., is con-

structing a crude line from Edmonton, Alberta, to Superior,
Wis., a distance of about 1,100 miles. Interprovincial Pipcline
Co., Litd., is a subsidiary of Imperial Oil, Ltd., which, in turn,
is owned by Standard Oil Co. (New Jersey).

11.|In Venezuela, Creole Petroleum Corp. (a subsidiary of
Standard Oil Co. (New Jersey)) and Shell Caribbean Petroloum
Co. (pf the Royal Dutch-Shell group) are cooperating in the
installation of an 8-inch products line from the seacoast of Catia
la Maj to Caracas.*

In addition to the above lines, Middle East Pipelines, Ltd., has :

proposed the counstruction of a large crude-oil pipeline from Iran to

the Meditérranean Sea. Middle Kast Pipelines, Litd., is owned 60.9 £

percent by Anglo-Tranian Oil Co., Ltd.; 24.7 percent by Standard
0Oil Co. (New dJersey); and 14.4 percent by Socony-Vacuum. -

Thus, outside of the United States, every important pipe Line in
existence or even proposed is controlled by the seven principal inter-
national oil companies, individually or jointly.

- Control oper marketing.—Perhaps in no other raw material industry

is the control over marketing so highly concentrated as in petroleum.

All seven of the large international companies market, either jointly .

or severally, petroleum products through various subsidiaries and

affiliates in|all important consuming areas of the world except the

U. 8. S. R.jand its satellite countries. Each of the major petroleum

companics is integrated, from crude production through refining,

transportation, storage terminals, and docks, to wholesale and retail
distributing|and dispensing equipment. It is the rule, rather than

the exception, for petrolecum products to move from producer to::

consumer by company-owned facilities within one corporate hierarchy.
3 World Petrolevfn, April 1950, p. 63.
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While a detailed¥analysis cannot be given, due to the scarcity of
statistical information, it would appear that the seven international
oil companies arc dominant forces in nearly all foreign markets.
Tlustrative examples of their control of the market in the 1930’s are
given in the case studies of marketing arrangemonts in chapter IX,
not only in.such important markets as the United Kingdom and
France but also in such lesser markets as Norway, Chile, and Jamaica.
This control of particular marketing areas in all parts of the world
would appear to have continued into the post~-World War IT period.?

In any event it does not appear necessary to develop any elaborate
statistical argument to support the conclusion that the seven inter-
national oil companics have a highly concentrated control over market-
ing. Such control would scem to be inevitable for the simple reason
that there are no other companies operating in international markets
capable of supplying petroleurn products in substantial quantities, as
has been amply suggested by the information given in this chapter
on all divisions of the petroleum industry. Upon the secure basis of
their control over production, refining, and- transportation, the seven
international oil companies have built extensive marketing organiza~
tions reaching into consuming areas in all parts of the world. The
power of these major companies is so substantial as to be virtually
unchallengeable, cxcept, perhaps, in particular local marketing arcas.

IMPORTANCE OF INTERCORPORATE RELATIONSHIPS IN THE
INTERNATIONAL OIL INDUSTRY

In the preceding sections, data were presented showing the extent
towwhich the international petroleum industry is owned and controlled
by seven large companics. The influence of these companios on the
world’s oil business is increased by close corporate relations existing
between them. .

Joint ownership of subsidiary and affiliated companies —OQutside the
United States, Mexico, and Russia, the operations of the seven inter-
national petrolcum companies are combined through various inter-
company holdings in subsidiary and affiliated companies. These

i holdings constitute partnerships in various arcas of the world, Kach

© of the companies has pyramids of subsidiary and affiliated companies
in which ownership is shared with one or more of the other large com=

_panies. Such a mazc of joint ownership obviously provides oppor-

i tunity, and even necessity, for joint action. With decision-making
thus concentrated in the hands of a small number of persons, a com-

| mon policy may be easily enforced. ,

" The principal foreign companies jointly owned at the end of 1949
by two or more of the seven international oil companies are shown # on

i 2 While only limited data on marketing operations of the major oil companies in the post-World War IL
i period are available, data for Brazil throw some light on the oxtont of market dominance. In 1936, according
to records of the Standard 01l Co, (Now Jersey), three of tho international oil companies—Standard (New
Jersey), Royal Dutch-Shell, and Texas Co.—togethor with the Atlantic Refining Co., controlled the follow-
ing proportions of the principal produets marketed in Brazil: Gasoline, 98 percont; korosene, 91 poreent;
. fuel oil, 100 percent; gas and Diesel oll, 99 percent; and asphalt, 99 porcent. In the postwar period, it was
' estimated that these companies and the Gulf Gil Corp. held about 100 porcent of the comnbined markets for
. all petroloum products in Brazil. The respective shares of the companics were approximately as follows:
Standard (New Tersey), 30 percent; Royal Dutceh-Shell, 17 percont; Toxas Co., 14 percent; Gulf, 4 percent;
and Atlantic, 26 percont, Although not indicated, it would.appoear that the data given are for 1949; World
Petroleum, June 1950, p. 41. -
. 2 Sources: Moody’s Industrials, 1950; company Prospectuses and Annual Reports to Stockholders,
: %049—50' E}Iggld O1il, 1949-50; World Pefroleum, 1949-50; Petroleum Rogister, 1949; and The Oil and Gas
: Journai, .
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the accompanying charts for the Middle East, Europe, Latin America,
the Far HFast, and the United States and Canada.

To summarize briefly, the principal facts revealed by these charts
are the clusters or complexes of corporate interrclations effected
through jointly-owned subsidiaries and affiliates. For example, in the
Middle Kast, Jersey Standard, Socony, Royal Dutch-Shell, and Anglo-
Iranian are linked through their joint holdings in Iraq Petroleum Co.
and its npst of subsidiaries; Gulf and Anglo-Iranian jointly own
Kuowait Ojl; Standard of California and Texas Co. have many joint
relations through the California-Texas complex of companies and are
tied to Jersey Standard and Socony through Arabian American Oil Co.
and TranstArabian Pipe Line Co.

In Europe, again there is the California-Texas cluster of companies
linking together Standard of California and Texas Co.; Anglo-Iranian,
Royal Dutch-Shell, Socony, and Jersey Standard jointly own Com-
panhia Afrjcana de Petroleo; while Gulf and Jersey Standard arc tied
through their holdings in United Petroleum Securities Corp. In Latin
America, § major complex of holdings links Socony, Standard of
Califormia, |and Texas; while another brings together Jersey Standard,
Gulf, and Royal Dutch-Shell.

The most important single complex in the Far East is the combina-
tion of Jersey Standard, Socony, Texas, Standard of California, and
Royal Dutdh-Shell through N. V. Nederlandsche Nieuw Guince Petro-
leum Maatschappij. The California-Texas combine also operates in
the Far East, as does Standard-Vacuum, which is one of the important
companies linking together Jersey Standard and Socony-Vacuum; and
Anglo-Iranian and Royal Dutch-Shell jointly conduct extensiv
operations in the Far Kast as well as Europe. .

The principal international companies also conduct many joint
operations in the United States and Canada, and have established a
corporate network of joint holdings with major domestic oil com-
panies. These interconnections are primarily through jointly owned

- pipe lines, technical processing and licensing companies. The Texas
Co., for instance, through its share holdings in Great Lakes Pipe Line
Co., is connected with scven important domestic oil companies.
Shell Oil Co., owned by the Royal Dutch-Shell group, shares ownership
in the Bayou Pipe Line System with Jersey Standard and four domestic
oil companigs. The Texas Co., Pure Oil, and Standard of Indiana
jointly own |Gray Process Corp.; Jersey Standard and Standard of
California have a joint exploration venture in Canada, while Socony,
Texas Co., and Standard of Indiana are linked through their joint
ownership of|Wyco Pipe Line Co. '

The joint-ownership companies shown on the above charts by no
means represent an exhaustive listing; nor do they necessarily include -
all the important joint ownerships. It has not been possible to com-
pile a complete list. However, the indicated joint-ownership relations
are sufficient to show that the international o1l companies are not only
interlocked in their operations in the United States and Canada, but !
also are engaged in joint operations with many other large domestic -
oil companies|

These intercorporate relations are important in that they expand
the area of potential control that may be exercised by the seven inter- -
national oil companies. But also important is the type of company -
through which the joint-ownership relations are effected. The fact
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that pipeline companies and companies concerned with patents and -
technological processes are common among the jointly owned com--
‘panies is not without significance. Technology and transportation’
are strategic points in the oil industry for exerting the maximum of-
control. ’ ;

Interlocking directorates among the international petroleum com-:
panies.—The boards of directors that manage the labyrinth of foreign-
corporafions, which are jointly owned by the major international oil .
companies, provide organizational opportunitics for joint action and -
the cstablishment of a common oil policy throughout the world. Of
course, not all interlocking directorates are significant; some may be
fortuitous. Nonetheless the fact that they exist on such a wide--
spread scale in the petroleum industry malkes it possible for a small
group of individuals to exercise unusual influence on the industry’s
operations and behavior. A fow examples of the more important
directorships held by various key individuals, in 1949, will ﬂﬁlstmte‘
the manner in which a thread of interconnections is woven by direc-
torates between the major companies.® :

As an example of a common ‘“meeting ground,” the board of direc~
tors which determines the policies of the Arabian American Oil Co.
(Aramco) is composed of three members each from the boards of the:
Standard Oil Co. (N. J.), Standard Oil Co. of California, and Texas
Co.; one member from the board of Socony-Vacuum Oil Co., Inc.,
and one member with no listed affiliation.® '

The extent of the interlocking directorships among the major oil
companies is indicated on chart 18. This chart reveals that a con-
siderable number of the directors of the international companies hold
multiple directorships in subsidiary companies. For example, the
directors of Standard of New Jersecy and Socony-Vacuum, who de-
termine the policies of Arabian American Oil Co., are the same men
who help to shape the behavior of Iraq Petroleum Co. The directors
of Anglo-Iranian who assist in making high oil policy for Iraq and
Iran, participate, along with the directors from Gulf, in planning the
price and production policies of Kuwait. It must be kept in mind
that the chart shows only the directorships in Middle East subsidiaries
held by directors of the parent companies and, because they are
directors of the parent companies, these same individuals are able
to influence decisions with respect to operations in the Far East,
‘Europe, Venczucla, and the United States. :

Chart, 19 shows some of the indirect interlocking relations between
international oil companies operating in the United States and some
major domestic companies. Thus directors of Standard of California
interlock through intermediatc corporations with directors of the

. Union Oil Co. of California (in four cases), of the Standard Oil Co,
t (Indiana), and of the Continental Oil Co. Directors of the Gulf Oil

2¢ Tho information on directors, named in this scetion, was obtained from Poor’s Registor of Directors and
Exeeutives, 1950; Minutes of Moctings of Boards of Directors of Iraq Petroleum Co., Ltd., Trans-Arabian
Pipe Line Co., Arabian American Oil Co., and Middle East Pipe Lines, Ltd., 1940; Petroloum Register,
y  1949; company prospectuses and snnual reports to stockholders, 1040-50; and Moody’s ndustrials, 1950.
’ 26 In 1946, the following individuals scrved on the board of directors of Arabian American Oil Co.: 8. P.
Coleman, dircetor, Standard 011 Co., (N, J.);- Orville Hardon, dircctor, Standard Oil Co. (N. J.); John
Suman, director, Standard Ol Co. (N. J.); I1. D. Collicr, dircctor, Standard 0il Co. of California; R. G.
Tollis, director, Standard Oil Co. of California; B. W. Letcher, director, Standard Oil Co. of California;
‘W. 8. 8. Rodgers, dircctor, the Texas Co.; A. C. Long, dircctor, the Texas Co.; H. T, Klein, director, the
Texas Co.; C. L. Harding, director, Socony-Vacuum Ol Co., Inc.; and W. F. Moore, president of Aramico;
his other affiliations, if any, are not know.

Ownership of Arabian American Oil Co. and Trans-Arablan Pipe Line Co., is divided between Jarsey

Standard, Texas; Standard of California (cach bolding a 30-pereent share), and Socony-Vacunm (a 10-
poreent Interest). :
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Corp. interlock with direetors of the latter two companies and with
directors pf the Pure Qil Co., Panhandle Producing & Refining Co.,
Tidewater Associated Oil Co., Phillips Petroleum Co., and Shamrock
Oil & Gas Corp. Interlocking relations similarly exist between directors
of Shell Qil Co. and Texas Co. and directors of many domestic oil
companied. These indirect relations provide opportunitics for the
international companics to harmonize any conflieting interests that
might deyelop between the international companies and major
domestic ¢ompanies. It is an organizational device that could be
used in the event it was needed.

As will be noted from the charts, Standard Oil of New Jersey and
Socony-Vacuum are the only two major international companies
operating in the United States which did not have interlocking rela-
tions with |other oil companies. Both of ‘these firms, however, con-
duct many domestic as well as foreign operations on a partnership
basis among themselves and with other oil companies.?®

These relationships by no means exhaust the interlocking directo-
rates existipg in the petroleum industry, since they do not include
directorships of the subsidiary and affiliated companies, both foreign
and domestic, controlled by the seven international companies. But
since most of the oil business outside the United States is conducted
directly or findirectly by the seven major companies themselves, the
expansion of their area of potential influence through interlocking
relations with other oil companies is limited primarily to companies
' ini the United States.

SUMMARY

ational oil industry, in a physical sense, is composed of
four distinct and separate divisions: production (and exploration),
transportation, refining, and marketing. However, by vertical in-
tegration, the operations in all divisions are performed by large
integrated companies.

Control over the international oil industry is largely in the hands of
seven integrated companies. . Outside the United States and the Soviet
Union, they control the bulk of production and marketing of oil moving
in internatiopal commerce. Many pairings and groupings of these
seven companies and their affiliates conduct joint operations in most
parts of the world. Four of them own over 70 percent of the shares of
Iraq Petroleum Co., Ltd., which, in turn, controls all the oil of Iraq,
Qatar, the Trucial coast, and other less important areas in the Middle
East; four of] them own all the shares of Arabian American Oil Co.,
which controls all the oil in Saudi Arabia, and two of these four own
the Bahrcin Petroleum Co., Ltd., which, in turn, controls the oil re-
sources of Bahrein Tsland; one has exclusive control of all the oil in
Tran, and in partnership with another of the seven companies, controls
all the oil in Kuwait; threo of the seven, in partnership and in separate
operations, cantrol most of the oil resources of Venezucla and other
Tatin-American countries, cxcept those with state monopolies; five of
them, operating as three corporate entities, control most of the oil
resources of the Netherlands East Indies.

2 Zee precoding seeffion on “Operations of jointly owned afliliates and subsidiaries.”
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CHART 18.

INTERLOCKING DIRECTORATES AMONG INTERNATIONAL OIL COMPANIES

IN THE MIDDLE EASTY

International Common Direclors

Qil Companies

A, C, Long

W. 8, 8, Rodgers

THE TEXA8 COMPANY

H, T. Klein

H. D, Collier

Middle East Operating
and Holding Companies

R. G. Follis

STANDARD OIL COMPANY B. W. Letcher

OF CALIFORNIA

8., P. Coleman

ARABIAN AMERICAN
OIL COMPANY

TRANS-ARABIAN PIPE
LINE COMPANY

NEAR EAST DEVELOPMENT

Orville Harden I
J. R. Buman
STANDARD OQIL COMPANY B, B, Howard
(NEW JERSEY)
C. L. Harding
B, B. Jennings

8tr Willlam Fraser

80CONY-VACUUM OIL B, R. Jackson

COMPANY, INC.

N. A, GraB

F. G. C. Morris

J. A, Jameson !

E. H. O. Elkington I——-————— ————————

CORP.

(Owning 23.76% of Iraq Petr. Co.)
IRAQ PETROLEUM COMPANY,
LTD. and asséciated companies

MIDDLE EAST PIPELINES,
LTD.

ANGLO-IRANIAN OIL
COMPANY, LTD.

8ir Hubert Heath Eves

F. J. Hopwood

J. W, Boyle

ROTAL DUTCE-SEELL

1. W. Platt
GROUP - =

1. H. Loudon

G. Legh-Jones M,

CONSOLIDATED REFINRERIES,
LTD.

CONSOLIDATED PETROLEUM
COMPANY, LTD,

THE ANGLO-EGYPTIAN

Sir R. Waley Cohen

Sir Fredrick Godber

fhh

GULF OIL CORPORATION

OQILFIELDS, LTD.

*Vice Presidents for Foreign Operations, W. B. Pyron* J/‘/

Broken line

Notes; This chari waa prepared as of January 1, 1950, except for the following: A. C. Long was Iisted as a
director of The Texas Company in the Annual Report for 1980 of the Comgpany, but the effective date
of the appointment was not given; the directors of the Trans-Arablan Pipe Line Company are given
as of January 18, 1949, the last date for which this was to the C

KEUWAIT OIL COMPANY,
LTD.

23541 O - 52 (Face p. 32) No. 1
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CHART 19

RELATIONSHIPS BETWEEN INTERNATIONAL OIL COMPANIES AND
- MAJOR DOMESTIC OIL COMPANIES THROUGH INDIRECT
INTERLOCKING DIRECTORATES

MATHON NAVIGATION COMPANY

INTERNATIONAL OIL COMPANIES

DOMESTIC OIL COMPANIES
THE PARAFFINE
COMPANIES, INC.

GLADDING, McBEAN AND

COMPANY
2
STANDARD OIL COMPANY
UNION OIL COMPANY
OF CALIFORNIA OF CALIFORNIA
B8OUTHERN CALIFORNIA
EDISON COMPANY
- INENT PETROLEUM
STANDARD BRANDS, INC, Y RFORAT

CORPORATION

BANKERS TRUST COMPANY
(New York)

STANDARD OIL COMPANY
(indlanz)

MARYLAND CABUALTY COMPANY
BHELL OIL COMPANY
(Royal Dutch-Bhetl Group)

PURE OIL COMPANY

CONTINENTAL ILLINOIS
BANK AND TRUST COMPANY
OF CHICAGO

UNITED STATES 8TEEL }
CORPORATION PANHANDLE PRODUCING AND

REFINING COMPANY
y
CENTRAL HANOVER BANK !
AND TRUBT COMPANY
TIDEWATER ASSOCIATED
OIL COMPANY
THE TEXAS COMPANY
CHASE NATIONAL BANK OF
THE CITY OF NEW YORK
CONTINENTAL OIL COMPANY
THE PENNBYLVANIA RAILROAD
COMPANY
[
ROCKWELL MANUFACTURING
COMPANY PHILLIPS PETROLEUM COMPANY
GENERAL MOTORS
2 CORPORATION
GULF OIL CORPORATION SHAMROCK OIL AND
GA8 CORPORATION
E, [. du PONT de NEMOURS
AND COMPANY
e
G

MELLON NATIONAL BANK
AND TRUBT COMPANY

PULLMAN, INC,

1/As of January, 1950,
Notes: In cases where there are more than one

, the number 1s shown.
Inferlocking directorates among major domestic oil companies not having important international

interests are excluded from this chart, For examples of such interlocks, see the Report on Interlocking 23541 O - 52 (Face p. 32) No. 2
Directorates, Federal Trade Commission, 1651, Chapter 12,
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These seven international companies operate through layers of
jointly owned subsidiaries and affiliated companics. Through this
corporate complex of companies, thoy control not only most of the
oil but also most of the world’s foreign petroleum refining, cracking,
transportation, and marketing facilities. Thus, control of the oil
from the well to ultimate consumer is retained in one corporate family
or group of familics.

Joint owncrship of afliliated companics is probably more wide-
spread in the international petroleum industry than in any other field
of entorprise. The major international oil, companics use the joint-
owncership techunique not only in conducting forcign: operations bus
also in their operations ih the United States and Canada. This is
particularly true with respect to control of pipe lines and companies
holding patents on technological processes. Thus, the international
companies, operating in the United States and Canada, arc joined
with the large domestic oil companies in the two opcrations where
control is likely to oxert the maximum of influence on the industry.

Also, the boards of dircctors that manage the myriad of jointly
owned corporations may, in effect, be private planning boards whero
differcnees are resolved and where an oil policy for the world can be
established. Under any circumstances, it would be diflicult to over-
look the significance of the meeting together of directors of the major
international oil companies to determine the price and production
policics of companies whose operations must incvitably affect the oil
industry throughout the world.

