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Introduction

In this book I try to tell, in political and human
terms, one of the oddest stories in contemporary his-

tory: of how the world's biggest and most critical

industry came to be dominated by seven giant compa-
nies; how the Western governments delegated much of

the diplomatic function to them; how their control of

oil was gradually countered by the producing coun-

tries, until in October 1973 it appeared suddenly to be
wrested from them. And how since then the seven

companies, still the giants of world trade, have found
themselves caught on a political tightrope, balancing

between the demands of their Western oil consumers
and their partnerships with the producers.

I have approached this task not as a specialist or an

economist, but as an inquiring journalist with a writer's

license to talk to anyone and to travel anywhere. There
is already a vast literature of oil. There are exhaustive

company histories allocating praise to all executives.

There are technical studies of the economics of the in-

dustry. There are romantic narratives of spudding and
gushers in the desert. And there are radical attacks

on the intrinsic evils of the companies and the cartels.

But there has been very little that describes in human
terms how these companies grew up, how ordinary men
became caught up in extraordinary exploits, and how
the Western nations became dependent on these strange

corporations.

I had first become interested in the oil companies
in the early sixties, while they were competing hectical-

ly across Europe, when I wrote a long profile of Shell
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x The Seven Sisters

in my Anatomy of Britain, which brought me into con-

tact with oilmen, including Enrico Mattei, the Italian

tycoon who first popularized the phrase "The Seven Sis-

ters." Thereafter I became interested in the problem

of the control of multinationals, which I wrote about

in my book Anatomy of Europe (The New Europe-

ans), and later in the Sovereign State of ITT. My
interest in the oil companies, as the oldest and biggest

of the multinationals, was greatly stimulated in Wash-
ington, where I was spending a year from September

1973, coinciding with the embargo and the energy cri-

sis.

The role of big companies in influencing foreign pol-

icy and changing global relationships is an engrossing

subject for study; but it is difficult to describe or

analyze the workings of the companies without a body
of reliable documentary evidence. It was not until the

crisis of 1973 that a great deal of such documentation

came to light; particularly through the exhaustive in-

vestigation by the Multinationals Subcommittee of the

Foreign Relations Committee, under Senator Church.

The detailed testimony, the subpoenaed memos, secret

agreements and cable traffic that emerged from those

hearings, some published, some still unpublished, pro-

vide a unique glimpse into the methods and workings

of the men inside the oil companies. To this copious

source this book is much indebted.

With this basis of reliable documentation, I have
tried to trace the narrative in an informal style, por-

traying events and decisions through the eyes and
minds of the people that were involved. There are

many economists and oilmen who are inclined to depict

their industry as subject to iron laws of supply and
demand which allow little scope for human choice or

initiative: they suggest that if there is any real master

of the business, it is the slippery fluid itself, which has

changed the balance of the world. Certainly the dark,

greasy character of crude oil plays an important part

in this story. But looking at the key turning points in
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oil history, it is difficult, I believe, to ignore the decisive

roles of a handful of masterful figures who imposed
their personalities on the business; from Rockefeller

at the beginning, through Deterding and Teagle be-

tween the wars, to the postwar intruders like Getty

and Mattei, to the new oil tycoons of our time, includ-

ing the Shah of Iran and Sheikh Zaki Yamani. It is

through the views and attitudes of such men that I try

to convey part of this story.

This book does not set out to explain all the intri-

cacies of the oil business and the energy crisis; it does

not touch on natural gas, coal or nuclear fuel. Nor does

it pretend to give a comprehensive picture of Middle
East politics, and the Arab-Israel question which are

exhaustively dealt with elsewhere; the fact that Arab
nations here receive much more space than Israel re-

flects only the fact that they have the oil, and the close

links with companies which are the subject of the book.

It is the chief aim of the book to convey the history

of oil through the people involved in it, and to show
the attitudes and the psychological changes that have
lain behind the extraordinary revolution of our times.

In writing this book, particularly in the early chap-

ters, I owe much of course to the many historical

analyses of the oil business, and I have made much
use of the standard works which are acknowledged in

footnotes through the book. But I have supplemented
these sources with scores of conversations with many
of the chief participants in the events I describe, who
have helped to give the atmosphere and attitudes be-

hind the decisions. I have traveled as widely as possible

to the chief centers of the oil industry: to the head-

quarters of the companies, in London, New York, San
Francisco, Pittsburgh; to the historic oilfields in Penn-
sylvania and Texas; to meetings of OPEC in Vienna
and Algiers; and to the chief oil-producing countries

in the Middle East. By quoting views and assessments

from all sides—from the companies, from the Western
governments, from the producing governments, and
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from the critics of the industry—I have tried to present

a fair balance to my narrative, and to let the reader

decide for himself where if anywhere the blame lies

before giving my own conclusions in the last chapter.

This is essentially a book about the political conse-

quences of oil, not its economic basis or its engineering

achievements, remarkable as they are. I make no apolo-

gies for trying to simplify the problems into the basic

political questions; for the more one looks at the critical

decisions—whether in 1954, 1960 or 1973—the more
it appears from the testimony of the decision-makers,

that they were taken on the basis of relatively simple

choices. Behind all the intricacies of specific gravities,

premiums, discounts and buy-backs, many of the prob-

lems of oil have been crude, in both senses.

I have tried to avoid jargon as far as possible, to let

the narrative flow easily. The names of the companies
present a special difficulty, for some of them have
changed in the course of their long lifetimes; BP was
originally Anglo-Persian, then Anglo-Iranian; Exxon
was originally Standard Oil of New Jersey, then known
as Esso, as it still is in Europe; Mobil was originally

two companies, Standard Oil of New York (Socony)
and Vacuum, then Socony-Vacuum, then Socony-Mo-
bil. In each case I have decided to call the companies
throughout by their current names—BP, Exxon, Mobil.

While their names have changed, their character has

been a continuous development.

My debt to individuals is very great, for a book of

this kind depends heavily on the cooperation and help-

fulness of the participants in the story. Within the com-
panies themselves I have been received with vary*

ing cordiality, but only Texaco has been downright

uncooperative (for reasons which may emerge in the

book). Shell has been the most helpful and open,
though touchy. Mobil has been the most talkative, and
BP the most uniformly loyal.

Many of my informants inside the companies would
prefer not to be mentioned; but many executives and
former executives went to great trouble to put their
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viewpoints, in spite of my skeptical attitude. In Ex-

xon, I am specially grateful to Ken Jamieson, George

Piercy, Howard Page, Steve Stamas, Emilio Collado

and Bill Slick. In Mobil, I enjoyed outspoken talks

with Rawleigh Warner the chairman, Bill Tavoulareas

the president, Herb Shmertz and Andrew Ensor. In

Socal, Dennis Bonney and George Ballou went to spe-

cial trouble to convert me. In Gulf, I owed much to

Jimmy Lee, the president, and Paul Sheldon, as well as

to several former employees. About Texaco, I resorted

more to former company men and shareholders. For
recollections about Texaco's early history, I am grate-

ful to Andrew Jackson Wray, the son-in-law of the

founder, for his exuberant hospitality.

Within BP, I am grateful to Sir Eric Drake the chair-

man, to Peter Walters, John Sutcliffe, Julius Edwardes
and Dr. Ronald Ferrier, the company historian, for

interesting arguments; and to former employees in-

cluding Geoffrey Keating, Martin Jay and Archibald

Chisholm, whose information about the early history

of Kuwait has been invaluable, and who has kindly

shown me proofs of his important forthcoming book:
The First Kuwait Oil Concession Agreement (London
1975). Within Shell, I have had helpful discussions

with Gerry Wagner the chairman, Sir Frank McFad-
zean the vice-chairman, and two previous chairmen,

Sir David Barran and John Loudon; while in Houston
I was helped by the president of U.S. Shell, Harry
Bridges. I am also grateful to Andre Benard, Dan
Samuel, Geoffrey Chandler and Ian Skeat, who have
all tried to inform me without trying to brainwash me.
Among many officials of Aramco, I am grateful to

Joseph Johnstone and Ted Phillips of the New York
office, to Mike Ameen in Washington, and to Frank
Jungers, the president in Dhahran. To all these compa-
ny men I am grateful for their time in trying to convince

me of their company's viewpoint. But I am not in-

debted in any other sense; all my traveling and the

costs of research have been at my own expense.

I have gained much from visits to Houston, Texas,
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and from the hospitality of my brother-in-law Dr. Phil-

ip Bentlif. I have learned many insights from Houston-

ians, particularly from John Jacobs, Philip David, and
Manro Oberwetter; James Clark kindly gave me advice

and the use of his remarkable library of oil books.

Elsewhere I have been helped by many independent

oil experts and critics with their sidelights on the big

companies, including Paul Getty, Henry Schuler,

Charles Perlitz, George Spencer of Oil Week, and I am
especially grateful to my friend Thomas Mullins in

London, for his shrewd observations.

Outside the companies, I am indebted to many poli-

ticians and diplomats who have given their side of the

picture, and of past decisions. In the United States they

included John McCloy, George McGhee, James Akins,

Abe Fortas, George Ball, Thomas Kauper, Senators Ed-
mund Muskie, Jacob Javits and Abraham Ribicoff,

and Congressman Les Aspin. In the Federal Energy
Administration I received useful advice from Mel Co-
nant and Pamela Kucser. I owe a very special debt to

Senator Church, who encouraged me to pursue my in-

quiry, and to my friend Jerome Levinson, his chief

counsel on the Multinationals Subcommittee, who
helped patiently to guide me through the maze of evi-

dence that he had assembled; and to others of the

subcommittee staff, John Henry, Jack Blum and Bill

Lane, who gave much of their time. In Britain, I

have had useful advice from many past and present dip-

lomats and politicians concerned with oil, including Sir

Kenneth Younger, Sir Denis Wright, Sir Harold
Beeley, Lord Balogh, Eric Varley, Hugh Fraser and
several serving ambassadors. At Chatham House, the

observations of Louis Turner have been always stimu-

lating.

From the OPEC side, I have enjoyed talks with

three earlier secretaries general: Fuad Rouhani in Iran,

Nadim Pachachi in London, and Abderrahman Khene
in Vienna; and also with the current incumbent, Chief

Feyide. I also had a useful conversation with the sec-

retary general of OAPEC, Ali Atiga in Kuwait. In St
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Moritz I talked with the Shah of Iran, and in Teheran
and Vienna with his oil minister, Dr. Jamshid Amouze-
gar. In Riyadh I talked with Sheikh Zaki Yamani,
the oil minister, with Dr. Abdulhadi Taher, the head of

Petromin, with Hisham Nazer, the Minister of Plan-

ning, and many others. In Bahrain I talked to Yusuf
Shirawa, the oil minister, and Ben Mubarak, the foreign

minister. Among Kuwaitis I talked with Abdul Rah-
man Atiqi and Ali Khalifa of the oil ministry, Ahmad
Jaafar and Suleiman Mutawa of the Kuwait Oil Com-
pany, and Abdullatif Al-Hamad of the Kuwait Fund:
I was also grateful in Kuwait to Mrs. Violet Dickson,

who allowed me to record her recollections of the first

negotiations for the oil concession. Among diplomats,

I have specially appreciated the help of Ambassador
Brahimi of Algeria, in London and Ambassador Za-
hedi of Iran in Washington.

Among journalists in Washington I have owed much
to Joseph Kraft and to Morton Mintz and Laurence
Stern of the Washington Post. In London I have been
much helped by Patrick Seale, Michael Addams, Robert
Stephens of The Observer, Richard Johns of the FU
nancial Times, Peter Hillmore of The Guardian, and
Mario Ciriello of La Stampa. Among oil specialists I

have had useful advice in New York from Walter Levy
and from Wanda Jablonski of Petroleum Intelligence

Weekly: and in Beirut from Fuad Itayim, the owner
of Middle East Economic Survey, and his expert news
editor, Ian Seymour, who has been generous with his

assistance.

These varied sources have, I hope, helped to con-

vey the story from a range of different viewpoints which
I have tried to depict accurately and fairly. But I have

not hesitated to express my own views, particularly in

the last chapter, which represents only my own opin-

ions.

My great indebtedness to written sources will appear

in the footnotes to the book. In trying to explain the

economics of the industry, I have tried to navigate

between the rival sirens among the experts, notably
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Paul Frankel, whose Essentials of Petroleum in 1946
pioneered the science of oil economics; Edith Penrose,

whose book The International Petroleum Industry

(1968) analyzes the financial structure and functions of

the Seven Sisters; and Maurice Adelman, whose World
Petroleum Market (1972) confutes many earlier beliefs

about competition and cartels. To the first two writers

I am specially grateful for personal advice and sugges-

tions.

Throughout I quote repeatedly from the hearings of

Senator Church's multinational subcommittee, referred

to as Multinational Hearings, which were published in

Washington between 1974 and 1975 as Parts 4-9 of

the series on Multinational Corporations and U.S. For-

eign Policy. (Parts 8 and 9 had not been published

in volume form by the time of going to press, so are

quoted without page references.) The Report of the

subcommittee, published in January 1975, referred to

as Multinational Report, includes an important history

of the relations between the U.S. government and the

companies, based on the evidence from the hearings.

In completing the book, I owe a great deal to the

help of my two editors. Alan Williams of Viking in

New York provided shrewd suggestions and comments
which much enlivened my task. Alan Gordon Walker
of Hodders in London helped to solve structural prob-

lems with steady patience and humor. For consistent

support I could rely on my literary agents, Michael
Sissions of A. D. Peters in London and Sterling Lord
in New York. For organizing the whole operation,

from travel to research to typing to checking, I again

had the indispensable help of my assistant, Alexa
Wilson. And for research, advice, and encouragement
throughout the project I have been kept going by my
wife, Sally. For the speed and efficiency of the type-

setting I owe much to the printers, Thomson Litho of

East Kilbride.

June 1975



Introduction xvii

In this new edition I have added an additional sec-

tion describing the new oil crisis in 1979 which is really

a continuation of the story in earlier chapters, and which

adds to earlier warnings, bringing the story of OPEC
and the relations with the Seven Sisters up to date.

July 1979
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Who Controls?

Oil friendships are greasy.

Calouste Gulbenkian

I was watching the arrival of delegates, at the Palace

of Nations outside Algiers in March 1975, feeling as

dazzled and bewildered as if it were the climax of a

long opera. Lit by the bright African sun, they ap-

peared under the triumphal arch with a pomp and
fervor which suggested either a victory march or a

revivalist rally. They strode through in teams, past the

Algerian guard of honor in white turbans and green

cloaks, anxiously fingering their swords, while the

watching officials gave each team a round of applause.

The Sheikh of Abu Dhabi, with his immaculate black

spade beard, swirled his dazzling white robes, followed

by a group of shrouded white shapes, with only high-

heeled shoes to distinguish them. The tiny President

of Ecuador, General Lara, bright with medal-ribbons

and gold lace, stepped briskly between his towering

aides. The Sheikh of Kuwait beamed underneath his

wide moustache, followed by a guard in bright scarlet

uniforms. The Libyan revolutionary Major Jalloud

loped through, his lean shape enveloped in a flapping

double-breasted suit. The President of Venezuela, Car-

los Andres Perez, with his sideburns almost meeting
his mouth, proceeded solemnly past, accompanied by
much clapping from his waiting publicity men. The
strong man of Iraq, Saddam Hussein, strode in front

1
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of a group of stony-faced aides. And between the Arab
teams walked the urbane figure of the Shah of Iran,

chatting casually to his ministers, like a well-groomed

banker joining this strange gathering of rulers and
revolutionaries.

Inside the great circular hall, under the white dome,
the gathering seemed even more like a religious rally.

Around the circle the delegations sat in their sectors,

in alternating colors: first a sector of black curly hair

and dark suits, then a mass of bright white burnouses

and circlets, like a sea of table napkins. Up on the

rostrum stood the President of the host country, Houari
Boumedienne, making one of his famous marathon
speeches, with a combination of Cartesian logic and
Arab rhetoric, interspersing his arguments with the

phrase: "Your Majesties, Brothers." Above the rostrum

hung a mystic symbol of four white incomplete circles

on a blue background, which could only with difficulty

be deciphered as the magic word: OPEC. This was
indeed the first summit meeting of the Organization of

Petroleum Exporting Countries.

Few people eighteen months before could have
' imagined that such a gathering could be brought about

through a common interest, not in religion or arms, but

in a greasy black fluid. Even knowing the cause, it was
difficult to remember in the flood of grandiose rhetoric.

Oil, the Shah explained (once again) was a noble

fluid which must be properly conserved. The confer-

ence, boomed the President of Venezuela, was not
merely concerned with ordinary energy; but with "an-

other kind of energy which is rarer; moral energy."

Oil, said Major Jalloud, must be the foundation of a

new economic order. It must, said the Shah, be the

means of making "a world in which it will be an honor
for us to live." And President Boumedienne reiterated

his favorite theme: oil was not merely a fuel, but the

source of life itself. The oil-producing countries must
be the spearhead of the revival of the Third World, and
the means to an equitable new system of world justice.

As I watched the conference, I was thinking not so
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much about the potentates, as about the unpredictable

fluid which in a year had apparently turned the world

upside down. Certainly the arrangements of the con-

ference suggested some kind of revolution. While the

delegations from the Middle East or Latin America
marched in and out, driven off in their shining black

Citroens to banquets and private meetings, the Western

diplomats and journalists came in by the side doors,

milling around the crowded convex spaces outside the

circumference, trying to pick up news of what Venezu-
ela had said to Algeria, or what Saudi Arabia thought

about Libya. Or they sat inside the hall, listening

through earphones to the monotone translations of the

stern speeches: arraigning the "maneuvers and ma-
nipulations of certain powers," emphasizing that

"countries living beyond their means must accept the

transformation that is inevitable." The speakers were
not extravagant or even bitter, in the older tradition of

Third World conferences. They sounded responsible

and even patronizing, conscious (in the words of

Boumedienne) of the "onerous privilege" of the pro-

ducers of oil.

Oil, which had sprung so many surprises on the

world in the past century, had now apparently achieved

its master trick; with a turn of the circular stage, a

whole new scene had come into view, with another

complete cast of characters. Watching this exotic

pageant I found myself marveling that the West should

ever have become dependent on such an unreliable

commodity. In its murky trail, from the hills of Penn-
sylvania to the flatlands of Texas to the oil compounds
of Saudi Arabia, the black stuff had always seemed to

be spurting up in the most impossible places, one mo-
ment in excessive quantities, the next moment threat-

ening a terrifying shortage, as if to exasperate its

millions of dependents. Nor was it, like most other

commodities, something which consumers could effec-

tively hoard or stockpile to protect them against its

quirks. The only economic reservoir was under the

ground, in its original oilfields, where it was subject
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to the control of the people who lived above it. It was
like water in its bulk and its problems of storage, but

unlike water it had to be carried across the world, to

transform the economies of nations.

It all seemed very confident and cheerful, this brave

new world. Oil seemed to have united these disparate

countries, not only to keep up its price, but to dissolve

their political differences. The Majesties sat next to the

Brothers, the Africans congratulated the Arabs; and
at the close of the conference President Boumedienne
suddenly presented himself as the peacemaker between
two of the bitterest enemies in the Middle East who
for years had been raiding across each other's frontiers.

Saddam Hussein of Iraq walked across the hall to the

Shah of Iran. The delegates all round the horseshoe

stood up and clapped, and the two leaders kissed and
embraced.

It was all done by oil: by an oil cartel. Behind all

the idealism about the Third World, the delegates knew
quite well that they could not achieve anything without

a high price for the commodity on which they all de-

pended. President Boumedienne roundly condemned
"the practice of setting up exclusive clubs or 'in

groups.' " But that was precisely what OPEC was in-

tended to be: in the words of one of its founders,

Perez Alfonso: "We have formed a very exclusive

club." Unless that inner club held together they had
little hope of helping anyone outside it.

On the surface the unity was magnificent; but there

were many hints of dissension. Among the final

speeches there were significant omissions. There was
not a word from the Sheikh of Kuwait, not a syllable

from the other sheikhdoms, from Qatar, Abu Dhabi or

Dubai. And most significant, no reaction at all from

Sheikh Zaki Yamani, the oil minister from Saudi

Arabia, the biggest producer of all. And in the corri-

dors, between the brave speeches, delegates seemed

less confident, as if there were still a specter at the feast.

Everyone knew that the Saudis, with their vast oil pro-

duction, held the key to the cartel. But the Saudis
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made no bones of their skepticism about mixing up oil

with the politics of the Third World.

Why had the demand for oil from Abu Dhabi
dropped so precipitately? Why were so few tankers

now arriving at Kuwait? Who exactly was deciding

to take less oil from Iran?

And there was now a very visible coldness between
Yamani and the second most important exporter of oil,

the Shah of Iran. In the previous month I had talked

with both of them, and each had explained with some
asperity his suspicions about the other. The Shah was
convinced that "that fellow Yamani" was taking his

policy from the Americans, agreeing to reduce the

price of oil in return for special favors to the Saudis.

The Shah was determined that the price of oil should

go up still further; for the sake of the West (he has-

tened to explain) as much as for the producers. But
the Saudis regarded the Shah as dangerously callous to

the world's economy, and of being obsessed by his

short-term need for money, for arms and self-aggran-

dizement. Now, at Algiers, the disagreement between
the two was publicly evident, and the argument about

price was still not settled. And it was the price that

was critical to every cartel. Yamani had insisted to me
that this cartel was different from all others, because

the stronger members, led by the Saudis, had no need to

undercut the weaker members: having got the right

price they were prepared to cut back indefinitely to

maintain it. Would this be a new phenomenon in world

history, a strong cartel controlled by sovereign states,

by producers rather than consumers? Or did that make
it all the more fragile? Would the old powers of the

companies and the consumers reassert their role, to di-

vide and to rule? Would the circular stage turn again?

THE SISTERS

There were no men from the oil companies at Al-

giers, and the names of Exxon and Shell were hardly

mentioned, as if they belonged to a deposed regime.
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But in New York or London, the company experts were
carefully watching and analyzing the news and the hints

that emerged. They were calculating the longer credits,

the lower premiums, the increasing discounts, redirect-

ing their tankers in midocean from one loading port to

another, to take cheaper oil, watching for each sign of a

break in oil prices. Was the solid front dissolving at the

edges, as the supply went up and the consumption went
down? Were the palmy days of the sixties returning,

when Iran and Saudi Arabia were desperately compet-

ing, not to demand more revenue for their oil, but to

produce more? Would the whole OPEC solidarity

gradually fall apart, provided that their Western ene-

mies did not crow about it? Were the oil companies,

provided they played their cards cleverly, still able to

regain their command, because they controlled the

markets on which every oil producer depended?
Eighteen months earlier the West had taken for

granted that the world's oil was in the hands of the oil

companies, and in particular of the seven giant corpo-

rations known as the Seven Sisters, whose names were
proclaimed on the big signs that stick up like lollipops

from the roadsides in countries all over the world: Ex-
xon (or Esso), Shell, BP, Gulf, Texaco, Mobil and
Socal (or Chevron). It was these companies that had
built up the international oil industry over the past fifty

years, growing up into some of the biggest corporations

in the Western world. It was they, not the countries,

who were accused by their critics of being a cartel.

And still now, it was hard to believe that they had
lost their power and influence. With their complexity,

range and resources, they were institutions that had
appeared to be a part of world government. Their

executives could fly between Pittsburgh and Kuwait,

between San Francisco and Saudi Arabia, as casually

as across their own state. Their computers could ana-

lyze the supplies and demands of half the countries of

the world. Their boards could allocate hundreds of mil-

lions to bring into being a new oilfield, a new harbor,

or a new trade route. Each of the seven had now
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lasted more than fifty years, longer than many of their

nation-clients. Their skyscraper headquarters, stick-

ing up from their domestic surroundings, seemed to

evoke a new world where nations themselves were ob-
solescent.

For decades the Companies (with a capital C)
seemed possessed of a special mystique, both to the

producing and consuming countries. Their supranation-

al expertise was beyond the ability of national govern-

ments. Their incomes were greater than those of most
countries where they operated, their fleets of tankers

had more tonnage than any navy, they owned and ad-

ministered whole cities in the desert. In dealing with oil

they were virtually self-sufficient, invulnerable to the

laws of supply and demand, and to the vagaries of

the stock markets, controlling all the functions of their

business and selling oil from one subsidiary to another.

Shell oil was pumped from Shell oilfields into Shell

tankers, on to Shell refineries into Shell storage tankers,

and through Shell pipelines to Shell filling stations.

They were the first of the global giants. "Exxon was a

multinational corporation," said their 1973 annual re-

port, "at least fifty years before that term was com-
monly used.") Arid they had expanded into other

industries, including petrochemicals, coal mining,

nuclear power, to make not only energy but plastics,

fertilizers, and drugs.

But it was oil, with its huge geographical spread and
political consequences, which had been the source of

their unique influence, making them the masters of half

the world's trade and, most remarkable of all, giving

them control over concessions whereby nations sub-

contracted part of their sovereignty. In the Middle East

there were two kinds of maps: some showing the

names and outlines of the nations, most of them com-
paratively new; and others showing the region cut up
into squares along the coast, marked with initials

—

IPC, KOC, ARAMCO, AOC—representing the con-

sortia of oil companies, nearly always including some
of the Seven Sisters. To the companies it was these
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squares which were the real geography: Saudi Arabia
was Aramco-land; Iran meant all the seven; Kuwait
was Gulf and BP. To the Arab politicians the com-
panies had loomed larger than the Western nations

themselves, for it was they who could decide how to

allocate economic growth between one state and an-

other, and who impressed their own characters on the

emerging nations.

Traveling between the skyscrapers of the sisters, I

had been conscious of moving within the same separate

world, though seen from different longitudes. In Pitts-

burgh the solid stone monument of Gulf, with a pyra-

mid on the top, has dominated the city for forty years,

still linked with the wealth of the first Pittsburgh family,

the Mellons. In San Francisco the tower of the Standard

Oil Company of California, or Socal, looms over the

bay like a fortress, the richest company in the city.

In New York two of the sisters face each other across

42nd Street, but with almost opposite viewpoints; Tex-

aco, inside the Chrysler building, cultivates a reputation

for meanness and secrecy, while Mobil over the road

is the most loquacious and extrovert of them all, churn-

ing out explanations, complaints and counterattacks

through the TV channels and newspapers. Across the

Atlantic in London, the headquarters of BP rises up
from its own piazza, announcing with its name Bri-

tannic House that here is an oil company that is part

of the nation's patriotism, half-owned by the

government.

Within these corporate citadels there was little doubt

that they were competing ferociously with each other.

Their inhabitants seem to belong not so much to the

world of "oildom" as of Mobildom or Gulfdom, and
with some coaxing they could be persuaded, I found,

to criticize each other. Yet each had been linked to

all the others through a web of joint ventures and con-

cessions across the globe, from Alaska to Kuwait: shar-

ing now with one partner, now with another, in

different permutations. It was this strange cavorting

of the sisters, competing one moment and conniving
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the next, which had made them such an enduring sub-

ject of suspicion and investigation by politicians, econo-

mists and nationalist leaders.

The band of sisters had been led by two giants, Ex-
xon and Shell, who for the past sixty years had been
the prototypes of the sophisticated international com-
pany. Their rivalry across the continents had been a

long subplot to modern history, financing whole
nations, fueling wars, developing deserts. Their com-
mercial ambitions were fraught with diplomatic conse-

quences: the revolutions in Iraq, the separatist

movement in Scotland or the civil war in Nigeria. They
had seemed often enough like private governments, to

which the Western nations had deliberately abdicated

part of their diplomacy, and sometimes appeared as if

they were Atlas himself, bearing the world on their

shoulders. Inside their corporate headquarters, which
had seen so many wars and crises come and go, it was
hard to believe that the new phenomenon of OPEC
was anything more than another temporary setback in

the long triumphant progress of the oil companies. For
they represented much more than themselves: they

were a central part of the whole economic systm of

the West.

EXXON

In the middle of Manhattan, in the line of cliffs ad-

joining Rockefeller Center, is the headquarters of

the most famous and long-lived of them all: the com-
pany known in America as Exxon, and elsewhere as

Esso, and for most of its hundred years' existence as

Standard Oil of New Jersey or simply Standard Oil.

It is a company which perhaps more than any other

transformed the world in which we live. For much of

its life it was automatically associated with the name of

Rockefeller, and some links still remain. The family

still own two percent of the stock; Nelson Rockefeller

once worked for it in Venezuela; and the desk of the

founder, John D. Rockefeller I, is still preserved as a
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showpiece at the top of the building. But Exxon has

long ago outgrown the control of a single family. It is,

by assets, the biggest company in the world. It has

300,000 shareholders, its subsidiaries operate in a hun-

dred countries, and in 1973 its profits were a world

record for any company in history, $2.5 billion.

The tranquil style of Exxon's international head-

quarters seems to have little in common with the pas-

sionate rhetoric of Arab politicians in Algiers. Beside

a bubbling fountain and pool on Sixth Avenue, the

fluted stone ribs soar up sheer for fifty-three stories,

and inside the high entrance hall is hung with moons
and stars. On the twenty-fourth floor is the mechanical

brain of the company, where the movement of its vast

cargoes are recorded. A row of TV screens are linked

with two giant computers, and with other terminals in

Houston, London and Tokyo, in a system proudly

named Logics (Logistics Information and Communi-
cations Systems). They record the movement of five

hundred Exxon ships from 115 loading ports to 270
destinations, carrying 160 different kinds of Exxon oil

between sixty-five countries. It is an uncanny process

to watch: a girl taps out a question on the keyboard,

and the answer comes back on little green letters on
the screen, with the names of ships, dates and destina-

tions across the world. From the peace of the twenty-

fourth floor, it seems like playing God—a perfectly

rational and omniscient god, surveying the world as a

single market.

Up on the fifty-first floor, where the directors are

found, the atmosphere is still more rarefied. The visitor

enters a high two-story lobby with a balcony looking

down on high tapestries; the wide corridors are deco-

rated with Middle East artifacts, Persian carpets, palms,

or a Coptic engraving. It is padded and silent except

for a faint hum of air-conditioning, and the directors'

offices are like fastidious drawing rooms, looking

down on the vulgar bustle of Sixth Avenue. It all

seems appropriate to Exxon's reputation as a "United

Nations of Oil."



Who Controls? 11

But in this elegant setting, the directors themselves

are something of an anticlimax. They are clearly not

diplomats, or strategists, or statesmen; they are chem-
ical engineers from Texas, preoccupied with what they

call "the Exxon incentive." Their route to the top has

been through the "Texas pipeline"—up through the

technical universities, the refineries and tank farms.

The Exxon Academy, as they call it, is not a university

or a business school, but the giant refinery at Baton
Rouge, Louisiana. Watching the Exxon board at their

annual meeting, I found it hard to imagine them as

representatives of a world assembly. It was true that

there were, in 1974, two foreign directors—Prince Co-
lonna, the former commissioner of the Common Mar-
ket, and Otto Wolff, the German industrialist; and there

was also one director, Emilio Collado, with experience

of government. But the core of the board was made up
of the engineers, enclosed in their own specialized dis-

cipline.

Ken Jamieson, the chairman and chief executive, a

tall cliff of a man with a wide deadpan mouth, was
brought up a Canadian, in Medicine Hat, the son of a

Mountie; but Texas has since become his adopted

home, and he will soon retire there. Jim Garvin, the

president, an engineer from Virginia, worked his way
up through chemicals and Texas, insulated from the

world outside oil: he is expected to be chief executive

for eight years. Mike Wright, the chief executive of

Exxon, USA, began as a roughneck in Oklahoma
before he, too, went down to Texas, where he now
lives: a wiry outspoken champion of the fight for free

enterprise. Tom Barrow, a short, thickset man, comes
from an old Texan oil family with a shareholding in

Exxon: he studied geology in Texas and California,

made his name in exploration, and came back to Texas

as president of Exxon, USA; he is likely to be Garvin's

successor. George Piercy, the Middle East negotiator,

is the director who is most constantly concerned with

diplomacy and foreign countries: he has a combative

look, with a quiff of hair and a bulldog face, as if
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built to battle over barrels. He too came up through the

pipeline: he became a chemical engineer in Minnesota,

and graduated at the Bayway Refinery.

Within their own citadel these men seem confident

enough, with some reason: they are directors of a com-
pany that has survived for a century, they have ac-

quired great expertise, and they each earn over $200,-

000 a year. They move in a world enclosed by the

rules of Exxon, which belongs to them. "I think of it

as a proprietory relationship," said Garvin in 1973,

"like running a company of which I am the owner. It

is not just my duty, but my deep personal desire, to

keep it in the best shape possible for the men who will

come after me." 1 But once outside their own territory,

their confidence easily evaporates. Confronting their

shareholders they seem thoroughly nervous, sitting in a

row, their fingers fidgeting and their cheekbones work-
ing, as they listen to questions about Exxon's African

policy, Exxon's salary policy, Exxon's kidnap policy,

Exxon's Middle East policy. They knew well enough
that their company, while one of the oldest, has also

been the most hated.

It is in Texas, not New York, that the Exxon men
feel more thoroughly at home: and it is the Exxon sky-

scraper in Houston, the headquarters of Exxon, USA,
which seems to house the soul of the company. At the

top is the Houston Petroleum Club, with two entire

stories making up a single room, where the oilmen can
lunch off steak and strawberries every day of the year.

They like to show visitors the view, of which they are

justly proud. The flatlands stretch in every direction,

broken only by the jagged manmade objects: the domes
and tower blocks in place of cliffs and hills; the curving

freeways instead of rivers; the giant road signs instead

of trees. The glaring gasoline signs stick up from the

desolate landscape, like symbols leading to some distant

shrine: Exxon, Texaco, Shell, Gulf, Exxon. The fluid

which has wrought all these changes is concealed from

^Forbes Magazine, April 1, 1973.
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the view: around Houston, there are only a few little

pumps nodding in the fields, a few piles of pipelines, to

indicate the underground riches. But no one needs re-

minding: it was all done by oil.

SHELL

Across the Atlantic another oil city presents itself

as a world organization, with a style more lordly and
sedate. On the South Bank of London, looking over the

Thames, is the great Shell Center with stone facades

and a solid tower, the first of London's skyscrapers,

dwarfing the tracery and pinnacles of Parliament over

the river. Behind the high walls is the complete city of

Shell, with its own swimming pool, canteens, rifle range,

clubs, reception rooms, cinema and underground pas-

sages, as if prepared for a siege. The decor suggests

an obsessive introversion, as if devised by a crazy

conchologist: shells on the glass doors, shells along the

facade, an exhibition of seashells in the lobby and a
high sculpture in the courtyard which turns out to be
made up of shells. Shell men nowadays like to apologize

for the building's pomposity, but it may have some
symbolism; for it suggests not only the self-contain-

ment, but the overwhelming importance of Shell in

the economy of the home country—an importance even

greater in the other half of its home, in the Hague.
Shell men regard Exxon as a provincial company,

and they explain how their formative experience has

been the opposite. For Shell, as we will see, began not

as a domestic oil producer but as a trader and importer

of oil to its home countries. "They grew up as a Penn-
sylvania company," explained a Shell director: "but

we've been in politics all our lives." Shell's executives

have become recognized as a kind of junior diplomatic

service. In Britain their traditional nurseries have been

Oxford and Cambridge, their children are educated free

at public schools, and many of the directors become
commanders or knights of the British Empire. Shell

men like to cultivate almost the opposite style to Ex-
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xon's: while the men in Sixth Avenue prefer not to

talk about diplomacy, Shell men prefer not to talk

about anything as squalid as profits.

"The Group," as Shell calls itself, has a hundred

different faces. In Britain, most people imagine Shell

to be purely British. In Holland, they regard Royal

Dutch/Shell (as it is properly called) as predominant-

ly Dutch, which it is. In the United States, where it

does a third of its business, Americans assume it to

be an ail-American company with European subsidi-

aries. It is certainly very cosmopolitan: its top man-
agement is balanced between Dutch and English, sixty-

to-forty; the shareholders of the whole group are 39

percent British, 19 percent American, 18 percent

Dutch; and Shell has tactfully internationalized its staff

and subsidiaries. The chairman of the eight men who
rule Shell is a Dutch lawyer, Gerry Wagner; the vice-

chairman is a combative Scots economist, Sir Frank
McFadzean; and there is even a Frenchman, Andre
Benard, on the board.

"More than any other company," said a previous

chairman, Sir David Barran, in 1967, "we are so in-

ternational that nothing can happen in any part of the

world without it affecting our interests." Shell main-
tains a lofty and skeptical attitude toward governments,

and McFadzean sees multinational corporations like

Shell as the victims of nationalism and irrationalism

throughout the world. "They are prisoners of their past

investments [he wrote recently, dissenting from my
own picture of multinationals1

], even the most puny
government can nationalize, and the only redress is to

seek compensation."

The Shellocracy live and work in grander style than
their government equivalents, enclosed in their world
of private dining rooms, planes and chauffeurs (as they

complain about public wastage of fuel, their chauffeurs

are circling the block). Looking down on Whitehall
from their stone tower, they are above petty national

iReviewing my book The Sovereign State of ITT in the Sunday Tele-
graph, July 14, 1973.
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politics, trying vainly to educate politicians in the

eternal verities of oil. Sir Frank earns three times as

much as the prime minister ($200,000 a year) and

other companies look with envy at Shell's elaborate tax-

free arrangements.

The self-image of Shell suited well enough with the

European mood of the sixties, and the glamorization of

big business. It was romantically reflected by the British

television series The Troubleshooters, which depicted

an international oil company called Mogul, run by a

heroic triumvirate of tycoons outmaneuvering rivals

and overcoming disasters, with cunning and the tradi-

tional stiff upper lip. The sheikhs were unscrupulous,

the continentals were womanizing, the Americans were

greedy and naively anti-Communist, and the British

diplomats were stuffy and ignorant, getting in the way
of the great company.

But this was not how it looked to a new generation,

particularly after the 1968 wave of student radicalism.

Shell bravely tried to come to terms with that revolt,

as I observed at some seminars between senior Shell

managers and radical students, who were invited out

to the Shell Country Club, to explain their opposition.

It was a painful confrontation. The Shell men had
come back from the far outposts of the company, from
Venezuela, Indonesia or Brazil, and looked for recog-

nition and acclaim. They saw themselves as a dedi-

cated profession, like doctors; they were not in a sep-

arate jungle of business, but an indispensable part of

the world community. They had no sinister power,

indeed very little power at all in the face of nationalist

forces abroad and a watchful government at home. But
the students remained unconvinced. They saw the Shell

men, not as heroic troubleshooters, nor even as exciting

villains, but as dull, decent men who were trapped

in a giant system of exploitation, who had wrecked the

ecology at both ends of their business, and who were
bypassing democracy by their own autocratic decisions.

There was little meeting of minds between the two
sides: "I don't hear you," a Scots Shell man kept sadly
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repeating, "I don't hear you." The oilmen were baffled

and hurt, but basically undeterred: they knew quite

well that none of the students knew anything about

liquefaction plants, gathering stations or cracking tech-

niques, and the whole massive technology on which the

whole world, including the students, depended.

THE BROKEN BUFFER

The oil companies, led by Exxon and Shell, have

had good reason to regard themselves as indispensable

to both the West, and to the oil producers. It was
not just that they were the masters of engineering and

unprecedented capital resources, which even now were
exploring new depths of the North Sea and new re-

serves in the Arctic, far away from the intrusions of

OPEC. It was also that they had in the past half-cen-

tury acquired a very special diplomatic role, and
learned a strategy which had defeated many earlier

threats. Through nationalizations in Mexico or Iran,

revolution in Iraq, wars in the Middle East, they had
successfully maintained the steady flow of oil, increas-

ing never too fast to make the market collapse, never

too slow to make consumers go short. If anyone was
expert in the subject of controlling supplies, it was not

OPEC, but they. They still had the control of the

world's markets, and their diplomatic significance

rested on the fact that the Western governments had del-

egated to them, by accident or design, most of the task

of ensuring the supply of the most critical commodity.
The companies, they frequently explained, provided a

"buffer" between the producing and consuming govern-

ments; or "a thin lubricating film" in the words of

Sir David Barran of Shell. Or in the words of one oil

authority, J. E. Hartshorn, they do "the business in

between," business which needs "an international view-

point detached from the special interest of any one
nation."1

But as the tensions increased between the West and

ij. E. Hartshorn: Oil Companies and Governments, London 1967, p. 378.
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the Middle East in the early seventies, the two were

set on a collision course and the workings of the buffer

looked increasingly doubtful. The new powers of

OPEC had been established in specific opposition, not

to the Western countries, but to the companies; and

while the leverage of OPEC increased with the prospect

of shortage the leverage of the companies became much
less certain. The final collision came in Vienna on the

night of October 11, 1973: an event which was scarcely

noticed in the world's press at the time, but which

must rank as one of the most critical encounters in the

history of oil.

The oil company men had gathered in Vienna four

days earlier, led by George Piercy of Exxon, to nego-

tiate with OPEC for a new price of oil, and they had
been briefed in London beforehand to offer no more
than twenty-five percent more. But they arrived in the

midst of a political turmoil, for the Middle East war
had just broken out. The more militant Arabs were
enraged by the American support for Israel, and were
exchanging information and details from Washington.

The war had added fervor and unity to their bargain-

ing, but they were still negotiating. The Iranians wanted
the price to go up from three to five dollars a barrel,

and Sheikh Yamani from Saudi Arabia, who led the

OPEC team, began by asking for a doubling of the

price. The oilmen were adamant, and in the meantime
the political atmosphere was steadily worsening. By
October 10 the Arab members of OPEC had an-

nounced that they would hold their own meeting in

Kuwait to decide about using oil as a weapon of war.

It was clear that oil and politics were becoming dan-

gerously mixed.

There were no diplomats present, and the critical

negotiation was in the hands of the five company men
led by Piercy of Exxon and Benard of Shell. On Octo-
ber 10, when the Arab-Israel war was at its height,

they cabled their boards, who were waiting back at

headquarters, that the two sides were still far apart;

but there was still a possibility that they could reach an
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agreement, at somewhere below five dollars a barrel.

The boards of Exxon and Shell replied firmly; the

companies could not go further. The Shell board in-

sisted that the financial effects were so far-reaching that

they required consultation with the governments.

After midnight Piercy and Benard went to see Yama-
ni at his suite at the top of the Intercontinental Ho-
tel. Piercy explained to Yamani that the companies

could not negotiate further until they had talked with

the consumer governments—which would take as much
as two weeks. Yamani was silent for what seemed like

ten minutes. Then he ordered a Coke for Piercy, cut a

lime with a knife, and slowly squeezed it into the Coke.

He was playing for time, hoping that Piercy might keep

negotiations going: he was worried that if the question

of the price of oil was left unresolved, it would get

mixed up with the question of the embargo, which

he knew was about to come up in Kuwait. But the

company men could not budge. Eventually, Yamani
said: "They won't like this." He rang up Baghdad,

talked agitatedly in Arabic, and then told the oilmen:

"They're mad at you." He rang up the Kuwaiti dele-

gate, who arrived in his pajamas, for further worried

discussion. Then Yamani began looking up airline

timetables, still hoping that the oilmen might relent.

But they could not. The meeting broke up. When the

company men asked what would happen next, they

were told: "Listen to the radio."

Would history have been different if the companies
had been able to settle? The question has since troubled

more than one of the delegates; possibly they might
have continued to negotiate with OPEC, and never let

them take the price into their own hands. As it was,

the parting was final: the companies have never since

negotiated with OPEC. The buffer was bashed in.

Two days later the companies heard on the radio

that the members of OPEC had met again in Kuwait,

and decided for themselves to push up the price of oil

from three to five dollars a barrel. The next day the

Arab members of OPEC announced the embargo
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against countries supporting Israel. The coincidence of

the two acts provided the catastrophe: the embargo
led to the shortage, and thus to the further doubling of

prices. And the companies could only look on helpless-

ly, while OPEC apparently usurped their old role.

But were they really helpless? The most critical bat-

tle in the story was still to come. For the companies

now watched the shortage of oil giving way once again

to a surplus, as it had done so many times before.

While OPEC still managed to hold out for the high

price and even increase it, the fragility of the cartel

became more apparent: and the United States govern-

ment was now hectically trying to organize a con-

sumers' protective organization, or countercartel. There
were now, as there had been at the very beginnings of

the industry, two rival potential cartels, the consumers'

and the producers', each keenly watching the other,

for the weakest members to give way. But whose side

were the companies really on? Did they want to break

the OPEC cartel, or join it? Had they already effective-

ly joined it, by running the regulated system for the

countries, making sure that no one country should flood

the market and bring prices tumbling down? It was a

conflict without precedent, but it was also the last of a

whole succession of battles for the control of the oil

industry over the last century. In this book I try to

trace episodes in the long global history that led up
to these last sudden tilts of the seesaw, and to show
the interplay of relationships between the governments

and companies. The story begins with the dramatic

birth of the industry in Pennsylvania, the first battles

between producers and distributors, and the rapid vic-

tory of the Rockefeller monopoly, which grew beyond
the reach of governments. It passes on to the heirs

and rivals of Rockefeller, and the autocratic men who
carved up the oil world between them and worked out

their cartel to regulate it. Then it moves on to the seven

postwar corporations which shared out the great new
reserves in the Middle East, gradually changing the

center of gravity of diplomacy, and balancing countries
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and rulers against each other. Then it crosses over to

show the emergence of the rival cartel, the new club of

OPEC, slowly mobilizing itself against the companies

until the two sides were arrayed for the climax.

In depicting this long global conflict, I concentrate

on the decisive battles and turning points—including

Iran in 1954, New York and Baghdad in 1960, Libya

in 1970, Vienna in 1973—which illuminate brightly

the issues and policies. I try to reconstruct the problems

and choices, taking the bones of my evidence from
documents and testimony, and filling in the flesh and
blood with interviews with the characters concerned,

to depict the collision course from both sides.

Through the narrative I try to raise the questions

and might-have-beens that recur through oil history.

How did these great companies, more completely than

others, grow up with so little control from their home
governments? What was the relationship between this

slippery industry and the conventional processes of di-

plomacy? Could that sudden shift of balance of 1973
have been more gradual and less drastic if the com-
panies had shared or broadened the base of their pow-
er? Above all, why and how does oil so persistently

fall into the hands of either a monopoly or a cartel

—first of Rockefeller, then of the Seven Sisters, then of

OPEC? And in whose hands will it fall, or should it

fall, in the future?
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The Rockefeller Inheritance

The American Beauty rose can be produced in all its

splendor only by sacrificing the early buds that grow
up around it.

John D. Rockefeller, 1905

Down with all tyrants! God damn Standard Oil!

Phil Hogan in Eugene O'Neill's play

A Moon for the Misbegotten, 1953

Most of the problems of the oil industry were already

evident in the first few years of its existence, when it

suddenly grew up a century ago in Pennsylvania. The
alternation of shortage and glut; the hectic oscillation

of prices; the battles between producers and distribu-

tors; the interdependence of oil and transport; and
above all the question: who should control it?

To search out its origins I visited, like many pil-

grims before me, the oil regions in Pennsylvania where
the business first began; and that journey has ever

since stuck in my memory. It is a beautiful country-

side: the trail to the oilfields led north from Pitts-

burgh, along the Allegheny River, with the grime of

the city giving way to green hills on either side. Ap-
proaching the regions there was little sign of any

industry at all, past or present; only a few barns

painted with faded advertisements for a chewing to-

bacco called Mail Pouch, and the picturesque old

Wolf's Head refinery on the river with a high chimney

21
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belching smoke. Further on, I came to Oil City: a

sedate little town looking prim and prosperous with a

twin-spired church on the hill, some fine Victorian

buildings and a new Holiday Inn along by Petroleum

Street. There were few indications of its past frenzy:

the bookshop had a shelf of nostalgic reminiscences

and books of photographs of the town in the oil boom,
written by local oil buffs; but there was little to connect

the modern town with the old pictures of seedy charac-

ters lurking in the muddy streets outside shanty hotels.