Coatrol through the joint-ownership device is further centralized
and unified by the fact that dircctors of the major companics also
serve as directors of some of the more important afliliated companies. .
This close association of policy-making officials can readily result in a
unified management of the various combinations of interests, and thus
tends to lessen the opportunity for effective competition between the
major companics in their forcign operations.

The international eompanics have also cxtended their spheres of
potential influence over the United States oil industry through in-
direct interlocking divectorates. Although the association of the
directors of the international companies with the directors of important
domestic oil companies on the board of a third company may not be
significant in and of itsclf, it at least provides the opportunity for re-
conciling differences that may arise botween the international and the
domestic companics.

The significance of this high degree of concentration for the cartel
problem lies in the fact that concentration facilitates the develop-
ment and observance of international agrecments regarding price and

. production policics. Indeed, the concentration of an industry into
a few hands may be regarded as the sine qua non of cffective cartel
operations.
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CHAPTER TII1
DEVELOPMENT OF JOINT CONTROL OVER FOREIGN OIL

INTRODUCTION—BACKGROUND OF INTEREST IN FORBIGN OIL

Part I of this report described the arcas of world production and
reserves and analyzed the extent of control of petroleum reserves,
production, refining, transportation, and marketing. Part 11 presents
a more detailed analysis of the growth of concentration in the principal
foreign producing areas——the Middle East and Venezuela. This con-
centration has been effected largely through the twin instruments of
joint-ownership and ecrude-oil-supply - contracts. The history and
development of concentration in the Middle East, which is of par-
ticular interest because of its importance to future supply (and thus
to future price and production behavior), is described n chapters 1V,
V, and VI. In chapter VII, an examination is made of the develop-~
ment of control in Venezuela, a country which will undoubtedly
continue to be a principal source of supply to the world petroloum
industry.

Before examining the development of concentration, however, it is
important to describe bricfly the forces which led the major oil
companies to seel control of foreign petroleum reserves.

Prior to the early twenties the major oil companies tended to fall
into one of two classes with réspect to their policies concerning foreign
reserves. On the one hand were the concerns which for many years
had based their operations on the control of reserves and the produc-
tion of crude oil. On the other hand were.-the firms which had
achieved their prominence as refiners and distributors, owning few
reserves and producing little crude.

As a striking example of the former type, Royal Dutch-Shell had
based its growth primarily on control of reserves and production in
the Dutch East Indies, where oil was discovered about 1890.! In
order to market its crude oil, it developed refineries, transportation,
and marketing facilitics, both where its surplus-producing rescrves
were located, and in importing countries which ecither had no crude
oil or were deficit producers. Likewise, what is now the Anglo-
Tranian Oil Co., Ltd., began in 1901 as a concession granted to
- William D’Arcy. Anglo-Iranian Oil Co. was formed in 1909 to ac-
. quire this concession, which was revised in 1933 to cover a total of
100,000 square miles.

. The outstanding example of the latter type of coneern is the Standard

Oil Co. and its successors. When first incorporated in 1870, it was
strictly a refining company, controlling only about 10 percent of the
petroleum refining capacity of the United States and operating alto-
. gethor on crude oil purchased from others. In 1873, it first engaged

t Tho presont Royal Dutch Petroleum Co. was incorporated in 1890 as Royal Dutch Co, for théworking
of petroloum wells in the Fast Indies. At that time it was a looal Indonesian onferpriso (Moody’s Indus-

: trials, 1950, p. 2107).
37
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in pipeline gathering and transpor tatlon of crude bought from others.

By 1879, it had increased its control of refining capacity to 90 percent

of the total i in the United States.” In 1887, it had entered the field of
production in a small way, with two subsidiaries classed as crude-oil
producers. Thereafter, its interest in all four functions of produetion,
refini transpoxbahon, and marketing increased, but the principal
basis [for its growth in both domestic and foreign markets was its con-

trol of transportation, refining, and marketing. In 1904, it produced

no mpre than onc-sixth of total United States crude-oil production,
but refined and marketed through its own selling organization seven-
eighths of all crude run through United States refinerics.?

Sinee the United States was the world’s largest producer of crude
and refined products for export at the turn of the century, Standard’s
dominance in domestic transportation, refining, and marketing also
carricd. with it a dominant position in mtemablon&l trade in crude
oil and its refined products. The company’s ability to attain and

" maintain that position without extensive control of reserves or actual

produetion was favored by the periodic discovery of new oil ficlds
which|kept domestic production at such high levels as to create 8
surplu for export throughout the first 35 years of the company’s

Aro nd the early twenties, however, an entirely new set of factors
led thg Standard Oil companies to reverse their traditional policy of
disinterestedness in foreign rveserves. These new factors may be
summarized as follows:

Fear|of an oil shortage in America.—The vital role of oil in & modern
industiial economy had vividly been brought home to the American
people by World War I. Immediately thereafter, there developed a
deep-seated fear that the United States was running out of oil. An
oil industry source described the prevailing pessimism in the following

Fear of an oil shortage in the United States was uppermost as a factor m
international relations after World War I. 1t was a holcip over fear from & narrow
escape from scareity in 1917-18 when in the midst of war. It was fanned by
what might have been an actual—although probably short-lived—shortage had
the war, with its tremendous demands on Ameriean supplies, been prolonged into
1919 and|1920. That it grew into a case of national jitters is not wholly surprising
in view of the fact that the military importance of oil in modern war had been
demonstrated. Oil supply took on & vital national defense complexion.t

This pessimistic point.of view during 1918-24 was backed up by
estimates, which at the time were regarded as expert. In October

2 Commnssonez;‘ of Corporations, Report on thePetroleum Industry, pt. 1, Position of Standard 0il Co,

'(1907), pp. 48 an
8 Ihid., po. Uand 8.

+ Aceording to Twentieth Oen(:ury Petroleum Statistics (DeGolyer and MacNaughton, 1949), the pro- -

portions of world crude oil produced 111 the United States at 5-year intervals from 1900 to 1945 and for the

year 1848 weilc as follows:
Percent of . Percent of

United States United Stales

1t appears|that this same fear of an oil shortage, cither roal or imaginary, regnlarly manifests itsell after
every wat andduring periods of national emergency. Ses American Petroleum Interests in Forcign Counttries,
hearings before a Special Committee Investigating Petroleum Resources, pursuant to 8. Ros. 36, 79th Cong o
1st sess., 1946.
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1919, Dr. Van Manning, Dircctor of the United States Burean of
Mines, stated:

We thus see domestic oil fields unable to meet our home demands under present
methods of utilization and manufacture.®

In January 1920, Dr. George Otis Smith, Director of the United States
Geological Survey, in commenting upon our oil supply stated:

The position of the United States in regard to oil can best be characterized
as precarious.’

In May 1920, Dr. Smith said:

Amerieans will have to depend on foreign sourees or use less oil, or perhaps
both.8 ) : .

In 1920, David White, of the United States Geological Survey, stated:

On the whole, therefore, we must expect vhat, unless our consumption is checked,
we shall by 1925 be dependent on forcign oil ficlds to the extent-of 150,000,000
barrels and possibly as much as 200,000,000 of crude each year, cxeept insofar
as the situation may av that time, perhaps, be helped to a slight extent by shale
oil. Add to this probability that within 5 ycars—perhaps 3 years only-—our

domestic production will begin to fall off with increasing rapidity, due to the
exhaustion of our reserves * * %9

During the period 1919-22, imports of crude oil from Mexico had
been large—equal to 22 percent of total United States consumption in
1921.° But salt water If)egan to appear in some Mexican wells, and -
by 1921 geologists were debating whether Mexican production was not
“through.” In commenting upon the Mexican situation, David
White of the United States Geological Survey said:

A great slump in Mexican production * * * gsecms sooner or later in-
evitable,1t

Thus, there was not only alarm about the United States oil poten-
tial but also about our primary foreign source of supply. Lending en-
couragement to these doubts were statements appearing in foreign
publications describing the United States oil position. E. Mackay
Edgar, in Sperling’s Journal for September 1919, wrote:

The time * * #* g indeed, wellin sight, when the United States * * =*
will be nearing the end of some of its available stocks of raw materials on which
her industrial supremacy has been largely built * * *  America is run-

ning through her stores of domestic oil and is obliged to look abroad for future
regerves ¥ ¥ #12

Again in 1921 Mr. Edgar stated: © Coo

* % ¥ givena résumption of trade and the consequent demand for oil prod-
uets in, at the most, a year or two, the world will be confronted with an oil shortage
such as has never been experienced before *  # ¥ 1

High cost of purchasing private mineral rights in America.—In the
United States, the law reserves to the owner of land the right to own,
“exploit, or dispose of minerals underlying the surface owned. Only
where oil-bearing lands are part of the public domain is it possiblé to
negotiate with the Government for large-scale territorial .concessions.

8 Ibid., p. 209; reprinted from Natlonal Petroleum News, October 29, 1919,

7Ibid., p. 249; reprinted from Noew York Times, January 1, 1920.

#Ibid., p. 209; reprinted from National Petrolenm Nows, May 5, 1020,

¢ David White, the Annals, ‘““The Petroleum Resources of the World,” May 1920, p. 121,

10 John Ise, United States Oil Poliey, p. 454.

1 Amerlcan Petroleum Interests in Fereign Countrics, p. 301; reprinted from Engineering and Mining
Journal, March 18, 1922, p. 456. )

12 Quoted from "The Annals, May 1920, p. 182,

12 Ameriean Petroleam Intorests in Foreign Countries, p. 300; reprinted from Sperling’s Tournal (London),
Aungust 1621, p, 30. ~For a differont viewpoint with respect to the oil shortage of this period, sce ch, 10 and
appendix II of E, H. Davoenport and 8. R. Cooke, Tho Oil Trusts and Anglo-American Relations, 1924,
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As oiltbearing lands which were part of the public domain became less:
and lass important as a source of supply, it became necessary to lease
or purchase private mineral rights on a large scale, and often at high
cost, if large reserves were to be acquired and held for the future.

Thig economic factor was of importance not only because of the

fear ofl a prospective oil shortage in the United States, but also because
this meant that American oil would be at an increasing disadvantage
in supplying foreign markets. These markets at that time were
ping rapidly due to the growth of motor transportation and the
use of| petroleum products for power, light, heat, and other uses.
Particularly important in foreign markets was the growth in demand
for bunker oils, since, following the lead of the British Navy in 1912,
much of the world’s shipping fleets were being converted {rom coal to
fuel oil |las their source of power.

Diiscavery of foreign reserves.— After 1890, the discovery and develop-
ment of new fields in foreign countries, such as those of Rumania,
India, Dutch East Indies, and Iran, gave the concession owners,
i British-Dutch interests, supplies of crude oil more advan-
tageously located, freightwise, with respeet to foreign consuming
markets| than the oil fields of the United States and Mexico. The
economic advantages accruing to companies with widely distributed
sources of supply, such as Royal Dutch-Shell,** is obvious. American
companies wishing to retain Kuropean and Asiatic markets for their
products at costs comparable to those of other supplicrs could do so
only by obtaining forcign reserves for themselves.

Iear of foreign monopoly.—Concurrent with the fear of an oil
shortage!in the United States and with the development of these
economic factors unfavorable to American oil companies interested in
foreign markets, there was also developing a general fear of a foreign
monopoly of all foreign oil resources. In 1920 and 1921, the United
States Senate demanded an investigation of the restrictions imposed
on Ameri¢an citizens by foreign countries in prospecting for petroloum
and of the steps being taken to remove these restrictions.’* From the
resultant reports and investigations it was concluded that American
interests were being systematically excluded from foreign oil fields.

In May 1920 Senator Phelan of California introduced a bill under

which a Government corporation would be established to develop oil
resources-in foreign countries.!s -

The rapid expansion of Royal Dutch-Shell in the United States
during 1919 and 1920 was pointed out as an illustration of the exploita-

tion. by a fforcign company of American resources, while conserving -

reserves elpewhere.'” A statecment was circulated among American
oil companics in August 1919, to the effect that the British Govern-
ment had idecided to use the Shell organization to develop the oil
resources of the British Dominions.® Resentment and indignation

14 In 1921, Roy4d
in all parts of the world. Federal Trade Coramission, Report on Forcign Ownership in the Petroleum
Industicy, 1923, pp. 16, 20. .

15 8, Doc. No. 272, 66th Cong., 2d sess.; S: Doc. No. 39, 67th Cong., 1st sess.

16 8. 4396, 66th Cong., 2d sess.

7 John Tse, The, United States Oil Policy, p. 462. By 8, Res. 311, 67th Cong., 2d sess., the Foderal Trade
Comumnission_ was [directed to malke a report on the forcign ownership of American oil companics. Tho
report, Foreign Ownership in the Petroleum Industry, was made in 1023, The report emphasized the
holdings of Royal (Dutch-Shell,

18 Lettor from Walter C. Teagle to C. O. Swain, August 12, 1919. The statement was reputedly made ina

pamphlet circulated to Shell stockholders, The American Petrolesm Institute submitted the above state- -

ment to the State Department for its consideration.
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were heightened by such ovidence of British dominance ag this state-
ment of . Mackay Edgar in Sperling’s Journal in 1919:

America is running through her stores of -domestic oil and is forced to look
abroad for future reserves. * % "The British position is impregnable. All
the known oil fields, all the likely or probable oil ficlds outside of the United States
‘dtself, are in British hands or under gritish management or control, or financed by
British eapital. * * * To the tune of many million pounds a year, Amcrica
before very long will have to purchase from British companies * * * g
progressively increasing proportion of the oil she eannot do without and is no
longer able to furnish from her own stores.??

Because of these factors, by the end of World War I nearly all of
the important American oil companics were actively secking forcign
rescrves. In this scarch, however, they were confronted in the East-

- ern Hemisphere with formidable obstacles, the most important oncs
being the national and colonial policies of Great Britain and the ac-
tivities of British-Dutch oil companics which were, themselves, en-
gaged in tho search for foreign reserves. The British-Dutch companies
were cndeavoring to prevent the surrender of Kmpire reserves to the
American“oil trust,” while at the same time they were busily protecting
a similar trust of their own. Thoe national and colonial policies ot
.other European countries were directed to similar objectives.

At least as carly as 1902, Colonial Oil Co. of New Jorsey, which
prior to the dissolution was a subsidiary of the old Standard Oil Co.
(New Jersey), applied to the Government of Burma for a license to
prospeet for oil. This application was refused. In the same yoar
Anglo-American Oil Co., Ltd., a British subsidiary of Standard Oil
Co. of New Jersey, was likewise refused a lcense to prospect for oil in
India with the explanation that—

Tt is not desired by the Government of India to introduce any of the American
il :companics, or their subsidiary companics, into India. * * *20
Later, in 1905, applications of Standard Oil Co. (New York)—at this
time also a subsidiary of the old Standard Oil Co. (New Jersey)—for
permission to erect storage and refining facilities in India to be sup-
plied by purchases of crude oil from Indian producers, were likewise
«denied.® Again, in 1917, a representative of Standard Oil Co. (New
York) obtained an option to purchase or lease land and mineral rights
from private ownoers in Assam; their offort to prospect for oil, however,
was blocked by the Indian Government, acting in accordance with the
“cardinal principle” that— '

The licensees shall be and remain British or state subjects or a company of
British or state subjects under British or state control.?2

As a result a single British company, the Burmah Oil Co. (partly
owned by Anglo-Persian Oil Co. of which the British Government
was part owner) was given a monopoly in the production of crude oil
in British India. The British marketing interests in India also had
become associated with the Dutch interests in the Far East, through
the Royal Dutch-Shell merger of 1907, with the result that preference

19 The Annals, May 1920, p, 133; reprinted from Sperling’s Journal, Scptember 1919. Mr. Edgar's remarks
were reproduced in the United States Senate without a propor setting, Mr. Edgar was attempting to
assuage DBritish taxpayers who woro objecting to a large increaso in.taxes to support Mesopotamia. His
remarks, however, were 1ot so interpreted in America. It was immediately aftor Mr, Edgar’s statements
were publicized in the United States that Senator Phelan introducoed his Government corporation bill.

20 roderal Trade Commission Report on Foreign Ownership in fthe Petroloum Industry (1923), p. 105,
‘exhibit 15, lct,tocr of Standard Oil Co. (Neéw York) February 24, 1922, .

i ¥hid., p. 106.
1 2 Ihid., pp. 106-107.
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both jas to production and marketing was reserved to British and
Dutch associated interests.®
¢ same principle appecars to have been strictly applied prior to
certain other areas subject to British control, such as Canada.
and Awustralia, and in Crown lands and lands alienated by the Crown.
for agricultural purposes in. Trinidad. In still other areas controlled
by thd British, similar restrictions were applied in varying degrecs.

Restrictive policies of the same general type were followed by the
Netherlands, France, and other countries. In the Netherlands East.
Indies| where Standard Oil Co. (New Jersey) acquired certain pros-
pecting rights under an oil mining law prior to 1920, thesc rights
had bepn vested in Nederlandsche Koloniale Potroleum Maatschappij
(Netherlands Colonial Petroleum Co.) a subsidiary of Standard Oil
Co. (New Jersey). Standard of New Jersey stated in 1922 that
expansion of its interests in the Far East was blocked—

* % 1%  through the refusal of the Government of the Duteh East Indies to
grant prospecting licenses to the N. K. P. M. [Nederlandsche Koloniale Petro-

leum Mij.] or to grant mining concessions cxcept in cases where the N. K. P. M.

had a right to such concessions under the old mining law which provided that

discovery of a mineral under a prospecting license gave the right to a concession.2s

In Rumania and Russia, in which two other important foreign
reserves had been developed prior to World War I, American and
other foreign interests, including the British-Dutch ‘“Shell” combi-
nation, hcquired concessions prior to World War I. The Russian oil
industry, was nationalized and foreign interests were expropriated
ing the revolution in 1918. In Rumania, prior to 1918, por-
tions of [government oil lands were leased for private operations by
both Rumanian and foreign capitalists. Most of this leasing occurred

rior to 1909. In 1918, large land areas were expropriated from both

umanign and foreign owners, and surface rights were resold to
peasants] with the Government retaining the subsoil rights. This.
expropriation applied particularly to lands declared to be oil bearing,
but not yet worked. Bther portions of government lands, which were
being worked, continued to be operated by both foreign and Rumanian
private capital. In Poland, the only other country having important.
crude production in 1920, undeveloped lands were owned by the
Government and exploration and exploitation were strictly super-
vised by the Government.® »

In Grepce, the Anglo-Persian Oil Co. obtained an exclusive con-
cession ofl all petroleum rights in eastern and western Macedonia for
an exploration period of 5 years, with an option for a 50-year explora-
tion concession in some areas.” Thus British interests obtained
exclusive rights to oil that might be discovered in Macedonia.

In Persia, the Anglo-Persian Oil Co., Ltd., obtained concessions
through its subsidiary, North-Persian Oil Co., Ltd., under which it
‘ claimed control of a territory of 500,000 square miles containing the
: i most promising oil-bearing lands of Persia. Persian production,

: developed |by the British largely to support the oil-burning British
\ : 2 Thid., p. 39,

% 1bid., pp. 42152, ¥ It'{s!interesting to note that the merger’of Royal Dutch Co., producing and reflning in
the Dutch East Indics, and Shell Transport & Trading Co., with crude oil production in Barnco and trans-

ortation and mbrketing faeilities in the Far Eagt and Kuropo, exemplifies a certain degree of elasticity in

ritish policy. |To enable Britain to escape to some degree from the previous domination of Standard Oil.
Co.. the American companies were denied production and marketing privilogus in India, while British and
Dugch interests wero permitted to participate in markefing their foreign products and their purchased oi):
both in the Far Kast and in Great Britain and continental Europe, with the Dutch owning 60 percont and.
the British 40 percent of the new merged company.

:: %g;g s D 1%2' ;{hibit 18, letter of Standard 011 Co. (New Jersey), August 4, 1922.

-y DP. 66-57.

. ¥ Ibjd., pp. 57 gnd 86,

i .
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vessels during World War I, amounted to 16,673,000 barrels of erude
in 1921.2 The British Government participated in this development
directly through its part ownership of Anglo-Persian Oil Co., Ltd.
In southern Persia, also, Anglo-Persian Oil Co., Ltd., held a 60-ycar
concession granted in 1901 to W. K. D’Arcy. Control of the northern
Persian concessions, however, was rendered insecure following World
War I by the claim of the Persian Government that the grant was
invalid.® TIraq was not yet an important produccr and the Bahrein
Island, Saudi Arabia, Kuwait, and Qatar fields had not yet been
discovered.®

Because of these national and colonial policies; thercfore, attempts.
by American companies to obtain crude oil concessions in Asia had
been largely unsuceessful, and, in 1920, the holdings of these companies
were negligible in both Europe and Asia. In the forcign countries of
the Western Hemisphere, however, similar political and private bac-
riers did not exist, and in the carly 1920’s American companics became
%’ctively interested in oil concessions in Venezuela, Colombia, and

ory.

In 1920 there were no strong Amcrican oil interests in Latin
America except in Mexico, which, however, was regarded as a de-
clining source of supply.® 'The most important interests in Venezuela
at this time were held by Royal Dutch-Shell, which previously had
acquired control of the concessions held by subsidiaries of the General
Asphalt Co.® It was on Shell’s properties in the Maracaibo Basin-
that the first important Venezuclan o1l field discoveries were made in-
December 1922 and in 1923. -

While most of the oil interests in South America, except for those
held by Shell, were small and undeveloped in 1920, a number of more:
important American companies beeame active in this arca in the early
1920’s. There were no political or private barriers to the cntry of
American oil companies in the Latin-American countries comparable
to those in the Eastern Hemisphere. By 1932, however, two Ameri-
can companies—Standard Oil Co. (New dJersey) and Gulf Oil Corp.—
had emerged as dominant forces in the South American oil industry,
owning, togethor with Shell, practically all of South American produc-
tion and most of the promising concession areas. These two com-
panies built up their holdings by purchasing or merging with other
Venezuelan interests, large and small, or by long-term lecases of their
properties.

Jersey Standard acquired its first South American interests in 1920,
when its Canadian subsidiary, Imperial Oil Co., Ltd., organized the
International Oil Co., Litd., which took over an independent company
of the same name, operating in Peru, and the Tropical Oil Co.,
operating in Colombia®® In 1921, Jersey Standard concluded a.
contract with the Maracaibo Oil Exploration Co., whereby Standard

28 DoGolyer and MacNaughton, T'wenticth Contury Petroleum Statistics (1949), p. 24.

29 Foreign Ownership in the Petroleum Industry (F'T'C, 1923) p. 62,

30 Arabian American Oil Co., Summary of Middle East Oil Developments (1947).
: 31 Exeept as otherwiso notod, the information given in this and the succeeding paragraphs is taken from

the annual editions, 1912-32, of Moody’s Manual, Poor’s Industrials and Moody's Industrials.
: 82 Concessions held by the General Asphalt Co. date from as carly as 1910,  Control of those concessions
passed to a subsidiary of Royal Dutch-8hell, Burlington Investm?nt Co., Ltd., in the income of which

) led tthe Caribbean Petrocium Co. (100

pereent), Colon Development Co., Ltd, (76 pereent), and Venezuelan Oil Concessions, Ltd. (oxtent of
contyol not stated). Shell’s Venezuelan interests have since been held by theso companies and their sue-
cessors. A minority intecest (25 pe-e2ont) in the Colon Development Co., Ltd., was held during the 1920’s
* by an Amcrican company, Carib Sy dicate, Ltd., and an afliliate. Gencral Asphalt’s interest in Shell’s.
propertics was reduced to & royalty basis in 1923.

8 The predecessor to the International Oil Co, had been organized in 1914 to take over the propertios of

three British companios in Peru. The Tropical 0il Co. had beon organized by American interests in 1914
to take up concessions in Colombia,
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was o manage and develop a large part of its properties in the Mara-
caibo Basin for a two-thirds undivided interest in them.* In the
following vear, Jersey Standard entered into management contracts
with|British Controlled Oilfields, Ltd., and a subsidiary of that com-
, the latter companics to have a royalty interest in the oil pro-
duced. In 1928, Jersey Standard merged its interests with those of
the Creole Syndicate, which owned important concessions acquired
own account and through the purchase of four independent com-

s. Some of Creole’s important concessions in the Maracaibo

y were being developed under contract with the Gulf Oil Corp.,
despite the change in their ownership, Gulf has continued to man-
age these properties to this day.® Jersey Standard rounded out its
Venezuelan holdings through the purchase in 1932 of the foreign prop-
erties lof the Pan American Petroleura & Transport Co., a subsidiary of
Standprd Oil Co. (Indiana). These properties included the Lago Pet-

Co. and its affiliated and subsidiary companics, owning large
sions on the northeast shore of Lake Maracaibo, where the
oil fields of Venczuela subsequently developed large installa-
d a refinery at Aruba in the Dutch West Indies, and ships and
other |transportation cquipment.®® Jersey Standard thus acquired
the langest oil interest in Venezuela, except for itself, Gulf, and Shell.

Oil Corp. similarly built up its holdings largely by acquisitions

ependent companies. In 1923, 1925, and 1929, for example,
the South American Gulf Oil Co. bought concessions in the Maracaibo
Basin {rom the Maracaibo Oil Exploration Co. for cash plus a royalty
Interest.’” The Venezuela Gulf Oil Co. in 1924 purchased concessions
from the Andes Petroleura Co. *® and from the Venezuelan Petroleum
Co., L{d.,* the seller in both cases retaining royalty interests in the
properties. In 1925, Gulf entered into the management contract
with the Creole Syndicate mentioned above and in 1926 Gulf leased
under gption a large acreage from the Venezuelan Seaboard Oil Co.,
Inc.® All of these properties and intcrests acquived by ‘Gulf were in
the Maracaibo Basin. ,

In short, practically all of Venezuela’s production and its most
promising concessions came to be held by Royal Dutch-Shell, the first
mportant oil interest in Venezuela, and by two American companies,
Standard and Gulf, which had built up their holdings by pur-
nerger, and lease of the outstanding independent companies.
¢ Eastern Hemisphere, the major oil companies, American and
turned their interests to the Middle East after 1920 in the
ih o Oil Exploration Co, was organized in Delawars in. 1919 to take over and develop the properties
of four predegessor companies. . .

8 The Creple Syndicate was organized in Delaware in 1020 ‘and soon thereafter acquired a numhber of
Lake Maracaibo properties. 'These properties wore taken over by Gulf under management contracts in
1925, COreole) purchased four independent companies in 1926-28, whose principal assets were Venczuelan
conceessions.

% Lago Pettolonm Co. was organized by American and British interests in 1923 and immediately acquired
Iarge concessibns in Vonezucla,  In 1924, Lago and the British Mexican Petroloum Co., Ltd., an affiliate of
Pan Americah, joinfly organized the Lago Oil and Transport Co. which acquired property at Aruba built
terminal facilities there, and acquired some tankships. The same British interests that participated in
Lago appear to have been interosted in British Mexican. In March 1927, Lago purchased a “substantial
block of stockiof Creole Syndicate.” Standard of Tndiana acquired control of Pan American in 1925 and
Pan American acquired control of Lago and its affiliates in 1926. .

3 These properties were apparently transferred Iater to some other Gulf subsidiary, probably Venczuela
Gulf 0il Co,, ipr whon South American Gulf was sold in 1936 to the Texas Co. and Socony-Vacuum, it hold
only Colombign assets, these being chiclly a 75-pereent interest, acquired in 1926 from the Cities Service
Co., in the Barco Concession in Colombja.

8 The assets of the Andes Petroloum Co. were jointly held by Audes and by the Atlantie Gulf Refining
Co,, a subsidigry of Atlantic Refining Co. :

3 Control of{the Venerzuelan Potroleum Co. was purchased by Sinclair Consolidated 0il Corp. in 1930.
The date of Gulf’s purchase was not clearly stated in Moody’s Manual and may havo been in 1923,

40 This company was & subsidiary of Mexican Seabord 0Oil Co. It is not made clear in the financial
manuals whether or not the “option,” presumably to purchase, was exercised. In 1920 or 1931, Venezuclan

%oaboarc]i and Creole, a subsidiary of Jersey Standard, pooled” their concessions in the State of Monagas,
enczuela, . '
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effort, to satisfy their increasing needs for forcign reserves.  This area
not only gave promise of a treasure of oil, but it wag also one where
political and private barriers did not appear to be insuperable. Con-.
cessions in this arca were granted after 1920 for large areas, including
in & number of cases the entire area of a country, the concession holder
gencrally being a subsidiary company owned by several of the major
international oil companics. In this way all seven of the major inter-
national oil companics discussed in chaptor TI became interested in
Middle East oil.

Summary: The techniques of control —Prior to 1920 American com-
panies cither had been indifferent to foreign reserves or they had been
largely frustrated in their offorts to acquire reserves in the Kastern
Hemisphere, owing to restrictive national and colonial policics of for-
eign governments and of private oil interests. After 1920, however,
they became actively intorested in foreign rescrves, spurred by the
dual fears of a prospective shortage of American oil and of a British-
Dutch monopoly of foreign reserves. This increasing interest was
also stimulated by the rising costs of American oil and the current and
prospective discoveries of large forcign resorves which would afford
to their owners a ready supply of cheap oil, advantagcously located to
important consuming markets. :

This growing intcrest was transformed into successful effort by the
American oil companics in acquiring substantial oil reserves in South
America, principally in Venezucla, and in the Middle Kast. The
following chapters of part I1 describe the process by which these oil
reserves were brought under the control of the seven international oil
companies. :

" This control over foreign rescrves has been achieved through the
use of two techniques, joint ownership and long-term contracts for
the sale of crude oil. In the Middle East, the interests of the seven
international oil companies have been woven together by joint owner-
ships of subsidiary companics, cach holding interests in one or more of
these joint enterprises.  This interlacing of control is revoaled through
the history of the political and private diplomatic negotiations
preceding the organization of the jointly owned subsidiary companies
and by an analysis of the management and operational policies of
these subsidiaries after their organization. The interests in the Middle

. East of five of the seven international oil companies have beon still

more closely interwoven by the exceution among them of long-term
contracts for the sale of crude oil.  The long period of the contracts,
the great quantitics of oil involved, the unusual nature of the pricing
methods and the conditions of sale, and tho inclusion of provisions
restricting the marketing of the oil suggest that these contracts
extend far beyond the ordinary business transaction.

In Venezuela, the threo international oil companics owning the
bulk of that nation’s oil reserves and production were closely bound
together through long-term contracts for tho sale of crude oil. ~ Closely
alliod to these agreements, which in effect bound the three companies
together in a partnership, were other agreements designed to impose

. restrictive controls on the production of two of these conmpanies.

As a guide to the discussion in chapters IV, V, and VI, there are

- presented below the names and ownership of the principal corporate
. bodies opcrating in the Middle Fast.® ’

1 This information was compiled from Arabian American Oil Co., Summary of Middle East Oil De-

; velopments (1948). So far as is known, 1acre have been no significant changos in this information. The
. British Government’s share of ‘Anglo-Iranian is sometimes given as a slightly lesser proportion.

.

Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2



Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2

46 THE INTERNATIONAL PETROLEUM CARTEL

‘ I{ The following three companies of British nationality control the

i entire oil reserves of Iraq:

f .1 Iraq Petroleum Co., Ltd. (formerly Turkish Petroleum Co.),

‘ 75-year concession in provinces of Bagdad and Mosul east of the
“Tigris River granted in 1925 as a revival and revision of concessions
granted by Turkey before World War 1.

2. Mosul Petroleum Co. (formerly British Oil Development Co.),
75-year concession covering the area west of the Tigris River and
north of latitude 33°, originally granted to British Oil Development
Co. in 1933,

3. Basrah Petroleum Co., Ltd., 75-year concession covering tho
province of Basrah, granted in 1938.

The ownership of these three companies is divided as follows:

! Percent
! Royal Dutch-Shell Co. (British and Duteh)_______________ 23.75
Anglg Iranjan Oil Co., Ltd. (Britishy . _______ [ _CTTTTTTTTT 23. 75
Compagnie Frangaise Des Petroles (French)__._________ "~ TTTTTTThTee 23.75
Near {Hast Development Co. (American) representing:

Standard Oil Co. (New Jersey), 11.875 percent.__._ . __ . _____ 23. 75

Socony-Vacuum Oil Co., 11.875 percent . ________ "7 )
‘C. 8. |Gulbenkian (Syrian individual of British eitizenship)___-______ 5. 00
Total . o oo 100. 00

IT. Ahglo-Imnian 0Oil Co., Ltd. (originally Anglo-Persian Oil Co.,
Ltd.ﬂ, original concession to William D’Arcy in 1901 revised to a

60-year concession in 1933 covering 100,000 square miles in Iran.
The company is owned by— . '

Percent

British Government_._____.________.___ . ° 56

Burmah Oil Co, (Bri tish-Royal Duteh-Shell affiliate).__.____.______ "7 22

Individuals________________-_________________' __________ I 22

Total 100

1Tl Kuwait Oil Co. Litd., 75-year concession granted in 1934,
covering all of Sheikhdom of Kuwait. Company is owned by—

Percent

Anglod{Tranian OQil Co., Lbd. British)__._______._______.___ 50
Gulf Exploration Co. (American-Gulf OilCoy. .7/ Y. 50
Lot o 100

j IV Bahrein Petroleum Co., 55-year concession granted in 1940,
i covering all of Bahrein Islands and territorial waters.  The company
is owned by— A

Percent |
Standard Ol Co. of California ._____._________________ 50
The T¢xas Co ___________ 77~ e 50 £
Lol o 100

V. Arabian American Oil Co., originally a 66-year concession
granted to Standard Oil Co. of California in 1933. This concession
was augmented in area in 1939 to cover a total of 440,000 square
miles in Saudi Arabia and the entire concossion was assigned to
Arabidn American Oil Co., which is jointly owned by— Porcent
ercens .

Standard Oil Co. of California.__._._..________._.________ " 30 -
The Texas Co_____-__x______________-_____-_.__________________' ______ 30
Standard Oil Co., New Jersey______ T 30
‘Socony4Vacuum Oil Co, Ineo . I 10
Totel oo 100 -
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CHAPTER IV

JOINT CONTROL THROUGH COMMON OWNERSHIP—THE
IRAQ PATROLEUM CO., LTD.

The Iraq Petroleum Co., Ltd., was the first joint venture in which
important American and foreign oil companies were united in one
operation, In the words of one of its founders, IPC “is a unique
company born of prolonged and arduous diplomatic and economic
negotiations.” * The history of IPC, which is probably more tangled
and dramatic than that of any other oil company, reveals that restric-
tive influences were at work from its inception. IPC was not organ-
ized and operated as an independent corporate entity; rather its
policies and management were dotermined by and made to serve the
mutual interests of the major international oil companies which
jointly owned the majority of its shares.

HISTORY AND EARLY DEVELOPMENT

The history of IPC dates back to the last decade of the nineteenth
century when C. S. Gulbenkian, an Armenian, made a comprehensive
report on the oil possibilitics of Mesopotamia, which attracted the
attention of the Turkish Sultan’s Minister of the Liste Civile ? and
the Minister of Mines. Gulbenkian’s report prompted the Turkish
Sultan, Abdul Hamid, in 1904 to transfer the ownership of immense
tracts of land in Mesopotamia from the Ministry of Mines to the
Liste Civile. 'This, in fact, was a transfer from the government to his
private account.

" Interest in oil concessions in the Near East was growing, and com-
petition between British and German interests for oil and railroad
concessions was especially keen? Around 1890, the Germans,
through the Deutsche Bank, secured a concession in Mesopotamia for
the Bagdad Railway, which included mining. rights extending 20
kilometers on both sides of the projected railway.* The Germans were
anxious to enlarge the claims of the Bagdad Railway but were
+ hampered by the shift in ownership from the Turkish Government to
the Liste Civile. Whercas their concession had been granted by the
¢ former, it was the latter which now owned the lands. Not only were
. the Germans unable to obtain concurrent mining rights in the same
- region; it was even deemed inadvisable to press the Turkish Govern-
ment for concessions on lands held by the Liste. The German interests
did, however, obtain a letter from the Turkish Government which
~ promised proeferential treatment regarding mining rights.®
1 From Memoirs of Calouste Sarkis Gulbenkian With Particular Reforonce to the Origins and Founda
i tion of tho Traq Petroloum Co., Lid., Lisbon, Septembor 16, 1941,
2 “Tiste Civile’”” means the Ministry of the Privy Purse, sometimes known as the Private Purse of the
: SIQI?\LE'American, retived Rear Adm. Colby M. Chester, was also negotiating for ofl concessions in the Near
i East, but his activities had little dircet relation to the founding of the Iraq Petroleum Co., Lid.

4 Gulbonkian Memoits, op. cit.
§ Thid, :

47
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with the Turks for an oil concession. Tn 1901, William K. D’Arcy ¢

obtained a 60-year oil concession from the Shah of Persia covering

500/000 square miles, or five-sixths of the Persian Empire (now
Iran).” Mr. D’Arcy, anxious to extend his concession into Mesopo-

tamiia, sent representatives to negotiate with the Minister

of the Turkish Liste Civile in 1901 and again in 1903. But the nearest
thing to a concession which he obtained was a letter from the Grand

Vizier promising that the Sultan would confirm the arrangement for:

oil rights in Mesopotamia.?

In 1904, after a visit to Constantinople by the Kaiser, the German-
owned Anatolian Railway Co. obtained a concession from the Sultan’s.
Liste Civile to explore for oil within a radius of 20 kilometers on both
of the proposed right-of-way in the Vilayets® of Mosul and

ment work were not performed within & stipulated pcriod, the con-
cession would become null and void and that the Liste Civile was to-
reimburse the concessionaires for all expenditures. -

Mr. D’Arcy again entered the bargaining in 1904. Although
be was again unable to obtain confirmation of the Sultan’s promise,
as a result of his cfforts the Sultan informed the Germans that their
rights under their concession had expired because of nonperformance.
The Germans filed a claim with the Liste Civile for £20,000, covering
expenditures made for geological work performed, but the claim was.
neven paid and the Germans, therefore, took the position that the
concession was never invalidated,

From 1904 to 1912 many attempts were made by both the Germans.

and the British to obtain confirmation of their claims to Mesopotamia

oil, with only the negative result that each was successtul in blocking:

the other’s efforts. In 1908, D’Arcy incorporated as D’Arcy Explor-
ation Co.'? and transferred all his oil claims in Mesopotamia and Persia
to Anglo-Persian Oil Co., Ltd. In the spring of 1909, he was about to
s deal with the Turks when the Young Turk Revolution swept
Sultan Abdul Hamid out of power. The Young Turk Government

was pro-British; and in 1910, a new institution, the National Bank of

Turkey, was founded to support British enterprise in Turkey. All
the capital was held by British citizens, and C. 8. Gulbenkian was
nominated a director and a member of its executive committee. Mr.

Gulbenkian apparently believed that a satisfactory solution to the ,

Mesopotamia oil claims could be attained only by cooperation with
the German interests. Accordingly, overtures were made and an
a}glreg ient was reached between the National Bank of Turkey and
the

on January 31, 1911, African and Kastern Concessions Limited,

pioncer oil|prospeetor and diplomat in the Middle East.
? This is the coneession now held in Iran by the Anglo-Tranian 0il Co., T.td.
3W, C, Teagle, Confidential Memorandum of Negotiations with the Turkish Petroloum Co., Ltd.,
¢ Trrkig provinccs.

10 History of the IPC and Mr, Gulbenkian’s Part in Its Foundation, also letter from H. Ricdemann to- :

W, C. Teaglo, October 10, 1920.
11 Teagle op. cit.
12 Davenport and Cooks, op. cit., p. 24,
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\t about the same time, British interests were also bargaining

lad. The concession contract provided that if certain develop-

qutsche Bank, which controlled the Anatolian and Bagdad rail- |
ways, |to form a British limited-liability company in which the :
Deutsche Bank would hold a 25-percent interest. Thus there was. -

on October 23, 1912, became the Turkish Petroleum Co. (with -
a capital of £80,000); and in April 1929, became the Iraq Petroleum. -

8 I’ Areyl, who had been a speculator in mining ventures in Australia and elsewhere, is chiefly known as & : :
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Co., Ltd.® Ownership of the shares of the Turkish Petroleum Co.
(hereafter called TPC) was distributed as follows:

Percent
Deutsehe Bank_ oo e 25
National Bank of Turkey (15 pereent was held for Mr. Gulbenkian) ___.___ 50
Anglo-Saxon Petroleum Co., Ttd. 8= (Subsidiary of Royal Duteh-Shell) .-~ 25

The most important feature of the new corporation was an agree-
ment by the partics not to compete with the company in obtaining
concessions and not to hold any concessions independently of the
company.”* The Deutsche Bank, in return for a 25-percent interest
in the Turkish Petroleum Co., conceded to the company the claims
held by the Anatolian and Bagdad railways.