Beyond Oil City, away from the river, the country

became wilder, and the road more winding, until a

signpost pointed to Pithole. It was the most legendary

of the oil-rush cities; at its peak, in 1865, it had 10,-

000 inhabitants, eight hotels, two telegraph offices, a

theater, a daily newspaper, and (as one contemporary
described it) "fifty free-and-easies, affording as big a

den of vice as the world has ever seen." At the time,

it was the center of oil communications: the Pithole

post office was said to be the third busiest in the

States. The first pipeline in history was laid there, to

carry oil six miles to the river; and a railway extension

was built, Unking Pithole to Oil City and Oleopolis.

But arriving at the spot, there was nothing: only a

notice on top of the hill proclaiming the Ghost Town
which lived for only five hundred days, and a museum
under construction; there were the remains of an old

wagon, a few drive pipes in the grass, and a picnic

place for sentimental travelers. No sign of the main
street, the theaters or churches: after the town was
abandoned they blew down, or caught fire, or were
dismantled to build new boom towns.

I drove on, through Oleopolis and Pleasantville,

alongside the route of the first pipeline, to the small

town of Titusville, where oil was first drilled in 1859,
by "Colonel" Edwin Drake: outside the town the Drake
Well Museum has been built as a belated memorial
to the poor pioneer: like so many other oil heroes, he
died a pauper, while the entrepreneurs got rich in his

wake. Inside, Drake is depicted in effigy, a fine-looking



24 The Seven Sisters

bearded figure with a top hat, and outside is a replica

of his rig, a simple wooden contraption with the "walk-

ing beam" moving up and down. Close by is Oil Creek,

which used to be the artery of the oil industry, with

oilfields and towns along its filthy length. Now it is

perfect for a picnic.

Walking through the green fields of the oil regions,

comparing them to the old photographs, the first oil

age of a century ago seemed as remote as the civiliza-

tion of Pompeii. Yet its consequences were all around

me—cars, electricity, fertilizers, all dependent on oil.

The ghost city was a useful reminder of the most per-

sistent worry about oil; it runs out.

But the early pioneers were confident that there

would always be oil somewhere else. To many of the

early adventurers, there was something providential in

the discovery of the precious fluid, just when the whales

which had provided the lamp oil were beginning to

disappear from the oceans. The shack towns might

come and go, but the drillers did not doubt that there

would be new ones, and as the Pennsylvania pioneers

spread out through America the oil business soon ac-

quired a special nomadic character. Only a few years

after Drake's drilling, America without oil seemed un-
imaginable: as one reporter, J. H. A. Bone, described

it in a book in 1865:

From Maine to California it lights our dwellings, lubricates

our machinery, and is indispensable in numerous depart-

ments of arts, manufactures and domestic life. To be de-
prived of it now would be setting us back a whole cycle of
civilization. To doubt the increased sphere of its usefulness
would be to lack faith in the progress of the world.1

On this optimistic expectation, the transformation of
the Western world began. As time and again a new
shortage gave way to a new glut, the assumption was
wonderfully vindicated: so that it became impossible to

visualize a world without unlimited oil.

XJ. H. A. Bone: Petroleum and Petroleum Wells, Philadelphia 1865.
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ENTER THE BOOKKEEPER

The men who flocked to the oil regions in the first

years, many of them returning veterans from the Civil

War, soon discovered another fact about the new in-

dustry: that it was subject—far more than coal, or

gold—to disastrous overproduction, leading to sudden

collapses in the price. It was here that the ominous

phrase was first coined: "The bottom fell out of the

market." The lives of the drillers turned quickly from

excitement to misery, as the prices fell. The year after

the first discovery, the price of oil was $20 a barrel; at

the end of the next year it was 10 cents a barrel, and
sometimes a barrel of oil was literally cheaper than a

barrel of water. (The barrel, equal to 42 U.S. gallons,

which has been the chief measure of oil ever since,

had its origin in the wooden barrel from Pennsylvania.)

The vivid reports of contemporary travelers, and the

wonderful early photographs of the regions, taken by
John Mather of Titusville, record the desolation and
anarchy in the regions: sleazy men in waistcoats and
bowler hats sit beside bits of old machinery, derricks

crowd up against each others' legs, and rivers of mud,
oil and rubbish flow through the towns.

But there was another, idealized view of the pioneers
9

lives, for they represented a heroic ideal of self-reli-

ance and free enterprise. However wretched their condi-

tion, they could always—like prospectors everywhere
—hope for a magnificent future. The world of the oil

drillers acquired in retrospect a legendary romance
whose splendor was eloquently expressed by one of

the children of the oil regions, Ida Tarbell, whose father

was a driller at Pithole. Writing forty years later, in the

classic book on Standard Oil, Tarbell looked back on an
idyllic world of her childhood:

Life ran swift and ruddy and joyous in these men. They
were still young, most of them under forty, and they
looked forward with all the eagerness of the young who
have just learned their powers, to years of struggle and de-
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velopment. They would solve all these perplexing problems

of overproduction, of railroad discrimination, of specula-

tion. They would meet their own needs. They would bring

the oil refining to the region where it belonged. They would
make their towns the most beautiful in the world. There
was nothing too good for them, nothing they did not hope
and dare. But suddenly, at the very heyday of this con-

fidence, a big hand reached out from nobody knew where,

to steal their conquest and throttle their future. The sud-

denness and the blackness of the assault on their business

stirred to the bottom their manhood and their sense of fair

play, and the whole region arose in a revolt which is scarce-

ly paralleled in the commercial history of the United
States.

1

For Ida Tarbell, and for many of the pioneers, the

Big Hand was represented by one man: Rockefeller.

Among Mather's early photographs, there is one taken

in 1864 which has a special fascination. It shows a

cluster of derricks and ramshackle huts in Oil Creek,

with a group of men, all in bowlers, standing round a

stagnant pool. In the foreground, sitting on a bank, is a

young man more formally dressed in puttees and a long

coat with a wide-brimmed hat, looking down on the

scene. He is said to have been identified as John D.

Rockefeller. Certainly the picture represents vividly

enough the crucial characteristic of the man: his de-

tachment.

Only six years after the discovery of oil the young
Rockefeller—then only twenty-six—had bought con-

trol of a refinery business in Cleveland, a hundred miles

west of Oil City. Already he understood the critical

facts of the new industry, and he had the capacity of

cold analysis which was to mark all the great oil ty-

coons. He had small eyes, high cheeks and a long mask-
like face, which expressed his dread of emotionalism.

His parents had forged an iron discipline; his mother,

a devout Baptist, would tie him to a post and beat him
when he was disobedient, while his father, a bogus

ilda M. Tarbell: The History of the Standard Oil Company, New York,
1904, Vol. 1, pp. 36-37.
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doctor who sold patent medicines, would trade with his

boys and cheat them, to "make 'em sharp." "Doctor"

Rockefeller was an extrovert character of doubtful rep-

utation who was once, rightly or wrongly, indicted for

rape, a background which doubtless encouraged his son

to withdraw into himself and into obsessive hard work.

As a young bookkeeper Rockefeller had to promise

himself not to work after ten in the evening, so fasci-

nated was he by figures. He was adept at mental

arithmetic, and was proud to discover that by quick

calculation he could "beat a Jew." As he surveyed the

chaos of the oil regions he was appalled by the disorder

and instability of the new industry, and he despised

the careless camaraderie of the producers; in later life

he warned young men "don't let good fellowship get

the least hold of you." Above all, he was secretive

and taciturn, and liked to recite a doggerel quatrain,

which could be the motto of the industry he created:

A wise old owl sat on an oak;

The more he saw the less he spoke;

The less he spoke the more he heard;

Why can't we be like that old bird?1

In Cleveland, after beginning as a bookkeeper,

Rockefeller went into partnership in a refinery with two
easygoing Englishmen, the Clark brothers, but soon

bought them out. He expanded with great daring, bor-

rowing wherever he could, and bringing in new part-

ners. He realized that the only way to dominate the

industry was not by producing oil, but by refining and
distributing it, and undercutting his rivals by cheaper

transport. With the help of a new partner, Henry Flag-

ler, he persuaded the railroads to give secret rebates to

his oil, extending the existing practice of allowing dis-

counts for large quantities of freight. Was it Rocke-
feller who destroyed the spirit of free enterprise, or was
it the railroads? Oil and railways grew up together, and

lAUan Nevins: John D. Rockefeller, New York, 1940, Vol. I, p. 235, and
elsewhere for other details of Rockefeller's early character.
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before oil had ever been discovered, the Atlantic and
Great Western Railway had been planned, connecting

the oil regions to Cleveland and extending a branch

line into Titusville. 1

"We are at last in America" wrote the Pithole Daily

Register in 1865. It was his proximity to the railroad

which gave Rockefeller his great opportunity. The At-

lantic and Great Western was to become the chief car-

rier of oil in the country, and with the railroads came
the expansion of the industry to a continental scale.

Rockefeller saw nothing wrong with exploiting the

system of railroad rebates to the limit. "Who can buy
beef the cheapest?—the housewife for her family, the

steward for a club or hotel, or the commissary for an
army?"2 But it was the secrecy of Rockefeller's meth-

ods, as much as their ruthlessness, that made him

such a special figure of hatred. As his trade and re-

fineries expanded, his rivals never knew quite what
was hitting them; when he bought out his Cleveland

competitors, he kept the fact secret, so that they pre-

tended to be still competing, thus serving as spies

among other genuine competitors. By 1870, after only

seven years in the business, he was able to establish

a joint-stock company called the Standard Oil Com-
pany with a capital of a million dollars, of which he
himself owned 27 percent. Already the company held

a tenth of the oil industry in America.

Two armies were set for the first of many classic

battles for the control of the industry. The producers

and drillers in the regions, on one side, had been deci-

mated by the overproduction and depression, and were
determined to organize themselves to control produc-

tion. On the other, Rockefeller and his fellow refiners

1The promoter of this railroad was a remarkable English entrepreneur,
Sir Morton Peto, who has never been given proper credit. He was an
engineer whose company built Nelson's column, and then turned to

building railways, first in Britain, then across the world. He wrote a book
about Resources and Prospects in America, which predicted (p. 203) the
future interdependence of oil and railways, and the spectacular future
of oil. His own future proved less happy; he built himself a grandiose
country house at Somerleyton in Norfolk, but his firm went bankrupt.

2Nevins: Vol. I, p. 304.
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had a firm hold over transport. They first tried to

organize the notorious "South Improvement Society"

which gave handsome railroad rebates to those who
belonged to it, and penalized those who did not. The
producers in turn formed their own committee and
counterattacked, boycotting the cartel, and eventually

forced the railroads to give them cheaper rates. For
a time it looked as if the producers could stand togeth-

er. They agreed to stop new drilling, to sell oil at a

fixed price, and reached an understanding with the re-

finers. But as the glut of oil continued the independent

producers could not resist undercutting, and the market
once again collapsed. Rockefeller was convinced that

the reform of the industry could only be achieved by
his own company: "we proved," he wrote in his mem-
oirs, "that the producers and refiners' associations were
ropes of sand."1

By 1875 the refiners had become more effectively or-

ganized, with Standard Oil as the leader. The railroads

had combined to share the traffic and the refiners had
made their own Central Association, with Rockefeller

as its president. From then on, it was much easier to

persuade other refiners to sell out to Standard, which

provided a haven against the competitive storms, and

which gave the prospect of steady profits and security.

Rockefeller saw his victory as the result not of his own
ruthlessness, but of the hopeless weakness of the pro-

ducers who could not control their own industry. In a

sentence that is still relevant to producers today he

explained: "The dear people, if they had produced less

oil than they wanted, would have got their full price;

no combination in the world could have prevented that,

if they had produced less oil than the world re-

quired."2

For Ida Tarbell, representing the producers, the

Uohn D. Rockefeller: Random Reminiscences of Men and Events, Lon-
don, 1909, p. 5.

sTarbell: Vol. II, p. 157. See also P. H. Frankel: Essentials of Petroleum,
London, 1946, p. 71.
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overproduction was a natural phenomenon, like a wild

harvest: "It seemed as if Nature, outraged that her

generosity should be so manipulated as to benefit a few,

had opened her veins to flood the earth with oil." But
for Rockefeller there was nothing natural about it:

"It is to be remembered," he said in reply to Tarbell,

"that Nature would not have opened her veins if the

producers had not compelled her so to do."1

The producers, weakened by their own overproduc-

tion, were routed while Rockefeller gobbled his rivals.

By 1883 he had formed the Standard Oil Trust on a

continental scale. His advantage on the railroads was
now less important, for his company had its own net-

work of pipelines, the "iron arteries" pumping the

product through the eastern United States. The pipe-

lines, which had first been developed by the smaller

producers as part of their defense were now the most
effective instruments of the monopoly. Through the

device of a trust, which held shares in each component
company, Rockefeller was able to circumvent the laws

which then prohibited a company in one state from
owning shares in another; at the same time, he could

and did pretend that all the companies were indepen-

dent. He had no personal doubts about the lightness

and need for this kind of concentration: "this move-
ment," he said later, in a famous passage, "was the

origin of the whole system of modern economic ad-

ministration. It has revolutionized the way of doing
business all over the world. The time was ripe for it

It had to come, although all we saw at the moment
was to save ourselves from wasteful conditions . . . The
day of combination is here to stay. Individualism has
gone, never to return."

From his headquarters at 26 Broadway in New
York Rockefeller controlled a corporation unique in

the world's history. It was almost untouchable by the

state governments which seemed small beside it, or by

iNevins: VoL I, p. 429.
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the federal government in Washington, whose regulato-

ry powers were still minimal. By bribes and bargains

it established "friends" in each legislature, and teams
of lawyers were ready to defend its positions. Its in-

come was greater than that of most states (as the

income of modern multinationals is bigger than most
nations where they operate). Its profits were big enough
to finance its expansion, independent of the bankers
whom Rockefeller resented. As the oil industry grew,

and moved on from Pennsylvania to Ohio, Kansas
and California, so Rockefeller began to buy oilfields

as well as refineries, bringing Standard Oil closer to

self-sufficiency and to the "integrated" oil company of

today. Its oil was already exported to Europe, to the

Middle East and to the Far East, providing kerosene

for oil lamps, and fuel for stoves and for ships. By
1885 seventy percent of the Standard's business was
overseas, and it had its own network of agents through

the world, and its own espionage service, to forestall

the initiatives of rival companies or governments.

It was itself shrouded in the secrecy which was to be
characteristic of oil companies: "if there was ever any-

thing in this country" wrote J. C. Welch in 1883,

"that was bolted and barred, hedged around, covered

over, shielded before and behind, in itself and all its

approaches, with secrecy, that thing is the Standard

Oil Company."1 However much the company was at-

tacked and abused Rockefeller had insisted that his

colleagues should not reply, so that—as he realized

years later
—

"the more we progressed yet kept on gain-

ing success and keeping silent, the more we were

abused." "I shall never cease to regret," he said, look-

ing back at the first major attack on his company in

1872, "that at that time we never called in the re-

porters." But the secrecy was an essential part of Rocke-
feller's expansion, and at the time Rockefeller himself

appeared impervious to public attack. His closest col-

iNevins: Vol. H, p. 58.
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league, Henry Flagler, once burst out: "John, you must
have a hide like a rhinoceros!" He bequeathed that hide

to the industry.

THE COUNTERATTACK

Gradually the public and the politicians were catch-

ing up, and realizing the extent of this and other mo-
nopolies. One of Rockefeller's historical achievements

was to provoke the antitrust movement and the ma-
chinery of congressional investigation which has

pursued the American oil industry ever since. The tide

of public opinion was turning against the great new
industrial corporations, and already as early as 1871

Charles Francis Adams was describing how corpora-

tions "have declared war, negotiated peace, reduced

courts, legislatures, and sovereign states to an un-

equaled obedience to their will." A succession of muck-
raking writings made Rockefeller into one of the most

unpopular men in the States, beginning with a savage

article by Henry Demarest Lloyd in Atlantic Monthly
in 1881, and reaching a climax in 1904 with the His-

tory of Standard Oil by Ida Tarbell. The muckrakers

helped to stir first the states and then the federal gov-

ernment. So began the first of the conflicts between

the oil industry and government which have recurred

in cycles over the twentieth century.

The Republican Senator John Sherman proposed a

bill to "declare unlawful, trusts and combinations in

restraint of trade and production" and the Sherman
Anti-Trust Act was signed in the summer of 1890
by President Harrison. With deliberate vagueness it

prohibited "every contract, combination ... or con-

spiracy in restraint of trade." It was a historic mile-

stone, as the first major counterattack by the federal

government against corporate monopoly, and the be-

ginning of a movement which had no parallel in Europe.

But its limitations were evident to many at the time.

It was designed to reassure the public more than to

take effective action, and it was followed by a long
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period of federal inaction. Antitrust from the beginning

had a bark that was worse than its bite.

Many states in the meantime were passing antitrust

laws. The attorney general of Ohio brought a bold

suit against Standard Oil, which was upheld by the

Ohio court. Rockefeller however could now take ad-

vantage of the state of New Jersey, which since 1888
had new laws which allowed corporations to hold shares

outside the state. The trust was thus now reconstituted

around a holding company called Standard Oil (New
Jersey) which owned shares of all the other components
of the trust.

It was under Theodore Roosevelt that the antitrust

laws became seriously effective, when a special anti-

trust section was set up with five lawyers. In 1906 At-

torney General Moody announced that he would bring

to trial every possible case against Standard Oil. A
massive suit was filed against the company under the

Sherman Act, and in May 1907 a report was published

by the Commissioner of Corporations. It remains today

a fascinating study of the workings of an industry,

tracing the operations of the monopoly throughout the

Union.

A special prosecutor, Frank Kellogg, amassed the de-

tailed evidence of Standard's monopoly and exorbitant

profits—nearly a billion dollars in a quarter-century

—

and Rockefeller himself appeared to give testimony.

Now an impassive old man of sixty-nine with hollow

cheeks and a white wig, he had long since ceased to

run the company, but he was still nominally president

and responsible for its methods. He described to his own
lawyers how he had benignly built up his great empire,

but as soon as Kellogg began cross-examinnig, as one
newspaper noted, "his mind was opaque as an oys-

ter shell." The circuit court upheld the government,

and Standard appealed to the Supreme Court, which
handed down its historic decision in May 1911. Chief

Justice White read his 20,000-word opinion, describing

how the "very genius for commercial development and
organization" which had created the Standard Oil trust
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had pressed it to form a monopoly, and to "drive

others from the field and exclude them from their right

to trade." The Supreme Court decreed that within six

months Standard Oil must divest itself of all its sub-

sidiaries.

INEVITABLE MONOPOLY?

The thirty-year wonder of the Rockefeller monop-
oly has raised questions which have been argued by
historians and economists ever since, and which have
obvious relevance to the subsequent history of oil and
the current crisis. Was it the ruthlessness of the indi-

vidual that set this huge industry in the pattern of

monopoly? Or was it of the nature of oil, unlike other

industries, that it could never survive as a free-enter-

prise industry ruled by the normal laws of supply and
demand, and that it was bound to be controlled and
restricted by someone—whether by Rockefeller, or by
a cartel of a few companies, or by OPEC?
The second view has been cogently argued by Paul

Frankel, the London oil consultant and economist, who
maintains that the oil industry is subject to laws quite

unlike most others: and his argument has gained wide

support. In most industries the problem of overproduc-

tion, leading to falling prices, is solved by the work-

ings of the market; as prices come down, so some
companies go out of business, production falls, and a

balance is reached between supply and demand. But
oil, Frankel maintains, is quite different. In the first

place price variations, except in extreme cases, have

very little effect on demand: people need oil so badly,

whether for lighting, heating or cars, that they will pay

far more than it costs to produce. In economists'

terms, it is price inelastic. In the second place lower

prices often have little effect on limiting production.

The drillers in Pennsylvania still went on selling their

oil at a few cents a barrel, so long as there was oil

underneath; and in later years the big companies with

huge concessions still went on producing at uneco-
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nomic prices, to keep their refineries going at almost

any cost.

The industry thus failed to be self-adjusting, and
was bound to be controlled either by a single company
or some kind of cartel. In Rockefeller's case it was con-

trolled by the command of the crucial bottlenecks—first

railroads, then pipelines. In Frankel's words:

What began in Pennsylvania of the seventies developed
according to a pattern which we can detect in the oil in-

dustry all over the world down to this very day : the ascent

of one concern or of a group of concerns which, by cen-

tralization of control and by dispersion of interest, attains

in due course a paramount position.1

Frankel wrote that in 1945, but he still confidently

sticks to his position in 1975: "I am a cartelist," he
says.

Many economists have since agreed with Frankel,

but others have strongly dissented, and the question

has become a highly charged one among the oil ex-

perts. Professor Maurice Adelman, the fierce critic of

the oil companies from the Massachusetts Institute

of Technology, insists that in competitive conditions

over the long term, the oil industry behaves like any
other; the greater the output of an oilfield, the higher

the cost of additional output; so that the "crude-oil

industry, contrary to common belief, is inherently self-

adjusting."2 Professor Edith Penrose, another formid-

able critic of the companies from the School of Oriental

and African Studies in London, largely agrees with

Adelman. 3 The notion of a "natural monopoly," Adel-

man suggests, was "a scholarly gloss on revealed truth.

When half a dozen companies made up the interna-

tional industry, they knew that they should be allowed,

statesmanlike, to divide markets and set prices."4

iFrankel: p. 77.
^Natural Resources and International Development, Baltimore, 1964, p.

32.
8Edith T. Penrose: The International Petroleum Industry, London, 1968,

p. 168.
*M. A. Adelman: The World Petroleum Market, Baltimore, 1972, p. 21.
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If Adelman's view is taken, Rockefeller and his

legacy cannot be regarded as an inevitable historical

development. The oil business could have been divided

between genuinely competing companies. But even if

control was inevitable, a further question remains open;

who should be the instrument of that control—pro-

ducers or consumers, companies or governments? The
epic battle between the Pennsylvania producers and
Rockefeller, and between Congress and Standard Oil,

would be repeated in many different forms over the

next decades. The fascination of oil history lies in the

changing form of the battle to control the supply.

THE LEGACY

The Rockefeller inheritance left a long trail. In the

first place the transfer of wealth achieved by the oil

monopoly—as spectacular in its time as the shift of

funds to the OPEC cartel today—served to establish a

system of philanthropy and foundations which pro-

vided a kind of secondary government, influencing the

direction of research and education. In its separateness

from the government, its immunity from taxation and
its concern for quality, the Rockefeller fortune had
some resemblance to the estates and patronage of the

royal families of Europe. According to his grandson

Nelson, John D. Rockefeller gave away a total of $550
million to various foundations, and gave to his only son

$465 million: while paying only $67 million in taxes

(income tax was only invented in 1913). His son John
D. II gave away $552 million, paid $317 million in

taxes, and gave to his family, including his five sons, a

total of $240 million. Among those sons, Nelson claims

to have given away or pledged $53 million and to have

paid $69 million in taxes; while the value of his own
and his trusts' assets in 1974 was $218 million. 1 In

spite of all the benefactions, the total value of the assets

of all living descendants of John D. Rockefeller was

estimated in 1974 at two billion dollars—which re-

^ockefeller Nomination Hearings (Senate) 1974: pp. 44 ff.
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mains, as far as can be ascertained, the biggest family

fortune in the world.

The hateful image of John D. Rockefeller I was
gradually transformed with the help of the first public-

relations man, Ivy Lee, who cultivated the notion of a
benign old man giving away dimes and preoccupied

with charity, and supervised his appearance to the

press.1 To the contemporary reader there is an impos-
sible contradiction between the two faces of Rocke-
feller—the unscrupulous monopolist on the one side,

the pious philanthropist on the other. But there is no
indication that Rockefeller saw any disconnection. In

each case, he was serving as God's instrument and
imposing order upon chaos. The new race of master

industrialists, of whom Rockefeller was the first, re-

mained confident that they were in the process of

building modern America, forging the links and levers

across the continent long before the state and federal

governments had comprehended its scope. They re-

garded the critics and trust-busters as nostalgic and
economically ignorant—rather as sixty years later mod-
ern multinational tycoons would complain about the

objections of nation-states. "The struggle against Rocke-
feller's movement for industrial consolidation," writes

Nevins, "was not a struggle against criminality; it was
largely a struggle against destiny."2 And Rockefeller's

grandson Nelson echoes Nevins's view, that "the size of

his fortune was a historical accident."3

Upon the oil industry, Rockefeller left an indelible

mark. Even after the original monopoly was broken up
and the family became aloof from the business, the

methods and attitudes of the old man inspired his suc-

cessors. It was not only that he established a system of

organization and control over the anarchic industry and

a common understanding which was bequeathed to

*Lee went to great pains to commission the official biography of
Rockefeller; he approached famous biographers, including Winston
Churchill, who agreed to do the job for $50,000: an offer which Rocke-
feller turned down. Eventually the biography was written by Allan Nevins,
who explained in his preface that he received no subsidy from Rockefeller.

2Nevins: Vol. II, p. 709.
•Nomination Hearings: p. 43.
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each of the dismembered components. It was also that

behind the fortress of 26 Broadway he established the

separateness of the industry, defying governments and
societies, vulnerable only to the most extreme legal

sanctions. His lack of scruple and his mendacity pro-

voked a continuing distrust of the oil industry, by the

public and politicians, which was never to be allayed.

Part of it was well-justified, but part of it arose from the

need for a scapegoat to blame for large-scale organiza-

tion. The first epic battle between the oil drillers and
Standard Oil for the control of the industry, as so

eloquently described by Tarbell, became a kind of mo-
rality play for any individual who felt threatened by
the new industrial order; a kind of commercial equiva-

lent to the western, as the last glimpse of a heroic age.

The antitrust movement, the sheriff in the western,

was a force not to be underestimated, for it was sup-

ported not only by the theory of free enterprise but

also by a faith in the power of the individual against

organizations. The trust-busters saw themselves as de-

fending the very core of democracy. In the next six

decades there were to be successive duels between the

oil companies and the Justice Department, and most
often the oil companies would win. But the duels were
played out before a public opinion which could never

be wholly reassured about the giant combinations. Pe-

riodically, in sudden gusts of anger which recur through

this story, they would turn on the oil companies as the

symbols of everything that was sinister and secretive in

modern industrial society.

THE STANDARD SISTERS

The dissolution of Standard Oil was in many ways
drastic, returning each component to the state where it

operated. But thirty-eight companies were still owned
by the same group of men and led by Rockefeller

himself with a quarter of the shares. The companies

preferred not to trespass on their rivals. The price

of oil actually went up. The dividends increased
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and the shares of most of the companies rocketed

—

partly because shareholders now had more information,

but partly because of a massive new boom in the oil

trade. There were some critics—including the young
Walter Lippmann—who believed that it would have
been more in the public interest to have left the monop-
oly and controlled it firmly from Washington. The
breakup looked like a radical reaffirmation of free en-

terprise, but it funked the problem of the government's

control.

Of the thirty-eight progeny some were soon to be-

come bigger, in terms of profit, than the original parent,

as the oil industry expanded to provide fuel for indus-

try, and gasoline for cars, planes or tanks. Three of the

offspring were soon to be among the Seven Sisters who
make up the main story of this book.

STANDARD OIL OF NEW JERSEY (EXXON)

By far the biggest of them was the rump of the origi-

nal New Jersey company which had acted as the hold-

ing company for the rest. This company, now known
as Exxon or Esso, has for the following sixty years

maintained its position as the biggest oil company in

the world, setting a style for the rest. After the dissolu-

tion of 1911 it seemed in many ways to have changed
very little in its fortress on Broadway. It still bought

most of its oil from the other Standard companies, and
being much richer in assets it still served as the banker

to many of them, maintaining their loans for explora-

tion and development. It still had an unparalleled net-

work of outlets in America and the world. And it in-

herited many of the directors who had helped to build

up the Rockefeller system. At the head of them was
John D. Archbold, who had virtually been running

Standard Oil for fifteen years before the breakup, after

Rockefeller had disengaged himself from the business.

For two decades this effervescent and relentless little

man was virtually king of the oil industry.

Archbold was an Irishman, the son of a Methodist
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minister, who had begun selling oil in Pennyslvania.

Like many of Rockefeller's later colleagues he was at

first a bitter rival, campaigning vociferously at Oil City

against Standard, but he soon secretly sold out and be-

came Rockefeller's favorite and a director of Standard

at only twenty-seven. He was a jovial, popular man
who was said to have "laughed his way to the top"; he
was a heavy drinker, until Rockefeller insisted that he

should sign the pledge. But behind his jocularity he was
totally preoccupied with profits and oil: "he would
make up his mind with one flash of his dark snapping

eyes, and then was smiling again."1 He was more purely

an oilman than Rockefeller, untroubled by doubts about

other interests, and he was more contemptuous of gov-

ernments: asked by the New York State committee

about his role in 1879, he had replied, "I am a clamorer

for dividends. That is the only function I have in con-

nection with the Standard Oil Company" (a remark
which Rockefeller in his memoirs quotes as evidence of

Archbold's "well-developed sense of humor").2

He clamored loud, and the more exorbitant profits of

Standard Oil dated from his rule. He also established a

network of bribes (eventually uncovered by the Hearst

press) to senators and congressmen to safeguard the

monopoly.
Under Archbold, Exxon emerged as a separate en-

tity. The other directors included many of Rockefeller's

early associates, now all multimillionaires, including

Charles Pratt (whose old mansion now houses the

Council of Foreign Relations in New York) and Ed-
ward Harkness (who bequeathed, among other gifts, the

Commonwealth Fund, which has financed generations

of British students visiting America). The company
lost little of its arrogance, and the directors, lunching

together every day on Broadway, remained cut off from
government or public opinion. Their contact with the

press was a poet called Joseph I. C. Clarke, whose
main job was to avoid giving information. The com-

iAustin L. Moore: John D. Archbold (Macmillan) 1930.
Rockefeller: Random Reminiscences, p. 5.



The Rockefeller Inheritance 41

pany remained the object of intense distrust as (in the

words of the Congressional Record in 1914) "the in-

visible government." When the Federal Trade Com-
mission investigated in 1915 the effects of the dissolu-

tion, it concluded that the interownership of shares still

effectively curbed competition and that the Standard

companies maintained a common "understanding."

The dissolution really came at an opportune time,

for the old Rockefeller directors were mostly over sixty

and the very success of the monopoly had made them
complacent. The split-up soon compelled Exxon to be-

come more aggressive once again, for it was cut off

from the crude oil which had been provided by other

members. It had money, and markets, but very little

oil: it was more like a bank or a trading firm than an
oil company. In its need to find its own oil Exxon was
forced to look outside the United States. So paradoxi-

cally it was the breakup which was to turn Exxon into a

major force on the world political scene.

MOBIL

Another offspring of Rockefeller's empire was the

Standard Oil Company of New York, known from its

telegraphic address as Socony. Like Exxon it found it-

self with huge markets: it was selling oil in England as

early as 1882 and it had extended itself through the

Far East, where it made oil and lamps for China. But
it had no crude oil of its own. Like Exxon it was based

on New York, with a more international and sophisti-

cated approach than the others. Its chairman was an-

other of Rockefeller's associates, Henry Clay Folger, a

much more literate oilman than most, who spent part

of his fortune buying thirty-five Shakespeare first folios,

which he bequeathed with the Folger library to the

nation. Like Exxon, Socony was soon forced to look

for its own supplies of crude oil to become an "inte-

grated company." By 1925 it had bought the Texas
producing company called Magnolia, which had earlier

had a secret connection with Standard Oil. Eventually,
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in 1931, in the wake of the great depression, it was al-

lowed to merge with another oil company—specializing

in lubricants—called Vacuum, which had once been
secretly allied with Rockefeller.1 The merger of Socony-

Vacuum thus represented a union of two of the old

Standard components; the name was later changed to

Socony-Mobil, and eventually just to Mobil. With a

checkered history and tangled roots, Mobil was the

smallest of the Seven Sisters, and was also consistently

hungry for crude oil—a combination which was to give

it a special combativeness,

SOCAL

In California, in the meantime, the battle between
the pioneers and Rockefeller had repeated itself. The
Western oil industry had been set off two years after

Drake's first drilling when in 1861 the first oil drillers

traveled across the continent, attracted by stories of oil

seepages in the empty new state (California had only

been taken from Mexico thirteen years before). One
of them, Demetrius Schofield, was a remarkable ex-

ample of the nomadic nature of the new industry; he
had operated wells in Pennsylvania, traveled to Japan
to investigate the kerosene market, worked as an oil

broker in New York, and later speculated disastrously

on the San Francisco stock exchange. Schofield now
formed his own company, and dreamed of supplying

oil to the Far East, but the finds were disappointing and
the oil was smoky and smelly. In the meantime Rocke-
feller had already set up a branch office in San Francis-

co and began sending oil from Pennyslvania by clipper

around Cape Horn.
The California producers fought back gallantly

against Rockefeller's price wars, but he steadily

strengthened his hold. His real opportunity, as in Penn-
sylvania, came with the finding of a huge new oilfield

—this time underneath the city of Los Angeles (a field

*See Mobil World: Vol. 32 No. 11, November 1966.
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which still provides many residents with handsome roy-

alties). The overproduction led to the usual collapse

of prices, worsened by more cheap oil coming in from

Peru. Rockefeller took advantage of the chaos, and in

1895 bought up Schofield's company for less than a

million dollars, thus acquiring valuable oil reserves as

well as control over the market. Standard Oil was soon

able to achieve the ambition of the early drillers

—

exporting oil across the Pacific to China. California was
now part of "the creeping, crawling black monster."1

But Standard Oil of California or Socal was only

part of the Rockefeller empire for eleven years before

the dissolution, when Demetrius Schofield reemerged

as an independent boss. The company quickly took ad-

vantage of its newfound freedom, expanding its produc-

tion until in 1919 it provided 26 percent of the total

U.S. production—more than any other company.
Ever since, Socal has been basically a producing com-
pany, in the opposite situation to Mobil—with plenty

of oil, but not enough markets. With the railroad, it

was now the dominant financial power on the West
Coast, fortified behind a ponderous building in the

heart of San Francisco. Its attitude to the federal gov-

ernment three thousand miles away was disdainful.

Socal had an early trial of strength with Washington
on the critical question of the federal lands in Califor-

nia which had been regarded by oil drillers as open
territory. In 1909 President Taft had insisted that three

million acres of these lands should be withdrawn from
sale, to safeguard the government's oil supplies. Socal

fought back, with the help of their influential attorney

Oscar Sutro, of the law firm of Pillsbury, Madison and
Sutro (which has ever since had a major influence

over the company). Sutro cabled the President, whom
he knew, and there was lobbying and counterlobbying

in Washington. After the outbreak of the European
war the Secretary of the Navy, Josephus Daniels, be-

*Gerald T. White: Formative Years in the Far West. New York, 1962»
p. 379.
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came the most implacable enemy of the oil companies,
insisting on control of special "naval reserves." Socal,

on their side, had powerful support, including Senator

Jim Phelan of California. For ten years the argument
continued, until at last in 1919 a compromise was
agreed, which allowed relief to oil drillers already work-
ing on government land—a partial victory for Socal.

But the question of the control of naval reserves con-

tinued to be a bitter bone of contention.

These three daughters of Rockefeller, Exxon, Mobil
and Socal, were all for years afterward called the Stan-

dard Oil Group and accused by their many critics of

acting in unison. The suspicion was hardly surprising;

they all sold their oil at the same price, under the same
Standard name, their directors were old Standard Oil

men, and their principal shareholder was still John D.

Rockefeller. In later years, as we will observe, these

three sisters were to come together in their many opera-

tions abroad—linking hands, now in one place, now in

another, as in an intricate square dance. The indignant

denials of collusion were not very credible after the

record of mendacity and secrecy of their ugly parent.

But was it a conspiracy, or a common understanding

of the harsh facts of world oil? The story which fol-

lows poses this recurring question. What was clear

from their origins was that they had grown up out-

side any traditional field, whether of government, bank-

ing or earlier industry. They were deeply distrusted,

with some reason, and the men who ran them were cut

off behind high walls from the rest of society.

GULF

The Rockefeller monopoly had already been partially

breached before the dissolution, and the most com-
plete breakthrough was in Texas. The state was among
the first to pass antitrust laws, and when they discovered

that Standard Oil had a secret subsidiary selling oil,
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they threw it out. Standard Oil thus missed out on the

next great discovery which was the birthplace of two of

the Seven Sisters.

It happened in 1901 at Spindletop, a bleak ten-foot

mound near the coast of Texas, which became one of

the most famous names in oil history. It was given its

name when a remarkable engineer called Anthony Lu-
cas, a former officer in the Austrian Navy, came to the

mound and set up a rotary oil rig; "it was the first great

well drilled by an engineer, and it was a well that only

an engineer could have drilled."1 To finance his venture,

Lucas went to two prominent oil prospectors in Pitts-

burgh, Guffey and Galey, who raised a loan of

$300,000 from the banking firm of T. Mellon and
Sons.

The Mellon bank, which thus appeared on the oil

scene, was a formidable rival to Rockefeller. Already

by the 1860s, before Rockefeller had established

Standard Oil, Thomas Mellon was a financial power in

Pittsburgh, with interests in coal and gasworks; and his

two sons, Andrew and Richard Mellon, became im-

portant financiers. But with their coal interests they

were slow to realize the importance of the oil fifty

miles to the north of them and it was not until 1889,

when Rockefeller had already established his monopoly,
that they first tried to challenge him. They bought an

oilfield at Economy, just outside Pittsburgh, which was
run by their adventurous nephew William Larimer
Mellon. They expanded quickly, selling oil to France
and spending a million dollars on a pipeline to the At-

lantic. But eventually in 1895 they were forced to sell

out to Rockefeller. Now at Spindletop only six years

later, they had a new chance and William Mellon was
determined to try his luck again. The risk quickly paid

off; on January 10, 1901, Lucas, having drilled to a

thousand feet, made a last twist on his drill and re-

leased the biggest gusher then recorded—a black jet

Samuel W. Tait: The Wildcatters, Princeton, 1946, p. 116.
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of oil which shot up twice as high as the derrick.

With Spindletop the Mellons entered a territory

which had not been corralled by Rockefeller, and with

apparently bigger potential. Having had their Texas

company rejected, Standard Oil was in no mood to

move back into the state. The new field was sensa-

tional, and four months after the strike Colonel Guffey,

who had first backed Lucas, formed a new company
with the help of the Mellons. Guffey himself became
the president, with nearly half the shares, while the

Mellons only had 13 percent, with the rest divided be-

tween rich Pittsburgh investors. The directors, most of

whom had never seen Texas, wanted to assuage local

opinion; since the word Texas was already preempted,

they called the company Gulf after the nearby Gulf of

Mexico.

James Guffey was a theatrical oilman, who wore a

big black hat, stovepipe trousers and loud waistcoats,

and he soon became a prominent Texas character. His

position seemed impregnable: he controlled the biggest

oilfield in the world, and he soon built a pipeline to the

coast at Port Arthur, where a refinery grew up above

the cow pastures. Soon Gulf ships were carrying the oil

to the world and a contract with Shell, the new British

company, guaranteed steady markets abroad. But Guf-
fey was a disorganized businessman, and he soon
needed further infusions of money. There followed a

typical battle between the pioneer and the financier,

between Guffey and the Mellons.

The crunch came only twenty months after the first

gush of oil and optimism when Spindletop's fountain of

oil dwindled to a trickle. It was a disastrous collapse,

and Spindletop, like Pithole before it, left not a rack

behind. Today the spot is marked—on dubious evidence

—by a pink marble obelisk and a replica of a drill,

with honeysuckle and juniper growing around. The
cows graze around a few old shacks, and the main street

of the nearby town of Beaumont, once the center of the

oilmen's nigjit life, is a row of derelict gingerbread
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arcades and shuttered shops. The money and the vigor

have all gone to Houston, a hundred miles away.

William Mellon was appalled by Guffey's disorgani-

zation: "it is very hard for me to be patient with in-

competents."1 He reported that Gulf would need fifteen

million dollars to be profitable. The uncles, unwilling

to fork out, once again looked to Standard Oil and of-

fered Gulf to Archbold in New York. But Standard

were still smarting under the Texan antitrust laws, and
Mellon was told: "after the way Mr. Rockefeller has

been treated by the state of Texas, he'll never put an-

other dime in Texas."

The Mellons were thus forced back on their own,
and William took over more control as executive vice-

president. He believed that Gulf could only compete
with Standard if it took advantage of being outside the

Rockefeller system of pipelines and refineries; "Pro-

duction, I saw, had to be the foundation of such busi-

ness."2 (And this has been true of the company ever

since.) The exploration gradually produced results, and
by 1906 the Mellons had another windfall, when huge
new reserves of oil were found in Tulsa, in Indian

Territory, later called Oklahoma. They needed extra

capital to develop it, which gave them the chance to

form a new company with the Mellons firmly in com-
mand: Guffey was ousted, and bitterly complained: "I

was throwed out."

Gulf soon became an increasingly self-sufficient

company, producing oil in the Southwest and selling it

in the East. Encouraged by the expansion of cars and
the demand for gasoline it opened in Pittsburgh the

first drive-in filling station in 1913. Gulf was by now a

formidable competitor to the Standard companies, with

much greater production than Exxon and with its own
fleet, markets and rich banker-owners. But the Mellons

knew better, after their earlier experience, than to chal-

lenge Standard on their home ground.

XW. L. Mellon: Judge Mellon's Sons.
*Craig Thompson: Since Spindletop, Pittsburgh, 1951, p. 18.
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TEXACO

Among the hundreds of speculators who rushed

down to Spindletop in 1901 there was a tall leathery

Pennsylvanian with a rough style and bushy eyebrows

known as Buckskin Joe, whose grandfather had es-

caped the Irish potato famine. Joseph Cullinan had
started in oil twenty years before working for Standard

Oil; then he moved to Texas, with some secret backing

from Standard. At Spindletop he set up his own Texas
Fuel Company with a capital of only $50,000. He
raised half the money from a syndicate led by James
Hogg, the former governor of Texas (whose daughter

became the grand old lady of Houston) and the other

half from a shrewd German-born merchant called

Arnold Schlaet, who had come from New York to visit

Spindletop on behalf of his employers, the Lapham
brothers, the controllers of the Leather Trust. The
partnership between Schlaet in New York, who knew
about finance and marketing, and Cullinan in Texas,

who knew about production, was the basis of the new
company. They soon formed a larger corporation with

the high-sounding name of the Texas Company, later

shortened to Texaco. Cullinan, the president, set up
offices in a little wooden building with three rooms and
a portico in Beaumont.
The Texas Company made good profits by buying

cheap Spindletop oil and selling it to sugar planters

along the Mississippi, and to Standard in the East. They
survived the exhaustion of Spindletop when they found

more oil twenty miles away at Sour Lake and by 1904

they were producing nearly 5 percent of all American
oil. From New York, Schlaet began to set up a nation-

wide sales organization, to make Texaco less vulnerable

to Standard's price-cutting, and by 1908 they even had

a tanker called Texas sailing across the Atlantic. By
1913 they had built a thirteen-story headquarters in

Houston, already the oil capital of Texas, which still
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stands, its columns decorated with the Texan star.

Cullinan was proud of the Texan character of the

company, and insisted that his staff must rt
appreciate

a Texas way of life." He reveled in his personal power
and patronage, entertaining grandly, battling against

labor unions, and financing Irish causes. Oliver St.

John Gogarty described him discussing the revival of

the Irish Statesman in Dublin: "Mr. Cullinan is one
of those Americans who are deprived by Nature of re-

vealing their greatness in words. Had I not seen part

of his fleet of bronze oil tankers each as large as the

liner to Holyrood, I should never have realized that I

was in the presence of a man who could have bought
an Irish county."1 He was a powerful leader. But the

rift between the two ends of the company, in Houston
and New York, became wider, and there followed the

customary battle between producers and money men.
Schlaet complained to his old boss, Lewis Lapham, that

Cullinan regarded New York as the tail of the dog,

and that he showed a "very dictatorial tone." Cullinan

resented Schlaet's conservatism, and his voting against

everything Texas proposed; but the extra capital the

company needed was mainly supplied from the East.

The exchanges became more acrimonious, and in 1913

a whole contingent of stockholders came down from New
York to Houston in a special railroad car. Schlaet's

men defeated Cullinan, who resigned. Schlaet was
not considered as successor, whether because of his

"austere nature"2 or because there was some doubt

about his Prussian loyalties. Instead the new president

was a more polished Easterner, a graduate from MIT,
Elgood Lufkin, whose father had been one of Stan-

dard Oil's agents in the Far East. Cullinan moved on to

run another oil company and to become a Houston ec-

centric, flying a black skull-and-crossbones flag from
the top of the Petroleum Building, "as a warning to

Oliver St. John Gogarty: As I Was Going Down Sackville Street. Lon-
don, 1937, p. 133.

"John O. King: Joseph Stephen Cullinan, Nashville, 1970, pp. 184-93.
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privilege and oppression." 1 His maverick style left its

imprint on Texaco and its later autocratic commanders;

it was ever after the most stubborn and centralized, al-

ways the loner, among the seven.

OILDOM

The five American companies (with the partial ex-

ception of Mobil) had each by 1914 acquired an iden-

tity and character that were to survive over the next

six decades. They had grown up with bewildering

speed, first in Pennsylvania, then in Texas, to establish

their separate powers and bureaucracies that seemed to

rival the government's. The Kingdom of Oil, or "Oil-

dom" as it came to be called, had become a very separate

part of America. The geographical origins and ex-

pertise had encouraged a special breed, cut off from the

centers of politics and diplomacy; the shantytowns of

Pennsylvania and the swamps of Texas sent forth

rugged, confident men who knew they had transformed

the world around them. Sons followed fathers into the

business and aristocracies of oil soon grew up—not only

the Rockefellers and Mellons, but other families, closer

to the oilfields, who will recur through this book; Mof-
fets, Teagles, Lufkins, Warners, Barrows—an oily saga

passing down the generations. The family traditions

widen the gap from the public.

It was a very American industry. Though the com-
panies sold much of their oil abroad, and built up net-

works of distributors and agents, it was the United
States that was the source of nearly all their production.

It was not till the First World War that the companies
were beginning seriously to look outside America for

supplies. But in the meantime there were growing up
in Europe two oil companies who had cornered sup-

plies from the other side of the world, who were com-
ing into growing conflict with the Americans. The two

iKing: p. 212.
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sides were arrayed for a much wider conflict, with deals

and double deals across both hemispheres; and the tac-

tics of Rockefeller were extended and adapted to the

global scale.



3

Oil and Empire

Look out upon the wide expanse of the oil regions of

the world! Two gigantic corporations—one in either

hemisphere—stand out predominantly . . .

Winston Churchill, June 1914

The British, from the beginning, were acutely con-

scious of their vulnerability in the new age of oil. They
had no oil in their own country (excepting the tiny but

resourceful Scottish shale oil industry7

) and were de-

pendent on finding it in remote parts of the world and

transporting it long distances home. Transport was

thus even more crucial than in America. It was appro-

priate that while Americans always measured oil by the

barrel—the measure of the Pennsylvania producers

—

the British persisted in measuring it in tons—the mea-
sure of shippers. For the British, oil was a long-distance

industry which acquired from the beginning an associ-

ation with national survival and diplomacy, and oil

soon seemed part of the empire itself.

There was a greater sense of respectability attached

to the two British-born sisters than to the American.

The British public had no searing domestic experiences

of the exploitations of oil companies where ruthless-

ness, like that of slave companies in previous centuries,

was at the other end of the world. There were no anti-

trust cases, no total confrontations between companies

and governments, and the Europeans were more tol-

erant of cartels. The British oilmen gave the impression

52
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that they were less concerned with profits than with

serving the empire, and they were rewarded according-

ly. As one American oilman, Robert Wilson of Amoco,
was to complain many years later, "In England they

knight their leading businessmen, over here they indict

them."1 The Europeans, like the Americans, soon had

their oil dynasties: the Strathalmonds of BP, the Lou-

dons and Barrans of Shell. But they were an aristoc-

racy less separate from the traditional powers of gov-

ernment and diplomacy.