Although one group of British interests owned part of the Turkish
Potroleum Co. through the National Bank of Turkey, the D’Arcy
group found itsclf oxcluded. It pressed vigorously for an interest in
the company. The D’Arcy interests themselves were taken over in
1909 by a now firm, Anglo-Persian 0il Co., the name of which was
later changed to Anglo-Tranian Oil Co.

During the period 1904-14, when tho British and Germans were
competing for oil concessions in tho Middle East, the British Gov-
ernment was considering the possibility of converting the British
Navy from coal to oil. On March 3, 1013, the British Royal Com-
‘mission which had been appointed to study the problem reported that
the British Navy should fuel with oil, which, of course, had to come
from abroad, instead of coal, which the British Isles produced in
abundance.’® Winston Churchill, then First Lord of the Admiralty,
announced the Admiralty’s oil policy in a speech before the House of
Commons on July 17, 1913, in the following words:

Our ultimate policy is that the Admiralty should become the independent owner
and producer of its own supplics of liguid fuel. * * % We must become the
owners, or at any rate the controllers at the source, of at least a proportion of the
supply of natural oil which we require.!®

The policy led to the purchase of a controlling stock interest in
Anglo-Persian Oil Co.”” by the British Government in May 1914.
The British Government also obtained the power to appomnt two
dircctors of the company. Although these directors were supposed
to have no part in the ordinary commercial management of the busi-
ness, they had the power to veto any proposal made by the other
directors.t®

Despite these various mancuvers, neither D’Arcy’s group, now
held by Anglo-Persian, nor the Turkish Petroleum Co. had yet becn
able to obtain an actual concession agreement for Middle East oil.
With the British Government actiyely engaged in pushing Anglo-
Persian’s interest, the owners of the rival Turkish Petroleum Co.
felt that steps were necessary to remove the opposition of Anglo-

3 Minutes of Meeting of Dircetors, April 25, 1929.

18s Anglo-Saxon was and is ownod by Royal Dutch-Shell. Mr. Gulbenkian had been in partnership with
Royal Dutch-Shell in many business yentures, and whon Turkish Potroleum Co. was founded, he offered
Royal Dutch 2,000 shares, or a 25-percent interest in the company. CGulbenklan’s interest in. African
and Eastorn Concessions, Ltd., had been 40 pereent.

1 TTistory of IPC, op. cit.

5 Dayenport and Cooke, op. ¢it., pp. 16-2L. Also reprinted in American Petroloum Interests in Foreign
C?ﬂu rslgltgsrhent to Touso of Commons July 17, 1913,
17 Anglo-Persian, which is now An glo-Tranian 0il Co., Ltd., is owned 56 percent by the British Govern-

ment, 22 pere-nt by Burmah Oil, and 22 percent by the British public,
18 Davenport and Cooko, op. cit., D. 23. .
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Persian. Aeccordingly, a conference was held in 1914 at the British

Foreign Offica,
was adopted.

and the Foreign Office agreement of March 19, 1914,

Parties to the agreement, were representatives of the

German and British Governments, the National Bank of Turkey,
Royal Dutch{Shell through the Anglo-Saxon Petroloum Co., Ltd.,
the D’Arey group, and the Deutsche Bank. This agreement provided

for a fusion of|interest in Turkish Petrolcum Co. concessions,

fically it was

Speci-
agreed that the D’Arcy group (acting for Anglo-

Persian) should obtain a 50-percent stock interest in Turkish Pe-
troleum Co., while the Deutsche Bank and Anglo-Saxon Petroleum

Co. were each|to hold a 25-percent stock interest.

ficiary interest

A 5-percent bene-
for Mr. C. S. Gulbenkian was to be contributed

equally by the/D’Arcy and Anglo-Saxon groups out of their respective
holdings, and, in the event of Gulbenkian’s death, the D’Arcy group.
and Anglo-Saxon were to have the option of purchasing his interest

in their names
Petroleum Co.

Aside from admitting the D’Arcy group into Turkish
the Foreign Office agreement also provided that—

the three groups participating in the Turkish Petroleum Co. shall give under-
takings on their ¢wn hehalf and on bhehalf of the companies associated with them
not to be interested directly or indircetly in the produetion or manufacture of

crude oil in the

ttoman Fmpire in Europe and Asia, cxcept in that part which

is under the administration of the Ygyptian Government or the Sheikh of Koweit:
or in the transferred territories on the Turco-Tersian fronticr,® otherwise than

through the Turki

This provision

ish Petroleum (o.20

and Gulbenkian’s 5-percent share became important

factors in subspquent negotiations. :
Following the adoption. of the Foreign Office agreement, the Turkish

Petroleum Co. )

prompted by the British and German Ambassadors,?*

continued to press for a concession agreement with the Turkish Govern-

ment.

On May 18, 1914, the German and British Ambassadors

handed to the Turkish Government the draft of a convention covering
the oil rights in Mosul and Bagdad. On June 28, 1914, the Grand

Vizier agreed td

The Minister of
cerning petroleum
of Mosul and Bag
reserves the right
agreement.3?

This was a proi
tions before an

Petroleum Co. remained suspended until 1918.

Grand Vizier, h

relied heavily fq

lease the rights to the Turkish Petroleum Co., stating:

Finance, which has taken over from the civil list matters con-
deposits already disecovered or to be discovered in the vilayets.
dad, agrees to lease them to the Turkish Petroleum Co., and
later on to fix its own share as well as the general terms of the

nise for a concession, but the war interrupted negotia-
agreerment was reached, and the operations of Turkish
The statement by the
pwever, was one on which the Turkish Petroleum Co.
r its claims to Mesopotamian oil after World War 1.

All negotiations for an oil cohcossion in the Middle East ccased
with the outbregk of war in 1914. The stock interest of the Deutsche
Bank in Turkish Petroleum Co. was taken over by the British Alien

Property Custo

dian and held throughout the war. After the armi-

stice of 1918, however, negotiations betweoen the English and French
were undertaker}, resulting in the signing of the San Remo agreement,

on April 24, 1920.%

———
1 Theso were small ar
(Iran) and the Turkish

This agreement awarded the Deutsche Bank’s

12s transferred by Iran to Iraq as a rosult of an early agreement between Porsia
Empire made in'1018. The oil concessions In this arca are now held by Anglo-

20 See. 10, Toreign Oflieh agreement, March 19, 1914,

2l Tistory of the IPC ghd Mr. Gulbenkian’s Part in Tts Foundation, April 1944,

2 History of the IPC, dp. eit., .9

2 The San Remo agrcement was included as exhibit 14, p. 103, in a Report on Foreign Ownership in the

Peotroleuin Industry, op. cit.
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e

25-percent share in Turkish Petroleum Co. to the French Govern-
ment. In return, the French consented to the construetion of pipe-
lines and the transportation of oil through French spheres of influence
from Mesopotamia to the Mediterrancan. Another provision of the
San Remo agreement provided for the granting to the native Gov-
ernment of Mesopotamia of a 20-percent interest in any private
petroleum company that was sct up to exploit the oil lands of that
country. The French and British, under the agreement, were to
support their respective nationals in any common negotiations for oil
concessions in Rumania or Russia.

A )

AMERICAN-BRITISH DISPUTE OVER MESOPOTAMIA AND THE “ oPEN DOOR’’

The alleged British oil monopoly in British mandated territories
and the signing of the San Remo agreement lIed to a heated and pro-
longed diplomatic dispute betwoeen Amcrican and DBritish Govern-

. ments over the oil rosources of the Middle East. The American
Government, under Secretary of State Colby and later under Secre-
tary of State ITughes, waged a determined diplomatic battle with the
British regarding the rights of American oil companies to participate
in the development of Middle Kast oil resources.

Before World War I, Mesopotamia (now Iraq), had been a part of
the old Ottoman Empire under Turkish control, but, at the close of
the war, Mesopotamia became a maandated area under British con-
trol.? In 1919, when the British rcfused to permit American oil
companics to send exploration parties into Mecsopotamia, a diplomatic
dispute arose which resulted in a long serics of diplomatic notes and
protests being exchanged between the American and British Govern-
ments. Between the two Governments, the dispute was over the
principles which should apply in mandated regions (thus including the
San Remo agreement). Underlying this issue, however, was &
struggle between the major oil companics of the United States and
Great Britain, actively supported by their respective Governments,
over the oil resources of the Middle Kast. v

The American position in the dispute was essentially the “open
door” policy, the important provisions of which were (1) that the

nationals of all nations bo subject, in. all mandated territories, to
equal treatment in law, (2) that no economic concessions in any man-
dated region be so large as to be exclusive, and (3) that no monopo-
listic concession relating to any commodity bo granted. The United
States Government maintained that the war had been won by the
Allied and Associated Powers fighting together, and that, consequently,
any benefit, whether in oil interests or otherwise, should be available
to the nationals of all the Allied Powers, and should not be seized by
those of any one particular power. Moreover, the United States
asserted that the San Remo agreement discriminated against the
rights of American nationals, that no oil rights in Traq were vested in
the Turkish Petroleum Co., and that no valid cohcessions could come:

2 Tor a more complete and dotailed explanation of tho British-American dispute over the oil resources of
Mesopotamia and the Middlo East, cf. Horbert Tois, Petroloum and American Forcign Policy, Stanford,
‘University, March 1944; Diplomatic Protootion of American Potroleum Interests in Mosopotamia, Nether-
lands East Indics, and Mexico, 8. Doc. No. 43, 79th Cong., 1st sess.; and Davenport and Cooke, op. cit.

25 Tt will be recalled that under the peace treaty of August 10, 1920, signed between Turkey and the prin-
cipal Allied Powers, Turkoy renounced hor rights and titles to cortain territories she formerly held in the
Ottoman Empire. The renounced territories included Mcsoﬁotamia, Palostine, Syria, and Lebanon,
Although the peace treaty was not signed until August 1920, the allied conforence at San Remo in April
1920 allocated Mesopotamia and Palestine to Great Britain, and Syria and Lebanon to France. These
alloeatod territories thus bocame mandates of Britain and France, respectively.
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~ into_existence| except through the governmont of the people of the !'

territory. The British point of view was that British nationals had
“acquired rights,” that these rights must be respected, and that,

o

although the 1
its nationals n|
“acquired righ
Co. and the ri
Vizier, as evid
German Ambs
American Govl
Petroleum Co.
can oil industi
Petroleum Co.
Department’s

Jnited States had been an Allied Power, this fact gave
o right to trespass upon “acquired rights.” The term
ts” referred to the rights held by the Turkish Petroleum
xhts promised to that company by the Ottoman Grand
enced by his letter of June 28, 1914, to the British and
issadors.”®  The controversy between the British and
ernments continued until the partners of the Turkish
consented to discuss with representatives of the Ameri-
¥ & basis for American patricipation in the Turkish
The resultant negotiation revolved around the State
‘open door” policy. It will be discussed in detail in g

subsequent section. .

Early efforts

of American oil companies to obtain a Soothold n

Mesopotamia.~During the dispute between the British and American

Governments,
channels, were
Middle East.
. indicated an inj
was discussed
advised that th
Mesopotamia v
act in behalf d

the American oil companics, working through official
continuing their own efforts to gain a foothold in the
In the summer of 1919, Standard Oil Co. (Now Jersey),
berest in the oil fields of Mcsopotamia, and the problem
with the United States Government. Standard was
e cfforts of any single company to obtain concessions in
rould not be supported, but that the Government would
f the entire American petroleum industry. Later in

- 1919, the American Petroleum Institute adopted a resolution in which
it expressed the fear that American oil companies might be excluded

from participa

flon in Mesopotamian oil and asked that the State

Department tgke appropriate action. In November 1919, Walter
C. Teagle, prasident of Standard Oil Co. (New Jersey), working
through the United States Bureau of Mines, asked permission to send
a geological slirvey party into Mesopotamia. He was advised,
however, that|the State Department had already taken up the
Mesopotamian |question with the British Government and had been
informed that no oil reconnaissance parties would be permitted until
the status of Mlesopotamia was finally decided.

In November 1921, a group of seven American companies notified
the State Department that they were prepared to send a party of
geologists and engincers to Mesopotamia for a reconnaissance survey.?
After petitioning the Secretary of State for permission to make the
indicated survey, they were advised that “as soon as this Department
learns that permission for prospecting in Mesopotamia is being or may
be granted by the authorities in that territory, you will be promptly
informed.”’ %8

While the American oil companies directed most of their efforts
through officiall channels, they also investigated the possibility of
secretly purchaging the claims to concession rights in Mesopotamia,
held by the Detutsche Bank. As previously noted, these claims had
been granted to|the Bagdad and Anatolian railways, and were turned
over to the Turkish Petroleum Co. in 1912.2 After a full investi-

2 Soe p. 50. .

¥ Companics which fiyst indicated an interest wore: Moxican Potroleum: Co., the Texas Co., the Gulf
Refining Co., the Atlanfic Reflning Co., Sinclair Consolidated Ofl Corp., Standard Oil Co. (Neow York),
Standard Oil Co. (New Jorsey).

% History of Negotiations Leading to Participation of American Oompanicé in IPC. 1
2 Seep. 49. -

Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2



Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2
. THE INTERNATIONAL PETROLEUM CARTEL 53

gation, however, it was decided that, because of the many political
complexities involved, a better procedure would be to continue the
offorts to obtain participation in Turkish Petroleum Co.
Tt should be remembered that during the period of these negotia-
: tions, the United States was the most important supplier of oil in the
' world. The Amocrican oil industry produced in 1921 about 65 per-
cent of the world’s oil supplies, and purchased about 17 percent of the
remainder (mostly from Mexico). After satisfying all American
needs, the industry exported about 58 percent of total foreign require-
moents.®  Anglo-Anerican Oil Co., a former subsidiary of Standard
0il Co. (New dJerscy), controlled over 50 pereent of the total business
of the United Kingdom.® Thus, the Amcrican oil companies were
in a strong bargaining position. It is not known if they actually
used their bargaining strength to the extent of threatening to with-
draw from tho cxport market, but the possibility was discussed by
officials of Standard Oil Co. (New Jersey).”

Negotiations with the Turkish Petrolewm Co. (TPC), 1922-28 —A
definite improvement in the tense relations between the Ameriean and
British-Dutch oil companics and their respective governments
occurred in June 1922 when Sir Charles Greenway, chairman of the
Anglo-Persian Oil Co., cabled A. C. Bedford of the Standard Oil Co.
(New Jorsey), suggesting that a representative be sent to meet with
the Turkish Petroleum Co. at the carlicst possible moment.® The
mattor was discussed with Secrotary of State Hughes, and on Junc 26,
1922, Mr. Bedford informed Sir Charles Greenway that he had con-
forred with the State Departmont and obtained its consent to discuss
o basis for American participation in the Turkish Petroleum Co.,
provided (1) that the principle of the “opon door” in mandated
territories be maintained, (2) that the State Departmont not with-
draw its views respoecting the validity of the Turkish Petroleum Co.
claims in Mesopotamia, and (3) that any arrangement of practical

; questions involved should be on a tentative basis and subject to
acceptance by the State Department.®*  Sir Charles replied that any
discussion would be without prejudice to existing conditions or to the
rights -on cither side and to the approval of their respective
governments.® .

The seven Amcrican oil companies that had been interested in
Mesopotamian oil sclected W. C. Teagle and W. D. Asche, president
and vice president, respectively, of the Standard Oil Co. (New
Jersey), to represent the American companies in the negotiations with
TPC.  Negotiations began in July 1922 and continued for 6 years,
until 1928, wuen the American group’s share interest in TPC was
finally settled.

———

30 Data published in Davenport & Cooke, op. cit., p. 69, and were prepared by the Department of Com-
meree.

3t TLotter from F. B. Powell fo F. D. Asche, May 14, 1920.

Anglo-American 0Oil Co., Lid. was a wholly owned subsidiary of Standard 0il Co. (New Jersey) until
tho2 c[]‘;)gslolutiou doeroe of May 1911, Tt was reacquired by Standard in 1930. See footnote 1, p. 552,

Je

3 The cable from Sir Charles Greenway to Mr, Bedford read as follows: )

«Ag a1l handates arc to be considered by special session of Council of League of Nations not later than
July 15, T shall be unable to induco our Government to delay reply to American note much longer. There-
fore, if you wish to follow up idea digeussed with me, it is of the utimost importance that no time be lost and
you should send rcgrcsentativo to Mmoot Turkish company carliest moment.”

Ar(lipm‘ontly, Sir Charles Greenway wanted to open negotiations with the American companies prior to -
the dato when the British Governuient would have to reply to the last American note concerning the
Moesopotamian oil problem. ’

3t Cable [rom A. C. Bedford, New York, to Sir Charles Greenway, London, June 26, 1922,

3 Cablo from Greenway to A. C. Bedford, June 27, 1022,

23541—52——3
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In order to |enable the American companies to como to a group de-
cision and to keep up with the negotiations, frequent meetings of the
group were held in this country . throughout the period 1922-28,
Karly in the negotiations, the Texas Co. indicated that it no longer
desired to obtain an interest in TPC. Later, Sinclair also dropped
out. When negotiations were completed on July 31, 1928, only Ignre
American companics participated in the Near Rast Development
Co., the corporation established to hold the American group’s interest
in TPC. Standard Oil Co. (New J. ersey) and Standard Oil Co. (New
York) each received a 25-percent interest, while each of the three re-
maining companies was allotted a 16% percent share.®

The negotigtions between the TPC and the American group 6x-
pressed not only private but also governmental interests. 1t will be
recalled that the British Government owned a controlling stock
interest in the Anglo-Persian Oil Co. whose subsidiary, D’Arcy
Exploration Co., held a 50-percent interest in TPC. Royal Dutch-
Shell, whose 25-percent interest in TPC was held by Anglo-Saxon,
was owned by both English and Dutch capital, and both Governments
were intcreste%l m_its affairs. The French Government formed a
quasi-governmental corporation, Compagnie Francaise des Petroles
(CEP), to hold its 25-percent share interest in TPC.*¥ The American
group had the official support of the United States Government,.
The only private owner who participated in the negotiations without.
governmental support was Mr. Gulbenkian, and he held a claim to
only a 5-percent beneficial share interest in TPC. Throughout the
prolonged negotiations, the United Statcs, British, and Irench
Governments were kept continuously informed of developments, and
the interested companics were never at a loss for official sanction or
advice on any particular point at issue.

No attempt|will be made in this report to discuss or analyze the
political-considerations that may have influenced the decisions of tho
respeetive interested groups. Moreover, it is not necessary to discuss ]
many aspects of the struggle for commercial as distinet from political
advantage. Agtention will be focused upon the central issues upon
which the groups had to agree before the American group could be

3 The 5 companics were: Standard‘ 0il Co. (New Jersey), Standard 0Oil Co. (New York), Gulf Refining
Co., Atlantic Refining |Co., and Mexican Petroleum Co.  The Pan American Petroleum & Transport Co.
replaced the Mexican Petroleum Co, in February 1927 when Sinclair dropped out.

In 1931, Standard Oi] Co. (New York) merged with Vacuum Oil Co. ts namo was changed to Socony-
Vacuum Corp. and, in{1034, to Socony-Vacuum Oil Co,, Inc, Around 1930 Socony-Vacuum and Standard
Oil Co. (New Jersey) pirchased the share interests in N EDC hold by Pan-American and Atlantic Refining.
Thus, at the end of 1931, there were 3 American oil companies holding shares in IPC through NEDC in the
following proportions:

Percent of Dercent of
IPC stock NIEDC stock

Standard Oil Co,|(New Jersey) 9. 8058 41. 6667

Socony-Vacuum Corp_ _____ . -. 95,8958 41. 6667

Gulf Oil Corp_..|._.____.____. e e 3. 9584 10. 6660
L U 23.75 100

In 1934, Gull sold its 16 interest to Standard and Socony-Vacuum, leaving the entire American interest in
Iraq to 2 compenies, asicompared to 7 that were originally intercsted.