Yet the British companies, for all their dignity and

imperialism, were in the end to face the same basic

questions as the Americans. As they competed more
closely, like all competitors, they resembled them more
closely, while governments on each side of the Atlantic

looked across to the other for solutions to their prob-

lems. On both sides, governments could not decide

whether they dared leave such a precious commodity
in the hands of businessmen. Should they support them,

investigate them, or control them? The arguments with-

in the British government sixty years ago, and the poli-

cies of Winston Churchill on control of oil, still have,

as we shall see, a relevance today for Britain and for

the rest of the world.

SHELL

Rockefeller's oil monopoly, dented by Gulf and Tex-
aco in America, had already been partially broken out-

side America as early as 1892, nineteen years before

the breakup of Standard Oil. The attack began when
a new kind of tanker designed to be safe enough for

passage through the canal sailed through Suez with a

cargo of oil from the Russian oilfield at Batum bound
for Singapore and Bangkok. The ship was called the

Murex, named like all its successors after a seashell.

The promoter of this brave enterprise was Marcus Sam-
uel, the founder of Shell. He was an entrepreneur who

Address in Atlanta, Georgia, Oct 16, 1953: quoted in Robert Engler:
The Politics of Oil, Chicago 1961, p. 367.
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personified the ambivalence of the British oil industry,

never sure whether he was concerned simply with profit

or with public service.

Samuel came from a much more international back-

ground than Rockefeller. Unlike any of the other foun-

ders of the oil industry, he was a Jew, with a Jewish

sensitivity to the world around him and a cosmopolitan

home. While Rockefeller was establishing Standard Oil

in Cleveland young Marcus Samuel, a shy introverted

boy, was being brought up in an austere, close family

in the East End of London. He soon inherited a modest
fortune from his father, who had traded in the Far East

specializing in the fashionable boxes made of shells,

which he imported to Britain. Marcus with his brother

Sam and some cousins developed and extended the Far
East business and very early, like Rockefeller, perceived

the crucial importance of economies in transport, look-

ing always for the closest source of supply to meet local

demands. He established a strong base in Japan, from
which he shipped coal. From coal he began to turn his

attention to the new fuel, oil.

He found it in Russia. The Czar after 1873 had al-

lowed foreign interests to prospect for oil in the Cau-
casus, a source which already seemed more extensive

than Pennsylvania, and the two Nobel brothers from
Sweden—the sons of the inventor of dynamite—ac-

quired a concession. Needing more capital they brought

in the French Rothschilds Bank, and the financiers be-

tween them began selling Russian oil which soon im-

pinged on the Rockefeller monopoly. In Europe the

Nobels and the Rothschilds reached a temporary under-

standing with Standard and carved up the market be-

tween them. But in Asia Rockefeller was determined to

maintain his monopoly and the task of challenging him
was almost as formidable as in the United States, for

Standard Oil, fortified by its huge American profits

could afford to undersell in any single market until it

forced its competitors out of business.

Marcus Samuel became involved in a syndicate to

sell Russian oil, but he soon realized that the only way
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to withstand a price war from Standard was to compete
in every market at once. Like Rockefeller he could then

subsidize low prices in one place with high prices else-

where. He determined to beat Rockefeller at his own
game. Secretly, with help from his trading colleagues,

he prepared for his master stroke. He had storage

tanks built in the key distribution points in the Far East

and at the same time he ordered a fleet of tankers of a

new design which, it so happened, fitted the stringent

requirements of the British directors of the Suez Canal.

As stories emerged in London of this impending new
traffic a violent campaign was mounted, apparently in-

spired by Standard Oil, to stop the tankers passing

through the canal. Lawyers lobbied the Foreign Secre-

tary, Lord Salisbury, members of Parliament made
concerned speeches, and The Economist made a dark

reference to opponents who objected to the "Hebrew
inspiration" of the scheme.1 But Samuel was already a

man of some standing in the City of London, an alder-

man who could count on some government support.

The ships were built, the Murex sailed through fol-

lowed by the Conch, the Clam and many others. By
the end of 1893 they were carrying regular cargoes of

Russian oil to the eastern storage tanks, presenting

Standard with a simultaneous challenge which, despite

their secret agents, took them almost completely by
surprise.

There followed a succession of counterattacks by
Standard Oil against the upstart Shell as it tried to re-

assert its monopoly and its "perfect order" on the global

scene. It dropped the world price of oil still further,

thus driving hundreds of small producers and traders

out of business. But Samuel and his syndicate with their

growing fleet of ships, their access to Russian oil, and
their scattered trading stations were still able to sur-

vive. Samuel rejected an offer from Standard to buy
him out and in 1897 he formed the Shell Transport and
Trading Company, of which he himself owned a third,

1See Robert Henriques; Marcus Samuel, p. 109; to which I am much
indebted in this section.
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with his family in effective control. The London head-
quarters of "Shell" was still tiny, with a few clerks

and Samuel relations supervising the trade. It could not
compare with Rockefeller's masterful organization, now
led by Archbold and the "gentlemen of Broadway,"
with their network of spies and agents, and their huge
internal market. Samuel knew little about exploration

or oil reserves and he never had a dominant position in

his home markets in Europe, to which Standard could

ship oil cheaply across the Atlantic. But Samuel was a

shrewd trader, with the experience of London behind
him; and he was fortified by growing profits from the

East, especially Japan.

Another smaller oil company also managed to with-

stand the price wars launched from Broadway. This

was a Dutch concern operating in the East Indies which
had been given a royal charter in 1890 and thereafter

called itself Royal Dutch. Its origins were more exotic

and adventurous than Shell's, belonging to the world of

Conrad rather than Trollope. It was first built up by a

Dutch trader, Jean Kessler, who went out to Sumatra to

supervise a team of American drillers and found oil.

Kessler built up a selling organization, with the help of

two daring young Dutchmen. One was Hugo Loudon,
a merchant with a long family tradition in the East

Indies; the other was a brilliant young bookkeeper

called Henri Deterding, the son of a sea captain, who
had begun in a bank in Singapore and acquired a com-
plete mastery of oil problems and a passion for the

"simplification" of figures. He was a short, restless op-

erator with a magnetic effect on those he worked with,

and at the age of twenty-nine he was put in charge of

selling Royal Dutch oil throughout the Far East.

Royal Dutch soon came up against both Shell and
Standard Oil and the three of them fought intricate bat-

tles over sixteen years, collaborating with other interests

under different names, each plotting with another to

destroy the third.

Shell with its fleet, its markets and its capital ap-

peared much stronger than Royal Dutch. When the
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news of the Spindletop gusher came to London in 1901

Samuel pulled off another apparent coup. He quickly

negotiated with Colonel Guffey, the founder of Gulf.

With singular casualness he signed a contract to take

100,000 tons of oil a year from Gulf at a fixed price,

for twenty-one years: amounting to half Gulf's total

production—the first of many such sisterly agreements.

Soon the Shell tankers were bringing in oil from Texas to

Europe and Samuel was able to establish a company in

Germany, a Standard Oil stronghold. It was a powerful

alliance, between Texan producers and a company of

world traders.

Standard were now still more determined to buy out

this dangerous intruder. Archbold invited Samuel to

New York, wooed him and flattered him and offered

him $40 million for the business, promising a joint

subsidiary with Samuel as chairman. But Samuel pre-

ferred to pursue the other alternative of joining with

Royal Dutch, where he thought he could be the master.

He therefore agreed with Deterding to share Shell's

marketing system with Royal Dutch in the Far East in a

joint company called the Asiatic, and rashly allowed

Deterding to be the head.

The tide, however, soon turned swiftly against Sam-
uel. First Spindletop dried up and Gulf could not ful-

fill their contract. Andrew Mellon, the chairman, came
to England: Samuel could have sued him, but instead

agreed to cancel the contract. The Shell tankers were
converted into cattle boats and Samuel was faced with

a critical shortage of oil. Then Archbold, after his fail-

ure to buy Shell, unleashed a succession of new price

wars, broken by short-lived truces. Samuel also faced

increasingly formidable rivalry from Deterding, who
was rapidly consolidating his position in the Far East

with the help of new oil discoveries.

Samuel had by now been increasingly distracted

from his business by civic pomp and the life of a coun-

try gentleman. He was the epitome of the Edwardian
parvenu, a symptom of Britain's industrial decline. He
was stout and portentous, a figure out of Belloc. He
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had bought a large house in Portland Place and a great

pile in Kent called the Mote, and he was now Sir

Marcus, the first oil knight. In the year when he was
challenged by both Deterding and Archbold he was
elected Lord Mayor of London—only the third Jew to

be so—and his Lord Mayor's show and his banquet
were of unparalleled splendor. For Sir Marcus it was
the peak of his career, the final mark of acceptance.

But his rival Deterding, who was his guest at the ban-

quet was satiated by the pageantry: it reminded him of

a Dutch circus. 1 Sir Marcus went back to business after

his Lord Mayor's year, to what was described by the

press as an empty Shell.

Deterding, thirteen years younger, had the ruthless-

ness and concentration that Samuel now lacked.

Though Royal Dutch was much smaller it controlled

valuable reserves in the East Indies and soon it was
paying dividends of 50 percent against Shell's 5 per-

cent. Deterding took every advantage to weaken his

British rival: "the inescapable conclusion [decided

Samuel's biographer] is that Deterding was the archi-

tect of the Shell's ruin."2 As the world oil trade slumped
from 1903 Standard continued to cut prices and Shell's

tankers lay idle. Standard was moving further into Eu-
rope, putting up a factory in Romania, and Shell was
ousted from Germany by the intrigues of its partner,

the Deutsche Bank. Finally Sir Marcus was forced to

discuss a total merger with Deterding on humiliating

terms; not even fifty-fifty, but sixty-forty, with Deter-

ding as the managing director. In April 1906 the new
giant came into being, with the name of Royal Dutch

Shell. The British public and most of the rest of the

world except Holland still knew it as Shell and regarded

it as a British company. But the British government

now regarded it as being Dutch, and hence vulnerable

to influence from Germans—a suspicion of which Sir

Marcus became painfully aware.

Sir Marcus, behind his civic grandeur, had been des-

^enriques: p. 427.
. ^„ mmM

•Robert Henriques: Sir Robert Waley Cohen, London, 1966, p. 126.
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perately anxious for Shell to be accepted as part of the

imperial service. Shell from the beginning raised the

question that was to run through each company over

the following decades; was it an international business,

buying and selling oil between any nations, wherever

the best profit was to be made? Or was it part of the

special interest of a single nation? The general ques-

tion was brought to a head by the very specific problem
of the Royal Navy.

OIL AND THE NAVY

Ever since 1899 Samuel had been campaigning for

the navy to switch from coal to oil. This would suit

Shell, because its oil in Borneo was more suitable for

fuel oil, and the proposal was also backed by solid re-

search. The admirals doughtily resisted, partly with

absurd pseudo-scientific objections, but also with more
reasonable worries: that their safe supplies of British

coal would be replaced by dubious supplies from for-

eigners in distant outposts. No oil had as yet been dis-

covered within the British Empire, and the admirals

were suspicious both of Sir Marcus and of Shell, which
derived much of its profits from Japan, and which de-

pended heavily either on a French contract for Russian
oil, or on oil in Dutch territory.

Samuel did manage to gain the support and friend-

ship of the seadog who was later to revolutionize the

Royal Navy; Admiral Fisher. He soon became known as

the "oil maniac," and began urging Samuel to extend

his resources to the other side of the world (as he
shortly did in Texas). Encouraged by Fisher, Samuel
continued his campaign, taking naval officers on voy-

ages on Shell ships, and even offered (in June 1902) to

put government representatives on the board of Shell to

guarantee its concern for the national interest. This

suggestion was later taken up by Fisher, who saw him-

self as a possible government director. (Whether he was
financially disinterested in his enthusiasm for Shell has

never been entirely clear.) Samuel had a chance to
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prove his point when the warship HMS Hannibal, car-

rying oil supplied by Shell, was given trials in Ports-

mouth, watched by Admiralty experts and Samuel. But
the Hannibal was equipped with obsolete burners and
as the ship switched from coal to oil, let out a thick

cloud of black smoke, covering the decks with soot. It

was a fiasco.

The admirals continued to suspect the loyalties of

Shell with its foreign network. When oil was at last dis-

covered within the British Empire—in Burma—the

India Office specifically excluded Shell from conces-

sions (even though Shell had developed the Indian

market) on the grounds that it might fall into the hands
of foreigners, notably Standard Oil. Thus the Burma
oilfields were left to be developed by a new and soon
very profitable company, Burmah Oil, owned by a syn-

dicate of Scotsmen. When in 1910 the navy at last be-

gan converting to oil the big contracts went to Burmah
Oil. Shell, now merged with Royal Dutch, was more
than ever suspect.

In 1911 came the climactic year when Winston
Churchill, then a budding Liberal politician of thirty-

seven, was appointed as First Lord of the Admiralty.

Fisher was a close friend of Churchill, and urged him
to collaborate with Shell and Samuel ("He's a good tea-

pot," he wrote to Churchill, "though he may be a bad
pourer! . . . Old Marcus is always offering me to be a

director . . .").1

Sir Marcus gave evidence to an Admiralty committee

and explained how his company was loyally British,

how there was "no alliance, no agreement, no treaty of

any kind between ourselves and the Standard Oil Com-
pany." His evidence was supported less honestly by De-
terding. The commission appeared impressed by Sam-
uel's case, but soon there was a public outcry against the

rising price of gasoline in Britain, which was now becom-
ing—with the advent of the automobile—a more ex-

posed political question. The taxis went on strike, there

iRandolph S. Churchill: Winston S. Churchill, Companion Vol. 2, Lon-
don, 1969, p. 1927.
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were protests against the "petrol ring," and Sir Marcus
insisted on proclaiming the blunt truth to the Daily

Mail; "the price of an article is exactly what it will

fetch." The politicians were reminded that Shell was in

business for profit and that the price of its oil, whether

for taxis or for battleships, would be pushed up by the

new demands from the navy.

Churchill, urged by Fisher, talked to the Shell lead-

ers. He was distrustful of Samuel but fascinated by
Deterding—though it was Deterding who was the for-

eigner, and the more ruthless businessman. Fisher in-

sisted that Deterding was becoming rapidly Anglicized

and urged Churchill to knight him ("He has a son at

Rugby or Eton and bought a big property in Norfolk

and is building a castle! Bind him to the land of his

adoption!"). Churchill, however, was increasingly sus-

picious of Shell, the more so as the price of oil fuel

went rapidly up, and Samuel forecast further increases.

Churchill, in tune with the antimonopolist mood of

the Liberals, denounced the price increases, with some
oversimplification, as the result of secret price rigging

between the oil monopolies.1

Meanwhile Churchill was being lured by another

prospect. He was eyeing with increasing interest the

new Anglo-Persian oil company, later known as BP,
which had immensely promising oilfields in the Middle
East. After protracted arguments and negotiations a

sensational agreement was finalized. Only three months
before the outbreak of war, the British government an-

nounced that it would buy a controlling interest of 51

percent in Anglo-Persian.

In June, Churchill made a historic speech to Parlia-

ment explaining his decision with a mixture of jingoism

and foresight. He described how the two giants, Shell

and Standard Oil, shared the world between them (ig-

noring the fact that Standard Oil had been broken up
three years before) and made much of the power of the

Wast and Present, No. 39, London, 1967, p. 150.
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monopolies. "Against this, among British companies
who have maintained an independent existence, the

Burmah Oil company, with its offshoot the Anglo-Per-

sian Oil Company, is almost the only noticeable fea-

ture." He warned how, in the face of the giant

companies, the buyer of oil may be forced to pay an

artificial price, and he developed what was in effect a

devastating attack on Shell:

It is their policy—what is the good of blinking at it—to

acquire control of the sources and means of supply, and
then to regulate the production and the market price . . .

We have no quarrel with Shell. We have always found
them courteous, considerate, ready to oblige, anxious to

serve the Admiralty and to promote the interests of the

British Navy and the British Empire—at a price.

He beamed at Sir Marcus's brother, Samuel Samuel,
MP, as he said it and continued: "The only difficulty

has been price. On that point, of course we have been
treated with the full rigor of the game." The British

government would still need oil from Shell, Churchill

explained, but "we shall not run any risk of getting into

the hands of these very good people." The government,

he knew, could use the leverage of Anglo-Persian to

make sure that it obtained fair prices from Shell.

Samuel smarted under Churchill's innuendos against

Shell's loyalties and business methods, which some peo-

ple suspected were tinged with anti-Semitism.1 At the

next annual meeting he once again protested his com-
pany's patriotism. In fact after the world war broke out

six weeks later, Shell were able to prove their concern

for the British national interest: Deterding made clear

that though Holland was technically neutral, the com-
pany was firmly on the side of the Allies. Shell, though

making vast profits from its Far Eastern trade, did not

take advantage of the shortage of tankers to overcharge

the navy, which relied more heavily on Shell oil than

on Anglo-Persian.

^enriques: Marcus Samuel,
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Sir Marcus, after his many slights and rebuffs, re-

tired into honorable old age, bought twenty acres of

Mayfair and was created Lord Bearsted. But he never

received quite the recognition he had sought as a na-

tional hero. Partly no doubt this was because he had
lost control of his company to a Dutchman, but also

because he was up against the recurring dilemmas of

the oil industry: can or should a company have any
loyalties besides those to its shareholders? To whom is

it really responsible?

Samuel, with his cosmopolitan experience and his

trading genius, stamped his character firmly on Shell.

The company has ever since been the most interna-

tionally minded of the seven, and the most flexible, pre-

occupied with markets more than production. The fleet

of ships that he built up—before long a larger fleet than

the Royal Navy—could serve as a symbol of the next

phase of the industry, which was to have no geographi-

cal center or base, with its heart on the high seas, be-

tween a temporary source of supply and a changeable

destination, owing allegiance to no single country.

BRITISH PETROLEUM (BP)

The Anglo-Persian Oil Company, of which Churchill

had bought half in 1914, was to become a new kind of

industrial animal. It grew rapidly first as Anglo-Persian,

then as Anglo-Iranian and now as British Petroleum or

BP (by which name I will call it throughout). It posed
the other side of the question raised by Shell, and still

does: what is the advantage to a government in having

its own oil company?
Even before the British government controlled it the

company had a special sense of mission, and was firmly

identified with British interests. The real founder of the

company was William Knox D'Arcy, an engaging ad-

venturer who went out from London to Australia and
made a fortune in the gold rush. He retired back to

London, a portly man-about-town with a house in

Grosvenor Square, until in 1901 he heard of a report
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by a French geologist of great potential oilfields in

Persia. Fired no doubt by the American oil stories (it

was the year of Spindletop) he sent out two men to in-

vestigate a possible concession. They negotiated with

the Grand Vizier in Teheran against some pressure

from the Russians and eventually—taking advantage of

the absence of the only Russian in their embassy who
could read Persian—they signed a concession covering

480,000 square miles (nearly twice the size of Texas)
in exchange for £20,000 in cash, 20,000 one-pound
shares, and 16 percent of the net profits.

To begin the exploration, D'Arcy appointed a self-

taught geologist, George Bernard Reynolds, who must
rank with Drake and Lucas as one of the great pioneers

of oil. He was a tough loner of fifty, awkward, easily

taking offense and contemptuous of the "office wallahs"

back in London.1 He went out to the appalling heat of

Chiah Surkh on the western edge of the concession,

and with a crew of Canadians, Poles and tribesmen

continued drilling for three years with no real success.

D'Arcy, having spent over £200,000, could afford no
further loss, particularly since his own tastes in London
were extravagant. He therefore approached Burmah
Oil, which was now a rich and respectable company,
with good navy contracts. The chairman was Lord
Strathcona, the self-made Scots millionaire who had fi-

nanced the Canadian Pacific Railway. The British gov-

ernment, already interested in Persian oil, encouraged

the union, and Burmah Oil agreed to put up extra capi-

tal for D'Arcy's venture. Reynolds and his team shifted

their drills to a new territory and after another two
years, on May 26, 1908, they finally struck oil, spurt-

ing fifty feet out of the barren ground. The transforma-

tion of Persia had begun.

A year later the Burmah Oil company and D'Arcy
formed the new Anglo-Persian Oil Company with

Strathcona, now eighty-eight, as the chairman. D'Arcy

was given a million pounds' worth of shares but the

iSee R. W. Ferrier's article in BP Shield, May 1972,
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largest shareholders continued to be Burmah Oil, who
contributed part of their character to the new company.
Scots engineers and accountants dominated the head-

quarters, with a mixture of adventurousness and mean-
ness. (In later years Burmah Oil, after their Burmese oil

was exhausted, relied on their 23 percent share of BP
for their profits, until in the sixties they began hecti-

cally buying up other companies, including Castrol in

Britain and Signal in America, and gambling heavily in

tankers. With the slump of 1974 they crashed and their

BP shareholding was taken over by the Bank of En-
gland—a tragic end to the oldest British oil company.)
From its beginning in its exposed Middle Eastern po-

sition Anglo-Persian enjoyed the special protection of

the British government, which in turn dissuaded it from
selling out to foreigners.1 The Indian government sent

out a detachment of soldiers to guard the drillers, led

by Lieutenant Arnold Wilson (who later became resi-

dent director of the company). The British resident Sir

Percy Cox intervened with the local sheikh to agree to

carry the oil to the island of Abadan where it could be
shipped by tanker across the world. The 130-mile-long

pipeline, the first of the great oil arteries of the Middle
East, was laid across the bare mountains to the sea; and
a refinery was built at Abadan, which was to become
the jewel in the company's empire.

In the meantime, the company was busily lobbying

the British government for financial support, a long

process which has only recently come to light.2 Charles

Greenway, the managing director, began pressing the

Foreign Office for a subsidy in 1912, largely on the

grounds that they were threatened by Shell, which
(Greenway insisted) was a foreign company. Greenway
carefully stressed to the Liberal government the im-

morality of allowing the Shell marketing monopoly to

be extended to production. The British Foreign Office

were convinced, but the Admiralty were very wary of

1Marian Jacks: "The Purchase of the British Government's shares in the
British Petroleum Company, 1912-1914": Past and Present, London, p. 141.

"Ibid: p. 141.



66 The Seven Sisters

subsidizing one source of supply at the expense of

others and of the commitment that might follow invest-

ing in Persia, which might eventually call for military

intervention.

After Churchill arrived in the Admiralty in 1911 he
soon became convinced that he could not be sure of

Shell, and the admirals were more attracted by the

prospect of very cheap oil. At first the Admiralty en-

visaged a long-term contract with Anglo-Persian, but by
July 17, 1913, when Churchill spoke to Parliament, he
had committed himself to ownership. He insisted that

"safety and certainty in oil he in variety alone." But
he also proclaimed that "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 re-

quire." Churchill and the Admiralty were not, as was
often suspected, persuaded by imperial ambitions, but

by the simple advantages of price.

Churchill sent an oil commission out to Persia which
included Professor John Cadman, the leading British

expert on petroleum technology, who returned to pro-

nounce enthusiastically about the oilfields. Soon after-

ward the Admiralty agreed to pay two million pounds
for 51 percent of the company, whose capital was to be
correspondingly increased. The agreement stipulated

that the company must always remain an independent

British concern, and that every director must be a

British subject. The government would appoint two di-

rectors, who would have the right of veto, and they

assured the company that the veto would only be ex-

ercised on questions of foreign or military policy, or on
matters directly bearing on Admiralty contracts.

Charles Greenway took over as the new chairman,

an increasingly stuffy figure who ruled the company
for the next thirteen years, commemorated by Upton
Sinclair (in his novel Oil!) as "Old Spats and Mono-
cle." He was not an inspiring leader: when he first

went out to Persia in 1911 he fired the man who had
discovered the oil, George Reynolds, who then re-

treated to Venezuela. Deterding was probably right
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when he complained that without the government's

backing, Greenway "would certainly not have been

anywhere near the head of a corporation."1 But the

early years of BP did not call for any special entrepre-

neurial skill; it had a captive production, and a captive

market, protected by the army in order to supply the

navy.

The commercial success of the company was at that

time difficult to judge. The British government would
never reveal the price at which the company sold oil to

the navy, and it was not until fifty years later that the

original terms were disclosed. In fact, they were very

favorable to the navy. There was a fixed rate of 30

shillings a ton exclusive of freight and a rebate up to 10

shillings a ton according to surplus profits: the rebate

had already reached its maximum by March 1921.2

By the postwar years, the oil from BP was a good deal

cheaper than that from other companies. At the same
time BP was also declaring handsome dividends, from
which the Treasury collected its half; and Churchill was
able to boast of the great financial rewards to the gov-

ernment. 3

The Persian oil was a great bargain. Later govern-

ments were grateful for Churchill's bold initiative,

which seemed the more remarkable coming from a sub-

sequent bitter opponent of nationalization. In 1923
Baldwin's Conservative government considered selling

its share back to Burmah Oil, but soon afterward the

Labor party came to power, and kept it, and thereafter

BP has remained half-nationalized.

The government stake in BP seemed doubly attrac-

tive to Churchill in his Liberal days. Not only did it

ensure the navy's supply, but it provided a competitor

to the international cartel of Standard Oil and Shell.

Churchill was undoubtedly influenced by Teddy
Roosevelt's trust-busting zeal, and the formula of half-

iRalph Hewins: Mr. Five Per Cent, London, 1957, p. 81.
2Randolph Churchill: Part 3, 1911-14, p. 1963. See also Jacks, p. 166.
8Winston Churchill: The World Crisis, Vol. 1 (1911-1914) London,

1923, p. 134.
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nationalization was in some respects the British equiva-

lent of the antitrust movement, to limit the power of

big business; a policy which other European nations

were later to imitate. By buying into BP the British

government proclaimed that oil was too important to

be left to the oil companies—an awareness that was to

recur periodically over the next decades.

But the BP solution was not quite as easy as it

looked. In the first place, like subsequent nationalized

industries, it soon began to show the Frankenstein syn-

drome, growing out of control. Governments sometimes

felt they had the worst of both worlds. Abroad, the

company was resented by foreign countries, particularly

colonial countries, as an arm of the government. At
home the government could not influence its policies;

the two government directors—often retired Treasury

men or diplomats—were not usually knowledgeable

enough to argue with the oilmen, and were happy, as

we shall see, to "go native."

In the second place, the military case for government
ownership was very doubtful, for in wartime the securi-

ty of oil supplies depended on command of the seas

rather than ownership of the oil. "If the Anglo-Persian

Company had been controlled by Germans," asked two

shrewd critics of the industry, Davenport and Cooke,

in 1923, "would not the British Navy have had Persian

oil just the same? Undoubtedly, it would." 1 Government
ownership, they complained, meant "pitting the British

state against the nationals of other states, not only in

producing but in consuming countries." They warned,

with some foresight, that the British example would en-

courage nationalistic oil policies among others, particu-

larly the French ("nothing is too ridiculous to happen
if ever absurdity in oil principles and French militarism

go hand in hand"). The argument was thus already

being put forward in favor of multinational corpora-

tions—that they serve as buffers to soften confronta-

XE. H. Davenport and Sidney Russell Cooke: The Oil Trusts and Anglo-
American Relations, London, 1923, p. 57.
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tions between states, whereas national companies ex-

acerbate the conflicts.

And the admirals who complained in 1912 that there

might be problems of military intervention, for all their

dogged conservatism, had some prescience. In spite of

its commercial expansion, BP in Persia remained de-

pendent on tacit governmental support—perhaps more
dependent than its managers realized. It represented a

single easy target for any nationalist movement, and
could easily help to provoke one. However much
Churchill insisted that "safety and certainty in oil he
in variety alone," the existence of this single huge
source of cheap oil encouraged a growing dependence

on one country's supply. The British governments

never really faced up to the question of whether they

might have to intervene to safeguard it—until it was
forced upon them forty years later.
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The Carve-up

Oilmen are like cats; you can never tell from the

sound of them whether they are fighting or making

love,

Calouste Gulbenkian1

Oil profits generally seem to find their way by some
invisible pipeline into private pockets.

Lloyd George, March 26, 1920

These seven companies—five American, one British,

one Anglo-Dutch—had all become major powers in the

oil industry before the twenties. There were many
others, including the other offspring of Rockefeller's

Standard Oil, that were to play important roles. But it

was the seven "majors" who were to dominate the

world oil business in the following decades, and to be-

come new kinds of industrial organization—in some
respects the forerunners of the modern multinational

corporation. Each of them soon developed into an

"integrated oil company" controlling not only its own
production, but also transportation, distribution and
marketing. With their own fleets of tankers, they could

soon operate across the world in every sector of the

industry, from the "upstream" business of drilling and

producing at the oilfields, to the "downstream" activity

of distributing and selling at the pumps or the factories.

And each company strove, with varying success, to be

iNubar Gulbenkian: Pantaraxia, London, 1965, p. 96.
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self-sufficient at both ends, so that their oil could flow

into their tankers through their refineries to their filling

stations. It was this worldwide integration, together with

their size, which was the common characteristic of

these seven.

There were plenty of signs that the seven companies

were competing, often ferociously, to sell their precious

fuel: and nowhere was the competition more evident

than in the promotion of the new product gasoline for

the new automobiles. The names Standard, Gulf or

Texaco, first on cans, then on filling stations, then on
the bright signs sticking up from the landscape, were

visible symbols of the choice facing the consumer.

Yet the competition also had striking limitations. It was
not just that the product, as far as any consumer could

detect, was identical—much more identical than cars or

soaps. Nor that the new garages and filling stations

seemed to huddle in clusters on the roadside as if they

dreaded to stick their tall necks out alone. More seri-

ously disturbing for the advocates of free enterprise was
the tendency of the giant companies, as they ventured

further abroad, to cling together in consortia and to

reach hidden understandings with each other in their

attempts to bring order to the volatile market. The name
the Seven Sisters, that came to be applied to them and
which they so much resented, was not altogether inap-

propriate. Like the classical sisters, who were trans-

lated by Zeus into stars, they seemed to have acquired

immortality. But also like mortal sisters, they fought

and competed with each other, while still preserving a

family likeness and closing ranks when challenged by
outsiders.1

The American companies had begun with their pro-

duction safely based in their own home country, and
their government was more concerned with protecting

the consumer than with national security. But as the

1The phrase Seven Sisters has been applied in many different contexts,
and it was used as early as 1913 in connection with the New Jersey
Corporation Acts. It was not until the advent of Enrico Mattei, in the
fifties (see Chapter 7) that "le sette sorelle" became widely used for the oil
companies.
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future of American oil became more uncertain, the

companies began to look abroad for their supplies and
thus to become much more deeply involved with diplo-

macy. The relationships between the company head-

quarters and Washington thus became both closer and
more barbed.

The First World War made all Western governments

painfully aware of the importance of oil for survival,

and led to the development of what was called "oleagi-

nous diplomacy." The dependence on oil for survival

became obvious as the war extended—fought with

planes, cars, and tanks—and the oil tankers were criti-

cal for supplies. "Oil," said Clemenceau, "is as neces-

sary as blood." "We must have oil," said Foch, "or we
shall lose the war." "The Allies," said Lord Curzon in a

phrase much quoted by oilmen, "floated to victory on
a wave of oil." The Germans were desperately short of

oil, while Britain had access to the Persian oil from BP
at Abadan, and to Shell oil from Mexico and the East

Indies. But still by far the biggest source of supply was
America and 80 percent of all Allied oil supplies came
from the United States. A quarter of all the Allies' oil

came from a single company: Exxon.1

After the war the United States was still easily the

leading oil producer in the world and far the biggest

consumer. In the postwar years there was a new rush

of consumption, with the multiplication of automobiles

and the building of a new life-style based on cheap

oil. The right to travel cheaply, to have cheap electricity

and cheap heating, became regarded as part of Ameri-
can democracy and the whole landscape was already

being transformed by the product. As the two English

authors Davenport and Cooke described it in 1923:

Travel but a little in the country and you will gain the

impression that the modernism of the United States flowed

from its oil wells. Outwardly, oil occupies there the place

which coal occupies in Great Britain. The oilfield derrick

is as familiar a landmark to the American as the pithead

*G. S. Gibb and E. H. Knowlton: History of Standard Oil Company
(New Jersey) 1911-1927, New York, 1956, p. 244.
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wheels to the workers in our "black country." The oil-tank

car is as ubiquitous on his railroads as the coal-truck on
ours. The oil-tin litters his waste places. His wayside is

dotted with the petrol pump and at night illuminated oil

"filling stations" make his streets beautiful. A network of

oil pipelines underlies his country, more extensive than the

network of railways overlying ours . . . Does not the

American partly live in oil? Certainly he cannot move
without it. Every tenth man owns an automobile, and the

rest are saving up to buy one.1

But now there was once again the nightmare of a

world shortage. The American Secretary of the Navy,

Josephus Daniels, who had confronted Socal over the

Californian naval reserves, was appalled by the rapid

depletion; and in 1920 the director of the U.S. Geologi-

cal Survey pronounced that the American oil situation

"can best be characterized as precarious."

Both Americans and Europeans began a new scram-

ble for oil, with new bitterness between the haves and
the have-nots. The British and French tried ruthlessly

to establish their own sources of oil in the Middle East,

which they regarded as their own equivalent of Texas.

They were determined to exclude America, which had
its own oil anyway. But the Americans argued that it

was quite wrong that they should provide the world out

of their dwindling reserves, while they were shut out

of foreign oil. They had helped to win the war, and
were entitied to its spoils. In the postwar years, both
companies and governments came into sharper conflict.

The State Department supported more closely the in-

terests of oil companies abroad, and the new intimacy

was further encouraged by the administration of Presi-

dent Harding (whose benign attitude to oilmen eventu-

ally extended into the Teapot Dome scandal). The
relationships were often confusing. Ostensibly the com-
panies were the boxers in the big fights, and the

governments were the seconds, providing encourage-
ment or reproof. This meant that when the fight was
most critical, the governments were out of the ring. The

*B. H. Davenport and S. R. Cooke: The Oil Trusts and Anglo-American
Relations, London, 1923, p. 68.
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companies—as we shall see—usually had their own way
in the end. But it was never quite clear who was using

whom.
To radical critics, it looked as if the State Department

had simply abdicated the whole process of oil diplo-

macy to the oilmen. The government, however much
they might distrust the oilmen, were not prepared to

set up their own organization. They preferred to use

the oil companies, at a discreet distance, as the instru-

ments of national security and foreign policy. The
British government, being totally dependent on im-

ported oil, had closer relations, as we have seen, with

the two oil companies. But they too preferred not to be
closely involved with such a controversial commodity,

and, in Britain, too, the heads of the companies began
to play important roles in forming foreign policy.

TEAGLE V. DETERDING

It was the competition between the two biggest com-
panies, Exxon and Shell, which set the pace and the

pattern. They were companies with almost opposite ori-

gins and characters: the first born of a domestic monop-
oly, firmly rooted in America; the second, a trading

and shipping company intrinsically international. But
they had resemblances, too. In each company one man
dominated for over two decades: Walter Teagle of Ex-
xon, and Henri Deterding of Shell. Both were auto-

cratic and powerful characters, both spent their spare

time shooting on their large estates and liked to com-
bine hunting game with hunting markets. Both strove to

achieve a world oil monopoly from quite different view-

points, until they reached a truce, appropriately enough
in a castle. It was the Baroque Age of oil.

Walter Teagle came from the oil aristocracy; his

maternal grandfather, Maurice Clark, was one of Rocke-
feller's first colleagues, and his father was a partner in

one of the earliest Pennsylvania companies. Like Arch-
bold, he first heroically competed with Rockefeller, but

then secretly agreed to sell out, while still pretending to
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compete. As a young man his son Walter found himself

taken over by the giant trust. But he still retained an

entrepreneurial spirit and became a director of Stan-

dard Oil, at the early age of thirty-three. After the

dissolution in 1911 he became a director of the rump
company Exxon and an increasingly dominant influ-

ence, resenting the legalistic caution of his elders.

When Archbold retired, after a brief interregnum

Teagle was elected president and remained there for

twenty years. He stipulated that he must have three

months' holiday a year to pursue his hunting, shooting

and fishing, and the board's acquiescence emphasized

his authority and his isolation. A tall, thickset man,
with a boyish smile, he liked to do business on his es-

tates; he defied the lawyers, and refused to have one
on the board. He had his own private spy, Flanagan,

who roamed the world reporting only to him. 1 He mas-
tered the facts of the world's oil and bludgeoned his

opponents with them; he had no inhibitions about

using his company's financial power. Politically and
diplomatically he was naive; he had inherited a blunt

instrument, and used it bluntly with an assurance forti-

fied by his fife-style.

But his aggression was also partly the product of his

company's predicament. Exxon at that time saw itself

not as confident top dog, but as a vulnerable underdog,

a dismembered body, with a dangerous imbalance be-

tween its big markets and its tiny supplies of its own
crude oil. With the postwar shortage of oil it felt a

desperate need to become a fully integrated company,
so that it had quickly to find oil, or to buy other oil

companies. In 1919 Teagle made his first bold domes-
tic move and bought (secretly, in the Rockefeller tradi-

tion), a prosperous Texan company misleadingly called

Humble, which had originated at Spindletop. But he

was still hungry for oil and was preparing to adventure

abroad.

His chief rival for the world's oil was Henri Deter-

^or these and other details of Teagle's methods, see Bennet H. Wall and
George S. Gibb: Teagle of Jersey Standard, Tulane University, 1974.
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ding, a much bolder leader; and the position of Shell,

with no supplies at home, called for greater daring.

Deterding was one of those accountants of genius who
see balance sheets in terms of military campaigns; and
Lord Fisher appropriately called him the Napoleon of

oil. From his boyhood in a bank (as he later explained)

he discovered his capacity to unravel complexities, and
to make complicated problems appear simple. 1 He was
a small man, with no formal education and a bad tem-

per. But he had charm, piercing eyes and a driving

ambition. His Dutch colleagues called him by his ini-

tials, HAW, which in thitch stands for "He knows
everything."

He never belonged anywhere—his first ambition had
been to be a sea captain like his father—and he identi-

fied himself with a succession of different countries.

When he became managing director of the Shell group

in 1907 he became quite English, bought an estate in

Norfolk and ran the group from London; after the

war (as Admiral Fisher had recommended earlier) he
was knighted for his services to the Empire. But as

Shell's ambitions, and his own, extended he became
again rootless and unstable, changing houses, wives and
political views until he ended up living in Germany, a

committed Nazi.

Shell was an amazing mixture of bureaucracy and
high gambling. Its managers were a solid respectable

elite, a new breed of carefully selected para-diplomats;

as early as 1910 Shell had helped to set up the Cam-
bridge University Appointments Board, to be sure of

recruiting the cream of graduates, competing with the

Foreign Office and civil service for brains. Yet at the

top of this hierarchy was a tycoon of explosive unpre-

dictability, gambling with oilfields, paying himself a

million dollars a year.

Deterding and Teagle fascinated each other. The ac-

quaintance began at a famous encounter in 1907 when
Deterding had just taken over the merged Royal Dutch

*Sii Henri Deterding: An International Oilman, London, 1934.
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Shell and came to see Standard Oil in New York to try

to persuade them to abandon their price-cutting wars.

Deterding realized that price-cutting was not true com-

petition at all but "throat-cutting," and he tried to per-

suade the directors of Standard, including Archbold

and young Teagle, to agree to stable prices. Deterding's

precept inherited from his old boss Kessler was the

Dutch proverb Eendracht maakt macht—cooperation

gives power—and he was always searching for a global

agreement or cartel. Deterding put his case, but without

success, for Archbold was determined on price wars, to

extend Standard Oil's power. Teagle, however, was

much more impressed by Deterding's arguments, and

Deterding thought Teagle a "brilliant young man."1

From then on, the two budding tycoons eyed each

other with mutual and wary respect.

Shell had always been forced to search out oil

abroad, and Deterding was prepared to take large gam-
bles. In 1908 he bought oilfields in Egypt, which for a

short time produced handsomely. He began exploring

in Sarawak and in 1910 started new dealings with Rus-
sia, which led to him buying the Russian Ural-Caspian

oilfields. In the next years he pulled off two of his big-

gest coups, in countries which Exxon had avoided. In

Mexico he bought the oilfields belonging to Lord Cow-
dray (see page 100), which soon pushed up Shell's total

production. In Venezuela he bought the fields which
still provide a sixth of Shell's supplies. At the same
time, he was starting to challenge the Americans on
their home ground, by buying oilfields in California.

Soon the Shell gasoline signs—the "yellow peril" it was
then called—were beginning to shoot up across Ameri-
ca to the growing alarm of Teagle and Exxon.

Teagle was already alerted by an indiscretion of Shell.

In 1919 a public-relations man and share-pusher for

Shell's Venezuelan company, Sir Edward Edgar, made
a historic blunder by accusing the Americans of having

recklessly squandered their legacy of oil while the

xSir Henri Deterding: An International Oilman, London, 1934, pp. 72-76.
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British position, he said, was impregnable. "All the

known oilfields, outside of the United States itself,"

boasted Sir Edward, "are in British hands, or under
British management or control or financed by British

capital . . . We hold in our hands the secure control of

the future of the world's oil supply." The rash boast of

the baronet was to be endlessly quoted by the Ameri-
cans; and it helped to goad Exxon to stir abroad.

IRAQ

Teagle was gradually becoming aware of the im-
portance of Middle East oil backed up by the State De-
partment, in the face of the postwar panic about the

shortage of oil. To encourage the companies, Washing-
ton proclaimed the doctrine of the "Open Door" which
demanded that the Allies should not discriminate

against each other in oil supplies. It was a plausible

liberal policy, but over the following years the Open
Door proved to be a mysterious portal, with a habit of

swinging shut again, just as the Americans had got in-

side.

The immediate battlefield for postwar oil diplomacy

was the disintegrating Ottoman Empire. Turkey was
paying for defeat by having her dwindling possessions

carved up between Britain and France. Both countries,

while pretending that oil was not foremost in their

minds, were specially concerned with two regions along

the river Tigris in Mesopotamia (soon to become Iraq),

the regions of Baghdad and Mosul which were sus-

pected of containing huge oil reserves. The real origi-

nator of this interest was neither a company nor a gov-

ernment, but the extraordinary Armenian entrepreneur

Calouste Gulbenkian, the first of the lone operators

who were to enrich themselves from the Middle East.

Gulbenkian as a studious young graduate in Constan-

tinople was always convinced that there was oil along

the Tigris, and in 1914 he had put together a syndicate

which was then called the Turkish Petroleum Company
(TPC). Almost half was owned by BP, who already
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had the concession in Iran next door; about a quarter

by Shell and a quarter by the German Deutsche Bank,

who had financed the Baghdad railway. Five percent

—

the famous five-percent—went to Gulbenkian. The
agreement went into abeyance during the war, but in

December 1919 it was revised at the conference at San

Remo, convened to draw up the peace treaty with

Turkey. It divided the Arab countries which had been

under Turkish rule into British and French mandates,

and it added a special oil agreement revising the old

Turkish Petroleum Company to give the German quar-

ter-share to France instead. But Gulbenkian kept his

five percent.

It was a classical European horse trade, and it de-

liberately excluded the United States, on the semi-

plausible grounds that America had not declared war
on Turkey and was not therefore concerned with the

peace treaty. But the Americans were outraged when
the agreement came to light. The American ambassador
in London delivered a strong note to the Foreign Office

implying that Britain was trying to corner the world's

oil, and recalling (in stately language) that America
had helped to win the war, and was entitled to a share

in the spoils. Lord Curzon, the British Foreign Secre-

tary, replied that oil from the British Empire and Persia

amounted to 4.5 percent of the world's production,

whereas the United States controlled (with Mexico)
about 82 percent.

By August 1922, under sustained pressure from
Washington, the British offered the Americans first 12
percent of the Turkish Petroleum Company, and even-
tually 20 percent, which they accepted. The State

Department had gradually pushed the door into Iraq
open, but the oil companies went through it with some
reluctance. Exxon led the way and eventually seven
companies, including Gulf, Texaco and Mobil, agreed
to go into Iraq (though all but Exxon and Mobil even-
tually dropped out). This first venture of American
oilmen into the Middle East was not exactly fraught
with enthusiasm and enterprise. As the Gulf represent-
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ative, Charles Hamilton, described it, "representatives

of the industry were called to Washington and told to

go out and get it."
1

There followed further obstacles, including a war be-

tween Greece and Turkey. Curzon, while hardly men-
tioning the squalid word oil, came near to threatening

war over the issue; and eventually Mosul was safely

included in Iraq under the British mandate. By 1925
the new government of Iraq reluctantly signed an agree-

ment with the old Turkish Petroleum Company, soon
to be renamed the Iraq Petroleum Company, granting

a concession until the year 2000. It decreed that the

company must remain British, and its chairman a Brit-

ish subject, and it promised the Iraqis a royalty of four

gold shillings a ton. In the original San Remo agree-

ment there had been an important stipulation that the

Iraq state should have a 20 percent participation in

the concession—an idea which proved to be forty years

ahead of its time. But this was not included in the

new agreement, which caused the resignation of two
Iraqi ministers in protest. The refusal of the company
to allow participation—except in the form of royalties

—was a continual cause of bitterness with the Iraqis

for the next four decades.2

Gulbenkian still insisted not only on his 5 percent,

but also on retaining the original clause in which each

partner undertook not to seek concessions in the for-

mer Ottoman Empire—stretching from Turkey down
through modern Jordan, Syria and Iraq, down to the

bottom tip of Saudi Arabia—except through the com-
pany. That was, of course, as the State Department

pointed out, completely contrary to any principle of the

Open Door. But the American companies were now
anxious to compromise and after three years of negoti-

ations all the partners finally agreed in July 1928 at

Ostend in Belgium.

^Senate Hearings on Petroleum Resources, Washington, June 27-28,

1945.
2See The Nationalization of Iraq Petroleum Company's Operations in

Iraq: INOC Publications, Baghdad, 1974.
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Since no one was quite sure what was the former

Ottoman Empire, Gulbenkian then and there drew a

line on the map with a red pencil round the huge space

which he meant, including all the great future oil-pro-

ducing areas of the Middle East except Iran and Ku-
wait. Thus came into being the most remarkable

carve-up in oil history, known ever since as the Red
Line agreement. But no one, even including Gulben-
kian, foresaw the full consequences of it. The five

American companies, led by Exxon, were now safely

inside sharing 23.7 percent of the new company. The
door slammed behind them. It was the pattern of many
future consortia. As Gulbenkian later described it:

"never was the Open Door so hermetically sealed." Six

months after drilling had begun in April 1927, as Gul-

benkian had for so long predicted, there came the dis-

covery of one of the most fabulous oilfields in history.

The Iraq Petroleum Company was to be both the

THE SEP UHE AREA
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parent and the prototype for other joint ventures in the

Middle East. The fact that it included four of the ma-
jor companies—two British and two American—made
the process of control of production much easier, and
limited the nature of the competition. Also, coming on
top of the British monopoly in Iran, it increased the

resentment of other countries without oil. The French,

it was true, had been allowed their 24 percent share of

the Iraq oil, and to exploit it President Poincare set

up a national oil company, partly modeled on BP,
called the Compagnie Fran^aise de Petroles (CFP),
with a distinguished scientist and Polytechnicien, Ernest

Mercier, at its head. The French government gave it

special protection and built refineries for the oil from
Iraq. But the CFP did not have the same scale or

range of production as the others and the French re-

sentment at the Anglo-American domination of the in-

dustry was to smolder, with periodic explosions, over

the following decades.

THE RUSSIANS

While Teagle had established himself without too

much exertion in the Middle East, he had been making
a much bolder and rasher bid for oilfields in Russia.

Russia's huge reserves had ever since the 1880s pro-

vided alternately threats and temptations to the Amer-
ican companies, as they would do for another fifty

years. Exxon's dealings with the revolutionary Soviet

regime revealed a good deal of the political naivete

and arrogance of the oilmen, and conjured up for the

first time the specter which was later to haunt the in-

dustry round the world—nationalization.

At the time of the Revolution in 1917 Russia was
producing about 15 percent of the world's oil; a third

of her oil was controlled by the Nobel brothers, and
Shell controlled some of the rest. After the October
Revolution there was chaos and Bolsheviks rebelled in

the oilfields. Oilmen rushed to the scene, hoping to pick
up bargains from the confusion, and Teagle was ap-
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proached by the Nobel brothers (who desperately

wanted American diplomatic support) to buy half their

interest. While Exxon and the Nobels were still discuss-

ing terms, the Red armies seized all the oil properties,

but astonishingly, Exxon continued negotiating: as

Teagle calmly explained, there was "no alternative but

for us to accept the risk and make the investment at

this time." After consulting John D. Rockefeller II and

the State Department (who would not promise diplo-

matic support) Teagle made an agreement in July 1920
to buy out the Nobels with $11.5 million paid secretly

through a Swiss company to disguise Exxon's owner-
ship. The agreement, the company historians admit,

"appears to have been one of the most ill-considered

ever made" by the company.
While Teagle and the Exxon board waited expec-

tantly for the collapse of the Bolsheviks, the Red Army
remained. Teagle was soon in the quandary that would
so often repeat itself in the oil industry. On the one
hand he was righteously indignant about the Commu-
nists' expropriation: "the one fundamental thing about

Communists that we need to know, and that so many
generally overlook, is that the Communists repudiate

the civilized code of ethics . .
.'n On the other hand

the Russians were now busily producing oil, offering it

at cut prices, and Exxon's competitors including Shell

and BP were trying to make deals with the Soviets.

The nightmare loomed of Exxon's European markets
being flooded with cheap oil as Exxon had flooded

Shell's markets in the past. Eventually in July 1922
Teagle and Deterding with representatives of fourteen

other oil companies met in London to try to form a
Front Uni to insist on compensation from the Soviets.

But Teagle quite rightly did not trust Deterding, and
just after the policy was published, Deterding began
secretly to buy large quantities of Russian oil, which
he sold in the Far East to undercut another of the

sisters, Mobil.

iWall and Gibb, p. 225.
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Teagle, as he made clear in worried memos, was in-

creasingly torn. Russian oil began flowing into Europe.

The more other companies made deals with Moscow,

the less effective were Exxon's demands for compensa-

tion. The diplomatic atmosphere became more concilia-

tory after Britain recognized Soviet Russia in February

1924. At last Teagle and most of the board came
around to the reality. Teagle met again with Deterding,

and they agreed to form a joint company in Liechten-

stein to seek a long-term Soviet contract "for the

restoration of the Russian oil industry." For the next

two years they went on arguing with the Russians, who
at one time even promised some compensation. But
eventually the talks were broken off by Teagle's insis-

tence on more money, and by sudden indignation from
Deterding: "I feel that everybody will regret at some
time," he burst out in January 1927, "that we have
anything to do with these robbers."

The explanation for Deterding's turnabout was very

personal. Deterding had just been remarried, to a
forceful White Russian, Lydia Pavlovna Kordoyaroff.

Teagle realized that she had a hold on Sir Henri, who
had now become piously and militantly anti-Commu-
nist. But he had also become furious because Mobil,

in retaliation, was now undercutting Shell in India, the

soft underbelly of the industry. He launched a fierce

press campaign, accusing all the Standard Oil com-
panies of collaborating with Communism, and demand-
ing that Teagle should bring the other companies into

line. Exxon in return made a statement implying with
less than total candor that they had had no dealings

with Moscow. Deterding insisted that he had been dou-
ble-crossed by the Standard companies and promptly
launched a price war of the kind he had so long de-
nounced, with particular intensity in India.

The Russians, in fact, had succeeded in generating
chaos in the Western oil industry, luring one company
after another and setting them against each other, and
making nonsense of any legalistic or ideological stand.
And Teagle's boldest venture in oil production outside
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America had ended not just in total fiasco, but in what

everyone most dreaded, an uncontrolled glut.

THE CASTLE

The price war that Deterding unleashed in India

soon spread through the world, and what began as a

quarrel about Russian oil developed into a major crisis

for the oil industry, forcing some small companies out

of business, and reducing everyone's profits. Deterding

was now, from an apparent position of strength, play-

ing Rockefeller's old game. But nobody could win, for

there was once again a surplus of oil in the world,

contrary to all the predictions of seven years before.

The great surge in consumption by the new motorcars

had begun to abate. There was new production in Ven-
ezuela and Mexico, on top of the flood of Russian oil;

and in the Middle East the new oil in Iraq added to

the flow from BP's oilfields in Iran. In the battle for

the world oil there were as yet only three major con-

tenders, Exxon, Shell and BP, and they each dreaded

that the price wars would ruin them all. Deterding's

original argument with Standard Oil, about the dangers

of all-out competition, now looked much more convinc-

ing to Teagle and the Americans.

BP, the junior of the three powers, had become in-

creasingly important on the world's stage because it

controlled not only Iran, but also a quarter of the oil

from Iraq; it was now much more than an adjunct to the

British Navy. Lord Greenway ("Old Spats and Mono-
cle") had given way as chairman in 1927 to Sir John
Cadman, the Professor of Petroleum who had advised

the company at its inception. He was the first figure of

real magnitude in the British oil industry: a tall,

commanding presence with wide-ranging interests and
a human touch (he was even an amateur conjuror).

He dominated the company with Christian paternalism,

and though he was always close to British governments
he was determined to assert BP's independence. "The
operations of the company have been very successful,"
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he told the American Petroleum Institute back in 1921,

"but these have been achieved not because of, but in

spite of, the government holding."1 It was a very ques-

tionable claim.

Early in 1928 these Big Three began to hold secret

conferences, initiated by Teagle, to try to limit their

destructive competition.2 In August the newspapers got

wind of a mysterious meeting in Achnacarry Castle, a

romantic turreted mansion in Inverness-shire in the

Highlands of Scotland. The castle was the seat of the

Cameron of Lochiel, but the Cameron, it turned out,

had rented it to Sir Henri Deterding for the beginning

of the grouse-shooting season and for brown-trout

fishing in the private loch below. The castle, reported

the Sunday Express, was now "an impenetrable fortress

which harbors one of the most interesting groups of

silent personalities in the world." It was indeed a

strange gathering. Deterding had with him his new
Russian wife, and two mischievous teenage nieces. They
were joined first by Sir John Cadman of BP and his

wife and then by Walter Teagle of Exxon, who had
sailed over from New York, trying to remain incog-

nito. (In London, when a reporter had rung up to ask

about Teagle's whereabouts, he picked up the telephone

himself and replied: "Teagle? Never heard of him.")

Teagle brought his advisers, Moffett and Mowinckel
from New York, and Riedemann from Berlin; and
representatives of other companies also arrived, includ-

ing William Larimer Mellon of Gulf. The press failed

to penetrate the fortress, and the Express reported that

"the Scottish lochs themselves are no more communica-
tive than the oil lords."

Ostensibly the house party had assembled for the

grouse-shooting, but as Teagle admitted afterward,

"the problem of the world's petroleum industry natu-

rally came in for a great deal of discussion." The party

^ee John Rowland and Lord Cadman: Ambassador for OH, London,
1960, p. 101.

federal Trade Commission: The International Petroleum Cartel,
Washington, 1952, p. 199.
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was not a great success; it was a queer bunch of peo-

ple, Teagle complained later. Cadman was a poor fly

fisherman, and the hunting was "lousy." Lady Deter-

ding's nieces played tricks on Riedemann, putting

molasses in his bed, and tying up his pajamas in knots:

"Riedemann was mad—oh boy, he was mad." 1 But in

their two weeks at the castle the oil barons reached a

basic agreement to divide the world into an interna-

tional cartel. By early September the three leaders,

Teagle, Cadman and Deterding, had approved a state-

ment of principles called the "Pool Association," or as

it came to be known later, the Achnacarry agreement,

or more simply, "As Is." It was never fully imple-

mented; but the intentions and principles, and the sub-

sequent political reaction, were to reecho through the

industry for the next thirty years.

The secret agreement (not fully revealed until 1952)
began by explaining that "excessive competition has re-

sulted in the tremendous overproduction of today," and
the resulting price-cutting had been destructive rather

than constructive. It followed with seven principles to

govern the proposed collaboration, beginning with the

basic rule: "The acceptance by the units of their present

volume of business and their proportion of any future

increase in production." Principle No. 3 insisted that

"only such facilities [are] to be added as are necessary

to supply the public with its increased requirements of

petroleum products in the most efficient manner."
It was the kind of oil cartel for which Deterding

had aimed twenty years earlier when he urged Arch-
bold and Teagle to follow the Dutch precept of "co-

operation means power." Deterding and Shell were now
strong enough to prove to Exxon that they could never

achieve their own global monopoly. In terms of oil

economics, there was a great deal to be said for it, and
Deterding's plan was in the familiar tradition of Euro-
pean trusts. But in democratic terms, it was intolerable:

hence the secrecy. For it abdicated to a handful of

Wall and Gibb: p. 261.
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businessmen the right to allocate the oil trade, and to

fix prices.

The cartel suited Teagle well enough, faced with

diminishing profits and a new nightmare of glut. For
the basis of the cartel was to be the maintenance of

American prices. The arbiter of the world price of oil

was the "Gulf Plus System." To protect American oil,

the oil from anywhere else was fixed at the price in

the Gulf of Mexico, whence most United States oil

was shipped overseas, plus the standard freight charges

for shipping the oil from the Gulf to its market.

While the United States was the only major producing

country the system had some justification; but as Amer-
ican oil was becoming more expensive, and threatened

by much cheaper oil from Iran or Venezuela, it was a

blatant device to keep up prices. To take one example
provided by an addition to the "As Is" agreement: if

BP supplied cheap oil from Iran to Italy, the oil would
be charged as if it had come from the Gulf of Mexico
to Italy; and the saving would make a large profit for

the company. Moreover, the "As Is" now proposed that

if two companies agreed to swap production to reduce

costs of transport, they would share the profits between
them. This device of "phantom freight," as it was ro-

mantically called, was already well-established before

Achnacarry, but it was now formalized and increasingly

beneficial to both sides of the Atlantic. It protected

expensive American oil and ensured high profits for

Shell and BP, who were dealing with cheap oil else-

where.

The "As Is" was not so much a list of rules as a

constitution or a declaration of intent. It was approved

first by the Big Three, then by fifteen other American
companies, including the other four sisters—Gulf, So-

cal, Texaco and Mobil. It could not be totally exclu-

sive, for it could not discipline Russian oil, but it gave

the biggest Western companies powerful advantages. To
supervise the quotas in "As Is," the companies agreed

to set up two export associations, to protect the mem-
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bers like Rockefeller's original railway rebates, enlarged

to global proportions.

CONSERVATION AND CARTEL

The restrictions of "As Is" were blatantly designed

to maintain profits: but they could also be presented, as

Rockefeller presented his restrictions, as being devised

to prevent waste, and working under the new banner of

conservation. Not for the last time conservationists and

cartelists were in alliance. Within the United States the

hectic and disorganized drilling for new oil had often

used up reserves prematurely, which had led first to

an ineffective Federal Oil Conservation Board in 1924
and then to a more serious effort. By March 1929 the

American Petroleum Institute approved a control plan

to hold back the production of oil in the United States

to the levels of 1928. This conservation agreement

neatly complemented the "As Is" agreement of six

months before, by limiting exports from the United

States. In fact, the U.S. government later insisted that

the companies had no legal authority to regulate pro-

duction, so instead the oil-producing states eventually

worked out an "interstate compact" by which they

would jointly restrict oil production.

There was always a useful confusion about whether
this restraint was to prevent wasteful drilling or to keep
up prices. When Bill Farish, then chairman of the ex-

ecutive committee of Exxon (later president), was sub-

sequently asked in congressional hearings, he replied:

"The underlying thought covered is the whole idea of

conservation and stabilization of the industry, which to

my mind are synonymous terms . . Z'1

It was in Texas that the problem of restricting pro-

duction came to a head and was eventually solved:

and this development, though local, had profound con-

sequences and lessons for the rest of the world. For

iSee FTC Report, 1952, p. 214.
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Texas was the wild edge of the industry; and if it

could be controlled, the way was open for stabilization

elsewhere. The crisis began near the small town of

Kilgore in east Texas, where a wiry old wildcatter called

"Dad Joiner" was persisting in drilling on a farm be-

longing to a genial widow called Daisy Bradford, in a

bleak territory which had been written off by the big

oil companies and their geologists. In October 1930,

Dad Joiner drilled further, and black oil spurted out at

the rate of 7,000 barrels a day. It set off, in the age of

the motorcar, a more ruthless oil rush than Titusville

or Spindletop: in Kilgore, the oil derricks overlapped

each other on backyards, front gardens and church-

yards; and the strike turned out to be only part of a

huge east Texan oilfield. Dad Joiner himself suffered the

usual pioneer's fate: eventually he retired in penury to

a small house in Dallas, in Mockingbird Lane. The
man who bought his land, H. L. Hunt, grew to be a
billionaire, the richest of all the Texans.

The east Texas boom, coming at a time of both de-

pression and overproduction, produced a new glut of

oil, when it was least of all welcome to the big com-
panies, and it looked like a return to the wild old days

of individualism before the Big Hand of Rockefeller

reached out. Drillers rushed to get up the oil before

their neighbors, thus quickly reducing the pressure and
potential of the oilfields. The problem of control was
made harder by the American "rule of capture" by
which oil was regarded in legal terms like a wild animal

—whoever caught it first could keep it. Prices fell down
to 10 cents a barrel, and gas stations competed with

free chickens to lure customers.1

Eventually the chaos and anarchy called for inter-

vention—not this time by a company, but by the state:

in the end the governors of Texas and Oklahoma called

in the national guard to close down oilfields, and en-

forced a system of rationing, by which the demand in

1Professor Adelman Insists that the east Texas glut was quite untypical
of the world market, partly because the chaos was caused by the rule of
capture, which was uniquely American. See The World Petroleum Market,
p. 43.
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any one month was shared among oil producers by a

state body called the Texas Railroad Commission. It

was difficult to enforce, and many producers secretly

sent oil out of the state, where it could be sold freely,

until a "Hot Oil Act" was passed in 1935. But re-

markably, Texas did succeed in controlling output, with

the reluctant support of the producers; for they now
realized that it was the only way to keep up prices.

With the state's help, they achieved what the Penn-
sylvania producers never did. The implementation of

"prorationing," as it was awkwardly called, was a mile-

stone in the industry, and its importance was not un-

noticed in the following years by the shrewder men in

producing countries abroad: the Venezuelans actually

took the precaution of hiring a man from the Texas
Railroad Commission to advise them. The restricting

of oil from Texas, the frontier of free enterprise, was a

necessary concomitant of any global agreement to main-

tain prices. Thirty years later, OPEC was to look back
to Texas as their model for controlling Middle East

production.

"As Is" was never completely achieved; it was im-

possible to bring into line all smaller companies, and
Russian oil was always bubbling up in odd places.

But the Big Three, with local allies, could often make
deals in individual countries. One of the most effective

was Britain, where Shell and BP collaborated with Ex-
xon to fix prices, and also formed a joint British market-

ing company called Shell-Mex BP (which remained

together until the mid-seventies, when it was dissolved

after long and painful negotiations). Another was in

Sweden, where the market was carved up between Ex-
xon, Shell, BP and Texaco and two other companies.

They met each week in the Shell offices in Stockholm
to ensure that no company undercut another—which

was not fully revealed until investigated by a Swedish

parliamentary committee in 1947. 1

The big companies held successive meetings in the

iFTC Report: p. 266.
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early thirties to try to enforce the cartel, and in 1932 six

of the Seven sisters met to adopt more flexible quotas.

The last and most important meeting was in April 1934,

when Exxon, Shell and BP met secretly in London to

reformulate the Achnacarry agreement. Together they

produced a Draft Memorandum of Principles, to op-

erate throughout the world except where the law

forbade it, in the United States. The memorandum
laid down rules for restricting competition and sharing

profits from outsiders, including a system of penalties

to be enforced by a special "London Committee"
(London, then as later, was the natural venue for cartel

discussions). This agreement was ended, according to

Exxon's later evidence, in early 1938; but in Sweden
at least, from the evidence uncovered, it continued

through the war.

Most of the world's oil resources were in the Hands
of the big companies, and the agreements succeeded in

their main object of maintaining stable prices at the

American levels, and of limiting competition inside each

country. The monopoly of Rockefeller had evolved,

with apparent inevitability, into a global cartel.

TRIUMPH AND TREASON

Through the twenties and thirties, Teagle and De-
terding were the "titans" of world oil, and each voyage
across the Atlantic was surrounded by speculation. Af-
ter the cartel agreement at the castle their position

seemed still more secure, as they covered the world
with secret agreements and played producers against

each other. But they were not men of political subtlety;

they were both autocrats at heart. As the world began
to divide and split apart, they were unaware that their

careers were heading for danger.

Teagle had succeeded triumphantly in reviving and
stabilizing Exxon. The depression weakened his com-
petitors and in 1932 a new source of oil supplies was
virtually handed on a plate. The Standard Oil Com-
pany of Indiana, another offshoot of Rockefeller's com-
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pany, had developed a valuable company called Creole

in Venezuela, but could not now make use of the

oil, with a glut in its home markets and a shortage of

finance. Teagle ignored warnings of possible antitrust

action and bought the Creole concessions for $140

million. It was a bargain, and gave Teagle a new counter

against Deterding and Shell, already entrenched in

Venezuela. In 1937, his last year as president, Teagle

told his shareholders that Exxon's share of world oil

production had gone from 2 percent to 11.5 percent.

By the end of the decade, half of Exxon's production

was outside America, and the company had overtaken

Shell to become the world's largest producer—a posi-

tion it has occupied ever since. 1

Teagle had become established as the doyen of the

industry; his relationship with Republican administra-

tions was close, and there was little trouble from anti-

trust. He played poker with President Harding (who
once asked him to buy a baseball club). He was friend-

ly with President Coolidge (whom he later asked to

run the American Petroleum Institute). And President

Hoover, after the great crash, used Teagle as one of

his business advisers. Even when Roosevelt came to

power, Teagle at first worked quite closely with the

New Deal. The problems of overproduction had made
oilmen more conscious of the need for government

involvement, and Teagle became chairman of the In-

dustry Advisory Board. He regularly sent Roosevelt

parcels of pheasant and salmon, 2 but he soon became
disenchanted with the New Dealers. The Democrats,

while collaborating with the captains of industry, were

well aware of the public hostility to them, and the

political advantages of attacking them. And Teagle re-

mained very vulnerable to public attack—more vul-

nerable than he realized. Exxon had inherited a great

deal of the distrust of the Standard Oil Trust, and
Teagle maintained the old tradition of secrecy and oc-

1K. M. Larson, E. H. Knowlton and C. S. Popple: History of Standard
Oil Company (New Jersey), 1927-1950, New York, 1971, p. 148.

2Wall and Gibb, pp. 271-281.
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casional mendacity. His global deals were shrouded in

camouflage, and kept secret even from his fellow

directors.

It was Hitler who was to be the undoing of Teagle.

As part of his network of global agreements, Teagle

had made an agreement as early as 1926 with the great

German chemical combine, I. G. Farben, for an ex-

change of patents and research. It seemed sensible and

farsighted at the time: Teagle was impressed by the

Germans' progress in extracting oil from coal and in

other research which led to the development of syn-

thetic rubber, while the Germans preferred collaboration

to competition. As Standard Oil summed it up: "the

I.G. are going to stay out of the oil business and we
are going to stay out of the chemical business . .

."

After Hitler came to power, the cooperation gave Ger-

many the patents for tetraethyl lead, crucial to hun-

dred-octane avation fuel. Exxon in exchange looked to

the Germans to develop synthetic rubber and held back
the research in America. After the German invasion of

Europe, Exxon continued to exchange vital informa-

tion. There was nothing uniquely sinister about the

collaboration; in the words of Thurman Arnold, the

crusading new antitrust chief, "what these people were
trying to do was to look at the war as a transitory

phenomenon and at business as a kind of permanent
thing." But Teagle remained naively unaware of the

political consequences.

In 1941 the Justice Department, having investigated

the company's files, brought two antitrust suits against

Exxon. The first was for conspiring to control oil trans-

portation through pipelines, the second for making re-

strictive agreements with I. G. Farben. Teagle had by
now become chairman, and had been succeeded as

chief executive by his old Texan fellow hunter, Bill Fa-
rish. But Teagle, as the man who first made the agree-

ments, was the obvious target for the press. ("The plain

fact is that Adolf Hitler has used and is using American
citizens and American laws to advance the Nazi cause
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in this hemisphere," wrote the newspaper PAf.) Thur-

man Arnold mounted a ferocious attack on Exxon,

charging them with blocking synthetic-rubber research,

and providing Germany with crucial industrial secrets.

The case was overstated; and in fact the Americans

had learned much from the German research. But

Teagle and Farish had been secretive and rash in their

collaboration and had contravened antitrust laws. Tea-

gle, distraught and bewildered, tried to justify his own
position with an anguished letter to Roosevelt, but the

President refused to intervene. The rest of the board

preferred to settle with the Justice Department, which

modified its charges in return for Exxon's promise to

release its patents and pay a fine of $50,000.

The attack then passed to another more publicized

forum, a Senate committee investigating national de-

fense, under Senator Harry Truman. Arnold testified

to the senators about Exxon's failure to pursue artificial

rubber (it was just when the Japanese had overrun

the Malayan rubber plantations). Farish, tense and an-

gry, tried to explain Exxon's dilemma, while Teagle

listened in silence to the charges against him. After

the hearing a reporter asked Truman whether he re-

garded Exxon's agreement with I. G. Farben as

treasonable; he replied "Why, yes, what else is it?"

The attacks eventually spent themselves, but the

company never altogether recovered its old confidence.

Even John D. Rockefeller II, who had kept studiously

aloof from his father's creation, felt compelled briefly

to investigate. Exxon sales suffered from the public

outcry, and the board was determined to reorganize

its public relations, to break down the tradition of

secrecy, and to inform itself about its own company.
As one director, Wallace Pratt, put it: "I have come,
in short, to rate as indispensable to the successful oil-

man a thorough knowledge of the corporation he di-

rects."

Teagle and Farish were both broken by the accusa-

tions of treason. Farish was still recovering from the
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experience eight months later, at Teagle's estate, when
he collapsed and died. Teagle lost all his customary

confidence, became nervous and fumbling, and resigned

before the end of his term at the end of 1942.1

For Deterding, the end was more justly ignominious.

By the mid-thirties, while he was still head of Shell,

his behavior had already become increasingly autocrat-

ic, with signs of incipient megalomania; and his mem-
oirs published in 1934 showed signs of this: he spelled

the word oil with a capital O, and proclaimed "If I

were dictator of the world—and please, Mr. Printer,

set this in larger type—I WOULD SHOOT ALL
IDLERS AT SIGHT." His influence on the company
was erratic and as one Shell veteran recalls: "Deter-

ding's interventions were like thunderstorms; suddenly

flattening a field of wheat, while leaving other fields

unscathed." The stately managers of Shell began to

have the worrying impression that their director general

was going mad, and still worse, going pro-Nazi. His

anti-Communism, spurred on by his Russian second

wife, had already made him sympathetic to the Nazis.

But in 1936, just after he had celebrated his seventieth

birthday and his fortieth year with Shell, he married a

third time, to a German girl, Charlotte Knaack, who
had been his secretary. He was now convinced that the

Nazis were the only solution to the Communist men-
ace. 2

With great embarrassment, his fellow directors finally

eased him out of the post he had occupied for thirty

years. He then went to live permanently on his estate

in Mecklenburg in Germany, making frequent visits to

Holland, to encourage closer relations between the two
countries, and becoming intimate with the Nazi leaders.

He died six months before the outbreak of war; memori-
al services were held in all Shell offices in Germany,
and Hitler and Goering both sent wreaths to the funer-

1Wall and Gibb, pp. 297-319.
2See Het Koninkryk der Nederlanden in Oorlogstyd, The Hague, Vol. 1,

p. 354.
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al on his estate.1 After the war there was an empty

niche in the entrance hall of the Shell headquarters in

the Hague: it was intended for Deterding.

Hitler was also responsible for the disgrace of a third

chief executive among the Seven Sisters: the autocratic

president of Texaco, Torkild Rieber. He was an en-

gaging buccaneer, the protege of the founder of Texaco,

Joe Cullinan, and he had a romantic background. He
had first come to Texas as a Norwegian skipper's mate,

taking oil from Port Arthur. Four years later Texaco

bought the tanker and with it Rieber, who helped

organize Texaco's tanker fleet. He eventually rose to the

top, and "Cap" Rieber became a famous Houston
figure: a stocky broad-smiling man with a thick Nor-
wegian accent, a sailor's cap and a parting in the

middle. Like Deterding, Rieber had great daring: he

built a 260-mile pipeline across the Andes to carry

Colombian oil to the sea, and he pushed into Saudi

Arabia by joining forces with Socal (see next chapter).

He had a sailor's internationalism, but without any
real political instinct: the world was a market with no
barriers or taboos.

Rieber first came into trouble with Washington in

1937 when Texaco tankers taking oil consigned for

Belgium mysteriously changed direction to Franco's

ports in Spain, in the middle of the Spanish Civil

War. Roosevelt was furious at this violation of the

neutrality law, and his attorney general warned Rieber
that Texaco would be indicted for conspiracy, but sup-

plies still continued, through Italy. Texaco altogether

sent oil worth $6 million to Franco, on credit, to be
paid for after the war: Franco's military position would
have been much more perilous without these precious
cargoes.2 Rieber also made contact through Spain with
leading Nazis and agreed to supply oil from Colombia

*The Times, February 11, 1939.
2See Herbert Feis: The Spanish Story, New York, 1948, pp. 269-271:

£SO Luis Bolin: Spain, the Vital Years, London, 1967, pp. 224-225; alsoHugh Thomas: The Spanish Civil War (revised edition), London, 1975.
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to Germany. He continued shipments after the out-

break of the European war in 1939, dodging the Brit-

ish embargo by sending the tankers to neutral ports.

He could not get money out of Germany, so he made a
barter agreement to be paid with three tankers from
Hamburg, which served to bring him closer to the

Nazis. He saw Goering in Berlin to clinch the deal, but

Goering insisted that in return for the tankers he
needed something more—Rieber's diplomatic support.

Accordingly, in January 1940, Rieber went to see

Roosevelt, to put forward the peace plan devised by
Goering to ensure Britain's surrender. Roosevelt ig-

nored it and advised him to back out of his German
connection.

But soon after, Rieber was still deeper involved. In

June 1940, at the time of the fall of France, there

arrived in New York Dr. Gerhardt Westrick, the Ger-

man lawyer who had represented several American
companies in Germany including Texaco and ITT. Dis-

guised as a commercial counselor, he arrived on a

special diplomatic mission to dissuade American bus-

inessmen from supplying Britain with arms, since (he

explained) Britain was close to defeat and German-
American relations would soon be all-important. Tex-

aco, through Rieber, paid Westrick's salary, and

financed his entertainment, including an office in the

Texaco headquarters at the Chrysler building in Man-
hattan, and a large house in Scarsdale, where Westrick

received influential businessmen and cultivated good-

will toward the Nazis.1

In the meantime a Texaco man in Germany, Niko
Bensmann, a veteran oilman, helped Rieber to obtain

delivery of the tankers. Bensmann (without Rieber's

knowledge) was a skilled intelligence agent, using his

own agent inside Texaco's New York headquarters to

obtain a flow of reports from America: including a very

*See the biography of Sir William Stephenson by Montgomery Hyde,
published in Britain as The Quiet Canadian, and in America as Room 3603;
pp. 71-72; also Anthony Sampson, The Sovereign State of ITT, London,
1973; also New York Times, August 2, 13, 20, 24, 1940.
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accurate review, prepared by Texaco's economists, of

the expanding American aircraft industry, which was
aiming to produce 50,000 planes.1

Eventually the head of British Intelligence in New
York, the Canadian millionaire William Stephenson, got

wind of Dr. Westrick's true purpose, and revealed the

story through the New York Herald Tribune. Westrick

was declared persona non grata, and he left on a Jap-

anese ship to return to Germany, where he took over

command of the ITT companies. Rieber was abruptly

discredited. Texaco shares slumped on the stock mar-

ket, and after an angry stockholders' meeting he was
compelled to resign, to be succeeded by his rival, "Star"

Rodgers. Texaco's company history makes no mention

of the incident: "it was all got up by the Jews," one
Texaco man told me. But at this time Texaco initiated

a rare act of patronage—sponsoring the weekly radio

broadcasts of the Metropolitan Opera, uninterrupted by
advertising, which have continued ever since.

It is not necessary to see these three scandals as evi-

dence of any special moral turpitude on the part of the

oil leaders: they were brigands of their time, trying to

extend a greedy international industry across the bar-

riers of war. They were men who did not know when
to stop, and there was very little to stop them. But
their ruthlessness and autocracy did reveal very sharply

the basic uncontrollability of oil, and the ability of the

industry to defy national governments.

NATIONALISM AND MEXICO

In the great scramble for world oil, there was not
much worry about objections from the producers them-
selves—at least, outside America. In the Middle East,

each new discovery appeared to weaken the position of

local governments, in the face of a world glut. In Iran,

BP maintained its highly profitable monopoly, even
after the coming to power of a more formidable new

^adislas Farago: The Game of the Foxes, London, 1971, p. 408.
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ruler, Reza Shah; and a new agreement was reached

in 1933 extending the concession till 1993. In Iraq

the IPC consortium could make vast profits with little

resistance from the disorganized government, evading

the participation clause. Between 1934 and 1939 Ex-
xon made a profit of about 52 cents a barrel; more
than twice what they paid to the government. For an

investment of $14 million Exxon's share in the IPC
was reckoned by 1937 to be worth around $130 mil-

lion.1

But there was a warning of future troubles in Mexi-
co, the country which had the most bitter experience

of both exploitation by the oil companies, and the

corruption of governments. The most spectacular for-

tune in Mexico had been made by an English contractor

from Yorkshire called Weetman Pearson. He had
come to Mexico at the end of the last century at the

invitation of the dictator Porfirio Diaz to build a canal

to drain Mexico City. He went on to construct the

harbor at Vera Cruz, sanitary systems and electric

tramways, but his involvement in oil was to have more
destructive effects. He happened to be in Texas just

when the Spindletop discovery was made in 1901, and
immediately bought concessions in likely land in Mexi-
co. He spent <£5 million searching for oil, eventually

found huge reserves in 1908, and soon afterward he
formed the Mexican Eagle (Aguila) company. There
followed ferocious battles with the local distributors,

Waters Pierce, in which Standard Oil had a two-thirds

share. But Pearson by now had huge resources, and
eventually Standard Oil sold out theit share, leaving

Pearson as virtual master of Mexico.
There were further continuing battles between Brit-

ish and American interests, each side accusing the other

of fomenting political trouble. In 1913 a new dictator,

General Huerta, was declared President. Just at this

time Woodrow Wilson became President in Washington,

*See Benjamin Shwadran: The Middle East, Oil and the Great Powers
(3rd edition), New York, 1973, p. 262.
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full of idealism, and was determined to displace the dic-

tator. He was convinced that he was financed by
Pearson, or Lord Cowdray as he now was, with the

backing of the Liberal government in London—for

Mexican oil had become crucial for the Royal Navy. "If

Taft had had another four years," wrote the American
ambassador to the President in 1914, "Cowdray would
have owned Mexico, Ecuador, Colombia . . . with such

a grip on the governments as would have amounted to

a mortgage."1 There followed acrimonious diplomatic

exchanges, with the Americans accusing the British

government of being paid by Lord Cowdray, and the

British accusing the Americans of being "Standard Oil

men"; eventually both governments agreed to oppose

the dictator.

Meanwhile Cowdray was pumping the oil out of

Mexico as fast as he could. Mexican oil played a key
role in the First World War, and by July 1918 Exxon
reckoned that Mexico's potential production was great-

er than actual production in the U.S.2 Mexican oil

made Lord Cowdray into one of the richest men in

Britain—the nearest British equivalent to a Rockefeller

—and he laid the basis of a financial nexus which re-

mains today the most spectacular private empire in

Britain, now headed by the third Lord Cowdray, and
including such powerful properties as Lazards Bank,
the Financial Times, The Economist, Longmans and
Penguin Books.

In 1919, Cowdray sold out the majority of his com-
pany to Deterding of Shell; and there followed further

prolonged battles between the British and Americans,
revolutions and counterrevolutions and growing de-

mands to nationalize the companies. In 1936 the new
government of Lazaro Cardenas reached an impasse

when workers in the oilfields went on strike against

the appalling conditions in shanties and hovels. A gov-

2See Desmond Young: Member for Mexico, London 1966, p. 1. The true
facts about Cowdray's involvement with Diaz and Huerta are hard to
disentangle, and both the British biographies are adulatory.

Kjibb and Knowlton: p. 88.
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eminent board ordered the foreign-owned companies

to meet the workers' demands: but they refused and
put their case to the Mexican Supreme Court. Cardenas

retaliated by nationalizing the seventeen companies in

March 18, 1938: it was proclaimed as a new day of

independence, and a monument to the nationalization

was put up in Mexico City at which diplomats were
required to place wreaths. The oil companies violently

protested. But President Roosevelt, having proclaimed

his "Good Neighbor" policy, was determined not to

intervene. He insisted that the "United States would
show no sympathy to rich individuals who [had] ob-

tained large land holdings in Mexico for virtually

nothing."

The euphoria in Mexico did not survive. The Amer-
icans, British and Dutch boycotted the nationalized oil,

and the American ambassador, Josephus Daniels (the

former Secretary of the Navy who had had earlier

fought Socal), sadly predicted that the Mexicans would
"drown in their own oil." The new national oil com-
pany, PEMEX, was initially corruptly and incompe-
tently run, without enough experts or engineers: and
the Mexicans were eventually forced to pay $130 mil-

lion compensation for seizing the companies. The boy-
cott was lifted to satisfy the demands of the Second
World War; but the big companies, having drained off

much of Mexico's resources, then switched their chief

attentions to Venezuela, where they were on cozy terms

with the dictator Gomez. By 1946 Venezuela had be-

come the world's biggest producer outside America.
The Mexican nationalizations appeared self-destruc-

tive, as if to prove the point that great companies were
essential for the survival of the producers. Yet Mexico
nevertheless was an important warning to the compa-
nies; that they were politically increasingly vulnerable,

and could not necessarily rely on home governments
to retaliate. Shell took the warning most seriously, and
after the fate of the Eagle they pushed through a drastic

scheme to recruit local managers. But the other com-
panies were less concerned, and few oilmen expected
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that Mexico would be the first in a chain reaction,

spreading to Venezuela and thence to the Middle East,

which would eventually unify all the producing coun-

tries against the companies.
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Jackpot

The Arabia which once trafficked in spices and per-

fumes, for the service of the gods and dead of the

ancient world, has risen at last from her long sleep to

serve man and Mammon from the newfound sources of

her hidden wealth.

Harry St John Philby, 1951

The trouble with this country is that you can't win an
election without the oil bloc, and you can't govern
With it

Franklin D. Roosevelt

While Teagle and Deterding had been carving up the

oil business between them, they had both missed out

on the exploration that was to change the whole balance

of the world, and to make the Latin-American oil

fade into the background. The most massive new re-

serves were discovered by the remotest of the Seven
Sisters, based on California, in a desert territory in

Arabia which few American diplomats had ever seen.

But they soon caused unique special relationship, a new
struggle for control between government and compa-
nies, and an inescapable complication in Washington's

foreign policy. America ever afterward was to be deep

in the problems of the Middle East.

The Kingdom of Saudi Arabia was the most im-
penetrable part of the Middle East, hanging like a great

sack below the fertile crescent in the north, with only

a few green fringes and oases to interrupt the desert.

It was a quarter the size of the United States, and as a

104
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country it had only just taken shape. In 1927 King
Ibn Saud, the desert warrior from the interior, had
subdued his rivals in Mecca and the Hejaz on the Red
Sea coast with his puritanical army; and he named the

whole territory, from the Persian Gulf to the Red Sea,

after his own clan, Saudi Arabia—the only country

to be named after its ruling family.

The possibility of oil in Arabia had already been in-

vestigated as early as 1923 by a rough-hewn New Zea-

lander, Frank Holmes, acting for a London syndicate

speculating in concessions, whose progress through the

Middle East was full of portent. He had rented a con-

cession, but it soon lapsed, and Holmes moved on to

Bahrain, a picturesque group of islands off the coast

with a community of traders and pearl fishers. Here
he bought a concession from the sheikh, and it was
here that the oil history was to begin. Bahrain at that

time was a British protectorate, an adjunct to the Indian

empire; its currency was the rupee. The British were
thus well placed to control any oil that might be found

there, and after BP had found oil in Iran, the sheikh

promised not to discuss oil concessions without British

approval. But BP at that time had quite enough oil in

Iran and Iraq, and showed no interest in the prospect

of oil in Bahrain. They did not take up an interest in

Holmes's concession and Holmes went to the United
States to sell Bahrain, with other options.

The American sisters responded with great lack of

enterprise. Holmes offered the rights to Exxon for

$50,000 but Teagle rejected it in what was later de-

scribed as "the billion-dollar error." At last Holmes
approached Gulf, who paid $50,000 and sent out their

top geologist, Ralph Rhodes—later president of the

company—who was soon confident that it would yield

oil. But Gulf were unable to go ahead on their own
because, as members of the Iraq Petroleum Company,
they had only recently undertaken not to explore inside

the Red Line—which included Bahrain—without the

other members. Gulf tried to interest the others, but

the geologists of BP, the chief member, were still in-
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sistent that Bahrain would not yield oil, since it lacked

the "Oligocene-Miocene" formation found in Iran and
Iraq. Gulf, too, then made a historic blunder: instead

of pulling out of the IPC, they offered their Bahrain

concession to Socal, who were outside the Red line

agreement
Socal was an unlikely participant, a massively con-

servative company across in San Francisco, and many
of the directors were skeptical about exploration

abroad. They had spent millions drilling unsuccessfully

for oil in Latin America, the Philippines and even

Alaska and there was now anyway a glut of oil. But
two of their directors, Maurice Lombardi and William

Berg, were excited by the report from Bahrain, and
they now bought the bargain option from Gulf for

$50,000.

Socal still had some difficulties with the British gov-

ernment, which insisted that the Bahrain company
must have a majority of British directors. But the

State Department intervened, quoting once again the

Open Door principle, and the restrictions were modi-
fied, allowing Socal to own the concession through a

Canadian subsidiary. Socal quickly sent out a geologist

and by 1931 they had struck oil. Two years later Bah-
rain was exporting oil to the world narket, to the con-

sternation of the other sisters. Bahrain was never in

fact to become a major oil producer, and to this day it

remains a center for trading and banking rather than
oil. Its real importance in oil history was as the step-

ping-stone to the mainland of Saudi Arabia, twenty
miles across the water.

In 1930, seven years after Holmes's unsuccessful

prospecting visit, King Ibn Saud was in desperate need
of money. The King was not (like the Sheikh of Bah-
rain) under a British protectorate and he was in a po-
sition of some independence. One of his principal ad-

visers was Harry St. John Philby, the eccentric Arabist

who had left the Colonial Service after a row. He had
embraced Islam and become close to the King, with a

critical view of the British. Philby, motoring with the
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King one afternoon, suggested that he could find mon-
ey by exploiting the country's mineral resources, and

that his people were "like folk asleep on the site of

buried treasure, but too lazy or too frightened to dig in

search of it." He quoted his favorite passage from the

Koran: "God changeth not that which is in people un-

less they change that which is in themselves."1

The King quickly reacted, and as a result Philby ar-

ranged a meeting with the American philanthropist

Charles Crane, who in turn arranged for an American
geologist, Karl Twitchell, to prospect for minerals.

Twitchell, encouraged by what he saw, then tried to

interest American oil companies on the King's behalf

and once again a bonanza was hawked around. He
went first to Texaco, who was not interested. He then

approached Exxon. He next went to Gulf, who again

turned down the offer because of the Red Line agree-

ment. He was then approached by Socal, who were al-

ready turning their attentions across the water from
Bahrain to Saudi Arabia: Socal now moved swiftly,

and engaged Twitchell as their adviser.2 Twitchell went
back to Saudi Arabia to make a deal with the King.

Socal also secretly promised Philby a reward if they got

the concession.

After the first find at Bahrain, the prospect of oil in

Saudi Arabia looked obviously more likely. Sir John
Cadman of BP was vexed at having missed out on
Bahrain, and insisted that the IPC syndicate must
prospect together in Saudi Arabia. They accordingly

sent a negotiator, Stephen Longrigg, a former colonial

administrator and expert on Iraq, to make an offer to

the King. But the IPC directors, as Longrigg put it,

"were slow and cautious in their offers and would
speak only of rupees when gold was demanded." In
fact, as Longrigg unwisely confided to Philby, the IPC
were not much interested in extracting oil from Saudi
Arabia, at a time of world glut; they were only con-
cerned to keep out the Americans, and the most they

iHarry St. John Philby: Arabian Jubilee, London, 1962.
*Karl Twitchell: Saudi Arabia (3rd edition), Princeton, 1958, p. 221,
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could offer was £10,000—not in gold. But Socal, ad-

vised by Philby, eventually came up with an adequate

offer to the King: an immediate loan of £30,000 with

another loan of £20,000 eighteen months later, and an

annual rent of £5,000—all in gold. The historical

agreement was eventually consummated in August

1933. Philby was rewarded with a salary of £1,000 a

year from Socal, and took satisfaction in the Americans

being rewarded for their anti-imperialism.1

Thus Socal achieved their second, and far more
valuable foothold in the Middle East. They gained it

paradoxically because of their lack of previous involve-

ment, which had avoided entanglement in the Red Line

agreement, so that the richest prize of all was left to

the outsider.

The establishment of an ail-American oil company in

Saudi Arabia was to change the whole Middle Eastern

balance of power. There was then no American diplo-

matic representation at all, and there were only about

fifty Westerners in the coastal capital, Jedda. The arriv-

al of the oilmen presented a new kind of Arabian won-
der. On the one hand was a desert kingdom ruled by an
absolute monarch with medieval autocracy, with about
five million people, many of them nomads. On the

other hand were American technologists, as Philby de-

scribed them, "descending from the skies on their fly-

ing carpets with strange devices for probing the bowels
of the earth in search of the liquid muck for which the

world clamors to keep its insatiable machines alive."2

As the Bahrain oil came into production, and the

first drilling in Saudi Arabia showed promise, so Socal,

from its isolated position, realized that it was very
short of capital and marketing outlets, many of which
Exxon tightly controlled. Socal soon found a partner in

the only other of the Seven Sisters who was not bound
by the Red Line. Texaco, which was rapidly expanding
under Cap Rieber, had plenty of markets, including
the newfound customers in Franco's Spain, and was

i£J?^beth Monroe: Philby of Arabia, London, 1973, p. 205.
8Philby: p. 179.
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glad of a new source of oil; and in 1936 Rieber bought

a half-share in both the Bahrain and Saudi Arabian

concessions. Thus the two remotest companies, from

the West and Southwest of America, were ndw united

in Arabia.

By May 1939 the Arabian oilfields were ready for

production. The King made a journey across the desert

to the new oil town, and his party camped outside in

tents. There were two days of banquets and inspec-

tions, and the King and his party were entertained on
the deck of the tanker D. G. Schofield, named after

the founder of Socal. The King and his chief adviser

were given automobiles, and congratulatory telegrams

were read out from Rieber of Texaco and William Berg
of Socal. 1 The King turned the valve on the pipeline,

and the oil began to flow. He was so delighted that he

soon increased the size of the concession to 444,000
square miles—as big as Texas, Louisiana, Oklahoma
and New Mexico together.

It was a historic diplomatic occasion, but with no
diplomats; the United States still had no representative,

and all the negotiations had been between a country

and a company. It was not until three months later that

the U.S. Minister in Egypt, called Bert Fisher, was
accredited to Saudi Arabia as well. The oilmen could

well imagine that they were a private government,

without the need of Washington. But four months after

that royal ceremony, when the Second World War
broke out, they soon felt themselves anxiously in need
of diplomatic protection.

KUWAIT

At the same time, another massive new source of oil

had been discovered in one of the small independent
sheikhdoms along the Persian Gulf that cut into the

solid mass of Saudi Arabia, like bites in a corncob.

Kuwait was then a small fishing and trading port, with a

few merchants owning fleets of dhows. The story of the

Wallace Stegner: Discovery! (Export Book), Beirut, 1971, p. 108.
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Kuwait concession has taken a long time to emerge, re-

vealing an even more devious battle between British

and American interests, with the governments sup-

porting the companies behind the scenes.1

BP had taken a desultory interest in Kuwait since

February 1914. The British government insisted in

1924 that BP must be given priority, but BP had

plenty of oil from Iran, and they allowed their negotiat-

ing rights to lapse in March 1925. In the meantime
Major Frank Holmes, fresh from his concessions in

Saudi Arabia and Bahrain, had arrived in Kuwait and

established a friendship with the sheikh, who allowed

him to look for oil. In 1927 he sold his Kuwait in-

terests to Gulf, as part of the bargain package includ-

ing Bahrain, for $50,000 (see p. 105). But after Gulf

sold the Bahrain concession to Socal, they still retained

their interest in Kuwait, which was outside the Red
Line, and they retained Holmes to act for them.

BP remained unexcited by Kuwait: Violet Dickson,

who arrived with her husband, the British resident, in

Kuwait in 1929, recalls that the company men in Iran

treated the rest of the Gulf with some disdain. The
Dicksons found signs of bitumen under the sand out-

side Kuwait, which was used by the Bedouins as a cure

for camelmange,2 but the BP geologists insisted, as in

Bahrain, that the surface indications were wrong. BP
nevertheless wanted to exclude Gulf, and the British

government, as in Bahrain, was now insisting on a

British nationality clause. But Gulf, on their side,

were looking to Washington and the Open Door. After

March 1932 Gulfs position was specially influential,

for the ambassador in London was none other than
Andrew Mellon, who had helped set up the company,
and whose family still owned a quarter of the shares.8

Tor this section I am much Indebted to Archibald Chisholm, both for
his private recollections, and for access to his forthcoming authoritative
study of the period: The First Kuwait Oil Concession Agreement. Frank
Cass, London, 1973.

2Violet Dickson: interview with author in Kuwait, February 1975.
8Because of Mellon's interest, negotiations were conducted by his

minister, Ray Atherton, but Mellon's influence was evident in the back-
ground, and at one point he personally sent a stiff note to the Foreign
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After June 1932, when commercial oil was discovered

in Bahrain, BP immediately became determined to get

the Kuwait concession.

In Kuwait the representatives of BP and Gulf were
now competing for the sheikh's favors, providing a
picturesque contrast: Holmes was acting for Gulf, a

rugged and forceful man of sixty, who had become
intimate with the sheikh. The BP negotiator was Archi-

bald Chisholm, a young man of thirty-two who, as

Violet Dickson described him, was "tall and languid,

with a monocle and exquisite good manners."1 He had
the British government behind him, but the sheikh

—

having watched Bahrain and Saudi Arabia—wanted
American participation.

While Holmes and Chisholm were tempting the

sheikh with rival offers, the two chairmen of the com-
panies, Sir John Cadman and James Frank Drake, be-

gan discussing the possibility of acting jointly in Ku-
wait: neither wanted to bid up the price, or to upset the

delicate balance of Middle East oil. By December 1933,

after a year of talks, they agreed to negotiate jointly,

and Holmes and Chisholm now returned to Kuwait as

allies. But the sheikh, as Chisholm observed, was now
much enjoying the whole long haggle, and he suddenly

revealed that he had been approached by another all-

British company offering far better terms. The sheikh

was in fact secretly negotiating with a company called

Traders, put together by a group of right-wing Con-
servatives, including Lord Lloyd and Lord Glenconner,

who wanted both to break into BP's territory and to

forestall American interests.