% Compagnie Franeajise des Petroles was organized in 1923 by the leading French banks and by the
marketing and refining|subsidiaries of the international oil companies. Early in 1924, CFT concluded an
agrecment with the Ifrench Governiment whereby CFP recoived the sole rights 1o the French share of
Iraq oil. Subscquently), in 1920, the French Government took a quarter-share interest in CI I which in
1931 was inereased to 35 pereent with a 40-pereent control of the company. See the Potroleum Times, May
8. 1930, p. 802; January {17, 1931, p. 97; and April 4, 1931, p. 501,

It should be noted that the British and American groups interestod in TPC owned indircctly a share
interest in TPC by thelfact that their Freneh subsidiaries held shares in OFD, 1In 1927, Standard Oil Co.
(Now Jersov) had 4 Fronch subsidiaries that held a 9-percent interest in CFP which gave Standard an
indirect interest in "' P ¢ of a little more than 2 pereent. Source, interoffice memoranda from Guy Wellman
to W. C. Teagle, March 25 and 28, 1927.
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admitted as a shareholder in TPC. The major points which the
groups interested in TPC had to settle and which consumed most of
the timoe of the negotiators were: 3
, The “open door” plan;
| The self-denying clause;
The working agrecment;
The controversy with Gulbenkian;
The Anglo-Persian Oil Co.’s overriding royalty; and
The American group’s share interest in TPC. :
he “open door plan’’ 1s proposed.—When discussions with the TPC
i representatives began in 1922, the American group proposed the
* adoption of the “open door” policy. The policy had been enunciated
by the State Department in the diplomatic dispute with the British,
and its adoption was made a sine qua non of American participation
in TPC. In their first attempt to reach a workable basis, the Ameri-
can group proposed a plan for effecting the “open door” patterned
| along the lines followed by the United %tafces Department of the In-
| " terior in the sale of Osage Indian lands. Under the plan, TPC,
| within 2 years from the date of confirmation of a concession by the
Iraq Government, would have selected for its own exploitation a total
area not to exceed 12 blocks, the area of each block not to exceed 16
square miles., The balance of the concession, totaling some 150,000
square miles, would then have been open -for subleasing by any
responsible individual or corporation that might be interested in the
development of oil production in Iraq. TPC would not have been a
bidder on any of the subleases, but the owners of TPC, acting on their
own initiative, would have been free to obtain subleases, as would any
other American oil company that might have been interested in
Moesopotamian 0il.* Thus, as originally proposed, the “open door”
would have becn open to any and all companies interested in oil
concessions in this arca. .
The “open door'” is partially closed.—Early in their discussions with
the American group, the partners in TPC admitted that it would be
impossible to undertake any development work in Irag until TPC’s
questionable claims to a concession were confirmed by the Iraq Gov-
ernment. The American group from the beginning had maintained
that TPC claims were invalid. In 1923, TPC began active negotia-~
tions with the Iraq Government for a concession agreement which
would validate TPC’s claim. Throughout these discussions, the
Amecrican group insisted that the convention with the Iraq Govern-
ment include provisions giving effect to the “open door” policy. The
convention, concluded on March 14, 1925, included a number of pro-
visions relating to the “open door” plan which, however, differed con-
siderably from the original American proposals.
Under article 5 of the agreement of March 14, 1925, TPC was to
sclect, within 32 months from the date of the agreement, 24 rectangu-
lar plots of 8 square miles each, total arca of 192 square miles, for the

38 Although it was not a major issue in the negotiations, the groups discussed at some length the question
of whether TP C should be permitted to eroct a roflnery at seaboard., ' ,
The British group (Shell and Anglo-Persian), especlally Royal Dutch-Shell, wanted the TPC to have
tho privilege of erecting a refinory outside of Iraq for the purposc of refining such oil as the partners in TPC
refusod to take, The American group, and particularly Standard 0il Co. (New York), was opposed to
! TTC operating a rofinery outside Iraq. In this connection, it should. be noted that in the carly 1920's, the
Standard interests were the world’s prineipal suppliers of refined products, and it was not to their interest
to permit the construction of a potentially competitive reinery. In the final compromise, it was provided
that TP C could crect a refinery for the purposcs indieated, but only if all the major groups gave their con-~
sent in writing. Thus, the Amoriean group, in offect, won.
% Memorandum of negotiations with Turkish Petroloum Co., Lid.
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company’s exdlusive exploitation. With respect to the remaining
part of the concession, deseribed as ‘“‘outside areas,” article 6 of the
agreement, provided that the Iraq Government, within 4 years from
the date of the signing of the concession agreement and annually
thercafter, was|to select not less than 24 rectangular plots of 8 square
miles each and|offer them for competition under sealed bid to any re-
gponsible corporation, firm, or individual that desired to lease them.*

The “open door” provisions in the Iraq convention made major
maodifications in the “open door” plan as originally proposed. First,
the Government instead of the company would offer the areas. Sce-
tition for outside areas was to be through scaled tender
ough public or open bidding. Third, the company
the right, as the Government’s agent, to advertise the
he tenders, and to make decisions about them in the
presence of an guthorized representative of the Government. Fourth,
the prohibition against bidding by the company on outside offerings
was omitted. |These changes went a long way toward closing the
““open door.”  The fact that the plan for submitting bids was changed -
from public auction with oral bids to sealed bids, with TPC acting
substantially as awarding authority, gave the company effective veto
power over all bids. Furthermore, since TPC could also offer bids,
any prospective lessce could be outbid at no cost to TPC, since the
procecds from the sale would be returned to the company (TPC).

The Americdn group was opposed to these changes in the “open
door” plan. In commenting upon the change from auction to sealed :
bids, one Ametican oil-company representative stated that he “per- -
sonally deplored this change because it undoubtedly opens the door '
to chicanery and fraud, assuming the management of the Turkish
Petroleum Co. would practice it.” #* He proposed that an independ-
ent commission be selected to handle the bids on outside areas, but
nothing came of his suggestion.* .

The “open dpor” is closed by the “self-denying clause.”—Another
question which|the groups discussed at great length and which bore
dircctly upon the “open door’” plan was known as the “restrictive pro-
vision” or the {sclf-denying clause.” This proviso was a carry-over
from earlier agreements entered into by TPC, including, as noted
carlier, the Foreign Office agreement of 1914, The Forcign Oflice ;
agreement contained a proviso prohibiting the individual owners of .
TPC from being interested directly or indirectly in the production or
manufacture of crude oil in the Ottoman Empire in Europe and Asia
“other than through TPC.” #* All the groups -except the Americans .
had been partips to this agreement, and whien the American group
began negotiations in 1922 with TPC they were informed that this
restrictive proviso would also apply to their activitics. Thus, in a
confidential memorandum of negotiations with the Turkish Petroloum
Co. prepared by W. C. Teagle of Standard Oil Co. (New Jersey),
there 1s the following statement:

It was impressed upon me that if a participation by the Amecerican group is
arranged, the grolip as a whole, as well as cach individual company, would be

{TPC) reserve
plots, to open

40 Turkish Potroleum; Co., Ttd. Convention with the Government of Iraq, March 14, 1925,
4; %Jgtcd from memorandum by Guy Wellman to W. C, Teagle, March 21, 1928.
# Thid.

4 Except in Kuwait gnd the “transferred territorics.”

44 The three groups which at that time owned the Turkish Petroleum Co. were the D’ Arey group, acting
gyﬁ ;]&]ng]o-Pcrsian 0Oil Cp., the Deutsche Bank, and Anglo-Saxon Petroloum Co., representing Royal Dutch-

cll, .
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required to undertake to be interested in this area only as shareholders in the
Turkish Petroleum Co. . )

The American group, led by Standard Oil Co. (New Yorlk), opposed

j this proposed restriction on their freedom to compete for concessions,
and during the early stages of the negotiations made various attempts
o revise or climinate the provision from the agenda. As originally
proposed, the American group thought the “restrictive provisions’’ or
“self-denying clause” applied only to. production. But m 1923, when
they discovered that marketing was also to be restricted, Standard
0il Co. (New York), made a vigorous protest on the grounds that it
was an established and growing concern in all of what was formerly
the Ottoman Empire, including Turkey in Europe and Asia, Syria,
Palestine, and Mesopotamia, and that it had been established in
these markets for many years prior to the formation of the Turkish
Potroleum Co. It was willing to transfer its concessions in Palestine
to the Turkish Potroleum Co. on some equitable basis, but it could
not agrec to refrain from secking concessions in the future or to do

‘ anything that would imperil its ostablished marketing organizations

1_ and existing rights in the affected territorics.*

In July 1923, the board of directors of Standard Oil Co. (New York),
discussed the possibility of eliminating altogether the proposed re-
strictive provisions which had been injected into the TPC negotia-
tions. One official was of the opinion that his company (Standard of
New York), would be injured in Turkey if it enteved into any agree-
ment not to be interested in production or refining other than through
the TPC.* '

Again, in August 1923, the Amecrican group rejected a proposal of
the Krench that all participants in TPC share all future concessions
obtained by any of them.” In commenting upon the French pro-
posal and the reasons for its rejection, W. C. Teagle of Standard Oil
Co. (New Jersey) expressed the view that agrecment by the American.
group to such a proposal might be construed as “in violation of some
of our antitrust laws.”®

In July 1924, the owners of TPC suggested to the American group,
that the parties interested in TPC agree not to ‘be interested in the
production or refining of crude oil in Iraq otherwise than as share-
holdors in TPC or as sublessees under the “open door” plan.*® This
proposal was also rejected by the American group.

The American group continucd to oppose any self-denying clause
: that would limit their frecdom to act independently with respect to
: production or marketing in the arca under the exelusive control of

TPC or in the “outside arcas” which were to be available for sub-

4 Trom memorandum dated December 14, 1922,

# Momo from Guy Wellman to W, C. Teagle, July 25, 1923,
\ 47 Lotter from II, it. Nichols to W. C. Teagle, July 25, 1923,
! 4 T & letter from W. C. Teagle to Mr. Finaly dated September 5, 1923, Mr. Teagle wrote as follows:
«This request was not accoptable to either of the Dritish partners and was impossible of acceptauce by the
American group for the reason that the group, as you know, is composod by a half dozen independent A meri-
can oil companics who have agreed to act as a unit in Mesopotamia, but with absolutely no agreement in
regard to joint cooperation in any other arca. To aceedo to this requost would have meant that the interest
of tho various members of the A meriean group, in producing properties outside of the United States, would
have to bo pooled, which, even though it had been agrecahlo to all the members of the group, would, T am
afraid, have boen impossible of accomplishmont from the standpoint of the possibility of its being construed
as in vi~lation of some of our antitrust laws.”

9 Lettor fro~ H. E. Nichols to W, C. Teagle dated July 28, 1924, The proposal was ag follows: ‘“The
signatories shall not be interested in the production of erudo oil in tho ares at present administered by the
Traq Government otherwise than as sharcholders or as sublessees in the open-door plan of the Turkish
Potroleum Co. and shall not be interested in. the refining of oils within the same arca otherwise than ag
sharcholders of the Turkish Petroleum Co. provided that this restriction shall not apply to the transferred
torritorios and shall not apply to the refining of any product which the Turkish Petroleum Co. is not at that
time in a position to refine.” ' ;
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leasing.®® But

as negotiations dragged along, opposition by the

American group to any and all restrictive policies began to weaken.

It will be recal
agreement with
This action red
since they could

ed that in March 1925 TPC had signed a concession
the Traq Government validating the claims of TPC.
uced the bargaining position of the American group
no longer threaten to go into Iraq, obtain a concession

on their own, and thereby cut the ground from underncath TPC.5

Also, there was

the self-denying clause.

less incentive for the American companies to oppose
Production had more than doubled from.

1918 to 1925, Venezuela was developing as an important oil-producing
country, and all talk of an oil shortage in the United States had dis-

appeared.®

During 1925 and 1926 negotiations between the parties had reached

an impagse. G

which the parties could not readily reconcile.

1926 the geolog

ulbenkian and the French (CFP), had raised issues
_ However, in October
ist of Standard Oil Co. (New Jersey), who had been

making explorations in Iraq, rendered a very optimistic report re-

.garding the oil possibilities there.

to reach a settld

This was not
frictions which
wide breach hg
(CFD), snd thé

Standard then began a new effort
ment. ‘

an casy accomplishmient, however, because of cortain
had arisen between the various parties. Thus, a
d developed in the relations between the French
' British groups. Royal. Dutch-Shell had taken the

osition that the prewar Foreign Office agreement of 1914 was not
inding on the jgroups and had obtained a concession in the Farsan

Islands,’ which

in view of the French, were within the area covered

by the sclf-denying clause of the Foreign Office agrcement of 1914.

The French con
for the benefit
courts to enforce
relations betwed
it still more diffi
The insistenc
agroement came
The French grot
4 The position of the Al
by the following quotati

Wrote as follows: ““You w|
up their share interest in

tended that this concession should be held by TPC
of all the groups, and brought suit in the English
the demand. There had also been a definite break in
n Gulbenkian and Sir Henri Deterding, which made
cult for the parties to reach an agreement.

e upon thoe inclusion of a self-denying clause in the
principally from the French and Mr. Gulbenkian.
1ip (CFP) and Gulbenkian insisted that all the parties

merican group with respect to the self-denying clause in November 6, 1924, isshown
on from a letter from W, C. Teagle to Mr, Guy Wellman, London. Mr. Teagle
1] have in mind that the American group not only have declined up to date to take
the Turkish Petroleum Co. pending the definite grant of a concossion by the Iraq

Government, bitt what id of even more importance, have not up to date agreed to the sclf-denying ordinance.
In other words, insofar gs the American group is eoncerned they have not, as yvet, agreed to resirict their

operations in what was f

rmerly Turkey in Asia exelusively to the Turkish Petroloum Co., and, therefore,

their position in this regard is entiroly difforont from that of the existing sharcholders in the Turkish Petrol-

eum Co. who arc already
company.’’

bound by the sclf-denying ordinance contained in the articles of assoeiation of that

8 That the American group considered the possibility of an independent concession in Iraq is indicated

}qu the following quotation from a cable sent by Heinrich Riedemann and Guy Wellman to W. C.,
[5}

Teagle on

vember 10, 1924 “WS do not believe American group has any chance at this late hour to obtain inde-

pendent concession *

* in viow of political situation in Iraq.”

2 An indieation that the Ameriean position was weakenod in regard to the adoption of a self-denying

clause is indicated by {1

Co. (New Jersey), who yere primarily responsible for conducting the negotiations with TPC.

‘Wellman, in commentin
mem bers of the America

¢ general tone of the correspondence botween the representatives of Stan&ardGOi]

r. Guy
¥ upon the proposal to adopt a self-denying clause, stated in a memorandum to the
n group in July 1925 that “the principal reason for having such a provision was as

much in tho interest of international peace as in the economic Interests of any group.” It was his view that

if there was an internati

nal seramble between Trance, the United States, and Great Britain for oil con-

cessions in Turkey, it wquld revive much of the danger which developed through the debates in Congress
and in the press regarding the “open door’ in Mesopotamia, and if the groups in TPC coopcrated, that

danger.would be avoided
by joining TP C with a s
of getting any desirable

He also belicved that the selfish intercsts of the Ameriean group would be served
H-denying clause because the French and the British would stand a better chance
i1 conicessions in Turkey than the Americans.

- ¥ T'hese islands are locpted in the Red Sea off the coast of Yemen.

% T'he intonse ill fealing

¢ which doveloped between Sir Henrl Deterding and Gulbenkian appears to have

grisen over a dispute reggrding Gulbenkian’s interest in Venezuelan Oil Concessions, Ltd., a Shell subsidi-
ary. Gulbenkian chargefl that Royal Dutch-Shell was attempting to defraud him asg minority stockholder

of Venezuelan Oil Conco

8sions.
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in TPC be bound by the Foreign Office agreement of 1914, and that
this agreement cover not only the former Ottoman Empire but also
the “outside arcas” under tho TPC concession with the Iraq Gov-
ernment. These “outside areas’” were concession areas that were
not reserved for cxclusive exploitation by TPC, but were to be opened

. for compotitive bidding. The French and Gulbenkian maintained

! that no sharcholder in the TPC could be interested in any of the
“outside arcas’’ under the Traq convention except through TPC. The
French also contended that the limitation of TPC'’s exclusive exploi-
tation rights to only 24 plots of 8 square miles each was not I com-
pliance with the San Remo agreement, which gave them rights to
25 percent of all crude oil that might be produced in Mesopotamia.
However, they were willing to compromise this point in return for
a self-denying clause similar to the one included in the Foreign Office
agreement of 1914.

Offers and counteroffers passed baclk and forth, with the American
group taking the position that the sclf-denying clause, as demanded
by the French, would nullify the “open door’” scheme.”® However,
the French, who had the support of the French Cabinet, were insistent

| . that all groups accept & self-denying clause. Behind this attit ude
; was the realization that they could not afford to be put in the position
of standing alone in the competitivo bidding for any “outside areas’”
covered by the concession. Moreover, they anticipated recelving
enough oil from Iraq to becomo independent of all other suppliers.”®
The persistence of the Tronch and Gulbenkian, coupled with a
! wenkening of the opposition by the American and British groups,
f eventually led to a compromise which retained most of the force of
the self-denying clause. Specifically, this clause was not to apply
to tho American group or its members, insofar as “outside arcas,’”’ 1. e.,
areas within the TPC concession that were open for competitive
bidding, were concernod, but would apply to the American group 1n
other territories that were formerly in the Ottoman Empire. Along
these lines, an agrecement was finally reached.”
— e

s A {urther indication of the sofiening of the Amorican opposition to the adoption of a self-denying elause
ig’shown by a memorandum from Guy Wellman to the American group dated Mareh 31, 1927, Mr. Well-
man, who was assistant general counscl of Standard (New Jorscy), and one of the principal negotiators
for the American group, cxpressed the view that “From the standpoint of the ‘open door,’ the pooling by
the four groups of tho ouigide areas wonld not be an essential modification,” the reason being that other
American nationals would bo free fo bid for outside arcas as though this arrangement were not in effeet;
morcover, that such an arrangement would be more oconomical than if scattered arcas were operated by
different companies, Mr, Weliman indicated that he had privately favored for some time the csscnce of
the self-denying ordinance.

# Tetter from M. Picsse to W. C. Teagle, July 5, 1927,

5 A significant development which undoubtedlyacted as a powerful incentive toward a reconciliation of
differences between the groups was the bringing in, on October 15, 1927, of an ol well in Iraq which flowed
at the rate of from 50,000 to 100,000 barrels per day for several days. There was a glcnti(ul supply of oil
everywhere, and the potentially large new supply that now loomed in Traq may have been an added induce-
ment for the parties to give up some of their independence and try to reach an agrecmens, not only in respect
to TPC, but also in respect to problems in India and elsewhere. In 1927, Standard Oil Co. (New York)

; and Royal Dutch-Shell were engaged in a price war in India and thore was intense feeling between Sir Henr:

! Doterding and. the officers of atandard 011 Co. (New York). Some indication of the nature of the problem

| is indicated by a letter dated October 10, 1927, from Sir Henri Deterding to Heinrich Riedemann, Standard
0il Co.’s (New Jersoy) European representative. Mr. Deterding wrote as follows:

«The Turkish Pctroleum Co. struck it rather rich, or betler, cxecodingly rich; namely the first deep well
has come in with 50,000 barrels per day! Now that the Jorsey Co. is to become our partner in this venture,
T hope Teagle will arrange shorlly that the Jersey company will 1ok after her own production and selling
arrangements, instead of Teaving it to the Now York company who 18 more concerned to satisfy the temper of
Meyer than to do justice to her sharcholders and protect the interest of her principals for whom she is sup~
posed to sell oil at the best price, although in fact (Duteh Indies) she purposely sclls the Jersey produets
(from Palemban%ﬂeld) at 8 low prico as & rotaliation of the low prices in British Indla.