When Holmes learned about it in October 1934, he
invented an extraordinary story to dissuade the sheikh:

namely that Traders was a front for BP and Chisholm,
devised to frustrate Gulf of its share.2 Holmes thus per-

suaded the sheikh quickly to work out a new compro-

Office for which he was reproved by the State Department Chisholm, pp.

Wiolet Dickson: Forty Years in Kuwait, London, 1971, p. 117.
•See Holmes's cable to Gulf in London, October 15, 1934 (Chisholm.

p. 208.
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mise for the joint company, more beneficial to Holmes,

keeping secret the fact that there was a genuine com-

petitor for the concession. Thus deviously the joint deal

was completed: on December 23, 1934, Holmes and

Chisholm signed with the sheikh the historic agreement.

BP's share in Kuwait had owed a great deal to the

British government behind the scene, making nonsense

of Cadman's contention that the company had suc-

ceeded commercially in spite of British government

ownership.1

After two years of drilling in the wrong place, the

joint company eventually in 1938 struck an oilfield

which spurted out under its own pressure; and it has

spurted out ever since. Frank Holmes, having initiated

the transformation of three nations, shortly afterward

retired to a farm in Essex. He was called by the Ku-
waitis Abu-el-Naft, the Father of Oil, and when he died

in 1947 the sheikh sent a huge wreath to his funeral.

But he made no fortune out of the concession: the vast

profits went to the companies which he had with such

difficulty involved.

WAR AND CONTROL

The development of these two vast new sources of

oil was soon set back by war. Two partners in Saudi

Arabia, Socal and Texaco, became extremely worried

about the vulnerability of their precious concession.

King Ibn Saud was pressing them for money, particu-

larly since his chief income, from pilgrims to Mecca,
had completely dried up. The two tight-fisted com-
panies faced the interesting problem of persuading

governments to subsidize the King, while still keeping
firm control over the concession. The resulting argu-

ments between companies and governments brought
up all the old questions of the control of oil reserves,

with echoes of Churchill's arguments over BP thirty

years before—but with opposite results.

In the first years of the war it was the British who

*See pp. 85-86.
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bore the main burden of subsidizing the King. But the

American companies became worried that the British

might acquire too much influence with the King, par-

ticularly after the British had sent an expedition to deal

with locusts which, Texaco noted, included some mys-

terious geologists. They feared too that the old King,

with his several wives and twenty sons, might be suc-

ceeded by a less amenable ruler.

In February 1943 the chairman of Texaco, "Star"

Rodgers (who had succeeded Rieber), and the presi-

dent of Socal, Harry Collier, paid a momentous call on
the Secretary of the Interior, Harold Ickes who had two
months earlier been given the new and powerful post

of Petroleum Administrator for War. Ickes, "the old

curmudgeon," as he liked to call himself, was very

ambivalent about oilmen, and in some ways typified

the attitude of many Democrats (then and later) who
distrusted the whole business, yet felt compelled to co-

operate. Ickes once wrote in his diary that "an honest

and scrupulous man in the oil business is so rare as

to rank as a museum piece,"1 and he eventually re-

signed from Truman's administration in protest against

the appointment of an oilman, Edwin Pauley, to be
Undersecretary of the Navy. But he tended to be im-

pressed by the oilmen that he actually met, and worked
closely with Teagle and others in the prewar years.

The two oilmen, Rodgers and Collier, stressed to

Ickes the value of the concession, and the dangerous

influence of the British, who had by now advanced
around $20 million to the King. They asked him to

obtain Lend-Lease funds for Saudi Arabia. Their mis-

sion was quickly successful. On February 18, President

Roosevelt sent a historic letter to Edward Stettinius,

authorizing Lend-Lease aid, and declaring that "I

hereby find that the defense of Saudi Arabia is vital to

the defense of the United States." More money began
to flow "to which the Arabian response [wrote Philby]

was a further orgy of extravagance and misarrange-

TOarold L. Ickes: The Secret Diary of Harold L. Ickes, 1933-1936, New
York, 1953, p. 646.
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ment, accompanied by the growth of corruption on a

large scale in the highest quarters." It was a remarkable

coup for the companies, but they soon found that they

had interested Ickes and the government rather more
than they had intended; in the words of Herbert Feis,

the economic adviser to the State Department, "they

had gone fishing for a cod, and caught a whale."1

For by the spring of 1943 Washington was becoming
seriously concerned—as they had been twenty-five

years before—by the prospect of a new extreme short-

age of oil. The new thinking was outlined by William

Bullitt, the Undersecretary of the Navy, in a memo to

Roosevelt in June 1943, explaining that "to acquire

petroleum reserves outside our boundaries has become
. . . a vital interest of the United States." Socal and
Texaco, Bullitt reported, were worried that the British

could persuade the King "to diddle them out of the

concession and the British into it," and they were
therefore eager to get "a direct American government

interest in their concession." The fact that Iranian oil

to the north was backed by the British government
provided a model for American government involve-

ment in Saudi Arabia: "we are forty years late in start-

ing—but we are not yet too late." Bullitt then recom-
mended not (as the companies proposed) that the

government should support the companies in return

for a share in the oil reserves. Instead he advanced a

much bolder move right out of the American tradition,

and much influenced (as Bullitt made clear) by the

example of BP: that the government should set up a
"Petroleum Reserve Corporation," to buy a controlling

interest in Aramco, and to construct a refinery on the

Persian Gulf. Bullitt stressed the point that would so

often be stressed in the future: that oil should not be
left to the oilmen. The new corporation would have no
negotiators who had been employed by Socal, Texaco
or Aramco. Their officials must be "not only as above
suspicion as Caesar's wife, but also appear to be"; and

^Herbert Feis: Seen from EA, New York, 1947.



Jackpot 115

the government should drive "as hard a bargain as

possible with the present owners."1

With remarkable haste, the idea of this new na-

tionalized industry gathered weight. It was legally feasi-

ble through the existing machinery of the New Deal

and Ickes wanted "immediate and aggressive steps" to

safeguard oil reserves. He insisted that the government

must buy stock in the company, while the Secretary of

State, Cordell Hull, was much less keen. But Ickes won
the day, and by June 30 President Roosevelt had
authorized the formation of a new corporation, to ac-

quire a hundred percent of the Arabian concessions.

As Herbert Feis, the economic adviser to the State De-
partment, described it, "the discussion with the Presi-

dent had been jovial, brief and far from thorough. A
boyish note was in the President's talk and nod, as

usual when it had to do with the Middle East."

The new corporation had Ickes himself as president,

the secretaries of State, War and the Navy among the

directors, and Abe Fortas as secretary. It had its first

meeting on August 9: among others present was John
J. McCloy, the shrewd lawyer-administrator who was
Acting Secretary of War. Few corporations have ever

had such powerful directors; but they soon ran into

difficulties. Socal and Texaco, not surprisingly, indig-

nantly rejected the proposal for outright ownership and
would only consider selling a one-third interest.

Ickes and his board were now eyeing the vast re-

serves of Saudi Arabia with growing excitement and
they sent out an expedition to the Persian Gulf, headed
by Everett de Golyer, the eminent oil geologist; and
De Golyer's report, when he returned, confirmed their

involvement. "The center of gravity of the world of oil

production," he predicted, "is shifting from the Gulf-
Caribbean areas to the Middle East, to the Persian Gulf
area, and is likely to continue to shift until it is firmly

established in that area," The full significance of this

iSenate Multinational Subcommittee: A Documentary History of the
Petroleum Reserves Corporation, 1943-44, Washington, 1974, pp. 4-5.
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bold and accurate prediction was to take many years to

sink in.

Ickes still thought he could make a deal with the oil

companies. In early October he met with Rodgers of

Texaco, the toughest partner, who promised a satis-

factory agreement; but a week later Texaco withdrew

all proposals, and repudiated all arrangements. What
exactly happened between Ickes and Rodgers has been

much disputed. Rodgers maintained that it was Ickes

who abruptly called it off; Ickes maintained that Texa-

co was "poUyfoxing" him while lobbying behind the

scenes, and that he decided to call Rodgers's bluff. Ickes

had little doubt of the real reason for Texaco's change:

when the first negotiations had begun, it looked as if

the Germans might overrun the Middle East. But by
mid-1943 Rommel had been ejected from North Africa,

and Texaco no longer needed the government's sup-

port.

Could Ickes's plan have ever worked, given more of

a chance? Opinions today vary widely: to George Mc-
Ghee, the Texan oilman who became an assistant sec-

retary at the State Department after the war, the idea

was a nonstarter. "It's not the American way," he told

me, "only Ickes was really for it"; but Abe Fortas still

thinks it should have been pressed through: "at least it

would have given the government a seat at the poker-

table." "It might have been a better solution in the

future: at least it couldn't have worked out much

THE CRITICAL PIPELINE

Ickes still did not give up his plans for control. He
made a speech to the oilmen pointing out that most
other nations had government-controlled oil com-
panies, and decided on another daring expedient. The
government should construct a thousand-mile pipeline,

to carry the Saudi Arabian oil to the Mediterranean;
and in return the companies would guarantee 20 per-

cent of the oilfields as a naval reserve, which would be
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available to the navy at cut price. This plan had huge
diplomatic implications for, as Karl Twitchell observed,

"it committed our government to a fixed foreign policy

for at least twenty-five years."1 But the war leaders

were anxious to reinforce the American presence, and
they heavily backed it ("never did a pipeline," wrote
Feis afterward, "have so distinguished a diplomatic

and military guard of honor"). It certainly suited Tex-
aco and Socal, who could now carry their oil much
more cheaply, and Rodgers and Collier, the two presi-

dents, duly signed an agreement with Ickes.

This fait accompli provoked uproar; partly from the

British, who saw a threat to their Middle Eastern dom-
inance; and more dangerously from the rest of the

American oil industry, who saw their rivals gaining an
unfair advantage. The oil industry was mobilizing it-

self against Ickes with a special committee to formulate

national oil policy, which proclaimed that governmental

interference was harmful "to this most individualistic

of all economic activities, the oil industry." Senator

Moore of Oklahoma described the government pipeline

as a venture in imperialism, and a report sponsored by
the Industry's War Council described the proposal as

revealing "the fascist approach." Eugene Holman of

Exxon (which was in fact soon to join the Aramco
group) insisted that the United States was more than

self-sufficient in oil, with enough reserves to supply

needs at the present rate for a thousand years. Texaco
and Socal in the meantime wisely laid low, leaving the

government to fight for them.

The pipeline was fraught with diplomatic implica-

tions and set off a whole new argument across the

Atlantic. Ickes and Roosevelt tried to interest Churchill

in an agreement to recognize American interests in the

Middle East. Churchill cabled Roosevelt that "some
British quarters" suspected America of wanting to de-

prive Britain of her oil interests, and Roosevelt replied

that there were rumors that the British were trying to

iTwitchell: p. 237.
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horn in on Saudi Arabian oil. Eventually the British

appointed a cabinet delegation headed by Lord Beaver-

brook, which met with Cordell Hull and Ickes and
actually signed an agreement on August 8, 1944. It

was carefully vague, but enough to raise a new storm

among American oil producers against this "super-

cartel." It was then rejected by the Senate, redrafted

and renegotiated by the British Labor government, at-

tacked by the American oilmen, and finally defeated

again in the Senate in July 1947. Any hope of an
agreed Anglo-American policy collapsed. In view of the

gathering rivalries, that was scarcely surprising.

Ickes's government pipeline was in the end sabo-

taged by its enemies. Texaco and Socal decided to

build it themselves, and in July 1945 they organized

the Trans-Arabian Pipeline Company, known ever

since as Tapline. The planning of the route involved

still more difficult diplomacy with the mounting ten-

sion between Arabs and Jews. The construction was
interrupted by the first Arab-Israel war: it was not

till 1949 that Syria and Lebanon agreed to let the pipe-

line be built. The other American sisters were furious

that the Tapline was being allowed steel which they

desperately wanted, but it at last went ahead, a steel

snake thirty inches wide, laid through the desert, cost-

ing $200 million. By November 1949 the first oil was
being pumped into the terminus at Sidon in Lebanon to

be loaded onto tankers for Europe.

The pipeline was to have a checkered history; it

provided an ideal target for guerrillas, an instrument

for boycott, and a bargaining counter for Syria against

America: passing through three countries, it could
never really be safe, and in April 1975 it was closed

down. But its diplomatic significance for Texaco and
Socal was enormous. It was not just a means of carrying

oil cheaply to Europe; it involved a commitment of

U.S. foreign policy for over a quarter of a century, as

Twitchell predicted—without any governmental con-
trol. The effect of Ickes's original campaign had been to
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help the companies when they most needed it, and then

to leave the running of the concession, with its vast

political implications, in the hands of the companies.

THE CLOSED DOOR

By the end of the war the dominant influence in

Saudi Arabia was unquestionably the United States.

King Ibn Saud was regarded no longer as a wild desert

warrior, but as a key piece in the power game, to be
wooed by the West. Roosevelt, on his way back from
Yalta in February 1945, entertained the King on the

cruiser Quincy, together with his entourage of fifty, in-

cluding two sons, a prime minister, an astrologer and
flocks of sheep for slaughter. The King brought gifts of

swords and daggers, and the President promised him an
airplane. Three days later, Churchill entertained the

King at the Hotel du Lac, at Fayoum Oasis; he, too,

was given jeweled swords, and hastily promised an
armor-plated Rolls-Royce. But Churchill's references

to the King's "unfailing loyalty" could not conceal that

he now looked across the Atlantic both for his defense

and his income from oil.

There was already a cloud looming over the new-
found American relationship, for the question of the

Jews had inevitably come up in the talk between
Roosevelt and the King. In a subsequent letter to the

King, Roosevelt reaffirmed that the United States would
not change its policy toward Palestine without consult-

ing the Arabs. But two months later, Roosevelt was
dead, and President Truman was soon giving full sup-

port to the establishment of the new state of Israel:

he agreed to make public Roosevelt's letter to the King,

but would not reaffirm his predecessor's statement of

neutrality and friendship.

There were quickly indications of trouble from Saudi
Arabia; and in December 1946 the King's son, Amir
Faisal (later King until March 1975) came to Wash-
ington to see Truman to make clear his father's worries
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about Zionism. Dean Acheson had a foretaste of a per-

sonality that was to loom large in American foreign

policy:

V

The Amir, striking in white bumoose and golden circlet,

which heightened his swarthy complexion, with black,

pointed beard and moustache topped by a thin hooked

nose and piercing dark eyes, gave a sinister impression,

relieved from time to time by a shy smile. ... As he talked

with President Truman, it seemed to me that their minds
crossed but did not meet. The Amir was concerned with

conditions in the Near East, the President with the con-

ditions of the displaced Jews in Europe . . . The Amir im-
pressed me as a man who could be an implacable enemy
and who should be taken very seriously.

1

Two opposite American foreign policies were thus

both firmly recognized; support for the state of Israel,

which was critical for honor and votes, and support for

Saudi Arabia, which was critical for oil. The State De-
partment's solution, as we will see, was to delegate their

diplomacy in the oil countries as far as possible to the

companies, and to regard them as an autonomous kind

of government: and through this means the two policies

were kept remarkably separate for the next twenty-five

years.

Socal and Texaco were very aware of their diplo-

matic independence, and of the fact that they were
sitting on die biggest and cheapest source of oil in the

world. De Golyer and other geologists upped their

earlier estimates until it became clear that the Saudi
desert had more oil underneath it than the whole of the

United States. Once the wellheads and pipelines had
been installed, the oil, under its own pressure, pushed
its way to the sea, to fill the waiting tankers at the new
port of Ras Tanura, or through the thousand-mile
pipeline to the Mediterranean.

Socal and Texaco, through good luck and the timidi-

ty of the others, had stolen a march on all the other
five sisters. This was very clear to Exxon's new presi-

lDean Acheson: Present at the Creation, Signet, New York, 1969, p. 241.
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dent, Eugene Holman, who took over in April 1944;

for Holman, a geologist with long experience in Latin

America, liked to pride himself on his global statesman-

ship. He realized that Exxon's supplies from Iraq,

which had first confined them inside the Red Line, were

puny compared to the new bonanza. As Europe and
Japan recovered from the war and began to need far

more oil, so Exxon and its little sister Mobil became
fearful that Socal and Texaco would undercut them
in the world markets with cheap Arabian oil.

Here, it might seem, was a real opportunity for the

outsider to break the old dominance of Exxon and to

inaugurate a new era of genuine competition in the

Middle East. But that was not how the oil industry

worked, and Socal and Texaco, on their side, had wor-
ries in the midst of their new wealth. They needed more
capital, to reassure the King that the oilfields were being

adequately exploited; and they needed access to more
markets than they themselves could supply. Moreover,
the two companies still felt very unsure of the political

future in this remote part of the world: they dreaded

a Communist takeover, or an unfriendly successor to

Ibn Saud, and they felt the need for diplomatic sup-

port.

For these reasons Socal and Texaco considered

bringing two more American sisters into their Arabian
partnership, and the way was prepared for a new carve-

up. Not all the directors agreed; Ronald C. Stoner,

a director of Socal, argued in June 1946 that the two
should continue to go it alone, making contracts with

other oil companies to provide outlets, and challenging

the markets of Exxon.1 But he lost the argument: Socal

commissioned a study which found that they would
make more money out of a smaller share of a bigger

venture. The sisters once again felt safer in each other's

company; and by September 1946 Harry Klein, the

new president of Texaco, was already discussing with

Exxon and Mobil the possibility of joining Aramco.

iMultinationals Committee Report: OH Corporations and V*S, Foreign
Policy, Washington, 1975, pp. 47-48.
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Mobil, on their side, desperately needed crude oil to

fill their markets. But they had doubts about the po-

tential of the Saudi Arabian reserves, and were also

worried about the political implications of the new
collaboration. Their chief counsel, George Holton, sent

a candid memo to their president, Brewster Jennings,

in October 1946 warning him about the antitrust as-

pects of an arrangement which "would place practical

control of crude reserves in the hands of seven com-
panies"; and he went on to reflect: "I cannot believe

that a comparatively few companies for any great

length of time are going to be permitted to control

world oil resources without some sort of regulation."1

His skepticism was premature, but prescient.

There still remained the problem of the old Red
Line agreement, which after twenty years still restricted

both Exxon and Mobil. They had both tried before

the war to escape from the rule, but Gulbenkian and
the French would not let them. Now, supported by
the State Department, they tried to break the agree-

ment, referring to the Open Door. Their representatives,

Orville Harden and Harold Sheets, came to London to

negotiate with the British partners, and there followed

a bizarre new round of horse trading between the sis-

ters. BP was worried that the Arabian oil would
undercut them; but Exxon could appease them by
promising a long-term contract to buy their oil from
Kuwait and Iran, and to collaborate in building a new
pipeline to the Mediterranean. Shell's similar worries

were mollified by promises of contracts from Mobil.

But there was still the French company CFP and
the obstinate Gulbenkian, whose famous 5 percent was
now yielding him around $20 million a year. Exxon
was confident that their claims were now invalid, since

their shares had been declared forfeit during the war,

when both the French company and Gulbenkian were
under enemy occupation. But Gulbenkian, from the

1George Holton to Brewster Jennings, October 28, 1946, Multinational
Hearings: 1975, part 8.
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Ritz in Paris, was determined to fight it out, with the

help of his eminent lawyer, Sir Cyril Radcliffe. The
French joined him in what promised to be the bitterest

and most lucrative lawsuit in the whole litigious history

of oil.

The American companies, dreading the hostile pub-
licity, soon looked for a compromise. They enlisted the

help of the American government, which in turn

pressed the British: "the damage to international amity

likely to result from a collapse of the present negotia-

tions [they warned the Foreign Office] greatly exceeds

any conceivable detriment to private interest . .
*

There was some worry within the State Department
about the magnitude of the proposed new carve-up be-

tween the seven: and Paul Nitze proposed a more
competitive solution. Mobil should buy Exxon's 12 per-

cent share in Iraq Petroleum, while withdrawing from
Aramco. This, he pointed out, would retard the grow-
ing consolidation of the two biggest American oil com-
panies, and would help to reassure the smaller

American companies who were alarmed that Middle
East Oil was "being preempted by various combina-
tions of large American and British companies."1 But
the sisters would not consider this, and in the meantime
the massive court case was building up.

What the French really wanted was a share in the

Saudi Arabian concession, which they knew was far

bigger than Iraq's. The American companies eventually

persuaded them to accept a compromise, by which
Exxon would help with a massive expansion in Iraq,

building two pipelines to the Mediterranean and increas-

ing production sixfold. Gulbenkian still resisted, even
though his income would be massively increased by
the Iraq expansion, and eventually he had to be paid

off with a further allocation of free oil, until he finally

agreed to cancel the Red Line agreement.

Finally in November 1948, the day before the great

lawsuit was due to begin in London, representatives of

iMultinaticnal Hearings: Part 8, February 21, 1974*



124 The Seven Sisters

the chief companies—BP, Shell, CFP, Exxon and Mo-
bil—assembled in the Aviz Hotel in Lisbon, where

Gulbenkian was now living; and the agreements were

finally signed at two o'clock in the morning. 1 Thus
the Red Line was finally erased, and Exxon and Mobil

were free to enter Saudi Arabia. Ostensibly it was an-

other victory for the Open Door; but once again, as

soon as the Americans were inside, the door slammed
behind them—this time behind the most protected

and richest concession of all—leaving other countries

to nurse their resentments for years to come: "the

French," concluded a Senate report twenty-five years

later, "never forgave the Americans for keeping them
out of Saudi Arabia."2

The price of entry seemed at the time very high.

Exxon and Mobil were first offered 20 percent each,

but Mobil, after bitter arguments on the board, decided

that the cost was too high for the dubious benefits, and
took only 10 percent—a misjudgment so huge that it

has been the subject of recriminations ever since. Ex-
xon therefore gladly took 30 percent, becoming coequal

with Socal and Texaco, and acquiring what it had
sought: a position of strength in the new "center of

gravity" of oil. It had got it, not through any great

enterprise, but once again through its control of the

markets. The total cost to Exxon and Mobil—payable
partly in revenues from the oil—was later reckoned

at half a billion dollars. But the price was trifling in

view of the return. The Saudi Arabian oil proved to be
the biggest bargain in the history of the business.

In the meantime there rose up in the desert, on the

edge of the oilfields, the most amazing of all company
towns: the compound at Dhahran, which provided the

headquarters of the Arabian American Oil Company,
or Aramco. Bungalow houses sprang up in neat rows,

iThe meeting Is vividly described by Nubar Gulbenkian: Pantaraxta,
London, 1965, p. 227.

•Multinationals Report: 1975, p. 55.
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with creepers up the walls and green lawns alongside

the desert, and a complete suburb formed itself with a

baseball park, a cinema, swimming pools and tennis

courts. It was an astonishing optical illusion, looking

like a small town from Texas or California, whence
many of the inhabitants came; except that it was
ringed around with a high barbed-wire fence, with be-

yond it an expanse of limitless desert, with only a few
oil wells and pipelines to break the monotony.

In this isolated outpost the employees, or "Aram-
cons" as they called themselves, soon acquired a special

kind of character or nationality of their own, caught

between loyalties to two countries, and to four compa-
nies: as one of their early employees described it:

"Aramco was, in effect, the neurotic child of four par-

ents, subject to the whims, qualms and jealousies of

each."1 The sense of uncertainty in this desert com-
munity was increased by the anger of the Arabs at

American policy toward Israel, and the eccentric de-

mands of the Saudi kings. The Aramcons took pride

in the fact that they were pragmatists, simply providing

technology and oil for the good of the world, and they

were proud, too, of their growing contributions to Saudi

Arabia's social services, building hospitals, schools,

roads and industries for the nation. They were deter-

mined to avoid the paternalistic and imperial attitudes

of BP up in Iran, and they made fun of the British

officials in Bahrain, the "lion tamers" in their topees.2

But however much "they tried to avoid politics, they

were in one of the most politically exposed positions

in the world—a Western enclave in the midst of an
autocratic kingdom. They were champions of the Ar-
abs, from a country committed to support for Israel.

And they were operating one of the most special of

all special relationships, between a company and a

country.

1Michael Sheldon Cheney: Big Oilman from Arabia, London, 1958, p.
149.

"Stegner: p. 47.
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THE PRICE

Just when the Middle East was opening up its cheap

oil, the price of gasoline in the United States was
shooting up, with the ending of wartime controls. The
price of oil suddenly again became an explosive po-

litical issue, and there was a new surge of populist re-

sentment against the old bogey, the oil cartel.

The four partners in Aramco were in some disagree-

ment as to how they should price their cheap Arabian
oil. Exxon wanted to put it up far enough to be in

line with its other oil suppliers, and to keep it out of

the U.S. market; but there were objections from the

original partners. A memo from Socal and Texaco in

June 1947 warned that the Europeans (to whom much
of the oil would be sold) were resentful of the high

price of oil: "The people of Europe in general have
had a despairing attitude toward their future rehabilita-

tion, if not survival. . . . An increase in prices of

Middle East crude now would produce, in our opin-

ion, a widespread reaction that we are squeezing and
taking advantage of them in their desperate straits."1

Within Exxon itself, the planning staff wrote a warning

to President Holman, "In the Middle East, where the

oil companies are large in size and few in number,
and where partnership arrangements are very common,
it is particularly important to avoid anything which
would look like monopolistic abuse . . . Forgoing local-

ized high returns . . . would be an investment in future

sound and satisfactory relationships." But the board of

Exxon were determined to maintain a high price, and
after bitter argument and the threat of legal action, the

other partners eventually agreed to put up the price

from $1.02 to $1.43.2

Already before Exxon joined Aramco, there had
been a major row about the oil price. Early in 1947 it

transpired that Aramco was contracted to sell oil to

iMultinational Hearings: Part 8.

Multinationals Report: 1975, p. 80.
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France at 95 cents a barrel, and to Uruguay at $1 a
barrel, while it sold oil to the U.S. Navy for up to

$1.23 a barrel. A Senate committee, headed by Senator

Brewster of Maine, then held hearings which brought

into the open much of the devious wartime dealings

of Texaco and Socal. The timing was poignant, for

Exxon and Mobil were just contracting to acquire their

shares in Aramco, and their contract was agreed just

two days before President Truman announced the

"Truman doctrine," for support of Turkey and Greece,

which made Middle East investments appear substan-

tially safer.

The oil companies thus appeared to be getting rich

on the backs of the government, and in April 1948
the Brewster Committee published a devastating attack

on Socal and Texaco: "The oil companies have shown
a singular lack of good faith, an avaricious desire for

enormous profits, while at the same time they constant-

ly sought the cloak of United States protection and
financial assistance to preserve their vast concessions."

The committee noted the number of government oil

experts who had formerly been employed by oil com-
panies, and recommended that Congress should estab-

lish a special petroleum board and continue its

investigation: the Attorney General, they said, should

give the utmost consideration to the question of Exxon
and Mobil joining Aramco, "with its possible effect of

lessening competition." The companies, in a memoran-
dum, replied that they had contributed and risked far

more in Arabia than the U.S. government, to which
they had no special obligation. The Aramco sisters

could now afford to flaunt their independence.

There was soon a more resounding outcry about
prices, as a result of the launching in 1948 of the

Marshall Plan and its instrument, the European Co-
operation Administration (ECA). Paul Hoffman, the

administrator, discovered that American oil companies
were charging the ECA much more for their oil than
they were charging their own affiliates; and Eugene
Holman of Exxon, when questioned, had to explain
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how the pricing of oil was still based on the "Gulf-plus"

system that had been consecrated at Achnacarry Castle

twenty years before, and on the eerie concept of "phan-

tom freight." As he put it in inimitable oil jargon:

our announced FOB prices for crude oil supplies at the

eastern Mediterranean or Persian Gulf are equivalent to

the Caribbean price for crude plus freight at published

United States Maritime Commission rates from the Carib-

bean to Western Europe less freight on the same basis

from either the eastern Mediterranean or the Persian Gulf,

depending on the supply point to Western Europe.

In other words, the cheap Arabian oil was fixed at

the high American price.

The oil companies eventually agreed under pressure

to establish an alternative "basing point" for oil prices

at the Persian Gulf. Oil from the Middle East would
therefore not be charged with phantom freight, pro-

vided it did not travel further than the mid-Mediter-

ranean; but the oil from the Persian Gulf was still to

be charged at the same rate as the more expensive

American oil. This formula in turn was modified as

the Middle East oil increased in volume; the "equali-

zation point" was moved from the mid-Mediterranean

first to London and then to New York.
In early 1949 Hoffman charged the four members

of Aramco with differential pricing, and instituted his

own investigation. As a result the oil companies soon
made cuts in their prices. But the question of oil

prices continued to reverberate through Washington,
with a succession of investigations. The old mole of

antitrust, having gone underground during the war, was
coming up again to the surface.

Even with the cuts in prices, the sisters were making
vast profits from Middle East oil. "It is difficult to say
what would have happened," commented one oil econo-
mist, Paul Frankel, at the time, "had production in the

Middle East not been in the hands of companies which
had strong interests in the Western Hemisphere."1 But

*FTC Report: 1952, p. 353.
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for the time being, the sisters were safe: the new oil-

fields had been divided between the existing companies,

nearly all of whom (except BP) also produced oil in

America, so that they would not let the new oil under-

cut the Americans. Their interests were interlocked, in

Iraq, Kuwait, Bahrain and Saudi Arabia. So that

though their competition in marketing was fierce, they

all shared the same concern for maintaining high prices

and avoiding an uncontrollable glut: between them they

could avoid opening up too many new fields.

And meanwhile the world was clamoring for the

stuff, and the car factories and highways were opening

up Europe to a great new age of oil, transforming the

landscape and way of life. In spite of the high profits,

the oil was the cheapest of all fuels, soon threatening

the coal miners with redundancy, and providing a
cheaper, cleaner and far less arduous alternative.

With America booming and Europe reviving, and
with oil profits constantly under fire, few people were
anxious to suggest that oil was not too expensive, but

too cheap; or that the world was relying on a fuel

whose supplies would be increasingly uncertain. The
old optimism of the Pennsylvania drillers still seemed
justified; just when a shortage seemed imminent, a vast

new oilfield would open up. If one foreign country, like

Mexico, became awkward, there was always another

that was glad to make a deal, like Saudi Arabia or

Venezuela. From their position of power, the oilmen
were slow to realize that the producing countries, too,

were gradually becoming closer to each other, and dis-

covering their own potential strength.

FIFTY-FIFTY

It was on the other side of the world that national-

ism first seriously confronted the oil companies, and it

happened in the middle of the Second World War, when
it was hard for them to withstand it. The Mexican crisis

had apparently been overcome, with the help of Vene-
zuelan oil. During the war years Venezuela, with an
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area bigger than Texas and a population of only six

million, had rapidly become the chief exporter of oil

in the world, and a vital source for the three companies

most involved, Exxon, Shell and Gulf. The war in

Europe—though the British public were unaware of it

—was dependent on Venezuelan oil.

Venezuela had been transformed through oil into the

richest country in Latin America: the capital, Caracas,

filled up with automobiles and between 1920 and 1936
its population doubled. But the position of the compa-
nies had been basically unstable, as in Mexico, par-

ticularly since the collapse of the dictator Gomez in

1936, and they were attacked for their exorbitant

profits and the wretched conditions in the oil slums.

By 1938 Venezuelans, under the military regime of

General Medina, demanded a revision of oil contracts,

to allow higher royalties and taxes, in return for a

forty-year renewal. They threatened the companies
with nationalization if they would not agree. The com-
panies were at odds: Shell, under its diplomatic man-
ager, John Loudon, saw advantages in coming to

terms; but Exxon had a major boardroom row, with

the old guard encouraged by their local manager in

Venezuela, appalled by the threat to "the sanctity of

contracts." But the State Department were in no mood
to back up Exxon's militancy, and were conscious of

Europe's desperate wartime need for the oil. In contrast

to Mexico, the way was open for a peaceful compro-
mise. They recommended two mediators, including

Herbert Hoover (the son of the ex-President), to help

draft a new law. In fact the oil companies were soon
glad to pay higher royalties in return for stability and a

forty-year contract. They still made ample profits. They
stepped up exploration and development, and soon
doubled their output of oil.

In 1945, the radical party Acci6n Democrdtica
came to power; and with it a new kind of oil minister,

a scholarly and monkish economist called Perez Alfon-

so, who really understood the economics of oil. He
had watched closely the developments inside the United
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States, the drastic depletion of reserves, the greed of

the companies, and the enforcement of conservation

and rationing in Texas. He saw Venezuela's problems

in the larger perspective of world supplies in future

decades, and he was to become the chief architect of

OPEC.
Alfonso insisted that the Venezuelan government

should have a fifty-fifty share in all oil profits. A
basic new law was passed in November 1948—just

before a new coup removed Alfonso temporarily from
office. But the new law remained in force and the

companies soon realized that it gave them greater se-

curity. It established the government as their partners,

and it made foreign-owned corporations much less vul-

nerable to nationalist attacks. The fifty-fifty arrange-

ment soon became a rallying cry for other oil-producing

countries, and the idea quickly crossed the six thousand
miles to the Persian Gulf.

THE KING'S TAX

In Saudi Arabia, it was not long before the old King
was demanding a bigger share in the profits. He was be-

coming increasingly extravagant: his huge family be-

gan traveling to America, bringing home large cars and
gadgets, and gourmet foods were flown in by plane to

Riyadh. Aramco were obedient to his whims, and built

hospitals, schools and roads to try to satisfy him. He
wanted a railroad from the capital to Dhahran, the oil

town, which was reckoned to be quite uneconomic, but

Aramco provided it, at the cost of $160 million, ad-

vanced out of future royalties. But the King still

clamored for more revenue and asked why he, too,

could not receive a 50 peifcent tax as in Venezuela.

Relations between the King and Aramco became
strained, particularly after two newcomers had bought

concessions on the edge of his kingdom (see Chapter

Seven) on far better terms. Aramco were fearful of

losing their concession, but reluctant to give up any of

their huge profits.
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Aramco's officials met with the State Department in

November 1950. They had a sympathetic hearing from

the Assistant Secretary, George McGhee, the Texas

oilman and son-in-law of the geologist Everett de

Golyer; McGhee was convinced of the need to give

the Saudis more income,1 and the State Department

was worried by the Communist danger in the Middle

East.

The State Department and Aramco then agreed on
a scheme of beautiful simplicity. Additional payments

to the King should be regarded henceforth as constitut-

ing a foreign income tax, so that under the existing

rules for double taxation, they would not be taxed

inside the United States. The King's share would simply

be deducted from the company's tax bill. There were
misgivings for some State Department officials about

"what in effect would amount to a subsidy of Aramco's
position in Saudi Arabia by U.S. taxpayers."2 The
"Golden Gimmick,9

' as it was later called, deprived the

United States Treasury of $50 million in taxes the very

next year, enriching the King by the same amount;
and as Saudi oil production soared, the loss of taxes

became much more spectacular. But the tax device

suited the State Department as well as the King and
Aramco, for it was really a means to provide foreign

aid to a kingdom which was important strategically,

without having to submit it to Congress: a particularly

embarrassing procedure when Israel was struggling for

survival. It was not until hearings six years later that

the tax device was publicly aired.

Other oil companies and countries were soon forced

to adopt the same tax dodge to compete with Aramco.
This technical change was to have vast diplomatic con-
sequences, and helped to change the basic balance of

the big companies. It provided a huge inducement to

invest abroad, rather than inside America, to minimize
taxation; so that by 1973 the five American sisters

Multinational Hearings: Vol. 4, p. 89.
fiIbid: Vol. 8.
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were making two-thirds of their profits abroad, and
paying no taxes to the United States government on
those earnings.1

It also changed the internal accounting of the com-
panies, who soon realized that the more profit they

made from their business "upstream," producing oil

abroad, and the less profit they made "downstream,"
refining and selling oil to the consumers, the less tax

they would pay in the United States. They thus took
little trouble to make money out of filling stations,

which they regarded primarily as outlets for their flood

of oil. They Uttered the freeways with them, to attract

customers at all costs, while the dynamic energy of the

companies went into production and exploration. En-
gineers and geologists dominated the boards, while

marketing men were at a discount: the companies were
preoccupied with the simple word, crude.

The new fifty-fifty arrangement had another result

with far-reaching consequences which few oilmen fore-

saw. Because the producing countries were now part-

ners in the profits, they soon insisted that the crude oil

must be sold at a price which must be publicly fixed,

and not buried in the companies' accounting. Accord-
ingly, the companies agreed to publish a "posted price"

at which they would offer their oil for sale to anyone;

and on that price would be based the taxes paid to

each government. It seemed at the time a fair system,

but it had a serious drawback. The countries became
accustomed to a steady income derived from the fixed

price, and could not imagine it coming down, so the

posted price soon became an artificially high price on
which companies paid their taxes.

The producing countries thus were increasingly in-

sulated from the real market, and the companies went
on paying taxes on the basis of the posted price, not

the real market price, and obtaining tax relief on that

basis. In terms of the tax laws, this was flagrantly im-

iMultinational Hearings: Vol. 4, pp. 12, 95.
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proper. The producer countries were now really

receiving taxes based not on profits, but on sales; and

this relief allowed companies to pay lower U.S. taxes

than any group of industries. In 1972, for instance,

Exxon paid out of its global income only 6.5 percent

in U.S. taxes, and Mobil only 1.3 percent. In the mid-

sixties the Internal Revenue Service tried to question

the pricing system, which was costing huge sums to the

treasury. But the attorney representing the five Amer-
ican sisters, John J. McCloy (who will emerge later in

Chapter Eight), reminded the then Secretary of State,

Dean Rusk, of the real rationale of the tax allowance:

"If the companies did not provide the necessary reve-

nues by paying substantial taxes to producing countries,

large amounts of direct foreign aid might well be re-

quired."1

Thus the role of the oil companies in foreign policy

was firmly underlined: they were given private privi-

leges to enable them to be the paymasters of the Arab
states. It was from the State Department's point of view
a neat, even brilliant solution, for they could overtly

support Israel and covertly support the Arabs, effec-

tively bypassing Congress. But it was a solution which
also served greatly to increase the power of the oil;

companies, to which the government had virtually dele-

gated part of its foreign policy. It was a power which
they were not slow to exploit

Multinationals Report: 1975, p. 93.
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Iran and Democracy

Never had so few lost so much so stupidly and so fast

Dean Acheson, 19741

This last British empire, the empire of oil, has "paid"

better than any other.

John Strachey, 1959"

Sir William Fraser, who took over from Cadman
as chairman of BP in 1941, was a man with few doubts

about the special national role of his company. He was
a silent, craggy Scotsman, with an intimidating Glasgow
accent and a bleak sense of humor. Men in government
were inclined to accept the fact that he knew more
about oil than anyone else. He had been born into oil:

he inherited from his father the biggest company in the

then-prosperous Scottish oil-shale industry, and later

merged it with six other companies into BP, to provide

them with Scottish outlets. He thus moved into BP
fortified with a block of shares and soon joined the

board. He first became a key figure as the money man
for Sir John Cadman, helping to negotiate the new
agreement in Iran in 1933, but he lacked Cadman's
breadth of outlook. After the war Sir William was
slow to recognize the changing shape of the world

around him, particularly after Britain had given inde-

pendence to India in 1947—a fact which fundamen-
tally changed the military position in Iran, next door.

iDean Acheson: Present at the Creation, Signet, New York, 1974, p. 65(X>
8John Strachey: The End of Empire, London, 1959, p. 173.
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Sir William was convinced that BP could and should

hold on to its monopoly of Iranian oil, defying the

growing nationalist temper, and his intransigence led to

the biggest political upheaval in the history of oil, which
was further to alter the balance of power in the Middle
East. It also sharply raised the questions that were in-

herent in the character of BP, with its half-government

ownership. Who was really in charge of oil policy?

And was the government prepared to use force to pro-

tect its interest?

It began as an exclusively British dilemma. BP had
emerged after the war with a far greater importance

to Britain, as the cornerstone of Middle East oil. In

spite of its remarkable failure to exploit Bahrain and
Saudi Arabia, BP had spread out from its original

territories in Iran and Iraq down the Persian Gulf to

Kuwait, and it was reaping still greater profits for its

shareholders, notably the British government. Ever
since 1923 it had needed to raise no more outside capi-

tal, plowing back its own profits to build up a world-

wide marketing and fleet of tankers, and after the

Second World War it regularly declared dividends of

thirty percent.

BP was now in a much more promising position than
its old rival, Shell, which had no oil in the Middle East

except for its share in the Iraq consortium. Shell's oil-

fields in Mexico were nationalized, while its fields in

Venezuela which had been so crucial in the war, now
had a limited life compared to BP's vast reserves in

Iran and Kuwait. The departure of Deterding, however
welcome, had left Shell to be run by his minions and
yes-men, with a cautious committee at the top. It did

not begin to recover its confidence until the arrival of a
tough Welshman, Sir George Leigh-Jones, who domi-
nated the company in the postwar years.

But BP, with its Middle East strongholds, had ac-

quired a confident regimental character of its own, hap-
pily combining a sense of public service with the fruits

of huge profits, and untroubled by the political out-

bursts and antitrust crusades that embarrassed the
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American sisters. Sir William referred to civil servants

contemptuously as "The gentlemen in Whitehall." Sir

Charles Greenway became Lord Greenway, Sir John

Cadman became Lord Cadman. The British govern-

ment were glad to accept the profits, and were told

as little as possible. The two government directorships

were regarded as sinecures for retired public servants;

in 1951 they were held by Field Marshal Lord Alan-

brooke, and Sir Thomas Gardiner, a former head of

the post office.

Iran remained the jewel in the crown of BP, and its

supplies seemed limitless. During the war, after a period

of uncertainty, production was pushed up to help fuel

the Allied armies; and in the first five years after the

war production nearly doubled. As the old empire dis-

appeared, so the commercial empire of BP seemed all

the more remarkable and necessary, bringing benefits

to both British and Iranians. The company had created,

in the words of the official biographer, "not only a flow

of oil but a way of life"1 ; and the two thousand British

employees saw themselves as bringing employment,
houses, schools, hospitals to Iran; why should Iranians

not be grateful? Yet, in the disaster that followed, in

the words of Brigadier Longrigg, a former IPC official

who later wrote a standard work on oil in the Middle
East, "the whole of this effort, the whole of a half-centu-

ry of generous and enlightened treatment of its own
workers and the public was, in the final destiny of the

company in Persia, not only treated as of no account,

but attacked in terms suggesting not mere neglect but
the crudest exploitation."2

^
But from the Iranian side, this picture was unrecog-

nizable. They were a proud and ancient people; and
Reza Shah, who had seized power in 1921, was a
fearsome monarch who—even though originally a mere
trooper—soon acquired the traditional splendor and
mystique of the Peacock Throne. In 1941, when Hitler

iHenry Ixraghurst: Adventure in Oil: The Story of British Petroleum,
London, 1959, p. 137.

aStephen Hemsley Longrigg: Oil in the Middle East: Its Discovery and
Development, 3rd edition, London, 1968, p. 157.
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invaded Russia and the Shah refused to expel his Nazi

allies, the British and Russians invaded Iran to safe-

guard the oil and supply routes. The Shah was exiled,

first to Mauritius and then to South Africa, where he

later died. The country was then ruled by the British

and the Russians until after the war, when the Rus-

sians were with difficulty pushed out of the north.

In the old Shah's place the British put in his twenty-

ty-one-year-old son, then a slight, inexperienced youth

who had been educated in Switzerland and had grown
up in awe of his father. He was intended as a puppet,

and in Churchill's words: "We have chased a dictator

into exile, and installed a constitutional sovereign

pledged to a whole catalog of long-delayed, seriously

minded reforms and reparations." But that was not how
the new Shah saw it. As he put it to me thirty years

later: "We were an independent country, and then all

of a sudden the Russians invaded our country and you
British took my father into exile. Then we were hearing

that the oil company was creating puppets—people just

clicking their heels to the orders of the oil company

—

so it was becoming in our eyes a kind of monster
—almost a kind of government within the Iranian gov-

ernment."1

The fact that the oil concession was in the hands
of a single British company made BP an easy scape-

goat for anything that went wrong in the country. The
mood of the Iranian parliament, the Majlis, was in-

creasingly nationalistic in the postwar years, and the

resentments became greater when the British Labor
government limited all company dividends, thus cutting

back the Iranian budget. Sir William Fraser when he
visited Iran was aware that concessions must be made,
and by 1949 BP had devised a "supplemental agree-

ment" which at the time offered a rather better deal

to Iran than other Middle East countries.

But the Majlis refused to discuss it, and soon after-

ward the "fifty-fifty" deals began to be spread to the

ilnterview with author, February 4, 1975.
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Middle East, first to Saudi Arabia, then to Iraq. Aram-
co insisted that they had warned Sir William of this

impending precedent, but if so, he did little about it. In

fact, the supplemental agreement was as generous as

Aramco's, allowing for the subsequent Aramco dis-

counts, but the simple slogan of fifty-fifty provided a

new rallying cry for the Iranians. The militancy was
encouraged by an outspoken American ambassador,

Henry Grady, a first-generation Irish-American who did

not conceal his hatred for British imperialism1 and who
encouraged the Iranians—quite misleadingly as it

turned out—to believe that the Americans wouldl

support them against the British.

And in the meantime an exotic new Iranian leader

had emerged, Dr. Mossadeq. To the British public and
the press this wild old man wearing pajamas and per-

petually weeping appeared so ridiculous, so fanatical

and unashamedly emotional that he represented the

defiance of all reason. But he was in fact a shrewd poli-

tician from a rich landowning family, who perceived

the nationalist mood. Since the ill-fated Mexican na-

tionalizations of 1938, he was the first leader to dare

to confront the oil companies. Mossadeq was appointed

chairman of a committee on Iranian oU policy, which
insisted that BP's agreement did not safeguard Iranian

interests, and became more militant after the announce-
ment of Aramco's fifty-fifty deal in Saudi Arabia. By
February 1951 Mossadeq was calling for nationaliza-

tion. Events then moved swiftly. The prime minister,

General Razmara, insisted that Iran could not legally

repudiate the concession. Four days later he was shot
dead on his way to a mosque. Six weeks later, after

strikes and martial law, the Majlis elected Mossadeq
prime minister and voted for the immediate seizure of
BP's oilfields.

The Iranian crisis thus suddenly became a challenge
to Britain's world authority—in some ways more criti-

cal and unexpected than the Suez crisis five years later.

Ja?
6* aT

^
Cl

i9^7
/hat Went Wrong ta Iran?": Saturday Evening Post, 30,
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The British Labor government were abruptly faced

with the awkward question (which the Admiralty had
raised forty years earlier, before Churchill had caused

the government to buy its half-share of BP): should

they intervene militarily to protect their investment?

The argument that followed, still partly shrouded in

secrecy, illuminated some of the fundamental problems

of oil diplomacy. And it caused special embarrassment

to a Labor government which had only recently itself

nationalized major industries ("We would never have
dared to nationalize oil," an Iranian official told Eric

Drake, the general manager at Abadan, and the present

chairman, "if Churchill had still been Prime Minister").

The Labor government faced the crisis without much
warning, for their information from Iran was scanty,

and largely dependent on BP. The Foreign Office was
in some disarray, with a newly arrived Foreign Secre-

tary, Herbert Morrison. Though he had been a pacifist

in the First World War, Morrison was now hawkish,

full of admiration for his Victorian predecessor, Lord
Palmerston, and indignant about the Iranians' ingrati-

tude. His militancy was encouraged by Sir William

Fraser of BP and also by the Minister of Defense,

Emmanuel Shinwell, and by many of the admirals and
generals. But there was a notable exception. Lord
Mountbatten, who was at that time Fourth Sea Lord,

was convinced that intervention would be disastrous

for Britain's whole future in Asia. He had negotiated

India's independence as the last viceroy, and so he
carried special authority with the government.

Most officials in the Foreign Office, too, were against

intervention, largely on the grounds that it would be
impossible to work the oilfields without the support of

the Iranians, surrounded by a hostile country. Their

position was supported by the Minister of State, Ken-
neth Younger. The Secretary for War, John Strachey,

was also very skeptical of the need for force, and of

the crucial importance of Iran. He was advised that the

dispute must be settled quickly, either through force

or otherwise, for three reasons. First Iran would be
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ruined, secondly both BP and the British economy
would be crippled for lack of oil, and thirdly, the

Iranians could never themselves work the oilfields or

the refinery. All three assumptions proved quite un-

true.1

The cabinet were in some confusion, caught be-

tween conflicting advice from the military. A cruiser

was sent out, HMS Mauritius, to patrol off the coast,

and a parachute brigade was prepared. Morrison made
a bellicose speech in Parliament, but in the office he

dithered. As one member of the Defense Committee

now recalls it, "it was a classic example of drift: it

made me realize how governments can simply refuse to

face up to contingencies." Eventually on September

27 there was a crucial cabinet meeting: Herbert Morri-

son had returned that morning on the Queen Mary
from the United States, where President Truman had
made clear that he would not support the use of

force. Morrison was still militant, and he was briefed

on his way up from Southampton by Sir Roger Makins,
a key diplomat at the Foreign Office. In cabinet, with

the chiefs of staff present, Morrison expounded the case

for intervention but he was cut short by Attlee, the

Prime Minister, who had been concerned with Iran in

Morrison's absence. Attlee insisted that force was
quite out of the question, and no other member of

the cabinet cared to challenge him. The government
and BP thereafter prepared themselves for a more pa-
tient and subtle strategy.

In the meantime all attempts at negotiation had
failed: the Iranians had formally taken over the great

refinery at Abadan, all exports had stopped, and the

British officials were harassed and impeded. Eventually
in October 1951, the last remaining British employees
and wives gathered at the Gymkhana Club, and em-
barked on the Mauritius, which steamed slowly up the
river while the ship's band played "Colonel Bogey."2

The more liberal members of the Foreign Office

*Strachey: p. 161.
Longhurst, p. 144.
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were exasperated to discover that they had been trapped

by the narrow-mindedness of Sir William: BP in fact

had become a Frankenstein monster, beyond control

of its makers. This is how Kenneth Younger summed
up the situation (in a hitherto unpublished memo to

Herbert Morrison, the Foreign Secretary) in October

1951, complaining about BP, alias Anglo-Iranian:

The principal reason why our advance information was

inadequate was the short-sightedness and the lack of

political awareness shown by the Anglo-Iranian Oil Com-
pany. They were far better placed than anybody else to

make a proper estimate of the situation but, as far as I am
aware, they never even seriously tried to do so. Sir Wil-

liam Fraser is no doubt a very good businessman in the

narrow sense, but on every occasion when I have seen

him, either at ministerial meetings or elsewhere during

these months, he has struck me as a thoroughly second-

rate intellect and personality. He has on many occasions

explicitly stated in my presence that he does not think

politics concern him at all. He appears to have all the con-

tempt of a Glasgow accountant for anything which cannot
be shown on a balance sheet. This is an attitude quite in-

compatible with the responsibilities of the head of a com-
pany like AIOC operating in so complex and unsettled an
area as the Middle East

It may well be that the Supplemental Oil Agreement was
quite a reasonable proposal when it was put forward, and
it may in practice be as favorable to the Persians as a
fifty-fifty arrangement There can, however, be no doubt
that it was drawn up in a manner which makes it seem far

less favorable than the Aramco Agreement. It is quite

astonishing to me that when the Aramco Agreement was
published, even so limited a man as Sir William Fraser did

not immediately see the writing on the wall . .

.

This criticism of the AIOC does not, however, absolve
the government from blame. H.M.G. hold 51 percent of
the shares and nominate two directors. There is therefore
no excuse for the government not having ensured adequate
political direction of the company . . . Directorships have
normally been used to give rewards for superannuated
public servants, and once appointed they have not been ex-
pected to take a very active part in the affairs of the com-
pany. Indeed had they done so it would have been regarded
as undue interference with a business operation. The two
directors in the present instance are in any case not the
sort of people who would have been appointed if the posts



144 The Seven Sisters

had been thought to carry with them major political re-

sponsibilities.

Sir William Fraser, however, was still firmly in com-
mand. He was confident that before long Dr. Mossadeq
would topple, and the Iranians would be forced to ne-

gotiate. For oil was far their biggest export—far more
profitable than caviar or carpets—and their oil could

no longer be sold. Early in the crisis BP had enlisted

the support of the other six sisters, to make sure they

would not buy "hot oil" when it was nationalized, and

on May 15, 1951, the State Department announced

that the American oil companies had indicated "that

they would not, in the face of unilateral action by Iran

against the British company, be willing to undertake

operations in that country." And BP were soon, with

government help, able to enforce the boycott. When a

Panamanian ship, the Rose Mary, took on oil from

Abadan, RAF planes forced it into Aden harbor, where
its cargo was impounded. BP's attitude was supported

first by the Labor government and then by Churchill's

Conservative government which came to power in

October 1951.

BP's position was helped because there was at the

time no serious shortage of oil. BP quickly used its

huge reserves of capital, conserved under Fraser's

cautious regime, to expedite its production in other

countries, particularly in Kuwait, which soon began to

make up for the loss of Iran. The American companies
flew out extra production equipment to Saudi Arabia
and Kuwait. Each of the Seven Sisters had an interest in

proving to the Iranians and to other potential miscre-

ants that they could quite well do without their oil.

Iran faced the bleak prospect of being permanently

left out of the world's oil markets.

ACHESON V. ANTITRUST

To the American government, however, the situation

looked different, and from the beginning President Tru-
man was concerned about Britain's stubborn attitude.
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He warned Britain of the dangers of using force and

had tried to mediate through a visit by Averell Harri-

man to Teheran. The Secretary of State, Dean Acheson,

though theatrically Anglophile, was appalled by the

uncompromising imperialism of the British, and when
Mossadeq came to America to argue his case to the

UN Security Council Acheson struck up a kind of

comic friendship with the emotional old man, fasci-

nated by his pixie quality and his birdlike movements.

Acheson had little sympathy for BP's predicament;

'their own folly had brought them to their present fix,"

he wrote later, "which Aramco had avoided by (in

Burke's phrase) graciously granting what it no longer

had the power to withhold." He thought that the BP
bureaucracy had poisoned the judgment of the British

government, and committed them to "rule-or-ruin." He
was also much more worried by the possibility of a
Communist takeover, and not at all averse to a stronger

American presence in Iran. 1 As the British continued

their long boycott of Iranian oil, Acheson decided in

October 1952 that the Americans should try an inde-

pendent initiative. But it could only be done with the

help of the American oil companies, who alone had the

tankers to take oil from Iran. As in their tax arrange-

ments with Aramco the previous year, the State De-
partment were only too glad to use the oil companies
as part of their bulwark against Communism.

But the timing was specially awkward, for it was
now that the engines of antitrust were stirring again.

While the crisis was developing in Iran, a major conflict

began to be fought out secretly in Washington, whose
details have only recently come to light.2 This conflict

illustrated further basic dilemmas of oil policy: caught
between the democratic principles of antitrust and the

imperatives of foreign policy; between the long-term
strategy of governments and the short-term tactics of

iAcheson: pp. 865-870.
•Much new material about Iran is contained in the Subcommittee Print

published by the Senate Subcommittee on Multinational Corporations in
February 1974: The International Petroleum Cartel, the Iranian Con-
sortium and U£. National Security, to which I am indebted.
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companies; and between the widening differences of

British and American attitudes to the Middle East. The
battles of words in Washington provided a fascinating

counterpoint to the diplomatic battles between Iran

and Britain.

The antitrust mole had been dormant since Pearl

Harbor. Thurman Arnold's antitrust crusade, while

noisy and well-mounted, had achieved very little be-

yond the humiliation of Teagle and Exxon. But the

trust-busters had now acquired more staff and exper-

tise, and they were given a new boost by the national-

defense hearings after the war, which had unearthed

the damaging facts about how Aramco overcharged

the navy, and by the disclosures of overcharging from
the EGA. The Justice Department still had the sub-

poenas and documents that they had collected in 1940
and 1941, and they began searching the company files

again in 1946 and 1947.

In December 1949 the Federal Trade Commission re-

solved to investigate the foreign agreements of the oil

companies, and in October 1951 their staff produced a
report of historic importance. It was not published till

a year later, in August 1952 (with some excisions

about Iraq for national security which were only re-

vealed twenty years later).1 It was released not by the
FTC but by the Senate Select Committee on Small
Businesses, whose chairman was Senator John Spark-
man (now chairman of the Foreign Relations Commit-
tee). Sparkman wrote a stirring introduction, strikingly

bold compared to the Sparkman who is today chairman
of the Foreign Relations Committee: "practically alone
among the great nations of the world," wrote the young
senator, "the United States—through fact-finding and
through enforcement of its antitrust laws—endeavors to
hold in check the power of giant organizations."
The report thus made public was a political bomb-

shell, and its title alone was a red rag to the companies,
for it was called simply "The International Petroleum

iMultinationals Report: 1975, p. 101.
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Cartel." It provided the first full account of the cartel

agreements of the Seven Sisters, going back to the Ach-
nacarry agreement of 1928: it published the details

of the Red Line agreement, and analyzed in detail the

intricate sharing arrangements throughout the world. It

was largely put together by a radical economist, John

M. Blair (now professor at the University of South

Florida), who had painstakingly pursued the threads

of evidence through the company files. The green pa-

perbound book of 400 pages (though long since out

of print) has provided an indispensable source for crit-

ics of the oil industry ever since.

The gist of the FTC findings was that the seven

companies controlled all the principal oil-producing

areas outside the United States, all foreign refineries,

patents and refinery technology: that they divided the

world markets between them, and shared pipelines and
tankers throughout the world; and that they maintained

artificially high prices for oil. These formidable charges

were now taken up by the Justice Department, deter-

mined to mount a new antitrust case, at the precise

moment when Dean Acheson was preparing his initia-

tive in Iran.

The subsequent arguments provide a fascinating

glimpse into the ideological strains that oil policy had
brought about. In April 1952 Acheson, writing to the

antitrust division, admitted that the State Department
should not interfere with antitrust laws, but pointed

out that the case against the oil companies might seri-

ously impair American foreign-policy aims and would
probably weaken the political stability in the Middle
East. But the Justice Department nevertheless went
ahead, six months before the end of Truman's presi-

dency ("the only way to bring an oil case is if the

President is not running for reelection," explained one
of the staff, Ken Harkins, years later).1 On July 17
the Attorney General, James McGranery, announced

*Mark J. Green: The Closed Enterprise System (Bantam Books) New
York, 1972, p. 274.
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a grand-jury investigation into the international oil car-

tel, and the next month subpoenas were issued against

twenty-one of the oil companies.

Acheson was now busily preparing his plan to enlist

the American oil companies in a joint operation to res-

cue the situation in Iran. Attorney General McGranery

pointed out that the two conflicting policies "presented

a most formidable legal meal," and the trust-busters op-

posed the proposed new consortium as an "unrea-

sonable restraint of trade." Acheson on his side was

increasingly exasperated by the "police dogs from anti-

trust," who "wanted no truck with the mammon of

unrighteousness."1 By January 1953, in the last days

of the Truman administration, the two departments

were at total loggerheads: and their two opposite view-

points about the oil companies were both eloquently

stated in reports to the National Security Council.

The first report, from the Department of State,

backed by Defense and the Interior, spelled out boldly

the case for strong government support of the sisters.

The companies, it said, "play a vital role in supplying

one of the free world's most essential commodities"

and it boldly admitted: "American oil operations are,

for all practical purposes, instruments of our foreign

policy toward these countries." Moreover, the report

continued, the oil companies played a significant role

in the struggle of ideas with the Soviet Union so that

"we cannot afford to leave unchallenged the assertions

that these companies are engaged in a criminal con-
spiracy for the purpose of predatory exploitation." The
FTC report had already been given regrettable publicity

abroad, particularly in Venezuela and Britain, thus en-

dangering the national interests of the United States;

in Venezuela, the State Department reported, the oil

companies' programs had been set back years by the
allegations. A criminal antitrust action against the oil

companies would be far more damaging, encouraging

Acheson: p. 869.
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other countries to believe that "capitalism is synony-

mous with predatory exploitation." The criminal action

against the oil companies should be abandoned in favor

of a civil action, which could avoid a trial and attendant

publicity. And a new commission should study the

interrelationships of antitrust, security and foreign poli-

cy, to ensure a coordinated policy toward the oil com-

panies.

The Attorney General wrote an equally incisive re-

port arguing the opposite case: that the Seven Sisters,

far from being crucial for national security, were pro-

foundly damaging to it

It is imperative that petroleum resources be freed from

monopoly control by the few and be restored to free com-
petitive private enterprise . . . Free private enterprise can

be preserved only by safeguarding it from excess of power,

governmental and private . . . The world petroleum cartel is

an authoritarian, dominating power over a great vital world

industry, in private hands ... a decision at this time to

terminate the pending investigation would be regarded by
the world as a confession that our abhorrence of monopoly
and restrictive cartel activities does not extend to the

world's most important single industry.1

It was a new form of an old argument: how far

should democratic institutions be abandoned in the

defense of a democracy? Each side had telling points.

It was true, as the State Department insisted, that the

FTC revelations about the oil cartel were already en-

couraging producing countries to take bolder action

against the companies. It was also true, as the Justice

Department proclaimed, that a monopoly of oil pro-

duction in the hands of seven companies did not square

at all with the principles of a competitive, free-enter-

prise democracy. But between the two extreme posi-

tions, of either totally supporting the cluster of com-
panies, or breaking them up, neither side really faced

the problem, what the relationship between the com-

iSubcommittee Print: 1974, pp. 29-32.
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panies and governments should be. Yet both sides

tacitly assumed that oil was far too important to be left

to the oilmen.

It was Acheson's arguments, of course, that won the

day. Six days after the reports were submitted, Presi-

dent Truman wrote to his Attorney General saying that

the interest of national security might best be served

by changing the criminal case against the companies

into a civil case—with the proviso (soon abandoned)

that the companies must agree to subpoenas. And soon

afterward, Eisenhower was President and Dulles was
Secretary of State. There was now little doubt in Wash-
ington that the global battle against Communism must
take precedence against any complications about anti-

trust. Nevertheless, the civil action against the compa-
nies went ahead, with a warning from Dulles that

proceedings should be conducted "with due regard for

all matters affecting the national security." On April 21
the historic complaint was filed, against five defendants

(Shell and BP being beyond the government's jurisdic-

tion): the United States versus Exxon, Mobil, Socal,

Texaco and Gulf. It charged them, on the evidence of

the FTC report, with perpetuating the "As Is" cartel

that had been established twenty years before, in a

worldwide pattern of control of foreign production, re-

fining, patents, pipelines and tankers: "The objective

of the conspiracy was market stabilization; its essential

terms were market division and price fixing."1

COUP + COOPERATION

In the meantime Sir William Fraser and the British

government had been waiting for nearly two years for

the expected collapse of Mossadeq. Eisenhower and
Dulles were having little more success in their negotia-

tions than Truman and Acheson. Eventually in May
1953 Mossadeq wrote to Eisenhower complaining that

his country was being ruined by the political intrigue

of the British government and BP, and appealing for

^Subcommittee Print: 1974, p. 125.
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aid. Eisenhower did not reply for a month—which

thoroughly unnerved Mossadeq—and then wrote back

insisting that Iran must live up to her international

obligations. Mossadeq was desperate; his nationalized

oil company still could not sell anything abroad, and
there was now growing unrest in the country.

Behind the scenes mysterious forces were at work in

Iran, who were waiting for their moment. Early in the

crisis, British secret agents had reported to London that

there were many anti-Mossadeq elements in Iran who
with encouragement, including cash, from Britain,

could help bring Mossadeq down. The Foreign Secre-

tary, Anthony Eden, however, woujd not sanction a

coup, and the project was passed on to the CIA in

Washington, who were in turn hesitant to act without

British support. Eventually the plan was sanctioned,

not by Eden, but by Churchill, who happened to be in

temporary command of the Foreign Office during

Eden's illness in April 1953. The conspirators were
duly assisted, masterminded by Kermit Roosevelt, and
their chance soon came. Mossadeq took control over

the army; the Shah tried to oust him, failed, and fled

the country in August. Three days later the Shah's

supporters, led by paid agents, took to the streets to

fight Mossadeq's troops. Mossadeq was forced out of

office, the Shah's man General Zahedi took over the

government, and the Shah returned to his capital in

qualified triumph—conscious that it was more the
CIA's victory than his, though he did not care to admit
it.

1 The cost of the covert operation, according to one
source, was about $700,000.

Whether and when Mossadeq would have fallen

without this covert intervention is hard to establish; but
what is undisputed is that the Wesern powers did inter-

vene, and hastened his end. It was a well-organized
coup, and encouraged the CIA to further adventures,
notably in Guatemala; but the West in the end paid
a heavy price for it For the Shah was thereafter de-

103
*See his autobiography, Mission for My Country, London, 1961, pp. 99-
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termined to show his independence, and could never

again dare to be seen as the pawn of the West.

The way was now open for the entry of the oil com-
panies, but there was still great diplomatic concern,

and a concerted Anglo-American policy now seemed
urgent, for the Iranian experience had made both gov-

ernments more aware of the vulnerability of all the

Middle East oilfields. But while there were great

differences within Washington about the role of the oil

companies, there were even greater differences across

the Atlantic. The British looked at the antitrust cam-
paign with incomprehension: why shouldn't companies

and governments work together to protect the con-

sumer? The British government proposed joint talks

about Middle East oil, which were held between Au-
gust and October 1953 in Washington.

The notes of the discussions, only recently declassi-

fied, reveal the extent of the cross-purposes. The Brit-

ish team, led by Harold Beeley (later ambassador to

Saudi Arabia and Egypt, and one of the ablest Middle
East experts), was very conscious of Europe's depen-

dence on Middle East oil: the problems, they insisted,

were "highly strategic and political, not just economic,"

and Britain was "not primarily concerned in protecting

the profit position of the British companies." The Brit-

ish wanted coordination between companies and con-

suming government, and to improve relations with the

oil producers to ensure a safe flow of oil. They even
proposed, twenty years ahead of time, an International

Petroleum Council made up of producing and consum-
ing countries. But the State Department was lukewarm
on all the proposals. They could not encourage joint

company talks because of antitrust; they were afraid

that consumer-producer talks would only encourage

Arab cooperation; and they preferred to keep aloof

from their own companies, particularly Aramco, for

their own diplomatic reasons. "Certain advantages,"

they said, "had flowed from this separation of identity,

particularly during the early days of the development
of the Israel state." By allowing Aramco to stand on
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its own feet the government could avoid a clash be-
tween its two conflicting foreign policies. The talks

eventually fizzled out. The chance of any coherent
\yestern policy was lost, and any hopes that Britain

could improve relations with the producers were dashed
by the Su\sz adventure two years later.

THE CONSORTIUM

By the time of the fall of Mossadeq, Sir William
Fraser was reluctantly realizing that BP could no longer

retain the monopoly of Iranian oil which they had en-

joyed for forty years. The wave of resentment was too

strong and the future security of Iran rested more with

the Americans than the British. The diplomacy thus

was largely in American hands. Dulles appointed a
petroleum adviser, Herbert Hoover, the son of the ex-

President who had already mediated in Mexico, and
Hoover flew between Teheran, Washington and Lon-
don, trying to arrange for Iranian oil to flow again into

the world's markets.

But the problem was thorny. Hoover wanted to in-

clude any American oil company big enough to develop

the Iranian oilfields—which meant all the five Ameri-
can sisters. But the companies were not very keen,

since there was now again a world glut, and any new
oil would mean cutting back oil from other countries.

And for the five companies to march in together would
make a total mockery of the antitrust case that was
brewing up: it would put the companies in a strong

position to insist that the case be dropped altogether.

But the trust-busters were now in retreat. In August
1953, Eisenhower told his Attorney General to "de-

velop a solution which would protect the interests of

the free world in the Near East as a vital source of

petroleum supplies," and stressed that the enforcement

of antitrust "may be deemed secondary to the national-

security interest."

There were more spiky arguments between the State

Department and the trust-busters; Leonard Emmer-
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glick, the attorney who was handling the case, warned
that the antitrust division could not allow the five

companies to cooperate if there were to be "a regime

of agreed-upon cutbacks or artificial controls" in the

Middle East.1 His concern was well-based; for such

a systematic restraint of production went to the hearts

of antitrust principles. But the choice had already been
decisively taken by the State Department, whatever the

case against the "so-called cartel" (as they referred to

it). In the cause of defense, and in the fight against

Communism, the five sisters must be brought into

Iran.

Hoover gradually paved the way to a coming-togeth-

er of the companies. In December 1953 Sir William

wrote to the five American chief executives: Holman of

Exxon, Jennings of Mobil, Follis of Socal, Leach of

Texaco, Swensrud of Gulf; and also to Shell and CFP.
To each he explained that "the companies which could

make a constructive contribution to a solution are

those which are now engaged in the production of oil

in the Middle East and in the marketing of it on a
large scale internationally," and he invited each to a
meeting in London to discuss the Iranian problem,

Exxon, as the senior company, passed the invitation to

the State Department, asking whether they had any
objection, and piously stressing that the company was
very conscious of the "large national-security inter-

ests." The State Department agreed, provided Herbert
Hoover was present at the discussions.

Texaco, when they got the letter, shrewdly went di-

rect to the Justice Department, and the antitrust chief,

Stanley Barnes, was immediately worried that approval

would "make it impossible to go on with the cartel

case." It was unfortunate, Barnes commented, "that

Hoover looked only to the cartel companies."2 The
antitrust difficulty soon came to a head. The trust-bust-

ers continued protesting, particularly about the lack of

Subcommittee Print: 1974, p. 54.
"Subcommittee Print: 1974, pp. 57-60.
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price competition, but on January 14 the National

Security Council gave its support to an international

consortium; and the Attorney General then told Eisen-

hower that in view of the security requirements, the

consortium "would not in itself constitute a violation of

the antitrust laws."

The seven companies, in the meantime, had met in

London with Sir William Fraser and Herbert Hoover,

together with the French Compagnie Francjaise des Pe-

troles, which was now a more formidable power in

world oil, regarded as a wayward eighth sister. The
eight each agreed to join a consortium to buy and
develop Iranian oil.

CONCILIATION

There remained the problem of squaring the Irani-

ans, which even after the fall of Mossadeq was not

easy. The Shah, conscious of the indignity of his de-

pendence on the CIA, was determined to drive a tough
bargain, and Sir William Fraser was still very stubborn.

In December 1953 the Foreign Office had resumed
diplomatic relations with Iran, and sent out an open
minded young charge, Denis Wright. Fraser was out-

spokenly critical of the appointment, and regarded

himself as the maker of diplomacy, while the politi-

cians became increasingly exasperated by his stubborn-

ness: "Why don't we make him a peer and be done
with him," said Harold Macmillan, a member of the

cabinet. BP was not now a buffer but an obstruction.

Eventually Fraser was persuaded that it would be im-
possible for BP to lead the negotiations; and the task

of heading the team was given to Exxon, while BP
sent out a patient mathematician, Harold Snow, who
was regarded as too silent to give offense. But the
Foreign Office were behind the scenes, virtually super-

vising the critical negotiations.

Exxon eventually brought in as their negotiator

Howard Page, a man who was to have an enduring
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influence on the Middle East over the next fifteen

years, as the master diplomat among the American

oilmen.

Surveying the Iranian situation, Page was confident

that a deal could be done, supported by Wright. Page

flew out to Teheran, with Snow of BP and John Lou-

don of Shell, and began talks with the Iranian finance

minister, Ali Amini. It was an exasperating haggle;

the Iranians were using the Russians as a bargaining

counter, and were determined to appear to drive a hard

bargain. But in fact the Shah needed a settlement as

much as the Westerners; and at last in August 1954

an agreement was signed by the heads of the compa-

nies, and was soon afterward approved by the Majlis.

This new carve-up included for the first time all

Seven Sisters and seemed at the time satisfactory to

all sides. BP would take forty percent of the shares in

the consortium; the five American sisters would each

take eight percent; Shell would take fourteen percent;

and CFP would take six percent. The National Iranian

Oil Company, which Mossadeq had created, would re-

main the owners of the oilfields and the refinery, and
the consortium would buy the oil from them. But
through their exclusive control of the markets, the con-

sortium were now the effective masters of the oil

production. And BP's demands for compensation were
satisfied, after long negotiations between Amini and
Harold Snow. BP would be paid both directly from
the Iranians and indirectly through payments by the

other consortium members. In the end BP got more
than the Iranians had originally offered, and Sir Wil-

liam, to the anger of the British treasury, got an extra

tax benefit from the British government
But there was also a more clandestine understanding

between the companies; a "participants agreement''

which was signed by the eight companies and kept
secret from the public and from the Iranian govern-
ment for the following twenty years; and with special

reason. For it described not only the terms under which
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they would buy oil, but also how they would restrict

production to avoid a glut. This was achieved by the

formula of the "Aggregate Programmed Quantity," or

APQ, which was outlined in the participants agree-

ment, which was really to be the arbiter of Iran's

future growth. The APQ calculated the total amount
of oil that was to be "lifted" from Iran in the following

year, and it was reckoned by listing the needs of each

participant, divided by their percentage share in the

consortium, in order of magnitude; and then taking

the last figure after seventy percent of the holdings had
been listed. A company wishing to take more than its

quota would have to pay more for it. To take an exam-
ple, in 1966 the APQ came to 1,945,000 barrels a
day, calculated thus; 1

Cumulative 1,000 barrels

Participants Share (%) Shares (%) per day
required

Independents 5 5 2,030
(Iricon)

BP 40 45 2,027
Shell 14 59 2,027
Mobil 7 66 1,964
CFP 6 72 1,945
Exxon 7 79 1,890
Texaco 7 86 1,712
Gulf 7 93 1,700
Socal 7 100 1,644

The significance of this system was that it effectively
held down production in Iran to the levels required
by the least demanding of the companies. If Exxon
and Texaco, for instance, were to want less oil (as they
always did) because of their commitments in Saudi
Arabia and elsewhere, BP and Shell would have to
restrict their production, too. It was not surprising
that the companies did not wish the Shah to know how
his country's future income depended on a private

Multinational Hearings: Part 7, p. 254.
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rationing system controlled by eight companies. When
he did know, as we will see, the effect was electric.1

The secret clause had to be revealed to the anti-

trust staff in Washington, who were preparing their

civil case against the cartel, and it bore out their worst

fears. Leonard Emmerglick, in charge of the case,

warned that the Attorney General would have to "stul-

tify himself* to approve the arrangements, and Ken-
neth Harkins, his number two, believed that they

"manifest a continuation of the cartel pattern." The
Attorney General, Herbert Brownell, agreed that ap-

proval of the consortium was inconsistent with the car-

tel case, and admitted that the case must proceed with

emphasis on the marketing aspects and not on the

production control aspects. But he repeated his as-

surance to President Eisenhower that in view of the

security interests, the consortium would not violate the

antitrust laws.

The smaller American oil companies not surprisingly

complained about being left out of tjbds cozy cartel,

and eventually in April 1955 a concession was made
to them: each of the five American participants gave

up an eighth of their holding, to allow five percent of

the consortium to be held by nine of these "indepen-

dents."2 But the method of choosing them aroused the

suspicions of the trust-busters, for they had all to be
approved by the accounting firm of Price Waterhouse,

which for some time had been the special vehicle for

the American sisters in their joint operations.3 One
company not so approved, American Independent, had
to appeal to the State Department to be allowed onto

the list. The enlargement of the consortium also wor-

1In her book The International Petroleum Industry published in 1968,
Dr. Edith Penrose reckoned from existing evidence that the cut-off point
was between 60% and 79%, but the details of the agreement and the actual
figure of 70% were not published until 1974, when they made part of the
evidence of the Senate Multinational Hearings.

aSee Chapter 7.
""All through the documentary material delivered by the five defendants

in the cartel case," complained Watson Snyder of the antitrust division in
March 1955, "you will find that Price Waterhouse and Company is the
medium through which all the accounting is done for the participants
in the various illegal arrangements." Multinational Hearings: Part 7, p.
249.
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ried the Texan oilmen, who were fearful that they

would be flooded by cheap Iranian oil. Their chief

defender in Congress, Senator Lyndon Johnson, passed

on their concern to Dulles, and was then assured that

the companies "could and would absorb the Iranian

production without unsettling world markets."1

But the consortium had a far more serious limitation

in global terms, for it represented companies from only

four consuming countries. The three defeated nations

whose consumption of oil was now rapidly growing

—Italy, Germany and Japan—were unrepresented

in the share-out. The exclusion of Italy, the most vocal

of them, was to have swift repercussions, as we will

see in the next chapter.

As for the case against the cartel, it continued to be
assembled over the following years, occupying huge
staffs of attorneys in the oil companies and in the Jus-

tice Department. It was not until 1961 that a "State-

ment of Claims" was put forward against the five sis-

ters, signed by Lee Loevinger, the antitrust chief under

the Kennedy administration. It was, like the complaint

of eight years before, boldly worded: "The fact that

the conspirators were able to control market prices and
prevent surplus oil from upsetting the market equi-

librium," it concluded, "demonstrates the existence of

monopoly power." But as a result of the Iranian con-

sortium the statement concentrated much less than the

previous complaint on the joint production agreements,

which were the heart of the collusion, which took

much force out of the charge. Eventually three of

the companies—Exxon, Texaco and Gulf—agreed to

consent decrees, and the two other cases, against Mobil
and Socal, were later dismissed without prejudice. The
trust-busters, for the time being, had lost ground.

SEVEN IN CONTROL

By October 1954 the oil was again flowing from
Iran to the world's markets, and technicians were re-

iMultinational Hearings: Part 8.
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turning to restore and enlarge the oilfields. The three-

year crisis was over; yet what was remarkable after

the first panic was how little of a crisis it had been.

The oil companies had shown first that they could do
without Iranian oil, and then that they could again do
with it; and neither the turning-off nor the turning-on

had any perceptible connection with the price of oil.

It was a phenomenon that gave much support to the

suspicion that the seven, if not actually a cartel, worked
in some sort of close unison, keeping down the sup-

plies of oil to keep the price up, and coordinating

supplies throughout the world. As one prominent stu-

dent of the companies concludes: "It seems incontest-

able that the rate of supply was subject to some sort

of controlled planning . . . but there is no evidence at

all that control was exercised in any centrally coordi-

nated manner."1 This was the central mystery behind

the symbiosis of the seven.

BP, while losing their monopoly, had achieved

handsome compensation and a promising future; their

shares had zoomed up from £5 in October 1951 to

£18 after the consortium agreement was signed, and in

November 1954 a bonus of £80 million was distrib-

uted to shareholders. In fact BP men were later able to

reflect that the whole crisis was a blessing in disguise;

for the temporary loss of the oilfields was a shock which
forced them rapidly to find and develop oilfields else-

where, and they would never again be so dependent
on a single country. It was a shock that has been com-
pared to the shock to Standard Oil at the dissolution of

191 1.2 And perhaps some kind of crisis would have
occurred anyway before long, even without the in-

transigence of Mossadeq and Fraser: "the tide of na-

tionalism was already flowing," said Sir Eric Drake;
"it could only have been held back for a few more
years." The all-British monopoly would have been hard

to maintain, and the transition to the consortium re-

*Dr. Edith Penrose: International Petroleum Industry, London, 1968, p.
152.

"Penrose: p. 114.
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fleeted the new realities of American power. It had
been achieved with tact and dignity: BP were able to

cover up their humiliation with a show of dignity: Sir

William, who was a prime cause of the disaster, was
acclaimed by the British press as the architect of the

settlement (with scarcely any reference to the Ameri-
cans' role) and the next year was created Baron
Strathalmond of Pumpherstone (he should, com-
mented Gulbenkian, have been called Lord Crude of

Abadan).
Moreover, all the Seven Sisters could congratulate

themselves that the Iranians, and all other potential

nationalizes, had been taught a lesson. They could not

do without the big companies, as the Mexicans had
found thirteen years before: they could only drown in

their own oil. The companies had again made clear

that they controlled the world's markets: and the

American five, though still harassed by antitrust, had
gained greater recognition from their government. For
the next twenty years, they could warn nationalist

leaders, explicitly or implicitly, "look what happened to

Mossadeq": and for at least sixteen years—so long as

there was a large surplus of oil—the warning was ef-

fective.

And the seven had now achieved a more perfect sys-

tem of control and orchestration of the supplies of Mid-
dle East oil: the Iranian consortium, unlike the com-
sortia in Iraq or Saudi Arabia, included all of them,

and this time they had brought in the French company
too, thus avoiding the Gallic acrimony attending the

Aramco agreement. In each of the major producing

countries, two or more of the seven were in control, and
all four of the partners of Aramco were now also

partners in Iran, making much smoother the delicate

task of balancing production between them. The chart

overleaf shows the share-out between the major coun-

tries from 1954 onward.

From the viewpoint of the seven there was nothing

sinister about the carve-up: it merely reflected the ele-

mentary fact that only huge companies with resources
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and markets were in a position to develop and sell the

oil. And without joint arrangements, in a world of glut,

there would be only cutthroat competition and sud-

den floods of cheap oil, such as had made life so in-

tolerable in the mid-twenties: it was only common sense

to agree to restrict supplies.

But to anyone outside the seven—including the

Italians, Japanese and Germans, the American inde-

pendents, and the producing governments themselves

—

the system was thoroughly pernicious: if they had not
known it already, the FTC report now explained iU

For they saw the production of oil being manipulated

by the seven to achieve the highest possible profits; and
even with the lower price of oil, their profits were still

enormous.

As for Dr. Mossadeq, his role in history is still dis-

puted. Among old Iranians, he is now still an embar-
rassing phenomenon, who bankrupted his country and
looked foolish to the world; and the Shah, who had to

leave the country because of him, prefers not to hear

the name of "that fellow." But to most younger Irani-

ans, he is a kind of national hero, for he first asserted

Iranian nationalism against the companies and the

British. Even if his timing was wrong—as it manifestly

was—his ideas still lived on. The Shah in fact was
deeply influenced ever after by his experience. Ever
since he has had to show the Iranians that he can

hold his own against the companies and the West; and
while mocking Mossadeq he has tried to take some of

Mossadeq's clothes.

Iran had been brought to heel with the acquiescence of

other producing countries, who were happy to benefit

from the boycott, and this was to be the source of some
shame to them even afterward. When, six years later,

they came together to form OPEC, the member countries

each made clear to the secretary general, Fuad Rouhani,

that they would not take such advantage of rivals again.

The lean specter of the fanatical doctor flitted over the

first counterattack by the producing countries.
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SUEZ AND AFTER

The formation of tHe Iranian consortium marked in

some respects the apogee of the influence of the Seven

Sisters, both with the Middle East governments and

with their own home governments. In Washington, the

State Department was only too glad to let the com-
panies look after the problems of oil, and to let Aramco
pursue a separate foreign policy. In London, the For-

eign Office was more skeptical of BP after the Iranian

disaster, but the treasury still regarded oil companies

as geese laying golden eggs, in the form of huge con-

tributions to the balance of payments: by 1956 BP and

Shell were reckoned to supply £323 million a year1—
more than half of Britain's receipts from all overseas

investments.

The disastrous Suez adventure in 1956 seemed to

corroborate the older view that oil was best left to the

oil companies. Sir Anthony Eden launched the war in

the name of protecting British interests, of which oil was
far the greatest: two-thirds of the Suez Canal traffic

was oil. The high emotions of Eden and his inner cir-

cle were certaintly partly generated by a sense of panic

about oil. As Hugh Thomas put it: "ever since

Churchill converted the navy to the use of oil in 1911,

British politicians have seemed to have had a feeling

about oil supplies comparable to the fear of castra-

tion."2 But there was no evidence of consultation be-

forehand with oil companies or experts before the in-

vasion took place, and the heads of oil companies, John
Loudon of Shell and the more enlightened members
of BP, were appalled by the invasion. They saw it as

wrecking their delicate relations with the Arab pro-

ducers, with good reason. First the canal was blocked,

so that tankers had to be chartered at exorbitant costs

to take oil around the Cape; then the IPC pipeline from

^Andrew Shonfield: British Economic Policy Since the War, London,

"Hugh Thomas: Suez AQair, London, 1970, p. 32.
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Iraq to the Mediterranean was sabotaged by Syrians;

then anti-British demonstrations broke out in Arab
capitals and in Iran.

Suez in fact was a serious setback to the British com-
panies, and further enhanced the American advantage

in the Middle East. The American companies had
been brought together with the government in a Middle
East Emergency Committee (MEEC), to provide an
"oil lift" for Europe, pooling their resources and divert-

ing oil to Europe. But while Britain was refusing to

withdraw from Suez, the U.S. government deliberately

suspended the committee as a means of pressure, and
the British and French suspected that the American oil

companies were using the crisis to fortify their own
position.

Certainly they gained some commercial benefit: the

Texan producers saw the temporary world shortage as

the opportunity to push up the price, even though
there was such huge excess capacity in Texas that pro-

duction was cut to thirteen days a month under the

prorationing agreement. Humble, the Exxon subsidiary,

raised its price by 35 cents in January 1957, followed

by others. There was an immediate outcry which led to

Senate hearings on the effects of the emergency oil lift,

in which Senator Kefauver was a prominent critic. The
Justice Department investigated, and a federal grand
jury indicted twenty-nine oil companies for conspiring

to fix prices; but they were later acquitted by a District

Judge in Oklahoma, Royce H. Savage, who explained:

"I have an absolute conviction personally that the de-

fendants are not guilty."1 "Why the federal government
thus delegated the conduct of foreign policy to the

Texas Rail Commission," comments Professor Adel-
man, "will never be known . . . The price increases of

1957 marked the zenith of postwar control of the mar-
ket."2

The Suez fiasco provided new fuel for Arab nation-

alism, and made the oil companies more conscious of

^ohn Bainbridge: The Super-Americans, London, 1962, pp. 86-87.
«M. A. Adelman: The World Petroleum Market, pp. 158-59.
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their role as diplomats and their advantages over gov-

ernments. Two years after Suez, Shell were operating

amicably in Egypt while the British government were
unrecognized. And an Exxon memo in early 1957 de-

scribed in statesmanlike terms how "the problem of

restoring confidence in Middle East oil is one which
concerns every member of the petroleum industry

active in Europe . . . We must be sure that we come out

of the present emergency with undiminished prestige

and strength."1

iQuoted in Robert Engler: The Politics of Oil, Chicago, 1961, p. 190.
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The Intruders

When you're breaking in, you're sons-of-bitches: then

you become a member of the Club. We hope to join

as the Eighth Sister.

Leonard McCollom of Conoco, 1967

Oil still had a place for the loner. The giant com-
panies were building up huge bureaucracies and plan-

ning global operations with unequaled resources. But
calculated gambling was still the heart of the business.

There were still individuals who were able to challenge

the established powers, armed with the same lonely

ambition as the first Rockefeller. And among the forces

that changed the course of oil history in the fifties was
the solitary millionaire from Oklahoma, Jean Paul
Getty.

GETTY

Today, at the age of eighty-two, Getty remains a
monument to individualism, as he looks back with

melancholy detachment on his sixty years in the in-

dustry. He lives alone in the great Elizabethan mansion
of Sutton Place, surrounded by parkland on the edge of

suburban London, and protected by extravagant de-

fenses. A heavy double gate on the main road guards

the estate, with electronic controls, followed by a traf-

fic light. Guard dogs roam across the park, and inside

the walled garden is a cage full of lions. Inside, the

167



168 The Seven Sisters

dark house seems lifeless, except for the security guards

in the passages.

Visiting him in 1975 I was shown into a chilly sit-

ting room hung with Dutch masters, and waited in si-

lence, until an old man shuffled in, with his huge long

face hanging loosely, and his thin mouth breaking into

a faint smile. He talked slowly and huskily, each reply

ending in a low cadence and silence. The deadpan face

and stretched cheeks were strikingly reminiscent of the

photographs of the aging John D. Rockefeller; and the

comparison was one which Getty liked to encourage.

He was proud of having been visited by John D. Rocke-
feller IH, who presented him with Professor Nevins's

biography of his grandfather. He keeps the volumes in

his study, together with his own autobiography.

The significance of Getty is not so much the fact

that, like Rockefeller, he became the richest man in

the world. It is that he was the first individual to chal-

lenge the dominance of the Seven Sisters in the Middle
East, thus helping to begin the erosion of their monop-
oly. He typified the spirit of the rising "independents."

Getty was born rich: his father was a lawyer who
visited Oklahoma during the first oil boom and stayed

to make a multimillion-dollar fortune. His son was
fascinated by the "nuts and bolts" of the oil business

and made his own million dollars by the age of twenty-

three. He studied at Oxford, traveled widely and fancied

himself as a playboy, but was always obsessed by the

oil business. His lonely detachment made him able (as

he described it to me1
) to avoid getting lost in the trees,

and to see the forest most clearly, as if from a plane;

and his pursuit of a succession of wives never inter-

fered with his pursuit of money.
By 1934, when he was only forty-one, Getty was

strong enough to be able to bid for a medium-sized in-

dependent company, Tidewater, and thus found himself

challenging the majors: both Exxon and John D.
Rockefeller n, it turned out, held shares in the com-

*Interview with author, January 15, 1975.
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pany, and Walter Teagle tried to stop Rockefeller sell-

ing out to the newcomer. But he was too late, and Getty

was in control of an integrated company which he
greatly expanded. But he remained a loner, running

his company from wherever he happened to be, and he
saw himself not as a very rich man, but as a poor com-
pany competing desperately with giants. "Actually I've

never felt rich," he told the New York Times, "because

I've always been in a business where I was a mod-
erate-sized fellow compared to Exxon, Shell, Gulf,

Socal. I'm a small-sized fellow, a small-sized outfit, so

I've never had delusions of grandeur."1

By 1958 when his riches were suddenly revealed by
Fortune magazine, he was discovered to be running his

empire from the Ritz in London, buying and selling

oilfields with the help of a single overworked secretary.

He never became part of any organized oil world, and
kept away from his independent rivals. He never met
the other oil billionaire, H. L. Hunt, but he once
passed a message to his son Bunker that he would
"gladly turn over the appellation of the richest man."
Hunt, in reply, thanked Getty and said he preferred to

be "one of the pack."2

Getty lost his first chance to get into the Middle East
in 1932, when he turned down a concession in Iraq,

and he did not explore further. East Texas was selling

oil at a few cents a barrel, and "it seemed rather point-

less to go as far as Saudi Arabia." But he later re*

gretted it, and after the war he realized that the future

lay with the Middle East. As early as 1948 there was a
new chance to break into the monopoly of Aramco,
when the neutral zone between Saudi Arabia and Ku-
wait was opened to bids. On the Kuwait side, the con-
cession was won by a syndicate of independents called

Aminoil, headed by a veteran oil diplomat, Ralph K.
Davies, with Phillips Petroleum as the major share-

holder. They made a spectacular bid, including a down
payment of $7.5 million, which horrified the majors.

*New York Times, February 6, 1974.
sInterview with author.
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Soon afterward Getty began negotiating witH King Ibn
Saud for the concession on the Saudi Arabian side.

Getty was not inhibited, as the majors were, by exist-

ing agreements. "The credo of the Seven Sisters," as he

put it, "was that they couldn't do any better. I think

that if they had been more flexible years ago, they

might have been better off today, but they took rather

a hard line." Getty saw that the King would welcome
an outsider, and he eventually agreed on terms which
included not only a down payment of $9.5 million, but

much greater royalties. It caused fury among the ma-
jors; as Getty said, "I think it proved to the Arabs that

up till now they weren't getting the best terms ... I

told Arab friends of mine that I now felt I never had
to run down an alley anytime I saw an Arab approach-

ing, because I gave the Arabs very good terms right

from the start."1

These ventures seemed to many onlookers to be
wildly extravagant, and for four years Getty and Amin-
oil continued drilling without success. But eventually

oil was found and was soon producing as much as six-

teen million barrels a year. Getty was effectively estab-

lished in the new center of gravity, with a new fortune.

The fact that a smaller company, offering far better

terms than the majors, could still make large profits,

was not lost on the Saudis. Getty had already helped to

breach the high wall of the seven.

INDEPENDENTS

Getty was soon followed by others, for the Seven
Sisters were making such visibly huge profits in the

Middle East that they lured others to challenge them.

By the fifties a group of independents were beginning to

move abroad. The name independent is confusing,2

but in the international field, the word is usually ap-

ilnterview with author.
According to one American definition, an Independent Is a company

which depends on outside supplies for more than 70 percent of its oil; so
that their characteristic (as Paul Frankel has observed) is not indepen-
dence, but dependence.
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plied to mean any company other than the seven

majors: that is, a company without a global system of

production, transport, refining, and marketing. Many of

them have achieved a size and wealth which in any

other industry would seem vast, so that within the

United States they are regarded as majors.1 Some of

them were originally offshoots of the Rockefeller trust,

such as Standard Oil of Indiana (Amoco), Standard

Oil of Ohio (Sohio), Continental (Conoco), Atlantic

or Richfield, laer mterged to make Atlantic Richfield

(Arco).

But others have more flamboyant and recent origins,

having been built up by individual tycoons who had
got rich in the oil booms of the southwestern states.

Harold Lafayette Hunt made his first fortune by buying

out the oilfields of Dad Joiner in east Texas in the

thirties; by the Second World War he was able to boast

that he controlled more oil than the Axis powers put

together. His son, Bunker Hunt, inherited his father's

obsessive ambition, and determined to make his own
fortune, outside as well as inside America. Armand
Hammer had first become a millionaire with a pencil

factory in Soviet Russia, where he enjoyed the friend-

ship of Lenin; in 1956 he had bought up a moribund
West Coast company called Occidental, and resolved to

build it up into an international giant. Many of the in-

dependents were controlled by rugged entrepreneurs of

the old mold, defying the rule of bureaucracies and
consortia, and by the fifties they were beginning to

look to the world as their stamping ground.

These independent tycoons had a paradoxical re-

lationship with the chief executives of the sisters. The
independents became some of the richest men in the

world including at least two billionaires, while the

chief executives of Exxon, Mobil or Shell have relative-

ly tiny fortunes, and salaries of a mere few hundred
thousand dollars. But the independents often saw them-
selves as struggling underdogs, confronting the cor-

iEdith Penrose: The International Petroleum Industry, p. 133.
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porate power of the giants, and were prone to con-

spiracy theories: to Hunt down in Texas the Standard

Oil Companies still represented a Rockefeller empire,

closely tied to the eastern banking establishment. The
independents despised the corporate heads for their lack

of daring, while the big-company men deplored the

crudity of the independents who were giving oilmen,

once again, a bad name.
The independents liked to depict the majors, who

were importing oil from Arabia, as potential traitors:

Russell B. Brown, the general counsel for their associa-

tion, complained in 1955 that "their motivations have

taken on a new and foreign accent as they have be-

come companies of the world rather than of this na-

tion."1 The independents' interest was still firmly based

on Texas, which in 1960 was producing 38 percent of

United States oil, and their triumph was the triumph of

Texas. The oilmen were apt to assume that, because

they were lucky enough to be sitting on oil, their wealth

was the result of special wisdom and genius; so that the

Texan arrogance became hard for others to bear. The
new oil millionaires felt no need to disguise or apolo-

gize for their wealth; they dominated the annual meet-

ings of the American Petroleum Institute with extrava-

gant razzmatazz, turning the city upside down and
boasting of their political clout.

They knew that Washington was obedient to their

will. The late fifties were the heyday of the oil lobby,

with two Texans in key positions: Lyndon Johnson as

Senate majority leader, Sam Rayburn as Speaker of the

House, and a sympathetic congressman from Arkansas,

Wilbur Mills, as chairman of the House Ways and

Means Committee. They were all steadfast in their sup-

port of the oil interest; and particularly of the crucial

tax deduction, the "depletion allowance."