«Phere is another and perhaps more serious matter to consider,  The now production will give rise and

opportunity to discussions involving big views and prineiples. * * * We sre facing now such enormous
events that the Jersey Co. should settle these things hersell. L
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In October 1927, the French presented a map of the Middle East on
which they had outlined in red the arca they considered to be the
former Ottoman Empirc—the area to which the self-denying clause
should apply.® Although the British groups did not regard the map as
historically accurate, they were willing to accept it for the purpose of
an agreement between the parties. The American group also accepted,
with Gulf entering a reservation as to whether the American group,

“and particularly Gulf, might not obtain more oil in tho Ottoman
Empire if the| self-denying ordinance were omitted. Standard Oil
Co. (New Jersey), however, thought that-it was a case of take it or
leave it, and that if additional production were found outside of Traq,
the self-denying clause would benefit rather than harm the interests.
of the American group.® Morcover, the Americans were also now
beginning to recognize that if all other groups werc bound under a.
solf-denying clause while they were loft free, the other groups would
be able to outhid the Americans for outside areas, since, under the
TPC agreemoent, “they would lose only one-fourth of the amount
paid for a plot and the balance would be returned to them by TPC.5

The acceptance of this slightly-qualified self-denying clause went a
long way toward closing the “open door.” In fact, for the partici-
pating companijes, the “open door” was completely closed, not only
in the Iraq congession area but in the whole Ottoman Empire. With
respeet to “outside areas,” the American group did get a special provi-
sion inserted inlthe group agrecmont permitting them to apply for sub-
leases on “outside arcas’” o and, if obtained, the plots could be oper-
ated or disposed of for their own account.®® But this was more or less a.
gesture since, hefore the Americans could sclect a plot, they had to
give 30-days notice to TPC of their intention to apply and then wait
10 days to see if any of the other groups in TPC proposed to make a.
tender on the plot. ~ Thus, the other groups were in a position, cither
individually or|collectively, to outbid the Americans and otherwise
make it quite difficult to obtain plots independent of TPC control.
Moreover, since|the TPC would handle both the bids and the granting
of awards, TPC| becamco judge and jury with regard to concessions in.
the outside areas. Hence, when tho American group, after 6, years of g
negotiations, took up its share in TPC in July 1928, the “open door”’ :

%8 "This was the arca bdrdered in red on the map inserted alter this page.

% Letter from Guy Wellman to Montague Piesse, March 22, 1028, N

% Cable, Guy Wellmah to Montague Piosse, August 25, 1927, This was so because undor the TPC Con- N
vontion, the money paid[by successtal bidders for any outside area would be received by TPC which wouldt
distribute it to its shaveholders. The other threo groups, therefore, could outhid the Amerieans, if they
remained outside the self-denying clause, with the knowledge that the sum they paid to TPC would be :
divided four ways, 1. ¢., three-fourths of the money would be returned to the three of them, while one-fourth .
would be paid or lost to the Americans. On tho other hand, if the Americans were the succossful bidders,. -
only one-fourth of the money paid would be returned to them and tho balance, threc-fourths, would be lost
to the other threo groups. Thus, under the mechanies of the TPC convention, the Ameticans, il thoy
alone remained outside tHe soll-denying clause, eould be outbid on every oceasion by the others,

“ L Ar(tiic]c 6 of the Iraq donvention of March 14, 1925, contained the following provision with respeet to the
apen door:™

“The Government shall, not later than 4 years after the date of this Convention, and annually thercalter,.
seleet not less than 24 regtangular plots, cach in an area of 8 squarce miles, aud the Government shall offer
the same for competition], by sealed tender, between all responsible corporations, firms, and individuals,
without distinetion of nationality, who desire Jeases. Both the company and any such prospective lessco
may Indicate any plots [* * * g he offered among such 24 and the same shall be offered accordingly
by the Government,” .

82 T'he special provision; was as follows:

“The American Company and any of its Assoclated Companies shall as regards any plot offered for com-
Detltlon under Articlo 6 ¢f the Traq Concession be entitled to apply for and obtain’a lease thercof and if
successful it-shall * * * not be bound to transfer such plot to an Operating Compan?r but shall be en-
titled to retaln and develop or dispose of the same for its own account. But the Amerlcan Company or
any of its Assoclated Companics before so acting shall thirty days befere the date fixed for the loosing of
the tendors give notice in|writing to the Turkish Company that it intends to avail itself of the provisions
of this clause and shall thdn within ten days thereaftor be entitled to recelve similar notice from such of the
other Groups as propose [to put in tenders pursuant to clause 10 hereof.” From artiele 11 of the group:
agreement of July 31, 1928 :

"
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30-32 Inch pipeline under construction.
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30-31 Inch pipeline. i

OIL CONCESSIONS:

Aaglo-trantan G4l Co., Lid.
Arablan-American Ofl Co.
‘Bahreln Petroleum Co., Lid.

leaq-Petroleum ., Lid, axd alflated compies.
risk Indteates' areas where LP.C. holds exploration permits only.

Kuwait 01l Co, Lid.

NEUTRAL ZONES=

3L so0 Concesston rigts held S0% by 149 Peroleum Co.
Group (LLP.C.), and S0% by Arabian-Ameriean Ol Co, (Aram
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Independent O1l Co., and 50% by Pacific Western Ol Ca,
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was, for all practical purposes, closed to the partners of TPC. In
reality, they could now act only through TPC—a joint venture in
every sense of the word.®

The working agreement and the Gulbenkian, controversy.—As a condi-
tion for participation in TPC, the Amecrican group msisted that a
“working agrecement” be adopted which would control the internal
policics and oporations of TPC. The American group prescented a
general outline of the working agreement when negotiations with
TPC first began in 1922, Thereafter, and until the group agreemoent
of 1928 was signoed, the working agreement was one of the unscttled
issucs which had to be resolved by the partics interested in TPC.

Two basic considerations led the American group to formulate the
working agreement. First, the Americans did not want TPC to
compete with existing oil companies,® and_ sccond, thoy wanted to
avoid payment of taxes to the American and British Governments on
tho earnings of TPC.® Theso objectives could best be accomplished by
the operation of TPC as a non-profit-making company. Henco, the
draft working agreement provided that TPC should be a non-profit-
making enterprise, with each sharcholder talking its pro rata share of
the crude oil produced at a price sufficicnt only to cover cost of pro-
duction, transportation, and a nominal profit—the profit to be limited
to a reasonable return on investment.®

This proposed agreement ran up against an unexpected barrier in
the person of Mr, Gulbenkian. Throughout the carly stages of their
negotiations with TPC, the American group had not becn greatly
concerncd about Gulbenkian’s 5 percent interest in the company.”
Tt was belioved that a scttlement could be arranged with him on an
equitable basis. Under these circumstances, the American group was
somewhat surprised to find in July 1924, at a time when they were
practically ready to sign a convention agreement with the Iraq
Government, that Gulbenkian was an obstacle to carrying out the
working agrecmerit, Gulbenkian’s position was based upon the simple
fact that he had no refining or marketing facilitics or any type of
organization to handle erude, and hence was not interested 1n having

2 There is some basis for believing that in the later stages of the discussion with TPC, the American
group’s insistence upon the “open door” polley did not refloet a convlietion that practical commercial bene-
fits would accrue under the “open door” plant. In January 1927, F. J. Sadler, Standard 0il Co. (New
Jersey), wrote to W. C. Teagle of Standard (New J orsey), as follows:

«Phe offeet of the American group participating in the Irag Petroleum Co. would probably be to quict
-all opposition to tho Iraq Petroleum Co’s. accomplishing the practical monopoly of producing opcrations
in Iraq. I mean by this that they would probably get cxtensions of time for selecting their land and pos-
sibly accomplish othor things outside the terms of the conecssion if there were no serlous opposition.”

Again in March 1928, Sir Adam Ritchie, acting managing diregtor of TT'C, wrote to the partners in TPC
in the following veln:

«The general view of tho British advisers and the Iraq ministers is that it has never been contemplated
that any other interest will compete with us in Iraq.”

The impplication of such statements appears to bo that tho “open door”’ would not be made availablo to
-any oil company other than the partners in TPC.

61 The American group's position on this point is woll summarized in an intoroflice communication from
W. C. Teaglo ta 8. B. TTunt dated January 18, 1923. Mr. Teagle stated:

<A T sco.tho situation, it is not the desire or intention of the American group to obtain a participation
in the Turkish Petroloum Co., Ltd., and after obtaining same to sot up the Turkish Dotroleum Co. and
finanes it to create a new organization in direct competition with the organization already created by the
partners of the TPC.”

8 In commenting upon the limitation of TPC profits, W. C. Teaglo wrote as follows to A, C. Bedford on
November 13, 1923:

%o refrosh your memory, T would rocall that the real recason for inserting this limitation of profits was so
that the American group might, to the cxtent possible, avoid payment of two income taxes, 1. o., tho tax
payable by the TPC to the British Government, and sccond, the tax payable by the American group to
their own Goverriment.”

8 There wore other provisions of the working agreement relating to pipelinos, aceeptance of the oil at the
torminals, voting arrangements within TTPC, cte., but the significant feature was that part of the working
agreement which provided for operating TPC as a non-profit-making company.

6 It will bo recalled that under the Foreign Oflico Agrocment of 1014, Gulbenkian’s 5 porcent interest in
%‘Pcﬁwas held in trust for him by Anglo-Saxon and Anglo-Persian, each to contribute 244 percent for his

enoefit. .
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his pro rata share of crude produced at & nominal profit by TPC.
Rather, he wanted TPC to be operated for maximum profits.

In their desire for the working agreement, the Americans were
supported by the French (CFP), who wanted to obtain as much crude
as possible and become independent of the large oil companies. The
British groups, Anglo-Persian and Anglo-Saxon, were indifferent to
the working agrecment because they would be liable for British income
taxes in any levent, and the working agreement was of no real ad-
vantage to them. All the proposed shareholders except Gulbenkian
were, however, in a position to take the crude produced by TPC into
their integrated refining and marketing organizations and obtain.
profits from |transportation, refining, and marketing. Thus, -the
working agreement was viewed by Gulbenkian as a means devised by
the large oil companies to deprive him of the benefits of his share
interest in TPC,

Many offers and counteroffers were made in an attempt, to reach
an agreement with Gulbenkian which would permit the American
group to participate in TPC and adopt the working agreement. In
1924, Gulbenkian threatened to obtain an injunction to restrain TPC
from putting into operation the working agreement, which he alleged
was a fraud upon his minority interests.®® The American and British
groups attempted to have their respective Governments bring diplo-
matic pressure upon Gulbenkian, but to no avail.®® Gulbenkian
countered with an offer to accept arbitration by a high British official,
and from that time onward until an agreement was reached, the nego-
tiations were lconducted on the basis of reaching an agreement with
Gulbenkian r+ther than eliminating him from TPC.

In addition| to a refining profit from the operations of TPC, Gul-
benkian wanted a share in any outside plots which were to be sub-
leased. Undér the “open door” provision applicable to the outside
areas, the bencfits of Gulbenkian’s 5-percent interest would have been
limited to the 24 plots reserved for the exclusive exploitation by
TPC under the Iraq Convention. Thus, Gulbenkian became &
strong advocate of the self-denying clause in order to extend the
arca from which he would be able to enjoy the benefits of his 5-per-
cent interest.. Moreover, he insisted frem time to time that the
word ‘“manufacture”’ be included in the self-denying clause so that
all rofining operations would be conducted by TPC, thus enabling .
him to obtain refining profits. He also contended that if he sold
his crude, he should get a price which would include a refining profit.

At one time, the Ameriéans believed that they had reached an
impasse and threatened to withdraw from negotiations with Turkish
Petrolcum Col. unless the British groups were able to induce Gulben-
kian to agree to the working agreement. Later, however, the Ameri-
cans agreed to join TPC without the working agreemont, but the
French were not willing to admit the Americans on this basis. After
various moves and countermoves, the French (CFP) induced Gul-
benkian to agree in 1927 to adopt the working agreement provided

8 In September 1924, Gy Wellmen, associate general counsel, Standard Oil Co. (New Jersey), who was:
thcfn.]i]n London condu cting negotiations with TPC, advised Mr. Teagle, of Standard Oil Co, (New Jersey),
as follows:

‘““We cannot pass the working agreement end the ‘open door’ plan leaving Gulbenkian s simple share
interest in the TPC and expect to prevail against Gulbenkian in the courts.”

8 The British Forejgn Office took the view that the dispute between the parties was purely a business
matter and refused tg intervene, but it agreed to use its good offices to obtain an agreement, believing that
Gulbenkian had somé rights which the group should recognize and meet fairly, Oable from Guy Wellman,
London, to U, 8. State Department, October 15, 1924.
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the French would purchase Gulbenkian’s pro rata share of the crude
produced by TPC.”® The French asked the other three major groups
to join them in purchasing Gulbenkian’s oil. The Americans were
at first reluctant to do so, but finally the British and American
groups secretly agrecd with CFP to share the purchase.” The settle-
ment with Gulbenkian made in July 1928, with the signing of the
group agreement, included all the provisions of the working agree-
ment that made TPC a nonprofit company.

Anglo-Persian’s overriding royalty and the American group’s share
interest in TPC.—To become a partner in TPC, the American group
had to receive a portion of the stock of TPC. The question of how
much this share should be and from whom it should be obtained,
arose carly in the discussions betwecn the Americans and the original
owners of TPC. In the ensuing negotiations, the proposed solution,
an ‘overriding royalty for the principal sharcholder, Anglo-Persian,
was directly related to the American group’s share participation.

When the American representatives held their first mectings with
the owners of TPC in 1922, they stated that the minimum participa-
tion acceptable to them would be 25 percent. In general, they held
that their participating share should at least be equal to that held .
by the French (CTFP), and Anglo-Saxon (Royal Dutch-Shell). As a
compromise proposal to the American group’s demands, Sir Henri
Deterding, of Royal Dutch-Shell, proposed that Anglo-Persian cede
to the American group one-half of its 50-percent participation, and
thereby equalize the holdings of all groups at 25 percent cach. As
compensation, Anglo-Persian would be granted an overriding royalty
not to exceed 6 shillings per ton.” In this way, the Amcrican share
participation in TPC became linked to an_overriding royalty for
Anglo-Persian. But ‘Anglo-Persian rejected Deterding’s proposal on
the grounds (1) that the compensation was inadequate for relinquish~
ing one-half of their holdings and (2) that they were more interested
in obtaining crude oil than in a money payment.

Shortly thereafter, a counterproposal was made by Anglo-Persian
which provided that thé Americans would be offered a 20-percent
participation, to be obtained by a pro rata reduction in the holdings
of the three large shareholding groups in TPC. TUnder this proposal,
Anglo-Persian’s interest would have been reduced from 50 percent
to 40, and the French (CEFDP), and Anglo-Saxon (Shell), interests from
25 to 20 percent cach. This proposal, however, was not acceptable
either to Shell or the French (CFP). The French (CFP); took the

70 A§ the time the group or red-line agreemont of July 31, 1928, was signed, CFP signed a separate agroe-
ment with Participations & Investments, Ltd. (Gulbenkian), under which CFP agreed to purchase Gul-
beonkian’s share of crude oil or rofined products that he might obtain from TPC. The price which OFP
was to ga.y was to be determined by oxperts selected by CFP and Gulbonkian, and was to be a fair and
reasonablé price as represented by the average of the world markot prices prevalling in January and in
June at the port of shipment. Also, in the event CFP decided to construet & refinery, Gulbonkian was to
have the option of obtaining a share intcrest in the refinery,

71 On March 4, 1929, Anglo-Persian (D'Arcy Exploration Co.), Royal Dutch-Shell (Anglo-Saxon Petro-
leum Co., Ltd.), and the American group (Near East Development Corp.), made an agreement with CFP
which provided that the first three parties should not have any dealings with Gulbenkian for tho purchase
of any of hig oil or refined products. Al dealings with Gulbenkian were to be handled by CFP in consul-
tation with the other partios, but all four parties agrecd to share equally in any benefits aceruing to CEP
from the Gulbenkian arrangement. CTP wag to deliver to Anglo-Persian, Royal Dutch-8hell, and the
American group one-fourth of the erude oil or refined products which CFI* obtained under the Gulbenkian
agreoment and to pay to CFD one-fourth of tho sum which it had to pay to Gulbonkian, . In other words,
the arrangement was a means whereby Anglo-Persian, Royal Dutch-Shell, and the Americans would reim-
burse CFP for the costs incurred in carrying out 1ts agresment with Gulbenkian, A further proviso in the
acrcement provided that CFP should not contract for any rofinery such as might be constructed under
OFP’s agreement with Gulbenkian without the consont and approval In writing of Anglo-Persian, Royal .
Dutch-Shell, and the American group. Tor some time, this agrcement was kept seeret from Gulbenkian,

72 8hell and OFP both pushed the idea of cquality of holdings. Shell was especially concerned that

i Anglo-Persian not be in & position whers, in conjunetion with enother group, it could control TPC.
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73 This offer, howevidr, was mado contingent upon the American group’s obtaining an acknowledgment
from the State Depaftment that tho offer would satisfy all American claims in Irag, and that the State
Department would nio longer question the validity of the titles held or claimed by the TPC. DBut the

State Department an
TPC’s claims had to
" 74 This was in accor

il the Americen group would not go along with the British proposal, and insisted that
he confirmed by the Iraq Government.
fiance with the provisions of the Foroign Office agreement.
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CFP then agreed to give a 1% percent share in TPC to Royal Dutch-
Shell (thus equalizing the American, French, Anglo-Persian, and
Shell’s interest at 23.75 percent each), and to purchase Gulbenkian’s
share of TPC oil. Such was the division of the share interests effected
by the group agreement of July 31, 1928.

THE SCOPE OF THE RESTRICTIVE PROVISIONS OF THE GROUP (RED LINE),
AGREEMENT OF 1928

The group or “red line’” agreement of July 31, 1928, which was thus
worked out, constituted a partnership under which TPC became “‘a
brotherhood of oil merchants.” ® The production, offering, dividing,
_and sclling of crude oil was carried on by TPC at-a price to cover its
cost. Ilence, profits accrued to the partners, and not to TPC." The
agreement was cssentially a compact between the owners of TPC and
the corporation itself, but most of its provisions concerned the inter-
relations of the component groups. Kach of the partics (owners),
was in contract with each other,” and cach owner was bound to sce
that any associated companies which were controlled dircetly or in-
direetly by the respective owners, observed the agrecment.”

The agreement compromised most of the principal issues which had
existod among the different groups. Thus, it admitted the Americans
to TPC as a full partner along with Anglo-Persian, Royal-Dutch-
Shell, and CFP;™ it put into offect the working agreement which
made TPC a nonprofit crude oil distributing company;® it gave
Anglo-Persian a 10 percent overriding royalty on all crude produced
from the 24 plots to be selected in accordance with the Iraq conces-
sion agrecment of March 14, 1925; it required TPC to construct a
pipeline to the Mediterrancan as soon as suflicient oil had been secured
to justify a pipeline.

7 TLettor from J. Skliros, managing director of TPC, to the groups, June b, 1934.

Close cooperation was required of the groups in the administration and management of TPC. Each
group holding a 23.75 pereent share was termed a major group and cach major group was entitled to appoint
two dircctors, Participations and investments (Gulbenkian) was termed a minor group and entitled to
one direetor. (Any appointed director could seleet an alternate dircetor). In addition to the directors
appointed by the groups, one difcctor could be appointed by the Government of Iraq; the TPC Board could
eloct a chairman and a managing director, but the number of directors could never exceed 12, and resolutions
could be passed at & board meeting only if 3 major groups votod favorably. .

7 From g memorandum prepared by Montague Picsse, April 21, 1944,

7 Article 1 (i) reads as follows:

“Tiach of the partics hereto of the flve parts hereby contracts with each of the other of such parties and with
the Turkish Company that they will observo and will procure their respeetive Associated Companics (as
hereinafter defined) to obscrve the provisions of this Agrecement and cach of the said parties shall be respon-
sible for any breach or nonobservance of this Agreemoent committod by any Associated Company of sach
party in the same manner and to tho samo extent as if such breach or nonobservange had been committed by
such party itsclf.”

8 Article 1 (iii) states that:

“In this A grecinent the expression ‘Associated Company’ as regards each of the partics hercto of the first
five parts means and includes (a) Any Company over which sueh party cither alone or in conjunction with
any other party or partics hercto and/jor in conjunction with one or more Associated Companies of any party
heroto can now or hereafter cxercise control cither directly or indiroetly and whether such control be exercis-
able by means of the possession of & majority of votes or of the right of appointing directors or by contract
or in any manner whatsocver whether similar to the above or not.”’