This remarkable law, first passed in 1926, allowed

oil companies to set 27Vi percent of their gross income

*Quoted in Engler: The Politics of Oil (Phoenix Books) Chicago, p.
234.
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(provided it did not exceed half their net income)

against taxes, to take account of the wasting assets be-

low the ground. Each Secretary of the Treasury tried to

reduce the allowance, and each one failed; Rayburn
and Johnson, said Jim Clark, the Houston oil historian,

"stood like Horatio at the bridge for years, defending

depletion against all comers."1

And the majors, in the meantime, had lost a good
deal of their daring, both in America and Britain. In

the postwar years there were no bosses comparable to

Teagle and Deterding. There were some powerful char-

acters who took critical decisions; men like Eugene Hol-

man, who established Exxon in Arabia, or Sir William

Fraser, who dominated BP, or Gus Long, who was to

dominate Texaco for a decade. But the new chief exec-

utives were nearly all men who had climbed their way
steadily up through the companies, working through

committees, and staying only a few years at the top.

Monroe Rathbone, who took over Exxon from Hol-
man, used to say that half his time was spent in think-

ing about personnel problems. The very extent of the

big companies' commitments, and the range of their

shareholding, had limited their decisiveness; they were
terrified that a bold move in one country would re-

percuss on the others.

As they became threatened by outsiders, they be-

came increasingly defensive, unable to accept change

until it was forced upon them.

This present day desire to protect the status quo [wrote
Richard Funkhouser, a prescient diplomat in the State De-
partment in 1953], would seem to be a sign of old age in

the business and does not reflect the attitude of the aggres-

sive leaders who won the concessions in the first instance.

If this is true, such companies as IPC and Aramco may
look forward to the ignominious end of the unversatile

dinosaur family that sunk in the mud when the weather
changed . . ."

Uohn Bainbridge: The Super-Americans, London, 1962, p. 80.
Multinational Hearings: 1974, Part 7, p. 139.
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The independents and the majors, behind all their

outward battles, realized that they could not do without

each other, and had reached an armed truce. The
majors knew that the independents took risks in explor-

ing which they would not take, and provided them,

too, with a kind of alibi against antitrust action. The
independents used the majors to sell their oil, and
needed the ordered marketing system that they had
set up. It was a situation described in economist's short-

hand as "oligopoly with a fringe"; or more pictur-

esquely as being like roses growing on a pergola.1 The
major companies, having together constructed their

pergola, had an interest to maintain its stability, and
they could tolerate quite well the intrusion of the

roses, which indeed made the structure look more
attractive.

It was the Iranian consortium in 1954 which gave

the first opportunity for several of the independents to

break into the charmed circle of the seven, and to dis-

cover the Middle East. The protests to Washington, as

we saw in the last chapter, compelled the big com-
panies to include nine American outsiders. They were
Aminoil, Sohio, Atlantic and Richfield (later merged),

Signal and Hancock (later merged), San Jacinto (later

bought by Continental) and Getty's two companies,

Getty and Tidewater. These newcomers soon received

a wonderful bonanza from their access to Iranian oil,

which for them involved no risk or exploration. They
began to roam elsewhere in the Middle East for quick

profits.

Their greatest opportunity came in Libya, where
American companies had been interested since the Sec-

ond World War in the possibilities of oil. After inde-

pendence in 1951 the Libyan government was deter-

mined that their oil should not be monopolized by the

majors, and the Petroleum Law of 1955 was drafted by
a team of experts including Nadim Pachachi (later a sec-

retary general of OPEC), who made certain that there

*H. S. M. Burns in. a paper to the API, November 17, 1955.
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would be a large number of concessions, and that

those not exploited would have to be relinquished. In

the following year, fifty-one concessions were granted

to seventeen companies, led by a syndicate of three

independents (Amerada, Continental and Marathon)

in a group called Oasis. When the oil began to flow in

large quantities, half of it came from the independents.

Libyan oil gave these independents the chance to estab-

lish themselves in Europe and to challenge the market-

ing systems of the sisters. Perhaps the most remarkable

of these was Continental (or Conoco), a medium-size

integrated company which was perilously short of crude

oil. Libya provided it, and by the mid-sixties, under a

dynamic new chief executive, Leonard McCollom,
Continental was already competing seriously with the

majors. They bought their own distribution network

—Jet in Britain, Sopi in Germany, and Seca in Belgium
—to force their way directly into the markets.

Already by 1957 a glut of oil was beginning to force

down the price. The independents could undercut the

big companies and still make big profits for themselves.

They competed more hectically to sell their Middle East

oil to Europe and Japan as they began to be shut out of

the United States. By 1957 the imports of oil to Amer-
ica had risen so sharply that the Texan producers com-
plained of being done out of business; they invoked
their old ally of "national security," and demanded
import quotas. The majors, led by Exxon, tried to re-

sist, but by 1959 import controls were made manda-
tory, allowing only 13 percent of oil consumption to

come from abroad. So the American companies had to

sell most of their Middle East oil outside their home
market, and the battle for Europe had the extra ferocity

of a battle between exiles. The new flood of Libyan oil

in the early 'sixties increased the pressure, and the

sisters could not control it.
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MATTEI

While the American independents were eating into

some of the markets of the seven, a more far-reaching

threat was emerging from a man who at first seemed
merely comic: the head of the Italian State Oil Com-
pany, Enrico Mattei. He was combative, aggressive

and exasperating; but the oil companies soon had to

take him seriously, for he hit them on all their most

vulnerable points. He was a nationalist, claiming that

Italy had been done down by the "oil cartel." He was
the ally of the producing countries, persuading them
that they had been cheated. He was an individual ty-

coon, moving swiftly against the slow bureaucracies, yet

with his own government behind him. And he was an

archpropagandist, presenting himself as the gallant little

fighter against the Seven Sisters

—

le sette sorelle—

a

phrase which he rapidly popularized.

His personality was electric. I was invited to lunch

by him in Rome in 1961, and his whole style was the

opposite of the oilmen of Shell, whom I had been re-

cently interviewing. He was small and shy, with the

look of an artist—a sensitive mouth, a mobile chin and
a penetrating eye—but he visibly dominated his offi-

cials with an intimidating aloofness, and it was clear

why he was called the "incorruptible corrupter." He
talked with a flood of fast rhetoric; he carried on a sep-

arate conversation while his words to me were being

translated.

He explained to me how le sette sorelle were relics

from the colonial era, and how the producer countries

no longer needed their technical know-how. The heads
of the big companies were still making absurd, bullying

speeches, but they would have to come to terms with
nationalism; the Americans would do it first, as they

had with the fifty-fifty agreement. Six years ago, he
went on, he might have come to terms with the sisters,

but now he was committed to helping the Arabs. It was
clear that he was fascinated, perhaps too fascinated, by
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the mystique of the sisters and their power: and it was
not quite clear whether he wanted to beat them, or

join them.

Whatever else, he was a brilliant self-advertiser;

and to every tourist in Italy, his publicity was then in-

escapable. The roads were full of bright shining filling

stations, under the sign of the six-legged dog which

proclaimed Mattei's petrol, AGIP. In contrast to the

austere stopping places of Exxon or Shell, they had neat

little bars and restaurants with bright-colored tables,

and cheerful assistants in clean uniforms. It all seemed
the best kind of nationalism, a new pride in patriotic

performance. Mattei made the Seven Sisters look not

only mean and unloved, but boring and unimaginative.

Mattei's history was certainly more romantic than

theirs. After being a wartime partisan leader, he was
put in charge of the state-controlled oil company,
AGIP. According to a much-publicized (but question-

able) story, he was told to give up exploring in Italy

but ignored his instructions, and soon afterward AGIP
discovered natural gas in the Po Valley. 1 Later they

found a small quantity of oil—a thrilling develop-

ment for a nation with so few natural resources—and
the Italian discoveries, though they provided only a

fraction of AGIP's oil, gave a special political glamour
to Mattei's enterprise. By 1953 he had formed a new
national hydrocarbon organization called ENI and he
was ready for battle with the Seven Sisters.

His first attempt to break into the ring came when
the Iranian consortium was formed in 1954. Mattei

had behaved with studied restraint during the Iranian

boycott, refusing to buy cut-price oil offered by Mossa-
deq; and he expected in return, as a major buyer of

oil, to be included in the consortium. But the negotia-

tors found him altogether too aggressive and impossible;

and he was not invited—a rebuff which proved as un-
wise as the failure to invite the wicked fairy in the

Sleeping Beauty. As Mattei's adviser, and later biog-

'P. H. Frankel: Mattei: Oil and Power Politics, London, 1966, p. 40,
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rapher, commented: "It was almost grotesque to see

that for no reason other than the desire to pay lip

service to free competition, a few American invest-

ors were, by courtesy of Washington, given what

amounted almost to a free ride, although the oil they

were to get played no functional role in their own
activities, whereas a country like Italy and a refiner-

distributor like AGIP were to remain outside."1

Mattel's revenge came soon enough, in the wave of

Middle East nationalism following the Suez war. He
began talking to the Iranians about joint ventures with

more genuine participation, and after the Iranians had

passed a new petroleum law in 1957, he announced

a sensational agreement with the National Iranian Oil

Company to develop new concessions. They would be

partners from the beginning, with an Iranian chairman

of the joint board: the Italians would pay for the

exploration costs, and if oil was discovered the Irani-

ans would take close to 75 percent of the proceeds,

instead of the customary fifty-fifty.

This joint venture in fact found very little oil, but

its political consequences were enormous. For Mattei

had made clear to the Iranians, as Getty had shown
the Saudis, that the Seven Sisters were making exorbi-

tant profits; and the Shah freely acknowledges his debt

to Mattei. Soon afterward one of the big American
independents, Standard Oil of Indiana (Amoco) fol-

lowed Mattei into Iran, to make an even more favorable

deal. And Mattei himself repeated his deal across North
Africa.

Mattei quickly extended the Italian influence, ex-

ploiting the resentments of developing countries and
exasperating the Seven Sisters. But he failed to make
a profit out of it, for as the sisters pointed out, he was
"an oilman without oil." Excluded from the preserves

of the seven, he was constantly forced to look else-

where. He eventually found some oil where so many
previous outsiders—the Nobels in the 1890s, Samuel

iFrankel: p. 61.
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in the 1900s, Deterding in the 1920s—had found it

before, in Russia. By bringing Russian oil back into

Europe he helped further to undermine the solid foun-

dations of the Seven Sisters.

The Russians in the late fifties, after big new discov-

eries in the Urals, were beginning to export oil to

Western Europe for the first time since the twenties,

in quantities carefully limited by the importing govern-

ments to avoid disrupting the markets. But Mattei was
determined to launch an all-out price war against his

rivals in his home territory of Italy. He flew to Moscow
to see Khrushchev, and from 1959 cheap Russian oil

flowed into Italy, accounting at the peak for 16 per-

cent of the market. It was a wonderful spectacle for

the enemies of the seven, and the resulting price war
gave Mattei still greater popularity as the champion
of cheap oil, at a time when the autostrade were spread-

ing, and the little Fiats were multiplying across Italy;

he even persuaded the Italian government to reduce the

gasoline taxes. It was a hideous embarrassment to the

big companies, particularly Exxon and BP, Mattel's

chief rivals in Italy. Their profits had already been
pared down by the incursions of the independents, but

they had to cut their prices further, all through Eu-
rope, and Mattel's price war eventually pressed them
to cut their "posted prices" in the Middle East, thus

precipitating—as we will see in the next chapter—the

formation of OPEC.
Mattei, with the help of the Russians, still undercut

them; Exxon, as the company most threatened, re-

solved to try to make peace. By 1962, through the

mediation of George Ball, then Undersecretary of

State, they had begun to work out a truce, whereby
Exxon would supply AGIP with cheap oil, and Mattei

was invited to America, where he expected to be re-

ceived by President Kennedy. But the peacemaking

proved unnecessary. In October 1962 Mattel's plane

took off from an airfield in Sicily and crashed, with no
survivors.

Mattei has ever since been a mythical figure to the
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Italian left, and rumors have circulated that Mattel's

plane had been sabotaged by one of his many ene-

mies. But such a drastic reprisal was not at that stage

really called for. Mattei had already prepared to make
peace, and his companies' financial base—as soon

emerged after his death—could not support the fight

much longer. In the meantime he had already done

his damage to the sisters, which could not be un-

done. He had shown the producing countries that the

cartel could be broken. He had forced the Seven Sisters

to cut the profits of the producers, thus provoking the

countercartel. And he had encouraged other consum-

ing nations, too, to form their own national compa-
nies in rivalry with the majors.

The French company CFP, as we have seen, was
already big enough to be regarded as a kind of eighth

sister, and to be included in the Iranian consortium.

But its president, Victor de Metz, still smarted under

his exclusion from Saudi Arabia, and French govern-

ments longed to be independent of the Americans. A
great opportunity seemed to appear in Algeria, where
CFP collaborated with an Algerian state company to

look for oil in the Sahara, and found a huge field in

1956. The existence of oil in Algeria increased the

determination to hold on to it despite the long Algeri-

an war for independence, and the French suspected

the American oil companies of encouraging their gov-

ernments' support of the rebels. After peace in 1962
the French hoped that oil could be part of a special

relationship with independent Algeria, but the Algeri-

ans were determined to control their own oil, and
eventually they were to nationalize all their oilfields.

CFP were steadily expanding their sources and mar-
kets elsewhere, and their sign TOTAL was spreading

through Europe and Africa. It was also competing with

another French company, called ERAP, created in

1966 by merging two state-owned organizations, and
selling its own gasoline under the name ELF; in the

same year ERAP made an important new deal in Iran,
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agreeing to be simply a contractor for new exploration,

without being a concessionaire. The French were thus,

after the long years of resentment, beginning to play

it both ways—acting like a sister, but also an aggres-

sive outsider.

The Japanese, too, were determined to have a direct

stake in the Middle East, and to escape from their

dependence on the big companies, and in 1957 they

agreed with the governments of Saudi Arabia and Ku-
wait to search for oil in the offshore waters of the

neutral zone. They offered generous terms, giving 57
percent of the profits to the governments instead of

the usual 50 percent. They formed a modest company
with only about $10 million capital, which was tactfully

called not the Japanese-Arabian Oil Company, but

simply the Arabian Oil Company. In spite of the

gloomy forecasts of its rivals, it was soon exporting

oil from Arabia to Japan and making good profits,

with some help from the Japanese government in en-

suring its markets. By 1965 it was supplying 15 percent

of Japan's oil. The remarkable partnership across half

the world mitigated Japan's painful awareness that its

whole economic recovery was based on oil from a

remote region dominated by others. The Japanese

presence in Arabia soon made itself felt with a rush of

cars, cassettes and cameras.

These national companies and others—including the

Belgian Petrofina, the German Gelsenberg, the Spanish

Hispanoil—all began to complicate the control of the

Seven Sisters and their dominance over the producing

countries; they stepped up competition, and added to

the glut.

THE GLUT

The glut seemed endless, and the bargain fuel still

further transformed the Western way of life. The Eu-
ropeans took to cars and motorways with the same
speed and enthusiasm as Americans thirty years before;

and they hardly needed pushing by the oil lobbies.
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Motorways, Autobahnen, autostrade, forged through

the last wildernesses of Europe—down to Calabria,

through the Midi, up to Scotland. Cars poured out in

millions, and the oil companies proclaimed themselves

in clamorous advertising as the standard-bearers of the

great new car-culture, promising virility and glamour as

well as speed and comfort.

The filling stations, fluttering with bunting, com-
peted with free gifts of glasses, toys or paperbacks,

with "gasoline games," or with stamps, double stamps,

triple stamps. As competition mounted, the advertising

reached a crazy crescendo of claims and counterclaims.

BP advertised "Getaway People" driving at breakneck

speed through the continent; Regent (alias Texaco)

offered a provocative girl in a cowboy hat, pointing a

phallic nozzle at the customer, and saying "Get out

of town, quick." Shell had white-booted Supergirls, and
a lottery to "Make Money with Shell." And Exxon
promoted the most famous of all campaigns, the Ti-

ger in Your Tank, with the genial beast leaping out

from hoardings in every language—a symbol not only

of Exxon but of a materialist kind of Western unity,

too. As the cheap oil gushed out of Saudi Arabia, Iran

and Libya, so the Seven Sisters escalated their zany
war between brands of indistinguishable gasoline. The
green shield of BP, the yellow badge of Shell or the

flying horse of Mobil popped up across Europe, while

new signs proclaimed the intruders: the six-legged dog
of AGIP, or the makeshift signs of Jet or Sprite, the

torch of Amoco, the red letters of Total.

The roadside extravaganzas were part of a much
deeper penetration of the oil companies into the Eu-
ropean economy. Through the fifties and sixties, oil

was taking over from coal as the chief source of energy
in Europe, generating electricity, providing heating for

homes and factories. The postwar European planners,

led by Jean Monnet, had looked to coal as the essen-

tial basis both to rebuild Europe and to unite it; hence
the importance given to the Coal and Steel Community.
But between 1950 and 1965 the share of oil in pro-
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viding energy for the six Common Market countries

went up from 10 percent to 45 percent, while coal

went down from 74 percent to 38 percent. The coal

industry, unable to compete with the cheap oil, was
rapidly run down, and miners regarded as expendable,

while Europeans became increasingly dependent on
fuel from outside their frontiers.

The Common Market countries appointed three

wise men, headed by Louis Armand, to report on the

energy situation in 1957: they gave a grave warning

about Europe's excessive dependence on Middle East

oil, and advocated massive efforts to develop nuclear

energy through Euratom, 1 but the oil companies lob-

bied energetically against it, and Europe's dependence
soon increased much further. With hindsight, it seems

astonishing that the continent should have based its

prosperity on such a perilous supply; but few experts

warned against this dependence. One of them was
E. F. Schumacher, then economic adviser to the Na-
tional Coal Board in Britain, who gave a lecture in

April 1961 predicting an oil crisis, and warning that

in twenty years' time the demand for coal would be
greater than ever. But in the prevailing infatuation

with oil, he was ignored.2

Oil was much cheaper than it appeared to the ordi-

nary motorist;' for Western governments had long ago

learned that they could impose huge taxes on the stuff

without appreciably affecting the consumption: in

most of Europe in the sixties, the tax amounted to

far more than the cost of the gasoline—a fact which
only gradually dawned on the producer governments

until they eventually realized that, whatever taxes they

were levying, the consumer governments levied far

more.

In the United States the gasoline was still cheaper,

with a far lower tax than in Europe, and the basis of

a more spectacular change of life-style—enabling

Americans to escape still further from the cities, into

Wn Objectif pour Euratom, May 9, 1957.
«E. F. Schumacher: Small Is Beautiful, London, 1974, pp. 97-110.
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the suburbs and exurbs. Here too the oil consumers

did not need much pushing, but the oil companies

had done what they could to eliminate rival transport.

In Los Angeles, for instance, the first sprawling sub-

urbs had been built not around cars and freeways, but

around an electric railroad system, whose relics can

still be seen alongside the freeways; but in the late

thirties General Motors collaborated with the local oil

company, Socal (and also with Firestone), to buy
up the railroad, and soon afterward to close it down. 1

They did similar deals with oil companies in other big

American cities, ensuring that the inhabitants would
be dependent on road transport alone. The freeways

cut farther into the country and through the hearts

of the cities, while the railroads decayed.

Cheap oil and gas could transform not only the

landscape but the climate; and the postwar years

brought a boom in air-conditioning. Today, Houston,

the oil capital of Texas, is a kind of monument to

what oil and gas could achieve in defying geography.

In the muggy Texan summer, a Houstonian can spend
his whole day inside strange-shaped structures with

unchangingly equable weather: in a shopping arcade

with a skating rink; in a Hyatt hotel built around its

own cool bit of sky; or in the Astrodome, a vast con-

crete mushroom where he and 50,000 other Texans
can watch the Houston Oilers playing air-conditioned

football. Since Captain Lucas sweltered under the

harsh sun at Spindletop, the Texans had triumphantly
won the battle against the elements.

The West was coming to regard cheap oil as being
as natural as cheap water, and even while the price

came down, there were still plenty of people to com-
plain it was still too expensive. The oil companies were
bitterly arguing with the producing governments about
each decimal point on a barrel. How could they, in

the midst of this free-for-all, argue that producers
should actually get more?

^ee Statement of Bradford C. Snell to the Senate Antitrust Subcommit-
tee, February 26, 1974.
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In their relations with the producers they now had

the worst of both worlds. They provided a common
enemy for them to unite against, still carrying their

prewar reputation for conniving and fixing the markets.

Yet they were now powerless to prevent the headlong

decline in oil prices, which was not only threatening

their profits, but leading the whole Western world into

a fool's paradise.
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OPEC

We have formed a very exclusive club . . . Between

us we control ninety percent of crude exports to world

markets, and we are now united. We are making his-

tory.

Perez Alfonso, 1960

In July 1960, in the Rockefeller Center in New York,

the new chief executive of Exxon, Monroe Rathbone,

faced a decision which he knew would have world-

wide implications. Rathbone was a man who had come
up through the traditional pipeline; educated as a

chemical engineer, he had worked his way to the top

of Standard Oil of Louisiana. He made his adopted

home in Baton Rouge, the great refinery center, be-

fore he moved over to Exxon in New York. He was
not a man of great international sensitivity; but he was
regarded as one of the more farsighted of Exxon's
bosses, with a reputation for taking advice from others.

Rathbone's problem was the glut. It was bringing

about price cuts all over the world, and the Russians,

as he saw it, were using oil to upset the economy of

the West with dangerous results. 1 In Italy, Mattei had
just made a deal with the Russians to buy crude oil at

sixty cents below the Middle East price; in Japan, oil

was being sold at huge discounts, made more damaging
because they were publicly known. Worse still, the

iBenjamin Shwadran: The Middle East, Oil and the Great Powers (re-
vised edition), New York, 1973, p. 536.
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Russian oil was now invading India as had happened

in Deterding's price war in the twenties. The Indian

government had told the three big refineries—each

owned by one of the sisters—that they had been offered

Russian oil cheaper than the oil from the parent sisters,

forcing the companies to undercut their own posted

prices. For Rathbone this was the most serious aspect:

"the tremendous amount of price discounting to third

parties," he told a reporter, "is bad enough. If it now
spreads to affiliates, the fat's in the fire."1

Exxon and the other sisters were caught in a pain-

ful fork. On one prong they were compelled to reduce

prices in the marketplace. On the other they were still

sticking to the same posted prices which were the basis

for their fifty-fifty taxes to the producing countries, so

that they were having to pay the countries much more
than fifty percent. Yet the countries had come to plan

their whole budgets on the confident expectation of

these taxes. The basic flaw in the fifty-fifty agreements,

which had looked so neat, was now very evident. They
were like plans to give factory workers a shareholding

in a company—fine when profits were booming, ex-

plosive when they were slumping.

The companies managed to create the impression

that their profits were falling dangerously low, but in

fact they were still able to pay for their vast expansion

from the profits from Middle East oil. "Throughout the

period," wrote Professor Edith Penrose, "the majors

were able to finance from their own funds the con-

struction of an enormous volume of transport facili-

ties, refineries and distribution networks, and succeeded
in maintaining their dominating position in an indus-

try expanding at around eight percent per year." But
the sisters nevertheless felt threatened, because the in-

dependents were making their markets less assured:

"certain of the normal functions of prices, long rusty

with disuse, began to reassert themselves."2

They had already made one cut in the posted price

1Wanda Jablonski in Petroleum Week, July 22, 1960.
sEdith Penrose: The International Petroleum Industry, p. 195.
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in February 1959, of eighteen cents a barrel—a reduc-

tion which meant that the four major producing coun-

tries in the Middle East would receive about ten per-

cent less in taxes, or $132 million a year. But it was not

altogether unexpected, for basically it restored the price

to the level before the increases negotiated by the oil

companies after the Suez crisis two years earlier.1

Now Rathbone, surveying the price cuts around the

world, resolved that he must cut the posted price still

further. It would be clearly explosive. There were al-

ready warnings from the producing countries that they

could not tolerate a further cut, and the New York
magazine Petroleum Week, having got wind of Rath-

bone's resolve, emphasized that no one "was anxious

to face the uproar such a move would undoubtedly

precipitate." There was also heated opposition from

some of the Exxon directors. Howard Page, who was
concerned with the Middle East, and politically the

most sophisticated, was emphatic about the danger: all

hell, he said, would break loose. If the board insisted,

they should at least share the loss of revenue with the

governments. Page's view was shared by another di-

rector, William Stott, who was in charge of marketing,

and who thought that Exxon should increase its mar-
keting profits, to compensate for its losses in production.

But Stott and Page were overridden by Rathbone and
the rest of the board.

The original plan was to cut the posted price every-

where, including Venezuela. But Exxon's relations

with Venezuela had recently been stormy, and when
the board instructed their man in Caracas, Arthur
Proudfit, to enforce the cut, he threatened to resign,

believing that it would wreck Exxon's position in

Venezuela, so the board climbed down. On August
8, 1960, Exxon made its announcement that the

posted prices in the Middle East would be cut by an
average of ten cents per barrel. This historic decision,

*See Chapter 6.
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which so drastically diminished the income of the chief

Middle East countries, was taken inside the boardroom
of a private corporation.

The reaction of many Middle East old hands was

one of horror—particularly within BP, with their huge

stake in the region. Harold Snow, the vice-chairman,

the silent mathematician who had patiently negotiated

the Iranian agreement six years before, was observed

by a colleague to be in tears when he heard the news.

And the chairman, Maurice Bridgeman, took the un-

usual step of making a public statement deploring the

price cut: BP, it said, had hoped that such action could

be deferred, and heard the news with regret. Shell

believed that if there were to be a price cut it should

also be made in Venezuela, and they nearly went it

alone there; but they were dissuaded at the last min-

ute.

The sisters were all so interdependent that they all

had to follow Exxon. A few days later BP cut its

price by AV2 cents, and the other companies hovered

between different prices until they were all down, and
all level. The companies were solidly confronting the

Middle East.

All hell did break loose.

There had been earlier attempts to bring together

the oil-exporting countries. The Venezuelans, as we
have seen, 1 influenced by the shrewd Perez Alfonso,

had for long been determined to safeguard their own
conservation policy by spreading it abroad. With their

very limited reserves, their long history of indepen-

dence, and their bitter resentment of the United States,

they were much more militant than the Arabs, and
their proselytizing had helped to establish the principle

of "fifty-fifty" in the Middle East. The Arabs had a
growing, if vague, realization of the importance of

collaborating over oil, ever since the Arab League
was formed in 1945 with oil in its terms of reference.

1See Chapter 5, p. 130.
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President Nasser of Egypt, in his own book The

Philosophy of a Revolution, first published in 1954,

described petroleum as one of the three chief compo-

nents of Arab power. Like so many Arab radicals, he

had got his ammunition from America. He had then

just been reading a treatise on petroleum published by

the University of Chicago, which revealed to him that

it cost only ten cents to extract a barrel of oil from

Arab countries; and that the average output of a single

Arab oil well was 4,000 barrels a day, compared to

eleven barrels in America. "Petroleum," Nasser told

his Arab brothers, "is the vital nerve of civilization,

without which all its means cannot possibly exist." But

the Arabs with the most oil, led by the Saudis, were not

keen on sharing their revenues with Egypt, who had

almost none, and it was not until 1958 that there were

the beginnings of some unity. The Iraqis, who were

soon negotiating with the IPC, felt the need for support

from other Arab countries. The new oil adviser in Saudi

Arabia, Abdullah Tariki, was a radical who was de-

termined to unite the producers. Tariki was one of a new
generation of Arabs who had seen the oil industry from
the inside; he had been educated at the University of

Texas, had been a trainee in Texaco—a bitter ordeal

—and was married for a time to an American girl.

He was left with a detailed knowledge of oil and of the

antitrust arguments inside America; once again, Amer-
ica was educating its adversaries.

The first price reduction in 1959 had provided the

first spur to unity. Two months later the first Arab
Petroleum Congress was convened in Cairo, including

observers from Iran and Venezuela, and recommended
that there should be no reduction in the posted price

without consultation with the governments. And there

were private talks between Tariki and Perez Alfonso,
which led to a secret gentleman's agreement which,
according to Alfonso, "constituted the first seed of the

creation of OPEC." But the oil-company men at the
congress were not too worried, and Iraq, the most mili-

tant producer, was too angry with Egypt to attend.
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But the second reduction, led by Exxon, trans-

formed the whole atmosphere in the Middle East.

In Iraq, it came just when the oil companies were dead-

locked in their negotiations, and the Iraqis suspected

it was aimed at bringing pressure upon them. They

were determined to fight back, and on September 9,

a month after the announcement, they convened a

meeting at Baghdad of five countries who were respon-

sible for eighty percent of the world's exports of oil:

Saudi Arabia, Iran, Iraq, Kuwait and Venezuela. The
key alliance was between Saudi Arabia and Venezuela,

and the meeting was dominated by Tariki and Perez

Alfonso. The two men already trusted each other: Ta-

riki had been much influenced by Alfonso's arguments

about conservation, and the fact that Venezuela had

been excluded from the posted price cuts enabled Al-

fonso to show the advantages of being tough, and made
him more determined to show unity with the Arabs.

The Shah, too, was furious about the price cuts of

which he was given no warning: "even if the action

was basically sound," he said afterward, "it could not

be acceptable to us as long as it was taken without

our consent."1 In his indignation he was now prepared

to join up with the revolutionaries of Iraq, and the

Shah's support was very important to the new move-
ment. But he still kept aloof from the Arab members,
continuing to supply oil to Israel,2 and he was not

at all confident of the power of the producers: "I must
admit we were just walking in the mist," he explained

to me fifteen years later: "not in the dark, but it was a

little misty. There was still that complex of the big

powers, and the mystical power and all the magic be-

hind the name of all these big countries."

The new price cut was most serious for Iran, which
had far the biggest population, but it also came at a
bad time for Saudi Arabia, which was just embarking

^uhayr Mikdashi: The Community of Oil Exporting Countries, London,
1972, p. 33.

2David Hirst: Oil and Public Opinion in the Middle East, London,
1966, p. 112.
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on a massive expenditure on social services. Some oth-

er Arabs did not mind the thought of the Saudis having

to cut down: thus the Egyptian Economic and Political

Review, which was close to the Arab League, com-

mented with some gratification that the loss of revenue

"should mean fewer Cadillacs in Arabia." 1 But among
the oil producers the price cut generated a surge of

unity, between the conservative kingdoms of Saudi

Arabia and the antimonarchists of Iraq; and between

the Arabs and two states, Iran and Venezuela, right

outside the Arab world.

THE BIRTH OF OPEC

The five nations met in Baghdad in a mood of ex-

cited confidence: "It was quite clear from the start,"

wrote the ebullient owner-editor of the Middle East

Economic Survey, Fuad Itayim, "that the price cuts

might precipitate the establishment of what some dele-

gate chose to call 'a cartel to confront the cartel.' It

had precisely that effect!" They decided on the founda-

tion of the Organization of Petroleum Exporting

Countries, or OPEC. The first resolution made clear

that their chief enemy was the oil companies, and
they stated:

that members can no longer remain indifferent to the atti-

tude heretofore adopted by the oil companies in affecting

price modifications; that members shall demand that oil

companies maintain their prices steady and free from all

unnecessary fluctuation; that members shall endeavor, by
all means available to them, to restore present prices to
the levels prevailing before the reductions . . .

The preamble expounded the common predicament
of all the oil exporters, with unexceptionable logic:

that they all depended on oil income to finance their

development and balance their budgets; that oil was a
wasting asset, which must be replaced by other assets;

iBenjamin Shwadran: The Middle East, Oil and the Great Powers, New
York, 1973, p. 516.
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and that fluctations in the price of oil dislocated not

only their own economies, but those of all consuming

nations.

Would OPEC, or some such body, have formed

itself at about this time, without the urgent prodding

from the oil companies? Certainly the tide was al-

ready flowing toward militancy. The tide which moved
the Mexicans to nationalization, which gave the Vene-

zuelans their toughness, and which swept Mossadeq
into power in Iran was now carrying the Arabs to the

awareness of their potential, and these countries would
have found common cause before long. But the critical

point about Exxon's decision was that it was unilateral,

with no attempt at consultation; and it compelled the

countries to respond in the same fashion. Confronted

by the unity of the seven, they had to oppose with the

same kind of unity. As one Kuwaiti insisted to me,

"OPEC couldn't have happened without the oil cartel.

We just took a leaf from the oil companies' book. The
victim had learned the lesson."

The founders of OPEC owed much to the oil com-
panies, and to their critics in the West. The new gen-

eration of young Arab technocrats like Tariki knew
the history of conservation in Texas, and they had fol-

lowed carefully each attack on the "oil cartel." The
facts from the Federal Trade Commission's report in

1952 were repeated through OPEC speeches. Like the

anticolonialists in the British Empire, they took their

weapons from their masters, and the awakening could

be interpreted as a reflection of American democ-
racy as much as of Arab nationalism. The concept of

the cartel provided an ideal common enemy; and the

oil companies were very conscious of being isolated

and unloved. As one director of Shell recalled: "OPEC
could count on some support from the consuming coun-
tries in putting forward their notion of a cartel. When
the industry was attacked, it was without friends."

OPEC began with a flourish. A month after its foun-
dation, the Arab Petroleum Congress held another
meeting in Beirut, attended by oil-company men. Ta-
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riki took the opportunity to lash out at them, accusing

them of rigging their profits to deprive the producing

countries of more than two billion dollars over the

previous seven years. He accused Aramco of having

concealed from the Saudi Arabians that they received

a discount on their oil; so that the fifty-fifty agreement

was really 32-68. The oil companies protested, but

would not reveal the true figures: the extent of their

Middle East profits, buried in their complex account-

ing, remains hidden to this day. Tariki had made his

point to the other delegates, that the companies were

concealing the facts, and the common indignation gave

a new fillip to OPEC.
The new organization was duly set up in Geneva,

with an Iranian secretary general, Fuad Rouhani. He
was an urbane and very moderate man, an interna-

tional lawyer and a talented musician, and he was de-

termined (as he recalled to me) to keep OPEC out of

both politics and religion: he would tour the offices to

make sure that officials stuck to oil and economics.

But he soon realized that the oil companies were de-

termined to pretend that OPEC simply did not exist;

and insisted on negotiating separately with each coun-

try. So he turned up at each negotiation, "wearing a

different hat." While the companies insisted that OPEC
was a would-be cartel, Rouhani observed that the com-
panies were clearly in cahoots, coordinating their terms

with each country.

From the beginning, OPEC achieved one important

aim: it prevented further reductions in the posted price,

even though competition was becoming still more in-

tense. As Nadim Pachachi, a later secretary general,

described it, OPEC froze the "managerial prerogative"

of unilateral fixing of prices. The companies tried to

get individual countries to give tax rebates in return

for extra production: but they stood firm and resisted

the temptation. 1 But it did not restore the posted prices

to the previous levels, which was another of its aims.

iJames Akins: "The Oil Crisis," Foreign Affairs, April 1973.
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And, more serious, its members could not agree about

how to fix prices, or to restrict production. At the

second conference, in Caracas in January 1961,

OPEC resolved to make a detailed study to arrive at a

"just pricing formula." But each of the members des-

perately wanted a bigger share of the market, and the

notion of conservation, however much preached by

the Venezuelans, had little appeal in the free-for-all.

The countries were back in the predicament of the

oil drillers in Pennsylvania a century before: divided

and ruled by the men who controlled the market.

And the Russians, who could have helped the Arabs

to cut back the glut, were still spoiling the market. At
one point they actually showed interest, through

Rouhani, in becoming members of OPEC, but they

took it no further. Instead they explained to succes-

sive meetings of the Arab Petroleum Congress that

they wanted to get back their position as major oil

exporters, and they would not support artificially

high prices. For the time the Russians were the chief

bogey, both for the Arabs and the companies, and the

Americans became increasingly worried that the Rus-
sian "dumping" of oil was an attempt to sabotage the

West. In November 1962 the National Petroleum

Council in Washington produced a long report analyz-

ing the dangers, which reckoned that Soviet exports

had cut the income of producing countries by $490
million in five years. However the Russian threat soon
afterward faded away, as the Russians needed more
oil for themselves and their satellites; by the late sixties

they were actually importing oil from the Middle East. 1

The first surge of OPEC unity did not last long. The
Iraqis, preoccupied with their own problems, did not

turn up at the meetings. The radical Arabs resented

the moderate Rouhani: he was eventually succeeded

by an Iraqi, Abdul Rahman Bazzaz, who encouraged
talk of both religion and politics. Tariki fell into dis-

favor and was replaced as oil minister in March 1962

iShwadran: pp. 503-538.
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by a young lawyer who seemed a much more pro-

Western influence. Sheikh Zaki Yamani, then only

thirty-two, was the son of a judge in Mecca, who had
studied law first at Cairo, then at New York Uni-

versity, then at Harvard. He had come back to Saudi

Arabia, sophisticated and westernized, to start a pri-

vate law practice.

His appointment as oil minister and as director of

Aramco was very welcome to the four companies in

Aramco: he became friendly with the directors, and
loved visiting New York. And the State Department,

as well as Aramco, had taken pains to cultivate the

Saudi royal family. King Saud, who had succeeded

his father Ibn Saud in 1953, had been an increasing

embarrassment to the diplomats; but by 1962 he had
been ousted by his brother King Faisal, whose hooked
nose and sinister expression had so struck Dean Ache-
son sixteen years earlier. King Faisal was still implaca-

ble on the question of Israel; but he was also deeply

conservative and very wary of the Arab radicals, par-

ticularly after Nasser was threatening the Saudis

through the war in Yemen. The King looked to Wash-
ington as an anti-Communist ally, to maintain the

most special of special relationships. Moreover King
Faisal, though his revenues were increasing, could al-

ways spend more, and had no wish to hold back
production to help his Arab rivals.

OPEC was still totally failing to achieve any kind

of effective prorationing of oil production between its

members, of the kind that had maintained prices in

Texas for the past thirty years. Saudi Arabia was be-

coming the Texas of the Middle East: if they would
not restrict production, no one else would. But they

showed no interest in restriction, and the problem was
now harder than in 1960, for new oil producers were
starting up all the time, including Nigeria, which was
right outside OPEC. Iran and Iraq were proposing

"programming" production according to population

—

both having large populations—but others wanted pro-

gramming according to need. At the ninth OPEC
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conference, in Tripoli in July 1965, members set limits

for each country's increase on an experimental basis:

Saudi Arabia and Iraq would go up 9 percent in the

next year, Iran 14 percent, Kuwait 5 percent, Libya 33

percent. But Saudi Arabia was not at the meeting, hav-

ing had a row with Iraq about an apology, and the

Saudis vetoed the decision: their increase for the year

was in fact 1 8 percent. "The argument was really noth-

ing to do with programming as such," said Yamani
afterward, "it was about resources and economic
factors." 1 By 1967 OPEC had given up the attempt.

The companies were not now seriously worried by
the threat of OPEC. They continued to deal separately

with each government, and to play them against each

other, while the governments remained in some awe of

the power of the companies. But OPEC did have one
significant achievement. In June 1962 they resolved to

establish a uniform rate for royalties in each country,

which would not be deductible from the income tax

paid to them. The companies resisted stubbornly,

claiming at one point that it would reduce their profits

by a quarter, and the argument dragged on for over

two years. Eventually in Geneva in December 1964
they reluctantly agreed, thus enabling the producers

to increase their revenue at a time when the price

was going down. To the oil companies it seemed a

generous concession, involving an extra four cents a

barrel, and to OPEC it seemed a great victory. But
they had not touched the central question of the price

of oil, for they were quite unable to control the flow

of it.

One man who did take OPEC seriously was the

veteran lawyer-administrator John Jay McCloy, who
was then regarded as a kind of chairman of the Amer-
ican "Establishment"2 and was to become the key

figure in oil diplomacy. McCloy, then sixty-six, had
moved effortlessly through the revolving doors of gov-

ilnterview with author: February 1975.
2Richard Rovere: The American Establishment, New York, 1962, p. 11.
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ernment and business. His origins were modest; he was
born, as he liked to recall, on the wrong side of the

tracks in Philadelphia, and worked his way up through

Harvard Law School. Patient, philosophical and hu-

morous, he was a natural mediator, and before long he

was a top lawyer in Wall Street, and a confidant of

the Rockefellers. During the war he was Assistant Sec-

retary of War, and he had been High Commissioner
for Germany, president of the World Bank, and chair-

man of the Chase Manhattan.

When President Kennedy took office in January

1961 McCloy advised him on such questions as arms
control, security, defense and Germany. At the same
time he was practicing as a very highly paid lawyer, in

the prestigious firm of Milbank, Tweed, Hadley and
McCloy, and from that office, it later transpired, he
represented the antitrust interests of all seven of the

Seven Sisters: 1 "My job," as he described it to me
later, "was to keep 'em out of jail." In the midst of a

world of conflicting and disconnected interests, Mc-
Cloy appeared as part of that discreet "supragovern-

ment" which remains while Presidents come and go,

and it was natural that Kennedy should turn to him
for advice on oil, too.

Kennedy was concerned about a Middle East con-

frontation with the Russians after his talk with Khru-
shchev in Vienna in June 1961. He talked to McCloy,
who then warned Kennedy about the possible conse-

quences of OPEC: if OPEC were to succeed in joint

action, he said, it might be necessary for the oil com-
panies on their side to be given authority for collective

bargaining. Kennedy "right then and there" arranged
for McCloy to see his brother Robert, the Attorney
General, to whom McCloy repeated the warning. Rob-
ert Kennedy assured him that, if and when the com-
panies contemplated joint action, he would be glad to

discuss the possibility. McCloy thereafter made it his

business to call on each successive Attorney General,

Multinational Hearings: Part 6, p. 290.
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to repeat the warning: first to Katzenbach, then to

Clark, then to Mitchell; though it was a decade before

the expected eventuality arose. 1 The principle was es-

tablished: that for the sake of security of oil supplies

and for reasons of foreign policy, the antitrust laws

would be waived again.

THE BALLOON

While OPEC was failing to control production, it

was the sisters who were trying to reconcile the de-

mands of the countries, and in effect determining their

future growth rates. Each country was desperate to

push up production to secure a higher revenue with-

out worrying too much about the world low price; the

companies were trying to hold back the production, to

prevent the price going lower—the precise opposite of

the apparent situation a decade later.

It was clear that in the midst of the glut the com-
panies were agreeing between themselves to hold back
production. However, the producing governments

could not discover exactly how they were taking their

decisions, and their arrangements were carefully

shrouded. What was evident was that, since the forma-

tion of the Iranian consortium (which included all

seven or eight) all the sisters were interlinked in joint

ventures, which made the task much more manageable.

At the center of the ring was Exxon, who was a partner

in Aramco, and in the Iranian consortium, and in the

Iraq Petroleum Company; and the ringmaster was their

Middle East negotiator, Howard Page, their director

for twenty years, who had already shown his ingenuity

in Iran in 1954. Patient, conciliatory and calculating,

it was Page who masterminded the strategy to restrain

the demands, and to divide and rule the potentates.

Page's provenance was unlikely for diplomacy: he
was a Californian brought up at the refinery at Oleum,
near San Francisco, which his father ran for Union
Oil; and to young Howard the acrid smell of a re-

iMultinational Hearings: Part 5, pp. 255-7.
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finery had always been the smell of home. He rose up,

like most senior oilmen, through the pipeline of chem-

ical engineering, and designed refineries in Texas.

Then he joined Exxon, who posted him to supervise

refineries in Europe, where he encountered a quite dif-

ferent world. He lived in Paris, married an English

girl working for Exxon, and learned to speak French.

Dealing with Continentals, he became aware of quite

other views: 'T began to think that perhaps they

couldn't all be wrong except me." After the war, when
he worked in Washington, he began to work for Exxon
in the Middle East; coming fresh to it, he did not have

the fixed assumptions of the old-timers, or any emo-
tional involvement with "the sanctity of contracts": he
was essentially a pragmatist. He had learned his cardi-

nal rule in negotiating: always prepare beforehand a

range of alternative solutions so that, if one proposal

breaks down, you can be immediately ready with an-

other: sometimes the most unlikely alternative was
the most acceptable. With this experience behind him,

Page came to Teheran, a quiet, unassuming man, with

an easy smile and sharp eyes; the look of a genial

lizard.

Page saw the market like a bulging balloon; "push
it in one place, it comes out in another ... If we ac-

ceded to all those demands, all of us, we would get it

in the neck." The balloon was pressed harder with

each new discovery. New sources of oil were opening

up along the Gulf, in Qatar, in Dubai, in Oman,
and most spectacularly in the small sheikhdom of Abu
Dhabi, which by 1970 was producing a million barrels

a day. And the most irresistible new opportunity was
in Libya, where Exxon was the leader. But the more
they took from the new sources, the less they could take

from Iran or Saudi Arabia. Although Exxon was spend-
ing huge sums on new exploration, the last thing they

wanted was new production. Howard Page was once
told by one of the Exxon geologists, who had just come
back from Oman, "I'm sure there's a ten billion oil-

field there." Page replied, "Well then, I'm absolutely
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sure that we don't want to go into it, and that settles it.

I might put some money in it if I was sure that we
weren't going to get some oil, but not if we are going

to get oil, because we are liable to lose the Aramco
concessions."1

Any country that made too many difficulties for the

oil companies provided a useful excuse to cut back;

as Howard Page put it: "sometimes they made it easy

to cut down by breaking an agreement, as in Iraq;

then we could tell 'em to go to hell."2 Iraq was held

out as a new warning to the others, like Iran under

Mossadeq, to "cooperate, or else."

But in fact Iraq had had good reason to be skeptical

of the oil companies' good faith, ever since the Iraq

Petroleum Company had begun operations in 1928.

The company had refused to grant the Iraqis 20 per-

cent participation, and had repeatedly delayed new
production,3 against the stipulations of the original

San Remo agreement. The delaying tactics of the IPC
had been criticized in the Federal Trade Commission's

report of 1952, but this portion had been excised for

reasons of "national security," and was not published

until 1974.4

The resentment of Iraq against the companies be-

came much fiercer after the revolution of 1958. Iraq

helped to radicalize the other Arabs, and to bring about

OPEC, but in the meantime her oil production lagged

behind—even though her reserves were bigger than

Iran's. With the past history of delays and conceal-

ments, the Iraqis promulgated in 1961 the contentious

Law 80, which proposed to nationalize most of the con-

cession. It began a long period of uncertainty, and the

confusion increased after the assassination in 1963 of

Qasim, and his replacement by a succession of dicta-

tors. The oil companies, the partners in IPC, all now
had large sources of oil elsewhere, and most were

iMultinational Hearings: Part 7, p. 309.
interview with author, September 1974.
8See Chapter 4, p. 79.
*See Multinational Report: p. 101 and Chapter 6, p. 146.
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quite glad to restrict production and investment, and

even to disinvest from Iraq. If Iraq had produced more,

Page's task would have been harder; as it was, when he

was asked "Can you swallow this amount of oil?" he

replied "Of course, with Iraq down."1

The two main oil producers were now Iran and

Saudi Arabia, and in spite of their coming together in

OPEC they were old rivals with quite different motiva-

tions. Iran had a population of thirty million, relatively

short-lived oil reserves, and a Shah with an impatient

ambition to modernize, industrialize and militarize his

nation. Since his "White Revolution" of 1963, which
had begun to redistribute land, the Shah had for the

first time felt sure of his throne and the support of his

people, and he was more determined to show his inde-

pendence from the West.

Saudi Arabia was thought to have only around six

million people (there had been no proper census) with

vast oil reserves, and with sporadic ideas about what
to do with the money. Each country wanted to be
master in the Persian Gulf—or the Arabian Gulf. Ex-
xon and the other sisters tried to hold the ring between
them, to prevent too much oil reaching the market. The
balancing act was made much easier by the fact that the

four sisters in Saudi Arabia were also partners in the

Iranian consortium: with Exxon as the chief go-be-

tween.