™ As finally redistributed, the 5 owners held stock in the following proportions:

Percent

D’Arey Exploration Co., Ltd.__
Anglo-Saxon Petroloum Co., Ttd_
Compagnie Francaisc des Potroles
Near East Dovelopment Co_. .
Participations and Investments Ci

80 Article 13 of the agreoment provided that all crude oil produced or purehased by TP C was to be offered
to the groups in “basic proportions,” at scaboard terminal, at a priee equivalent to cost plus a charge to be
fixed by the board of directors of TPC not to cxceed 5 shﬂlinés per ton. (“Basle proportion” was the pro-
portion which the aggregate nominal valuo ¢f the sharos in TPC held by cach group bore to the total nominal
valuc of all the sharcs hold by all the groups.) Although the agreement provided certain broad criteria for
determining tho price, it should be noted that under an arrangement completed in 1934, the cffeetive price
was a nominal prico sufficient to cover allowarnces under the British incomoe tax plus 1 shilling per ton profit.
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8 In previous sectid

8 The American gr
84 Art, 10 (i) of grou

{ the agreement regarding production and concessions

s hereto agree that the Turkish Company or a nominee of the
ny shall, except as hereinafter mentioned, have the sole right to
n oil concessions within the defincd area, and each of the Groups
ts and agrees with the Turkish Company and with the other
epting only as berein provided or authorized such Group will
vy of its Associated Companies either personally eor through the
any person, firm, company, or corporation seek for or obtain or
rectly or indirectly, in any such oil concession or be interested,
ectly, in the produetion of oil within the dcfined area or in the
such oil otherwise than through the Turkish Company or an’
any under the Turkish Company.

gidity of this comprehensive restriction on the freedom -
to obtain concessions was slightly softened by two pro-
first dealt with plots offered for competition (sublease)
6 of the Iraq concession,® and the second related to
all other arcas. If the groups unanimously agreed, a
phalf of the groups was permitted to tender a bid for a
offered under article 6 of the Iraq convention, but if
vere successful in acquiring the lease then each partner
ntitled to be offercd its proportionate share in the con-
the other hand, if the groups were not unanimously in
ring a bid, the group or groups favoring such action were
t if they obtained the concession, it was to be transferred
0 8 company in which each of the groups would be offered
ate share interest. A similar rule applied to all con-
pther than those under article 6 of the Iraq concession.
t wish to apply for a concession but two groups thought
n TPC would permit the groups to bid for the concession,
1 was successful, each of the other groups was to be
portionate interest.®

these limited circumstances could the groups bid for
idependently of TPC. The practical effect of these
was negligible because the “share and share alike”
t most of the advantage that might be obtained by
ction. '

8" was bordercd in red on & haap which was included as an attached schedule to the
circled by the red line included Turkey in. Europe, Turkey in Asia (which comprised

ia, Palestine, Mesopotamia, and Kurdistan), and certain islands in the Mediterranean,
cd ‘area” was assumed to inelude the old Ottoman Empire oxcluding, however, the

ns, these plots were called “outside areas.’?
oup was permitted to operate these plots on their own behalf if obtained. Sce p. 60,
p agreement of July 31, 1928,
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The frecdom of the groups to perform refining operations independ-
‘ently was restricted in much the same manner as their right to seek con-
cessions and engage in production. Under the Iraq concession, TPC
was obligated to refine or supply oil to meet the local needs of the
Iraq Government. In regard to this point, the red-line agrecment
provided that only TPC should refine oil in Irac& and that the quantity
should not be in cxcess of Iraq consumption.® There was to be no
surplus for export. Morcover, the groups were permitted to erect
and opecrate refineries at seaboard terminals only if all the major
groups gave their consent in writing, and then only for the purposes of
(1) refining such Iraq oil as the groups did not purchase or (2) refining
oil on account for any or all groups. In the latter instance, each would
be entitled to have its proportionate share of the oil refined while in
the former, the refined products obtained from Iraq crude had to be
shared on cqual terms in the ‘“basic proportions.’” %

Tt should be noted, however, that the red-linc agreement was con-
cerned principally with protection of supply rather than marketing.
Tts marketing provisions were concerned principally with limiting the
operations of TPC rather than the operations of the groups. TPC
had the exclusive right to market oil in Traq (sufficient for local needs),
but it could not be interested, directly or indirectly, in the marketing
of oil in any other arca except to fulfill an obligation under a conces-
sion agreement.® Marketing outside of Iraq was, therefore, left free
for the groups, and TPC was not to compete with the marketing
oreanizations of the owners of TPC. ) .

from tho above analysis of restrictive provisions, it will be scen
that the red-line agreement went a long way toward granting TPC
an exclusive monopoly of the oil concession and production rights in
Traq; it eliminated competition between the owners of TPC for conces-
sions in a much larger area; and in effect, it closed the “open door.”

One oil company official has called the red-line agreement ‘“‘one of
the outstanding instances of international sharing and cooperation.” %
The agreement has also been described as ‘“‘an outstanding example
of @ restrictive combination for the control of a large portion of the
world’s oil supply by a group of companics which together dominate
the world market for this commodity.” ® Iowever characterized,

‘it did not carry out the oil policy for Mesopotamia which had been
vigorously advocated by the American oil companies and. the State
Department in 1922, '

OPERATIONS WITHIN THE RED-LINE AREA, 1922—39

The signing of the red-line agreement in July 1928 admitted the
American group as an active participant in TPC’s. operations. Al-
though this agrecment was the culmination of 6 years of negotiations,
it did not end the differences between the various owners of TPC.
Tn 1927, oil had been discovercd in substantial quantities. Hence,
the partners were now confronted with two questions:

# Art, 16 (1) of group agreement of July 31, 1028,

8 Art, 16 (ii) and 18 (iii) of group agreoment of July 31, 1928.

8 Art. 17 of the group agroemont of July 31, 1028,

8 Trom s memorandurn titled, ‘“The Participation of an American Group of Companies in the Develop»
ment of 01 Through the Irag Petroleum Co., Ltd.,” propared by C. S. Morgan, February 25, 1944,
Nﬂﬂét.(F. l;/[ikesell and H, B. Chencry, Arabian Oil, University of North Carolina Press, éhapel Hill,

.G, (1949), p. 45,
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How rapidly should TPC develop the Iraq concession, and how
far should thgy go in closing the “open door’?

The Irag cqncession of March 24, 1931.—As noted herctofore, the

ad been virtually closed in 1925. Of the original “open

roposed by the American group, the only part which
could be of any practical value was the proviso in the

n agreement permitting parties, not members of TPC,
to bid for leagos on plots selected by the Iraq Government, i. e., the
“outside areas.” But no plots were even submitted for competitive
bidding, and within a few years after the red-line agreement was
signed, the “open door’ seemed to have been finally closed.

Under the raq concession agreement of March 14, 1925, it was

- neeessary for TPC and the Iraq Government to make the1r selection
of plots beford any party seeking a concession under the “open door”

- plan could tender bids. TPC was required to make its selection of
24 plots of 8 jsquare miles cach for its exclusive exploitation within
32 months from the date of the concession, and the Iraq Government
was given 4 years in which to select the 24 plots to be offered for
competition by sealed bids. Thus, TPC was to have made its selec-
tion by November 14, 1927, while the Iraq Government -had until
March 14, 1929, to malke its selection.

Instead of s lectmg its plots, as the concession agreement provided,
TPC asked fqr more time. In August 1927 the Iraq Government
agreed to grant TPC, as well as itsclf, a 1-year cxtension of the time
limit for the sblection of plots.® But no selections were forthcoming
since negotiations between the groups and TPC were still in progress.
In April or May 1928 TPC began to negotiate with the Iraq Govern-
ment for a 5-year extension of the time %mltatlon The King of Traq
agreed to the lextension but, because of a new competitive develop-
ment, was relugtant to place {t beforo the Iraq Parliament for approval.
This new factor was an independent British-Italian syndicate, the
British Oil Davelopment Syndicate (BOD),** which had indicated to
the King that it was interested in obtaining oil leases on the “outside
arcas’ to be sélected for subleasing under the Iraq concession. Thus,
the King had ja bargaining point with TPC, and of course, the BOD
Syndicate endgavored to induce the King to withhold the presentation
of the extension agreement to the Iraq Parliament.”” BOD’s greatest
bargaining power was derived from its offer to construct a transdesert
railway from Bagdad to the Mediterrancan. In return, BOD desired
to select 24 plpts which, if approved by TPC, the Iraq Government
would then put up for bid under the “open door’” plan.® Under this
p_rlocedurc, BOD hgped to purchase the plots and gain access to Iraq
oil. '

“open door”” h
door” plan p
remained that
Traq concessic

As a counter

ing in the guay

90 From memorand

 The BOD. Syndic;
before the BOD opiso,
friends to obtain an in

2 In a letter from M

“I can quite sco that
any extension of time v
of extending the time f§
any outside arecas until
waiting for these outsid
extended for 5 years b

9 Telegram [rom Sir|
TPOC.

Approved For Rel

move, TPC agreed “to accept the principle of assist-
antec of a railway in return for additional concessions

m attached to letter from C. S. Morgan to W. C, Teagle, August 17, 1927,

te was controlled by British and Italian interests. An Ifalian group had, shortly

de, beon denicd an interest in TPC, so they apparently joined W1Lh some British:

crest in Traq oil outside of TPC.

ontague Picsse to Guy Wellman dated May 10, 1928, there appears the following:
Lord Inverforth’s syndicate, il it is really serious, will do all it possibly can to prevent
ithin which the TT’C.is to select ifs 24 plots, as {his would, no doubt, have the effcet

or the outside areas to be offered for competition, for the Government could not offer

the TPC had mads its sclection of its 24 plots. I am thinking that the syndicate is
¢ areas to be offercd for tender and it would, therefore, not suit them to have the time
fore any outsidz areas are offered.” -

Adam Ritchie, general manager of TPC, Bagdad, July 4, 1928, to the directors of
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THE INTERNATIONAL PETROLEUM CARTEL 5 ;i
and/or modifications in existing concessions.” * The Iqu
ment rejocted several proposals which TPC placed before it and fi-
nally informed TPC that it must have a definite guaranty for the
railway before the agreement for the time extension would be placed
before the Iraq Parliament. In view of the offer received from
BOD, the Iraq Government was of the opinion that it had to have
some offer from TPC regarding the railway in order even to reject
BOD's proposal.®® TPC then offered to make a survey for the pipe-
line and rallway to the Mediterranean in return for a time extension
of 2 years, with a further proviso that if 8 new concession agreemont
were made, a further 5-year extension would be made."

Although TPC continued to be interested in obtaining an extension
of time within which to malkoe its selection of plots, by the middle ot
1928, officials closely connected with TPC were beginning to intimate
that the Iraq concossion agreement should be modified to bring the
“outside arcas’’ under TPC’s control and thereby climinate the auc-
tion plan, i. c., what was left of the “open door.” ¥

In April 1929 Sir John Cadman, chairman of TPC and formerly
with the Anglo-Persian Oil Co., in reporting on a visit which he had
made to Iraq, lauded the prospects for oil development there, but also
indicated his concern over the limitations on the total number of plots
which could be taken up by TPC. He stated:

1 must frankly state, however, that the predominant consideration in my
mind—and onc which grows steadily in importance the more T refleet the future
of the company—is the inadequacy of the aggregale area to be definitely conceded to
‘the company . * * * whon regard is had to the formidable character of the

financial commitments immediately resulting from the sclection.® [Italics
added.]

Sir John went on to suggest to the TPC board that it should make
g completo review of the problems of whether the Irag Government
should not be approached on the whole subject of the concession
arca, tho auction system, and other related questions.® When in
June 1929 TPC ! was informed that the Iraq Government would be
pleased to discuss a modification of the agreement,? negotiations with
the Iraq Government were oxpanded to include a complote revision of
the 1928 agreement, and TPC prepared to make a more or less tenta-
tive selection of its 24 plots in order to comply with the old agreement

% Ciable from Montague Picssc to Stuart Morgan, Tuly 17, 1928.

% The BOD offer to construct a railway was rejeeted by the Iraq Govornment beecause the road would
not extend beyond the western houndary of Irag. Scc cable from Siv Adam Ritehie to TP C, July 11, 1928.

% ©Minutes of meeting of diroctors of TPC, July 31, 1928, Although BOD was unsuccessful in its efforts
to secure a foothold in Iraq at this time, it sccured a concession in 1932 in other parts of Iraq which were
not included in the TPC concession arca. (See'p. 212.)

W On July 13, 1928, hefore the group agreement was signed, Montague -Plesse wrote to Stuart Morgan,
director of Near East Tlevelopment Corp., as Irllows: . )

T gee very plainly what is in the minds of the board of the TP Co. when thoy talk of acqui-ing additional eon~
enssions and/or modifications in the cxistine cone ssion. In return for any help or assistance that the T
Co. may be prepared to give to the Iraq Government in connection with the financing of the trans-descrt.
railway, they want to ask the Irag Covernment to modify the concession by withdrawing the obligation Lo auction
the outside areas, so that these areas may be included definitely in the Iraq concession,” [Italics added.]

‘;i I\boi:cic by Sir John Cadman regarding visit to Traq, April 1920,

II’{) %9 TPC changed its name on June 8, 1929, to the Iraq Petroleum Co., Lid., and herealter will be known
as .

? Montague Diesse, in reporting to Stuart Morgan on July 30, 1929, regarding a mecting of the IPC bhoard,
stated that the board had discussed the status of the negotiations with the Iraq Government, which wore
being conducted at Bagdad by Mr. Bull representing 1PC.  Mr, Dicsse quoted Mr, Bull as having said
that ** * * o had been in consultation just before he left Bagdad with the Prime Minister and other
mombers of the Cabinet, who had expressed themselves as being entirely in faror of giving the IPC all they
required because Irag was, in fact, looking to the company to develop i3 petrolewm resources. * % o+ Mr,
Buil stated that if the IPC dosired to have the concession, partioularly articles 5 and 6, altored or modificd
in any way, the Iraq Government would be very pleased indecd to discuss with the IPC any views they
had in this conneection.” [Italics added.]

23541-—52——06
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o from the area of discussion the question of an‘exten-

because of differences between the owners of IPC.? the
were subject to many delays, a new agreement was

finally signed by TPC and the Iraq Government on March 24, 1931,

under which
door’ plan.

IPC now had
of Bagdad al
mately 32,00
the previous
auctioning of
also relieved

a completely

[PC was freed from all provisions referring to an “open
Insfead of having a concession of 192 square miles,
a concession comprising all lands situated in the vilayoets

hd Mosul east of the Tigris River, comprising approxi-

0 square miles as compared with 192 square miles under

agreement. All provisions referring to subleasing and
plots were deleted from the agrecment, and IPC was

of all drilling obligations, present or future, and was given
free hand in developing the concession.*

In return for the concession, IPC was to construct & pipeline with a

capacity of n
be construct
than Decemk
annual royal
to be recover
from the fixe
and operate

structing the
the Iraq Gov
leum produc
These base p1
and were var

ot less than 3 million tons of oil a year. The line was to
od “with due diligence’” and to be completed not later -
er 31, 1935. IPC was to pay the Iraq Government an
ty of not less than_£40 one-half of which was
able by the company in subsequent years by deductions
d royalty. IPC was also given permission to construct
such railways as were necessary for the purpose of con-
pipeline but was not bound to build a railway. Finally,
ernment was to be supplied by the company with petro-
ts at base prices which were specified in the agreement.
ices were to vary in accordance with world market prices,
icd annually in accordance with changes in export prices

at the United States Gulf.

Contempo1
ously defend

" official stated

% % % go
concerned, thei
operation of th
But he went

Considering
considering the|
to understand

rary records show that the Am_ei'ican group did not vigor-
the “open door’” but acquiesced in closing it. One
that— o

far as the Near Tlast and the members of the American group are,

r position must, I feel, always be consistently maintained for the
> open-door plan as proposed through the offering of outside areas.s

on to say:

the position of the Turkish Petroleum Co. * * * and also
position of the Government of Iraq * * * it isquite possible
that the business aspects of their respective problems might very

well lead to a decision to eliminate the provision for offering outside areas and to

treat the so-cal
exclusive opera

This rational
“gpen door’’
W. C. Teagle
® L A
if at all possibl
tion, the Iraq
auction.’

8 These difforence
direction of pipelin
section.

4 Traq Petroleum

8 Letter from Guy|

¢ Ibid.

? Letter from W.

ed outside arcas as a definite part of the territory leased to the
tion of the Turkish Petroleum Co.t

ization for a new agreement which would eliminate the
provision was later {ollowed by a stronger statement by
of Standard Oil Co. (N. J.), who stated:

s our fecling that the desired modification in the eoncession should,

o, be secured before November, when, under the present conven-
Government can ask the company to start putting up tracts for

were over matters which were not directly related to the concession agreement, such as
and delays in development in.Iraq. The problems are discussed in a subsequent

a., Ltd., agreement concluded on March 24, 1931, with the Iraq Government.
Wellman to Montague Piesse, July 26, 1928,

0, Teaglo to Horace Finaly, Paris, September 8, 1930.
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_ The following appears in the May 28, 1931, minutes of meeting of
‘the IPC directors:

Mr. Seidel communicated to the board a resolution dated 13th May passed by
the board of the Near East Devclopment Corp. expressing their full approval of
the new agreements.? :

Inasmuch as Mr. Seidel was the Near East Development Corp.’s
director on the IPC. board, this would appear to indicate that the
American group approved the new agreement. -

© Iiffect of restrictive provisions of the 1928 group agreement.—The
various provisions in the group agrecment designed to limit the indi-
vidual freedom of action of the partners in TPC have been noted in
previous sections. Attention will now be directed to the effects and
applications of these restrictive provisions in spocific arcas. ’

Gulf- Oil Corp’s option on DBahrein.—On December 2, 1925, the
Eastern and General Syndicate (a British firm headed by Maj. Frank
Holmes), acquired from the-Sheik of Bahrein an oil concession over
an arca of about 100,000 acres, with the cxclusive right to develop
the area. Shortly thereaftoer, the concession was extended to include
all of the island of Bahrein and the islands adjacent thercto under the
jurisdiction of the Sheik of Babrein. Subsequently, on November 30,
1927, Eastern Gulf Oil Co., a subsidiary of Gulf Oil Corp., entered
into an option contract to purchase Eastern and General Syndicate’s
concession rights in Bahrein. Gulf was given until January 1, 1929,
to exercise its option.’ :

In May 1928, before the American group had signed the group
agreement, Gulf confidentially advised the other members of the
American group of the opticn contract with the Eastern and General
Syndicate, but the American éroup held the matter in abeyance until
they became members of TPC under the group agreement.’ As one
of the American signatories, Gulf was bound by its restrictive

- provisions.

In October 1928, the proposal was presented to the board of dircetors
of TPC. Gulf had not decided whether or not it desired to exercise
its option but wanted clarification from the TPC board before pursu-
ing the matter further. The spocific question before the board was
whether Gulf’s contract came within the provisions of article 10 of
the red-line agreement.” Under article 10, it was possible for the
TPC board to make one of three rulings: (1) it could decide that
Bahrein was not within the defined area, as indicated by the map in,
the red-line agreement, and thus permit Gulf to act independently
with respect to its option; (2) it could rule that Behrein was within
the red-line agreement and transfer Gulf’s rights under the option
contract to itself (TPC); or (3) it could rule that Bahrein was within
mceﬁng of dircctors of IPO, May 28, 1931,

9 From Abstract of Option Contract, October 3, 1928, and from Analysis of Bahrein Ooncessiou, attach-
ments to letter from H. 1., Stone of Gulf and Guy Wellman (SONT) to Moentague Piesse, London, October 3,
1998, The above lotter with tho altachments wore presentod to the dircctors of TPC on October 26, 1928,
with a request that Gulf’s option be reviewed,

10 In g letter from Guy Wellman to JI, G. Seidel, Paris, May 16, 1928, Mr. Wellman notificd Mr. Seidel
of the existence of Gulf’s relations with Eastern and General Syndicatc. Mr. Wellman also went on to
express his views regarding what would happen under the “‘self-denying” clause of the group agreement in
the event it was signed by the American group. Ie wrote as follows: “This Gulf contract, howover, will
not be allowed to reach the point of embarrassment to the American group in relation to the other groups
and the TP Co, The Gulf’s action is in abeyance at our request until the dparticipation of the American
g-oup is concluded * * * Thig matter will probably straighten out in duo season either by surrender
of the opon door or an offer to turn it over to the T Co. undor art. 10 of the proposcd group agresment, if
that is possible under the terms of the option, or by a new agreemont with the syndicate.”

u Art, 10 of the group agreement of July 31, 1928, was a seetion which bound the groups not to be intercsted,

direetly or indirectly, in any oil concessions within the defined area. The specific provisions of this article
have heretofore beon discussed.
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oreoment and refuse to take over Gulf’s option contract.
ation to the board, Gulf indicated that if 1t were covered

of the group agreement it would endeavor to get the

orred to TPC. But the TPC board ruled that it would
le offer of the option and that if Gulf should decide to

oncessions it would be bound by the terms of the group:
In coffect, this meant that, if Gulf exercised its option,

it developed in Bahrein would have to be shared with

ermore, by its ruling, the TPC board indicated that it
to assume any of Gulf’s obligations under the option

lly speaking, Gulf was effectively precluded from further:
On December 21, 1928, it transferred the Bahrein
ct to the Standard Oil Co. of California, thus providing:
ration of the use of the group agreecment to limit inde--
n by companies participating in [PC operations.

s regarding Standard Oil Co. of California’s Bahrein and
n concessions.—The restrictions on individual activity in
recment also hampered and embarrassed the participants.
th the important discoveries of oil during the 1930°s by
0il Co. of California in its concessions in Bahrein Island
abia, These important additions to known Middle East
romised to disturb existing' Middle Kast oil relationships
market arrangements and unstabilize prices in Europe
East. Alarmed by these discoveries, the three major
o-Iranian, Shell, and NEDC—attempted to bring these
of oil under some form of control. Their cfforts, how-
ormously complicated by the restrictions in the red-line
self, since CFP and Gulbenkian were determined to-
ir own interests in any arrangement that could be made-
d of California. The resulting negotiations among the-

group members of TPC and between them and Standard of California,

were extreme

outbreak of World War 11 in 1939.3

ly tedious and reached no definite conclusion up to the:

Tt is interedting to note that, had the individual members been able
to operate fraely and independently, it-is possible that a partnership

arrangement

California bel

provisions in

would have been effected with Standard Oil Co. of’
fore World War II. The fundamental reason for the
the red-line agreement restricting the individual activi-

ties of the participants was to prevent the groups in IPC from com-

peting with e
with outside
themselves al

had originally

The discove

01l Co. of C4q

concession.

_ 12 Letter from E.
Novemher 12, 1928,

13 Although World

ing of tho agency and

ach other. But when the IPC groups were confronted
ompctition which they wished to neutralize, they found
most completely shackled by the provisions which they
- approved for their own mutual protection, :
y of oil in. Bahrein alarms Anglo-Persian—The Standard’
lifornia obtained Gulf’s option contract to the Bahrein.
[n 1928 and thercupon it immediately took steps to:

J. Brown, secretary, Turkish Petroloum Co., Lid., to Montague Piesse, London,.

War IT interrupted negotiations between the groups and prevented the formal sign--
related agreements, the Big Three continued to be interested in reaching an understand-

ing with Standard Qil Co. of California and the Texas Co. in rogpect to their Middle Jast concessions..

Evidenco of this is tk
and Socony-Vaeuumn
Events after the wax|

he fact that after the war the joint owners of NEDO (Standard Oil Co. (New Jersey)
), succeeded in obtaining a 40-percent interest in the Saudi Arabian. comcession..
aro discussed in subsequent sections of this chapter.
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exercise the option.'*. By carly 1930 negotiations were completed.
Standard of California then organized the Bahrein Petroleum Co.,
Ltd., to hold the Bahrein concession, and cxploration work began
immediately. Oil was discovered in 1932, and rapid development
followed,

The. IPC, and particularly Anglo-Persian,'® regarded the discovery
of oil in Bahrein as a distinet threat to their interests. Previously,
Anglo-Persian had controlled the only important source of crude oil
in the Persian Gulf. In fact, outside of IPC, Anglo-Persian’s Iran
concession had been the only important source of erude in the Middle
Kast. Morcover, Bahrein crude was low-cost crude: the discovery
well came in under its own pressure at 2,008 feet with a potential
output of soveral thousand barrels per day; and only 12 miles of
pipeline were required to get the crude to a tanker-loading terminal
on the Persian Gulf.'** Thus Bahrein was a more direct threat to
Anglo-Persian than to any of the other IPC groups. The chairman
of IPC (formerly with Anglo-Persian) lost no time in discussing the
Bahrein problem with the president of Standard Oil Co. of California,
but apparcatly without any positive results.””

As a countermove, Anglo-Persian tricd to obtain some 70,000 acres
in Bahrein which was not included in the concession held by Standard
of California. In 1933, Sir William Frascr, of Anglo-Persian, suggested
at-a meeting of the IPC groups that a concession on parts of Bahrein
was of potential interest, and directed attention to the danger which
the groups ran of losing concessions by the dclay involved in having
- overy step discussed by the groups before any action would be taken.
He suggested that Anglo-Persian be permitted to conclude negotiations
for the arcas still available in Bahrein on the understanding that if
“none of the groups were willing to participate Anglo-Persian should be
permitted to take up the concession by itself.® Although NEDC
opposed the suggestion,” Anglo-Persian was eventyally permitted to
negotiate for a concession in Bahrein provided (a) that the terms of
the offer had the concurrence of one other group, in this case Anglo-
Saxon (Shell), and (b) that if the concession were obtained partici-

* pation would be offered to the other groups in accordance with the
group agreement. 1f Anglo-Persian could not obtain the concur-
1% Bahrein is an island in the Persian Gulf, adjacent 6 Saudi Arabia, and was ruled by a shelk under
Dritish proteetion, Because of British influcnce the Bahrein concession had to be approved by the Dritish

Government. The United States Department of State intervencd and assisted Standard of California in
obtaining the concession in Bahrcin. Sco Amorican Petroleum Intercsts in Forcign Countrics, op. cit.,
p. 318.

& (. §. Walden, SONJ representative on tho IPC board, in a memorandum to TI, (. Scidel, dated Sep-
tember 15, 1932, stated: “There is no doubt that the Standard Oil Co. ¢f Callfornia’s well is giving real con-
corn to the Anglo-Persian.”

18 The Petroleum Times, October 30, 1937, p. 584.

7 Tn & letter from M. Dicsse to Stuart Morgan, dated December 23, 1932, M. Plesse reported. on the
.actions takon and the discussions that had occurred at IPC board mectings. e stated that SirJ ohn Cad-
man, chairman of IPC, had f'ust returned {rom the United States. Sir John is quoted as follows:

“Tho chairman advised the Doard that whilst in the United States he had met Mr. R. K. Kingsbury,
president of the Standard Oil Co. of California, and that he had had some diseussions with him in regard to
this eoncession and that Mr. Kingsbury would be in Burope in the new ycar when the chairman was to
have some further discussions on this subject.”

Tn this conneetion it is interesting to noto that one Standard 0il Co, (New Jorse ), representative on the
IPC hoard thought that “this produetion in the hands of the standard Oil Co. of California might be more
of & menace to the Anglo-Persian 0il Co., Ltd., than perhaps to the IPC.”

18 Minutes of meoting of group ropresontatives, July 10, 1933,

19 Ybid. Mr. Seidel, the NEDO representative on the IPC board, objected to Mr. Fraser’s proposal,
pointing out that it was contrary to the provisions of the red-line agreement, that these provisions had beon
strictly enforeed against the Gulf Oil Corp, when Gull had offcred its option on the Eastern and General
Syndicate’s Bahrein eoncossion to TPC in 1928, and that it would be unlikely that NEDC would agree to
waive tho provisions of the agreoment in favor of the Anglo-Persiar in the present instance, Mr. Scidcl was
Standard Oil Co.’s (Now Jersoy) representativo on tho IPC board, and this strong position would indicate
that NEDC (including Standard Oil Co, (New Jorsey)) did not fear Standard Oil Co. of California as miuch
as it did Anglo-Persian., .
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lo-Saxon before it concluded the deal, Anglo-Persian:
ave to secure the consent of one of the other groups.®
pressure from the British representative in I%C, Anglo-
ever able to obtain an interest in Bahrein, and Standard’
s concession was extended in 1940 to cover the entire:
hrein.2  Had the red-line. agreement not prevented
1 from negotiating independently of the other TPC mem-
sible that Anglo-Persian would have secured a concession
id perhaps sought an agrcement with Standard of Cali-

il Co. of California and IPC compete for Saudi Arabia but
s.—The discovery of oil in Bahrein stimulated interest.
mainland of Arabia as a potential source of oil. IPC
Oil Co. of California were soon actively competing for a-
Saudi Arabia.

talk of IPC forming a partnership with Standard of’
1t some groups thought this would give the Amecrican
0 large a share in TPC.2  Although TPC was intercsted .
the concession, it appears that the terms asked by the
n Government were not acceptable.® On May 5, 1933,
of TPC “decided that it was not desirable that the IPC
for an oil concession over El Hasa .2’ ,
of IPC’s decision, Anglo-Persian continued its effort to-
ession in Saudi Arabia. As has been noted, under the
ment it was necessary for Anglo-Persian to get one of the
roups in IPC to join with it in applying for the conces-
e, in order to conform. to the agreement, Anglo-Persian,
33, invited the American group to join in the venture.?
wn whether the American group favored such a plan,.
vent the attempt failed. On May 29, 1933, Standard
liforpia was granted a concession in the El Hasa area in
Arabia, covering about 56,000 square miles.®

wree attempt to reduce the red-line area.—With Standard
now holding concessions in Saudi Arabia as well as in
Big Three (Anglo-Persian, Shell, and NEDC) ‘were
large potential competitor at their back door who was.
pant in their world-wide plan to stabilize crude oil

Chenery, op. eit., p. 50.

id in a lettor to Guy Wellman, dated April 11, 1933:

sions tho question was raised whether the 1P Co. would be willing to go into a partner-
tiia company in Hasa, and while there was no voice of objection thore were statements
f interests would result in excessive American representation. On the other hand, I
icve that there would be any great objection from any of the groups if the California
turn in all of their intercsts in this part of the world in return for a participation in the

liros, general manager of IPC, to the members of the outside concesslons eommities of
and minutes of mcctiilg of directors of IPC, May 5, 1933,

n% ocf Cil.il?ccwrs of IPC, May 5,1933. ElHasa was the area in Saudi Arabia being sought
of California.

ereerent provided that if IP C refused to apply for a coneession, but two groups agreed
was bound to grant permission to a nominee of these grougs to go ahead and seek the
cessful, each of the other groups in IPC would be entitled to be offered their partici-

icsse to Near East Development Corp., May 6, 1933, Gulf was at this time still a
rican group and Gulf’s representative was in favor of Joining with Anglo-Persian in
|Arabian coneession. .

ngrigg, IPC xﬁgotiator, May 12, 1936, appended to letter from J. Skliros to the direators -
sions, Litd., May 13, 1936.

 discussion of this plan.
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Confronted with a fait accompli, their next move was to try to
reduce the area covered by the red line, thereby enlarging the area for
which the members could negotiate independently. In 1934 Shell,
Anglo-Persian, and the Amecrican group made several unsuccessful
attempts to induce the French and Gulbenkian to agree to alter the
red-line agreement, so as to exclude Bahrein and Arabia from the red-
line area. This would have given the three groups a free hand to
negotiate an agreement with Standard of California for a share in the
Bahrein and Arabian concessions without having to give the French
and Gulbenkian their proportionate share, as required by tho red-line
agrecment.” ,

But the French and Gulbenkian would not agree to any such pro-
posal. Tt appears that the Big Three asked too much, and thus led
the French to belicve that an attempt was being made to eliminate
them from a very large arca covered by the red-line agrecment.*

Attempts to work out a compromase with the French and Gulbenkian.—
Failing in their first attempt to obtain a realinement of the Red
Line, the Big Three next attempted to work out a compromise with
the French and Gulbenkian which would permit them (¢) to acquire
the Bahrein and Arabian concessions, or (b) to eliminate these con-
cessions from the red-line area, or (¢) to purchase the petroleum
produced from these concessions. On July 9, 1934, NEDC (the
American group), with the support of D’Arcy Exploration Co.
(Anglo-Persian), was empowcred by the IPC groups to negotiate and
close an agreement with Standard Oil Co. of California for the acqui-
sition of its concessions in Bahrein and El Hasa “and/or the purchase
of any production of oil from theso concessions or to effect with that
company such other exploitation understanding as may be advis-
able.” 3" In the event an arrangement was made with Standard of
California, participation was to be offercd to the other groups on the
basis of their basic proportions as provided under the red-line agree-
ment;, with the qualification that CFP (the French) and Participa-
tions & Investments, Ltd. (Gulbenkian) would not participate in the
first 400,000 tons of production obtained from thesc concessions. In
addition it was agreed that if the Irench decided to participate and
wanted to market this oil, its marketing activities would be restricted.
CFP would be bound to offer their share of this additional oil to the
other three major groups until such time as CFP wero able to develop
an eastern markot which would presumably be large enough to absorb
the oil acquired from the Standard of California concessions.* '

3 A cable from H. G. Scldel to W. C. Teagle, July 10, 1934, stated: “President of Amiran proposed
revision of alinoment of red line finally unsuecessful *~ * *  Letter fvom II. G. Selde] to Guy Wellman,,
July 10, 1935 also showed that Shell had attempted to nogotiate a change in the red-line rostrictlions.

30°Tn 5 letter written May 8, 1935, T. Skliros, general manager of IPC, related some of the problems of the:
disenssions with the French with respeet to changes In the red-line agreement. He wrote as follows:

“That matter was discussed last year for a fortnight on end, and ended in smoke—all beeause of bad.
tactics. Ihad tentatively sounded the French about putting Bahrein and possibly Hasa, outside the bounds
of the red line and they told me they would have no strong objectlon, if the groups acted nicely, But the-
groups understand continontal psychology far better than I do, and in order to obtaln Bahrein they askod
tho French to rovise the red ling, loaving out all the territory to tho south of a linc drawn from Suez to Bag-
dad. And the French were astounded. One group claimed experience at negotiating with orientals and
sald 1f you want an Inch you must start off by asking for 2 yard. The French were offered suceessive lines,
from Bagdad to the Red Sea, to haltway down the Red Sea to Aden, ote. But tho French would not play
the game I’orlentale, dug in thelr toes, and refused to give up an inch. I generally lunch with them aftor
theso mectings and they told me they folt very humiliated in being treated like bazaar merchants; that if
they had been asked fair and square to surrender Bahretn, they would have agreed, and might even had let
Hasa go, but Suez to Bagdad was the result, and with that crowd, if your tactics ave not right from the start,
it is very difficult to retriove your position.” Quoted from a memorandum written by Guy Wellman to
'W. O. Teaple and Willlam 8. Farish, dated May 22, 1935.

3 From minutes of gr mesti ly 9, 1934.
0 Bron group ng, July 8,
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ned negotiations with the French by pointing out that
the red line resulted in unfortunate repercussion for
roups— -
at as long as California would not sell and were not in a position

to trade with any of the Iraqg partners now interested in selling products in the

Far Itast, they
into these mark

would be obliged to become competitive and in foreing an entry
cts, would adversely affect the price structure in those markets.®

In these circumstances NEDC hoped, as did Shell, that the French—

L S
now held by th

The Frenc
crude oil was
and attempt
Basically, th
Pcrsian, and

could see their way clear to remove the Red Line from the concessions

6 California company.

h, however, were conccerned about the price at which
being delivered to them under the red-line agreement
ed to use the price question as a bargaining point.*
b difforence between the parties was that Shell, Anglo-
NEDC wanted a high price for TPC crude, which meant

that they codld amortize expenses and earn a return on capital with a

relatively sml
price for oil
penses, whicl

aller output, while the French were interested in a low
and a long period for depreciating and amortizing ex-
y would have the cffect of inducing a larger production

from IPC in order to cover expenses and a return on investment. The
three major groups were also afraid that if Iraq crude were delivered

at a low pric

e the French might use the low price for Iraq oil as a

means of influencing product prices in France.

Although |

ccognizing that a satisfactory solution to the price

question would be difficult, NEDC (the American group) was glad

to have this
concession.®®
“as a conciliat
tion if the Fr
red-line probl
The next ¢
2gree among

a3 1.efter from H.
34 Thid.
3 In g letter from
“We have had alm
of the Cealifornia comy
Jor the groups. Alth
the price question wag
Shell, Anglo-Persi
‘which would cover
that theso expenses §
+that the price shoul
upon a long period o
ono required under 4
In a letter from H
__“Wo have had in
Kingdom income ta
possibility that the Fr
{Italics added.]
3 In reporting on {|

ppportunity to negotiate for the Standard of California
Wishing to make the most of this opportunity, NEDC,
ory act, agreed to do what it could about the price ques-
snch, in return, could see their way clear to alleviate the

em.’
roblem was to got NEDC, Shell, and Anglo-Persian to
themselves on the price question and on the changes that

&, Seidel to Guy Wellman, JTuly 19, 1935,

. G, Seidel to W: C. Teagle, July 10, 1934, the points at issue are deseribed as follows:
st continuwous meetings for the past 2 weeks in-order to try to setile the important questions
hany concessions within the red line and the price at which Irag ofl could be made available
high these 8 questions were considered as independent of each other, it was quite obvious that
used as a lever to bring about the revision of the red line.” [Italics added.]
n, and the NEDC maintained that IPC should deliver oil to the groups at a prico
hxpenses such as royalties, oexploration expenses, and depreeiation of fixed assets, and
hould be written off as rapidly as possible, Tho French, on the other hand, contended
1 cover only a reasonable allowance for depreciation and repayment of capital based
depreciation and amortization. It was the French view that this procedure was the
¢ group agreement., .
G+, Seidol to 8tuart Morgan, July 10,.1934, therc appears the following:
mind the previous agreement of the Near East Development Corp. to the United
basis, and the primary reason for rejecting this busis in the present discussions was the
nch Government might use this price as a basis for influencing product prices in France.”

he discussions with the Freneh, . G. Scidel in a letter to W. C. Teagle, July 10, 1935,

regrzrtcd that Colondl Mercier (CEFT representative on IPC) had stated:

* inafull
an abnormally high
resign as chairman o
‘i all probability his G
as a resull.

“This statement by
the realinement of th
‘hecorne precarious.

mecting that if his group were outvoted on the prico question and would have to pay
prico for their oil, that his position would become untenable and he would have to
the company, i, ., Cormpagnie Trancaise des Petroles. fle went on further to say that
boernanent would be provoked to retaliation and tha the monap ly question would be reopened

Colonel Mercerd seemed to satisfy the Shell group that it wounld be impossible to carry through
red line os they had hoped, and a constructive effort was made when the situation
|As @ result, we have secured the agreement of the other growps in the Iraq Petroleum Co.

that the Newr Fast Development Corp. should negotiate for the Standard 0il Co. of California concessions in

Bahrein and Arabia
8 Letter from H.
could remove the ro

nder the provisions of the working agreement.” [Italics added.]
. Seidel to Guy Wellman, July 19, 1935, The French wero of the opinion that they
d linc from Bahrein Island but they, as well as NEDQ, belioved it would be difficult

to remove the red lite from Standard of California’s Arabian concession, which was found to be larger
than the State of California.
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should be made in the red-line agrecement, so that a joint proposal
on these matters could be made to the French., Shell was insistent
that they should try to remove the French from Arabia entirely,
change the red line to run from Basrah to Suez, and compensate
the French for any loss of oil by replacing barrel for barrel on the
Mediterrancan any oil produced by the groups east of the red line.®
NEDC contended, however, that the French would not accept such
a proposal. After a lengthy discussion the Big Three agreed to
propose merely that the red line should be redrawn so as to _exclude-
the concessions held by the Standard Oil Co. of California in Bahrein
and Arabia.®® Also, to assure action through the IPC itself, it was
agreed that as among the Big Three, the provisions of the red-line
agrecment restricting individual action would still apply to the
Standard Oil Co. of California concessions. " In short, the proposal
agroed upon was to exclude these concessions from the red-line area
so that the Big Three would be frec to negotiate with Standard of
California whilc retaining the restrictions on individual sction by the
Big Three.*  Anglo-Persian and Shell also agreed to a solution of the
price question, which was neccessary if the groups were to get the
French to support changes in the red line.*

Like the previous proposal, this attempted compromise also found-
ered on the rocks of French resistance, principally because the Big
Three would not accede to the price terms demanded by the French.4
Moreover, Gulbenkian entered the negotiations with demands to pre-
serve his interests in the red-line arca in the event a deal was made
with Standard of California.®® The Big Thre