Ever since 1954, when Iran began exporting oil

again after the Mossadeq crisis, the balance had been
precarious. Howard Page had persuaded the old King,

Ibn Saud, with some difficulty to restrict his expansion
to make room for Iran, to prevent it from going Com-
munist.2 The Shah first insisted on a fixed rate of in-

crease of eight percent a year, but Page eventually dis-

suaded him on the grounds that anything above that

fixed rate would be demanded by the Saudis, and gave
the Shah instead a promise that the consortium's growth

Multinational Hearings: Part 7, p. 309.
"Multinational Hearings: Part 7, p. 304.
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would keep pace with the Middle East.1 In fact, with

the prevailing oil boom, the Iranians soon increased

production by much more than eight percent. But as

the Shah found his confidence and learned the game,

he became more ambitious; and he realized that Iran

had not regained its position before the Mossadeq crisis

of being the biggest oil producer in the Middle East.

But it was a long time before the Shah learned the

secret system of how the companies actually agreed to

restrict production. Both Iran and Saudi Arabia had se-

cret "offtake agreements" by which a partner was pe-

nalized if he took more oil than a carefully calculated

mean of all the partners' total demands: so that the

biggest companies could set a norm for production,

above which the others would have to pay a higher

price. The big companies could justify this commercial-

ly on the grounds that each had contributed its share to

the capital costs of development, and it was unfair

for any company to take more than its share without

paying extra. 2 But the mechanism was really a device

for restricting production, and as such it was politically

explosive.

In the first place the companies that desperately

needed more oil were exasperated by the companies
that had too much oil—notably Exxon, Socal and Tex-
aco. In Aramco it was those three, the "thirty per-

centers," who wanted to hold back production, while

Mobil, who had only a ten percent share, consistently

wanted more oil. Mobil even threatened to do a deal

with BP to take oil from Kuwait unless the agreement
was modified. In Iran, it was again Exxon, Socal and
Texaco, together with Gulf ("the four bears") who
wanted to hold back production: while the French com-
pany CFP and the American independents were con-
tinually trying to increase it. The big companies tried

to close their ranks, while the newcomers tried to break
in, fighting both the giants and each other: "these larger

companies showed us no mercy," said E. L. Shafer of

Multinational Hearings: Part 8.
•Multinational Hearings: Part 7, p. 285. See also Chapter 6w
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Conoco, "but I also did not see any mercy from any of

my brother independent competitors."1

But in the second place these restrictive agreements

were ammunition to the producing governments, for

they implied that ths economic growth of their coun-

tries was being secretly dictated by the boardrooms of

private companies; and in the growing mood of na-

tionalism and self-awareness this was increasingly un-

acceptable.

The Saudis were becoming more worried by the

Iranian competition, and King Faisal could not make
full use of his oil revenues with his long-term plans for

economic development. His oil minister, Yamani, sus-

pected that Howard Page was basically pro-Iranian,

having negotiated the Iranian settlement, and always

suspected the Shah of getting a better deal. Page had to

persuade both sides that he was not playing favorites,

and even resorted at one point to the different Iranian

calendar in order to avoid straight comparisons. "It

wasn't really a system," said Page's deputy and later

successor as Middle East director, George Piercy: "it

was really a game of catch-as-catch-can."2

But the Shah was the more demanding. By 1966, he
had become impatient of restraints, particularly in the

light of this ambitious fourth five-year plan and his grow-
ing military expenditure. He inspired a press campaign
attacking the companies and threatening to deprive

them of part of the concession, or to sell oil to the

East. The Shah was convinced that the Iranian agree-

ment was more restrictive than Saudi Arabia's, and he
complained to BP, who complained to the British gov-

ernment, who in turn complained to the State Depart-
ment. In October 1966, the five American sisters went
to Washington to seek help from the State Department,
who promised that the American ambassador would do
his best to keep the lid on the Shah's demands. But the

companies made clear that they did not want the gov-
ernment involved in the substance of this problem.

Multinational Hearings: Part 7, p. 257.
2Interview with author, September 1974.

;
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The Shah was still unsatisfied and the situation was
precarious. On November 16 a very specific warning

reached Eugene Rostow, the Undersecretary for Po-

litical Affairs in the State Department, from Walter

Levy, the international oil consultant in New York.

Levy told Rostow about the Iranian secret offtake

agreement, revealing that it carried much higher penal-

ties for "overlifting" than the Saudi Arabian agreement;

if negotiations broke down, he warned, "the very fact

that a restricted secret agreement exists would be politi-

cal dynamite in the hands of the Iranians/' But a State

Department memo stressed that the agreement was "a

highly sensitive, intercompany commercial policy mat-

ter" and it was "desirable for the U.S. government to

limit its involvement."

Levy's apprehensions were shared by others, includ-

ing the British ambassador in Iran, Sir Denis Wright,

and they soon proved well-justified. The French part-

ners in the consortium, CFP—infuriated by the restric-

tions on their own production—soon leaked (their

partners alleged) 1 the secret partners' agreement includ-

ing the controversial clause, to the Shah, and the fat

was in the fire. By September 1967 Howard Page, on
behalf of the big companies, was forced to modify the

agreement to allow a "halfway price," which halved

the extra cost to the partners of oil lifted beyond the

mean. This still did not satisfy either the Shah or the

smaller companies—who both had the same interest in

increasing production—and soon afterward the Shah
learned that Aramco had settled on a "quarter-way"

agreement which still further reduced the cost of extra

oil: the other partners suspected Mobil, now desperate

for more oil, of leaking this one.

The Shah complained to the State Department, and
the oil expert in the American embassy, Robert Dowell,
added his own misgivings in a revealing letter to the

State Department's oil expert, Jim Akins. Dowell

Multinational Hearings: Part 7, p. 720.
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reckoned that the American sisters, particularly Texa-

co, were using the agreement to do down their competi-

tors, and complained that "the net practical effect

smacks of restraint of trade."

Akins, in his reply, was shocked by DowelTs use of

that phrase, and his reply was equally revealing about

sensitivity to criticism of the oil companies.

We were surprised to see the accusation put into a tele-

gram which was given fairly wide distribution in the

government. But fortunately the strong anti-oil-company

voices in Treasury and Commerce do seem not to have

picked up the matter. They couldn't get very far, in any

case, given the fact that the American companies were
given specific exemption from antitrust legislation when
they entered the consortium.

Akins could not agree with the Shah's complaints,

and suggested that if the Iranians were too aggressive,

they would share the fate of Iraq. The companies re-

luctantly agreed to a compromise. The consortium

would relinquish a quarter of its concession, and give

up some oil to the National Iranian Oil Company, who
in turn agreed that, to avoid upsetting the Western

markets, it would only sell its oil in exchange for goods

behind the Iron Curtain.

Was this balancing act simply a discreet extension

of the old cartel of the seven? John Blair, the irrepres-

sible economist who had been responsible for the fa-

mous Federal Trade Commission report of 1952, later

produced his own analysis of the new system. He main-
tained that the period from the late twenties until the

late forties was the "cartel era" in international oil,

while the postwar era was the period of "oligopolistic

interdependence." The seven majors, he insisted, with-

out necessarily direct collusion, shared common as-

sumptions about the rate at which the industry should
expand. The seven companies had achieved an amaz-
ingly stable increase in output between 1950 and 1972,
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averaging at 9.55 percent a year. In spite of sudden

drops from individual countries, like Iran in 1951 or

Iraq in 1957, or sudden new sources, like Libya or

Nigeria, the majors were able to "orchestrate" the

countries into "a smooth and uninterrupted upward

trend in overall supply."1 And the majors instinctively

limited their expansion and underestimated demand,

knowing that their rivals were doing likewise, accord-

ing to the pattern of "imperfect competition."

Certainly this control system, as Dowell complained,

"smacked of restraint of trade." The joint ventures be-

tween the Seven Sisters in each country provided a

network of understanding and gave each company an

interest in not damaging the others. But unlike the pre-

war cartel, the system was visibly unsuccessful in keep-

ing up prices to artificial levels; and by the late sixties

it was hard to see (as Howard Page insisted) how
prices could have fallen much lower. If more indepen-

dents had moved into the Middle East, with a freer

hand, they could have done more quick deals to sell

surplus oil cheaply, in countries like Libya. But they

would also be much more vulnerable to pressures and
squeezes from the producing countries as was to hap-

pen in Libya (see Chapter Ten). It is quite possible,

as many oilmen argue, that the rule of the seven, as

opposed to seventy-seven, could keep prices down, by
holding a firm front against the claims of the pro-

ducers. It may have been a cartel, but it was a cartel

on the side of the consumers. Its principal purpose, in

other words, was to screw the producers.

Certainly to the producing governments it was an
increasingly sinister cartel, for it was keeping prices

low at a time when most other commodities were rapid-

ly climbing. They began to realize that, faced with a

more fragmented industry, the producing countries

would be much stronger. And if they wanted an ex-

ample to prove it, they only had to look across Africa,

to Libya.

Multinational Hearings: Part 9.
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THE SIX-DAY WAR

In the meantime the growing tensions between Israel

and the Arabs were threatening to short-circuit the two
opposite elements of American foreign policy to pro-

duce an explosion. On June 4, 1967, Israel invaded

Egypt. President Nasser immediately claimed that

Israel was supported by Britain and the United States,

and the foreign ministers of the Arab states gathered

in Baghdad. King Faisal of Saudi Arabia, who had
only three weeks before talked in London about his

fears of Nasser's aggression, was now committed to

support his Arab brother in time of need. Following

the lead of Iraq, the Arab states agreed to shut down
the oil wells and to boycott the Western imperialists.

The war, it seemed, had given the Arabs the crucial

incentive to unity.

But it was very short-lived. The oil producers quick-

ly realized that they were damaging themselves more
than anyone else, for two key members of OPEC, Iran

and Venezuela, had no intention of joining the boycott

and were soon benefiting from the resulting shortage.

King Faisal was faced with an imminent financial crisis,

and on the advice of Yamani he quickly limited the

boycott to the two countries that were regarded as the

aggressors, Britain and the United States (neither of

whom anyway then took much oil from Saudi Arabia).

By the end of the month, after the Saudis had lost $30
million in revenue, Aramco was allowed to resume nor-

mal exports; and the other Arab states followed.

The end of the Six-Day War left the Arab members
of OPEC much worse off than before. Iran had taken

advantage of the boycott to push up her exports to

Britain and West Germany; Venezuela, too, had moved
further into Europe; and even Libya was able to export

more to West Germany. The United States, which was
supposed to suffer most from the boycott, had hardly

been touched. And the closing of the Suez Canal which
resulted from the war had not seriously damaged the
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West, for the new giant tankers anyway went around

the Cape. Sheikh Yamani admitted that the use of the

oil weapon had been a fiasco: if we do not use it prop-

erly, he said, "we are behaving like someone who fires

a bullet into the air, missing the enemy and allowing

it to rebound on himself." At an Arab summit in

Khartoum, two months after the war, the oil-producing

countries had to face up to their failure, and each

agreed to follow its own policy for the export of oil.

Some of the Arabs also decided to form their own
club parallel with OPEC, called OAPEC, which first

met in Beirut in September 1968. It seemed at the time

a retreat from political action. The first members were
Saudi Arabia, Kuwait and Libya (still under King Idris)

who had all been damaged by the failed boycott, and
excluded Egypt and Syria, while Iraq refused to join.

The first secretary general was Sheikh Yamani, and
he and the Saudis insisted that the organization must
keep out of politics. By 1970, after the revolution in

Libya, OAPEC had taken on a more radical character,

with new members including Algeria, and eventually

the Saudis were compelled to agree to let in Iraq. Bold
projects were approved, including an Arab tanker fleet,

an Arab dry dock in the Gulf and an Arab service

company. But OAPEC was still not taken very serious-

ly by the oil companies, for it was a forum for all the

squabbles between its disparate members, and it seemed
to be undermining OPEC rather than enforcing it.

The Shah was determined to extract the maximum
reward for not having joined the Arab boycott. By
November 1967 he was insisting to the State Depart-

ment that he must have an increase in production of

twenty percent a year, compared to the past average of

twelve percent. This would be partly as a reward for

running "grave political risks," but also (as the dip-

lomats privately revealed) because he had miscalcu-

lated the oil income for his fourth five-year plan—an
error which he could not publicly admit. He now wanted
Jiis oil income to be linked to the cost of the plan. The
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State Department replied that the companies could not

allocate production in terms of reward or need.

But in March 1968 Eugene Rostow nevertheless

called the five American sisters to the State Depart-

ment, headed by Ken Jamieson and George Piercy

from Exxon, together with two independents, Gendron
of Atlantic and Shafer of Conoco. Rostow explained

that the Middle East situation had deteriorated and
that Iran might join a future Arab embargo if the com-
panies refused to increase production. The sisters re-

plied that Iran must be given equal treatment with

Saudi Arabia, and the independents complained that

they were still not given enough incentive to lift extra

oil. The Shah insisted on more revenue and as a des-

perate expedient the companies shifted their annual

payments from the Gregorian calendar to the Persian

calendar to buy three months' time.

As for OPEC, the whole basis of its unanimity now
seemed to be in ruins. The Shah was trying to make
gains at the expense of the Arabs, while the Arabs,

after the fiasco of the war, were again disunited. Nasser

and Egypt were discredited in the eyes of the Saudis,

and the Aramco partners were again confident that they

could safely depend on Saudi Arabia for increased sup-

plies. King Faisal would not again ally himself with the

militant states to the north. "Exxon seemed certain that

the Arabs could never get together," recalled a former
Exxon executive, "their image of the Arabs was taken

from the film of Lawrence of Arabia/' And in Wash-
ington, too, the sensational victory of Israel had en-

couraged the disdain for the Arabs, and the conviction

that oil and Israel could still be kept in separate com-
partments.

OIL FROM THE NORTH

OPEC was in disarray, but Exxon, having helped to
provoke the formation of OPEC, was now taking pre-

cautions lest it might one day gain real power and con-
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trol. After long arguments within the board, in the early

sixties, Monroe Rathbone, the chief executive, pushed

forward a massive program for exploration. It was to

cost $700 million in the three years from 1964, and it

concentrated on territories outside OPEC. (There is

some doubt among Exxon executives as to how far this

exploration was caused by political prescience, or how
far it was induced by the need to plow back the very

high profits.) The program was eventually successful,

and was to put Exxon further ahead of its rivals. By the

early seventies they were getting oil from southeastern

Australia, and opening up new fields in the Mackenzie
River Delta in Canada; and most important of all, they

had found vast reserves in Alaska and the North Sea.

Exxon, later followed by the others, soon faced more
intimate political problems as the price of their success.

These discoveries closer to home did not much diminish

the West's dependence on OPEC, but they brought the

sisters face-to-face with their home governments, and
raised more acutely the political question of how to

control them.

The Alaska discovery was not in fact pioneered by
Exxon, but by one of the most enterprising of the in-

dependents, Atlantic (soon to become Arco). The
company had recently been revived by a daring finan-

cier, Robert Anderson, who, realizing its desperate

shortage of crude oil, gambled on exploration in the

Arctic. In June 1968 Arco struck oil in Prudhoe Bay—

a

reserve which was eventually to prove as important as

Texas. But Arco ran short of money, and the classic

story of Standard Oil repeated itself. They were forced

to bring in Exxon, who became the dominant partner.

BP, in the meantime, had been looking for oil in

Alaska for nine years. Like Exxon, they wished to re-

insure themselves against their dependence on the Mid-
dle East. They were desperate to have a stake in the

North American oil business and having been unable to

buy an American company they had gambled on find-

ing indigenous oil. Nine months after the Arco find

they too struck oil in Alaska—a historic breakthrough
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for a British intruder. The whole of this vast new re-

serve was controlled by three companies, with BP
owning fifty-two percent. But BP had the problem of

finding outlets for the coming flood of oil. After some
antitrust difficulties they acquired part of the Sinclair

Oil Company, and soon afterward they arranged a

complicated deal progressively to take over Standard

Oil of Ohio, another of the original Rockefeller com-
panies, with a large network of filling stations in its

home state.

This in turn attracted the attention of Washington,

and of the ardent antitrust chief Richard McLaren,
then in the first flush of his crusade against mergers,

who tried to restrict it. Protests followed from Lon-
don, with implied threats of reprisals against American
companies, and BP's chairman, Eric Drake, complained

to the Attorney General, John Mitchell. The merger

went through. But BP, with its huge hopes for expan-

sion, was now to be a kind of hostage against any
British action against American companies.

Exxon, having found its Alaskan oil, was in no hur-

ry to get it out, since they still had ample and far

cheaper supplies from Arabia and Iran. The other

American sisters were greatly worried that a rush of

oil from Alaska would upset their whole balance—par-

ticularly Socal, who saw their Californian markets being

threatened from the North. 1 Arco and BP were des-

perate to push ahead fast; but Exxon were moving
very slowly. They experimented with sending an ice-

breaker the SS Manhattan, to force its way through the

Northwest Passage as a means of bringing the oil

through by sea. But BP, though they had to collabo-

rate to "show they were good Americans," suspected

that it was basically a delaying tactic by Exxon to put

off building a pipeline. Drake became so impatient that,

as he told me, he threatened the chief executive of

Exxon, Ken Jamieson, with bringing an antitrust suit.

Intense opposition to the pipeline was now to come

1Socal memo from S. E. Watterson, December 6, 1968. Multinational
Hearings: Part 7, pp. 360-3.
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from a completely different quarter. Conservationists on
the West Coast discovered that the proposed pipeline

would transform the wildlife of the whole region; the

warm oil would create a wide river in the midst of the

ice, thus preventing the migrations of caribou. The con-

servationists were strikingly successful, to the growing

worry of BP and Arco, who were waiting thirstily for

the oil. But Exxon still appeared unconcerned and the

suspicion arose in the minds of several BP men: might

Exxon be secretly backing the conservationists, as an
excuse to delay the production of the oil? The protests

of the ecologists set back the transporting of Alaskan
oil by four years and the Alaskan alternative was too

late to save the West from its dependence on OPEC
when the crunch came. It was not until the energy

crisis had broken on America that the objections were
rapidly overruled.

Over in Europe the North Sea had much more far-

reaching implications for the companies and govern-

ments. It gradually opened up the possibility of at last

lessening Europe's dangerous dependence on the Mid-
dle East. But it also began to transform the attitudes of

the European governments—particularly of the British

and Dutch governments to their two majors, Shell and
BP. The interests of companies and governments, which
had for so long been assumed to be roughly parallel

—

to get oil as cheaply and reliably as possible—cut

across each other as soon as oil was found in home
waters.

The first important prospect in the North Sea had
emerged in the fifties before the formation of OPEC.
Exxon and Shell—the two biggest companies—had
been exploring together in Holland, in a joint company.
The collaboration was a throwback to the days of the

prewar cartel, when in 1933 Teagle and Deterding had
signed a joint agreement for exploration in northwest

Europe, and Shell were still bound by the agreement,

which they were bitterly to regret: "we did all the work
in the North Sea," complained a director, "Exxon got
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rich on our backs." In 1959 the joint company found
natural gas off the coast of Holland at Groningen—

a

discovery which was to do more for the economy of

Holland than the Dutch East Indies ever did. The first

find held the promise of oil, but it was not until 1963
that the North Sea attracted large-scale exploration, for

Middle East oil seemed limitless, and discoveries in

North Africa seemed safe from nationalism. The Eu-
ropean governments involved were very slow to per-

ceive the significance of oil. The Danes even awarded
the entire rights for offshore exploration to a single

consortium, as if they were Arabs in the thirties. The
consortium was led by a Danish shipowner, A. P.

Moller, and included Shell and Gulf; having no com-
petition, it was in no great hurry to develop, which
eventually led to a major political uproar.

The oil companies were sufficiently aware of the op-

portunities in the North Sea to establish the legal basis

for concessions. They pressed for negotiations which
finally led to the Continental Shelf Act of 1964, de-

fining the boundaries of the North Sea. But the British

government were very casual and too anxious to get the

boundaries settled to argue with Norway. Thus the

British were allocated only thirty-five percent of the

North Sea, when they might, according to most legal

authorities, have obtained a much larger area by taking

the issue to the International Court at the Hague.
By 1965 BP had found natural gas off the coast of

England. The likelihood of oil now seemed greater, and
other majors, and a few independents, were joining in

the search. But the British government, which as a con-

sumer had helped the companies drive many hard bar-

gains with the Arabs and Iranians, was now on the

receiving end of the companies' pressure. It was Britain

as a producer that was in danger of being exploited;

and the government was visibly lacking in the expertise,

or the will, to supervise the companies.

The first huge areas of the sea, of a hundred square

miles each, were leased to the companies as generously

as though Britain were a gullible sheikhdom, with con-
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cessions running for forty-six years. And the British

government would gain almost nothing in taxes, for

the tax system, which Aramco had achieved in 1950
and which the British and other governments had fol-

lowed, had now given the companies a huge balance of

tax credits from their tax payments to the Arabs. The
Ministry of Power, who made the arrangements, later

explained that they did not wish to be too harsh to the

companies lest they encouraged the OPEC countries to

be harsh too. But this explanation revealed a curious

assumption of Britain's ability to influence the Arabs:

as Lord Balogh remarked: "the Arabs have experts

who have forgotten more than the Foreign Office ever

knew."1 And it also revealed an odd conception of the

government's role, that it had a greater duty to protect

oil companies abroad than to tax oil companies at

home.
More plausibly the ministry argued that it was es-

sential to attract the maximum possible exploration, as

quickly as possible in view of Britain's difficulties with

balance of payments. This argument had weight, since

the terms could always later be made more stringent.

But this was to lead to the accusation against the Brit-

ish government, which they had so often themselves

made against the Arabs, that they had broken contracts

that were sacred.

It was not until December 1969 that the North Sea
at last yielded oil, when Phillips, the American inde-

pendent, discovered the giant Ekofisk field in the Nor-
wegian sector. The next year BP made the first great

British discovery, in the Forties field north of Aber-
deen, and a year later Shell and Exxon, still in their

giants' partnership, found the Brent field off the Shet-

lands. The North Sea would clearly now provide a huge
prize for the companies, and a whole new economic
perspective for Britain. The estimates of the reserves

steadily went up, until it became clear that they could

^'The North Sea Blunder": The Banker, London, March 1974.
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make Britain self-sufficient in oil for thirty years, and
could supply Norway with far more than her needs.

A hundred years after the birth of the industry, the

British, who had so long operated oil by remote con-

trol, were now experiencing both its opportunities and
its disruptions in the home ground. Texans moved into

Aberdeen or London bringing with them the nomadic
spirit and the gambling language of oil; referring to

Britain as simply an "oil province," and to the whole
North Sea operation as the "U.K. play."

Roustabouts for the oil rigs were recruited from the

Highlands at four times the average wage: Aberdeen
became a kind of dour Houston of the North, with the

workers from the rigs drinking away their savings

while oil-company scouts tried to pick up hints of new
strikes. The prospect of a local Texas was a huge relief

to governments battling to hold up the pound, but the

dangers were equally evident. Oil soon began to show
the politically divisible effects that it had shown in

Canada, Texas or Biafra, fueling the new Scottish

movement for secession or autonomy.
The British were quite unprepared for the industrial

opportunities for making the equipment itself. The two
British companies, though they had operated abroad

for a half-century, were in no position actually to pro-

vide rigs, platforms and pipelines. It was not until

1972 that the government commissioned a report on
the industrial prospects, when British companies had
already lost much of their opportunity. Nearly all

the technology and the services were at first supplied

from abroad, from Holland, Norway, Japan and es-

pecially from Texas. Britain still kept the psychology

of being a consumer country, while she was about to

become a producer.

The sisters were once again dominant. In allocating

the concessions the British government had tried

through its discretionary powers to favor both British

companies and smaller companies, to avoid the su-

premacy of the American majors—as the Libyans had
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done ten years before, and as the Norwegians and

Dutch also did. Favored treatment was given to British

groups, including the Gas Council and local syndicates.

But the majors with their greater resources for explora-

tion and capital once again emerged as the chief bene-

ficiaries. The British sisters achieved a good share: by

1973 BP controlled twenty percent of the North Sea

oil, and Shell controlled fifteen per cent. But the ma-
jority was controlled by the Americans, and the most

successful fields included all the familiar sisters, Ex-

xon, Texaco, Mobil, Socal and Gulf, and also the

French CFP (Total).

The British government were frightened of antago-

nizing the oil powers, and BP's stake in Alaska had
made them more sensitive to reprisals. Even after oil

had been discovered they continued to give out conces-

sions on the same generous terms. In the fourth round
in 1971 they tried auctioning some of the blocks as

an experiment, with spectacular results: for fifteen

blocks the successful bids totaled £37 million. But the

other new blocks were then allocated in the previous

way; and the companies still had the apparent prospect

of a tax-free bonanza with little benefit to the state or

balance of payments. The discovery of oil had caused
the same schizophrenia in British governments as had
afflicted Washington since the first imports of oil after

the Second World War. Were they defending the
companies against foreign demands, or defending them-
selves against the companies? Was it the government
or the oil companies which were in control?

It was not until seven years after the first round of
concessions that the British Parliament eventually
caught up with the extent of the companies' bonanza.
Lord Balogh, who had been economic adviser to the
Labor Prime Minister, Harold Wilson, had repeatedly
warned that the public were being cheated, and even-
tually an inquiry was instituted in 1971 by the chair-
man of the Public Accounts Committee, Harold Lever.
The resulting report had the same kind of historical
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importance to Britain as the Congressional Report of

1910 on the Standard Oil Trust. Once again, oil was

helping to provoke a national counterattack, and the

report, published in February 1973, was a powerful

indictment of the inadequacy of the civil service in con-

trolling industry.

Its conclusions (allowing for the kid-glove language

of such British reports) were devastating. The British

Exchequer, reported the committee, would receive a

much smaller share of oil revenues than other coun-

tries, and British taxes were being preempted by the

tax demands of administrations abroad. The commit-
tee was "surprised" that the Department of Trade had
not examined the opportunities for British industry un-

til eight years after the first round of concessions. They
advised legislation to increase the tax, and a thorough

review of licensing. The new Labor government, re-

turning to office in 1974, duly pushed ahead the

changes against angry opposition from the companies
—including BP, which was now vigorously campaign-

ing against the government, which owned 48 percent

of its shares.

The government of Norway, in the meantime, after

the discovery of the great Ekofisk field, took a much
sterner line with the companies. They first followed the

British in their discretionary system of handing out

concessions, but became much tougher with the com-
panies as soon as oil was discovered. The reason was
clear: having no international oil companies, the Nor-
wegians had no reason to sympathize with them. At a
time when OPEC was becoming more vocal, they were
tempted to see their own country, with its small

population and sense of separateness from Europe
as having much in common with OPEC.
As the OPEC countries became more interested in

conservation of their resources, so the Norwegians were
determined not to extract their oil too fast. They en-

couraged their own industrialists to supply equipment
and formed their own company to make oil rigs. They
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kept in touch with the OPEC experts, and particularly

with Yamani. The Texans referred to Norwegians sour-

ly as the "blue-eyed Arabs."

The hopes that the North Sea, and Alaska, would
rescue the companies from their dependence on OPEC
had been partially fulfilled, but with an ironic twist.

For the companies, coming up against their home gov-

ernments, were to find that they, too, had learned

something from the Arabs.
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Sisters Under Stress

If this international institution did not exist it would be
necessary to invent one.

J. E. Hartshorn, 1962

By the end of the sixties, in spite of the opposition of

OPEC and the competition from intruders, the Seven

Sisters were still the dominant powers in world oil.

Between 1960 and 1966 their share of oil production

outside North America and the Communist countries

had actually gone up from 72 to 76 percent, leaving

only 24 percent for all other companies.1 Their prof-

its, whatever their protestations to OPEC, and despite

the falling prices, were still huge compared to most oth-

er industries'. The rate of return of most of them was
higher in 1966 than it had been in I960,2 and the

companies were able to finance most of their explora-

tion, their tanker fleets, refineries, tank farms, trucks

and filling stations, together with their expansion into

the lucrative new business of petrochemicals, out of

the profits of their crude oil abroad. The companies
could and did argue with OPEC that this expansion

was essential to create a market for the oil which would
otherwise be unsellable. But the remarkable fact re-

mained that these seven had built themselves up into

iSee Edith Penrose: The International Petroleum Industry, London, 1968,
p. 78.

2Penrose: p. 146.
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some of the biggest corporations in history primarily

through the ownership of concessions in developing

countries, and predominantly in the Middle East.

They gave every appearance of permanence and

stability, with their self-perpetuating boards and bu-

reaucracies and their evident ability to survive two

world wars and countless revolutions across the conti-

nents. Their engineering achievements commanded the

awe of governments and publics. Great refinery com-
plexes rose up along the coastlines, with their grotesque

skylines of strange shapes—spheres, towers, and cyl-

inders interwoven with twisting pipes and surrounded

by white tanks—which looked like giants' kitchens

which had outgrown any human fallibilities. They
seemed to mark the triumph of technology over man.
The whole style of the corporations, grown smoother

and more confident over the decades, suggested a lofty

superiority to all governments. It was hard to re-

member, behind all this grandeur and hardware, that

they all rested, like upside-down pyramids, on the most
perilous political base.

The anatomy of these strange industrial organisms

has often baffled the economists, as well as the poli-

ticians, who looked into them. J. E. Hartshorn, analyz-

ing them in 1962, had described how they appeared
to live on an imaginary island

—
"the Shell Company

of Atlantis." The companies have frequently seemed
to inhabit a no-man's-land between the defined areas

of governments and business—an impression in-

creased by the strange life-style of the oil executives,

who seem hardly to touch ground between their inter-

national adventures. The detachment from national

governments has, as we have seen, been an important
part of the political justification of the companies, as

the "buffers" between nations, performing what Hart-
shorn calls "the business in between."1 They can make
their long-term investments across the oceans with

*J. E. Hartshorn: Oil Companies and Governments, London, 1967, pp.
375-388.
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both greater resources and greater insulation from po-

litical pressures than the national governments at both

ends.

The Western governments, in Washington, London
or the Hague, largely accepted the advantages of this

detachment In Washington, as we have seen, it suited

the State Department to separate the foreign policy of

the oil companies from their own, particularly con-

cerning Israel. In the Foreign Office in London, the

diplomats at the "oil desk" were told not to interfere

with the commercial policies of the great oil compa-
nies, which did such wonders for the balance of pay-

ments; and the disaster of the Suez adventure was an
object lesson in the dangers of governments trying

to intervene without being asked. Shell were able to

point out that they were able to do business in Cairo

soon after the Suez war, while the British diplomats

were still thoroughly non grata. Likewise after the Six-

Day War of 1967, American oil executives could boast

that they were still very well received in the Arab
countries, while diplomats from the State Department
were quite unacceptable. Even in Paris, where the

French government had long regarded the chief oil

company, CFP, as its chosen instrument, the oil exec-

utives became increasingly separate from the Quai
d'Orsay.

The appearance of neutrality encouraged the oil

companies to treat governments cavalierly, and to pre-

sent themselves as the guardians not only of the security

of the West, but of the peace of the world. Yet this

neutrality was always illusory: as soon as they were
in fundamental difficulties, like Aramco in wartime or
BP in 1951, they would fly to their governments for

help. And despite the companies' posture as the fear-

less champions of adventurous free enterprise, it was
sometimes the governments who pushed them into their

exploits: as the State Department pushed the compa-
nies into Iraq in 1920, or into Iran in 1954.

Looking back on the history of their industry, Amer-
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ican oilmen are prone to use the well-worn simile
<c
It

was like Topsy, it just groWed." Certainly the growth

of the industry was so rapid, so unpredictable and
accidental, that it was beyond the control of any man
or group of men to plan it or circumscribe it. The
black fluid seemed often to be itself the real master,

spurting up and subsiding from bleak corners of the

world, teasing the West by its combination of indis-

pensability and maddening inaccessibility. But the

companies were not quite like Topsy. From the begin-

nings, when the chaos of Pennsylvania led to the order

of Rockefeller, the industry was controlled, first by one
master, then by several, taking very deliberate deci-

sions. And later the Western governments, though re-

luctant and often incompetent, intervened at a few
decisive moments of history to change the whole bal-

ance of the business—as they were soon to intervene

once again.

Between times, inhabiting their no-man's-land, the

companies could claim with some justification to have
become uniquely internationalized, with their world-

wide affiliates, their polyglot managers, and their con-

sciousness of politics everywhere; Exxon could boast

of being the first multinational, and Shell of its cross-

postings between nations. But the fact remained that

their shareholders were predominantly American and
British; and their boards represented only their own
country—and a small segment of that. They may well

have believed that they were dispassionately represent-

ing not just their own interests, but the world's; but

the whole environment in which they worked and
lived was dominated by the need for home profits,

with minimal taxation. The rapidly changing face of

fthe developing world had found very little reflection in

the upper hierarchy of the great companies which
had elected itself over the decades. As Professor Pen-
rose put it in 1968: "the deeper root of the problem
is simply that international firms, including the oil com-
panies, have not yet found a way of operating in the
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modern world which would make them generally ac-

ceptable as truly international institutions."1

And however much the more enlightened company
men might see themselves as carrying the burdens of

the whole world, they were not accountable to any

body that could judge their performance. As Rocke-
feller and Standard Oil in the nineteenth century had
become bigger than individual states of the Union, so

these giant companies had become larger and richer

than most national governments. They had romped
across the world, ahead of most other multinational

corporations, and way ahead of any effective inter-

national authority or regulation. For some observers,

this simply meant that they were the forerunners of

world government. They would stimulate global orga-

nizations as a counterweight to their own power, rather

perhaps as Rockefeller had stimulated the federal

counterweights in Washington a century before. But
such an organization was clearly a long way in the fu-

ture. In the meantime the great companies—if they

were serious about their unique international burden
—had a unique responsibility to provide their own
counterweights, to show themselves honestly to the rest

of the world, and to play the part of economic states-

men, as well as pursuers of profits.

EXXON

The seven companies shared these same internation-

al opportunities and limitations, as they had grown up
together, with their network of joint ventures and con-
sortia closely interlocked. But each of them saw the

world with a different perspective, influenced by its

own needs to sell or buy oil; and each still bore the

marks of its own history, and lived partly in "the long

shadow of its founder."

Two of the sisters, Exxon and Shell, still dominated
the world's oil as they had done for the past fifty years.

Penrose: p. 263
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In the oilfields they kept on coming together in their

global quadrille, whether in the Iranian consortium or

in the North Sea. But at the selling end they competed

with visible intensity, the yellow signs of Shell and

the red signs of Exxon or Esso staring at each other

from filling stations across the world. They still in some
respects had opposite outlooks, dating back to their

very different sources of oil.

The organization that Rockefeller established a cen-

tury before had long ago expanded into a self-per-

petuating managerial corporation. The three thousand

senior executives were systematically recruited from

the universities, earmarked and watched for promotion:

they climbed up through the escarpments of managers

and "coordinators," toward the plateau of the main
board, and the five-man executive committee. Planning

was no longer a question of hunches. Forecasts for

long-term supply and demand were compiled each year

in the Exxon Green Books. Once a year, in October,

came the exhaustive budget review, which involved

World's 12 largest manufacturing corporations ranked by assets in 1972

Rank Company Assets

($000)
Sales
($000)

Rank

li

21

3
41

5

Exxon
Royal Dutch/Shell
General Motors
Texaco
Ford

21,558,257
20,066,802
18,273,382
12,032,174
11,634,000

20,309,753
14,060,307
30,435,231
8,692,991

20,194,400

2
4
1

10
3

6
71

81

9
10

IBM
Gulf
Mobil
Nippon Steel
ITT

10,792,402
9,324,000
9,216,713
8,622,916
8,617,897

9,532,593
6,243,000
9,166,332
5,364,332
8,556,826

7
12
8
17
11

111

121
BP
Socal

8,161,413
8,084,193

5,711,555
5,829,487

15
14

ilndicates one of the Seven Sisters. Source: Fortune magazine, May and
September, 1973.

more money and longer forecasting than the budgets
of most countries where Exxon operated. First the Eco-
nomics and Planning Department gave its overview,
country by country. Then the functional coordinators
gave their budget breakdowns; followed by the pro-
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duction coordinator, the refinery coordinator, the trans-

portation coordinator and the marketing coordinator.

Finally the investment advisory committee weighed up

the demands, and passed its findings to the executive

committee, who decided.

The chemical engineers still came up through the

refineries to join the board or become chief executives,

in a steady progression. Monroe Rathbone gave way
in 1965 to another engineer, Michael Haider, and

Haider gave way in 1970 to Ken Jamieson, the Cana-

dian from Medicine Hat, who was now really an

honorary Texan. The rule of the engineers was not

surprising in an industry which invested so hugely in

hardware—rigs, platforms, refineries, pipelines. But

their overwhelming predominance on the Exxon boards

—as on other oil boards—was also a reflection of the

distorting effects of taxation. Ever since the oil com-
panies had achieved their relief from U.S. taxes in

1951, on top of the earlier relief through the depletion

allowance, they had adjusted their internal accounting

to take as much profit as possible "upstream"—from
producing crude oil abroad—on which they paid no
U.S. taxes; rather than "downstream," from selling oil

products to customers. And they were easily fooled by
their own accounting into supposing that downstream
did not matter.

Selling oil was regarded less as a source of profits

than as a problem of finding "outlets": the attitude

was revealed in the word itself, and in the multiplica-

tion of filling stations, duplicating themselves along the

freeway ("they seem to be born in litters," complained
Harold Ickes). The indifference to "downstream" prof-

its was reflected on the board, where the marketing
men lost caste over the engineers, with much less say

on policy decisions (as in the disastrous 1960 decision

to reduce the posted price). The ascendancy of the

engineers seemed assured so long as the profits from
crude oil were secure. But once they were threatened

by OPEC, the imbalance became very dangerous; for

the companies desperately needed to find profits down-
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stream, with little expertise to help them. It was one of

the oddest facts about these giants, with all their re-

sources and commercial instincts, that they were not

very good at selling oil.

But the more serious and evident weakness of the

Exxon engineers was their lack of international per-

spective. Only one member of the board, "Pete" Col-

lado—who had been Acheson's economic adviser at

Bretton Woods—had experience of international di-

plomacy; and after the retirement of Howard Page
in 1970 Exxon had no real oil statesman. The self-

perpetuation of the board, their separation from their

shareholders—including the Rockefellers—made the

possibility of adapting more difficult. Their character

—as Richard Funkhouser had warned twenty years

before—was becoming dangerously like a dinosaur's.

As Exxon became more exposed to politics, both in

the Middle East and Washington, so its lack of world

outlook became more evident. As one former Exxon
executive, now in government, put it to me: "they

won't solve their problems until the Rockefellers or

the Chase Manhattan intervene, to put in a chief ex-

ecutive who understands world politics."

Exxon, like many other multinationals, is full of the

rhetoric of global responsibilities; it likes to stress that

it serves not only its American shareholders but all the

nations where it operates. In some respects an inter-

national outlook is forced upon them, for the heads of

their big subsidiaries abroad, of Esso Europe or Esso
Japan, have considerable bargaining power. But their

global outlook is severely limited, not only by their

shareholders, but by the narrowness of their board,

and their ultimate sense of dependence on the U.S.

government. Exxon have seen themselves as spreading

American ideals, as they revealed in a famous passage

in their annual report in 1962: "the public state-

ments made by our managements, our written com-
munications, and our advertising seek to emphasize
the benefits of free competitive enterprise and private

international investment."
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Exxon were still inclined, when in trouble abroad,

to look for help to Washington, to wield the "big

stick." Their clumsiest blunder was in their dealings,

not in the Middle East, but in Peru. Their subsidiary

there, called the International Petroleum Company, or

IPC, had been in dispute with the Peruvian govern-

ment ever since 1918, when they cut off oil supplies

through their tankers to enforce their terms. By the

sixties, with the new government of Belatinde, the

argument became more bitter, with the Peruvians in-

sisting on a share in the company and back payments

of taxes. Exxon stood firm, and invoked the support of

the State Department, who in 1964 began withdrawing

aid from Peru for two years to exert pressure. Washing-
ton later relented, but in the meantime the IPC issue

had become more explosive, taken up by the left-wing

opposition. When eventually in 1968 Belaunde an-

nounced a settlement over the IPC question, the issue

helped to trigger off a military revolt, and the coming
to power of the new junta, which swiftly nationalized

the IPC properties. Exxon's alliance with Washington
had done nothing to help their own interest and had
served to discredit the Peruvian elite.1

In the Middle East, Exxon had come to be re-

garded as the leader of the American companies or,

when the consortia were in dispute, as the mediator
between them: Ken Jamieson saw himself in a more
conciliatory role than his predecessor, Michael Haider.
Exxon had now been involved in the Middle East for

fifty years, had seen kings and sheikhs come and go,

new countries invented, economies transformed. With
their continuous history, and their great resources, they
were in a unique position to take the long view of the
future, to prefer long-term stability to short-term quick
profits. But in the events in the following chapters there
was little sign of such statesmanship. When they saw
the age of concessions coming to an end, they could
not resist hanging on to them till the last moment,

1A. J. Pinelo: The Multinational Corporation as a Force in Latin Amer-
ican Politics, New York, 1973, p. 18.
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with their huge profits. When threatened, they ran

once again to Washington.

MOBIL

The old Rockefeller companies are still sometimes

called by their critics "The Standard Oil Group"; and

the Rockefeller family still owns shares in the three

Standard sisters: 2 percent in Exxon, 1.75 percent in

Mobil, 2 percent in Socal. But they have each devel-

oped in different directions.

Mobil was for long regarded as Exxon's little sister,

dependent on her bigger rival both for advice and for

oil—for Mobil had always been hungry for crude. In

the prewar years their association was close: for thirty

years from 1930 the two companies had a joint

subsidiary called Stanvac which sold oil in fifty coun-

tries abroad, until it was broken up by antitrust action

in 1960. But since then Mobil has become appar-

ently independent, and in 1966 it dropped the last

hint of its Standard Oil origins, changing its name from
Socony-Mobil simply to Mobil. And it has emerged
as the most aggressive, and in many ways the most
sophisticated, of the American sisters; proudly associ-

ated with New York, much concerned with communi-
cations and image, subsidizing the TV Masterpiece

Theater and advertising relentlessly about the problems
of oil.

In 1969 Mobil acquired a chairman and chief exec-

utive, Rawleigh Warner, who was determined to assert

Mobil's independence. He is an aristocrat of oil, with

the looks of an old-fashioned film star and a Princeton

education. His father was the head of an independent

oil company, Pure Oil, and he first joined another in-

dependent, Continental, when it was expanding abroad,

before he moved over to Mobil. He astonished the oil

world by appointing as president a man from right out-

side the old WASP tradition of the oil boards, a lawyer-

accountant called Bill Tavoulareas, the son of a Greek-
Italian butcher from Brooklyn, whose name few oilmen
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could pronounce. "Tav" was already a phenomenon
within Mobil, an irreverent, fast-talking numbers man
who had the crucial Rockefeller talent for lightning

mental arithmetic. Like other Greeks in the oil business,

he had an instinctive global awareness.1 He was a forth-

right Brooklyn boy, outspoken and impatient with the

slow style of the company. As Mobil became more de-

pendent on the Middle East consortia, particularly

Aramco, so Warner decided that there was only one
man in Mobil who could really understand the account-

ing well enough to hold his own with the Exxon ex-

pert, Howard Page: he thus promoted Tavoulareas to

be Middle East negotiator. Tav would then explain to

his Mobil colleagues, when battling with Exxon: "this

is what they want, this is how they'll try to get it, and
this is how well stop them"; and he did.

Tavoulareas is now widely regarded as the ablest of

the major oilmen. He sits in shirtsleeves, talking at top

speed, blinking, twitching and staring, running to the

telephone like an imp let loose; saying "gimme" and
"lemme," "whadda ya want." In the Middle East, Tav
was determined to increase Mobil's share, and was
much more prepared to consider new partnership ar-

rangements, which antagonized the other sisters, but

also brought him closer to the producers; and he formed
a close friendship with Yamani in Saudi Arabia. But
Mobil was always in the minority, and while it was
more openminded than most, more inclined to explain

its problems, it lacked any really farsighted policy

about the future of oil.

GULF

Over in Pittsburgh, the Headquarters of Gulf convey
the unique character of the company, a huge self-con-

tained family firm. The great stone skyscraper with its

high lobby in the grand style of the late twenties, like a

tomb, evokes a sense of calm permanence. Beside the

TOie Greeks had traditionally been the diplomats In the old Ottoman
Empire, dealing with Arabs on behalf of their Turkish masters.
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entrance is an office of the Mellon Bank, and all around
it other skyscrapers have risen up—the aluminum
tower of Alcoa, the black criss-cross shape of U.S.

Steel, the palace of Koppers—all Mellon companies.

The word Mellon is blazoned around the city, from
banks, from a gallery, from a university—while on the

freeways the orange Gulf signs outnumber all other

names. The scene makes the point: that Pittsburgh,

Gulf and the wealth of the Mellons have grown up
together, since the family first financed Gulf seventy

years ago.

The Mellons kept much bigger holdings than the

Rockefellers, and they still rival the Rockefellers in

wealth. By 1973 the Mellons still held over 20 percent

of the shares in Gulf—an astounding chunk of the

tenth-biggest American corporation—and there were
two representatives on the board: Jim Walton, a grand-

son of William Larimer Mellon, and Nathan Pearson,

the family's investment adviser. The Mellon influence

may have been critical in achieving Gulfs biggest coup,

when Andrew Mellon helped to get half the oil from
Kuwait. Andrew's nephew, Richard King Mellon, "the

General," later dominated Pittsburgh and kept a close

eye on the companies (when asked what he did for a

living, he said, "I hire company presidents"). But his

sons are not interested, and Paul Mellon, now the head
of the family, long ago fled to Virginia, where he hunts

and collects English watercolors.

Gulf still has many Pittsburgh qualities, including its

proud conservatism. But the real roots of the company
management are not in Pennsylvania but in Texas: in

Gulf too the top executives have nearly all come from
the Southwest. E. D. Brockett, who became chairman
in 1965, began as a roughneck in Crane, Texas; Bob
Dorsey, who succeeded him, was a chemical engineer at

the University of Texas; Jimmy Lee who became presi-

dent under him, began his career at Port Arthur. And
the sources of the company's great wealth have been
first Texas and second Kuwait. Since Gulf first struck

oil in Kuwait in 1937 they floated to greater and great-
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er profits on its oil, hectically trying to find new outlets

for the flood. The Pittsburgh executives could never

quite come to terms with this strange alliance with a

tiny territory at the other end of the world. They took

most of their political advice from their partners BP,
who gave them patronizing lectures on how to deal with

the Arabs. They tried to escape from their perilous de-

pendence. They invested heavily in Angola, only to

find it a much more dangerous territory, a battleground
'

between black and white. They moved into coal and
nuclear energy; they bought an insurance company
(CNA), an industrial center in Florida, and a whole
new town outside Washington called Reston. But they

never had another bonanza to compare with Kuwait,

and in the meantime, as we will see, they were caught

up in political scandals over their bribes to foreign

governments.

SOCAL

Two of the American sisters, Socal and Texaco, have
remained bracketed together in the minds of the others

for the past forty years, as the outsiders of the industry,

the terrible twins, the people who always say no. Their

close association began when Socal invited Texaco to

join them in their Saudi-Arabian adventure in 1936>
and they formed a joint marketing company called

Caltex, to transport and sell the oil through the world—
until in 1967 the joint company was broken up in most
of Europe. The two companies, with their long experi-

ence together and with their Far Western attitudes still

have much in common, most of all a stubborn re-<

sistance to change: though like many hawks, as we will

see, they have tended to switch suddenly from total

intransigence to total capitulation.

Over in San Francisco, Socal makes a positive cult of

conservatism: "this," one of the officials boasted to me,
"is a very stuffy company." On the eighteenth floor, the

directors are served by reverent black flunkeys and
timid secretaries: it is only in the last few years that
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Socal has allowed women secretaries. The board has

been peopled with engineers from California and Texas,

and much of the company's business has always been

done by the local law firm of Pillsbury, Madison and
Sutro, whose former senior partner, James O'Brien, an
antitrust expert, now sits on the board. An important

influence on the company, too, has been the former

head of the CIA, John McCone, a shareholder in Socal,

whose relationship with government has been shrouded

in mystery. The chairman from 1966 was Otto Miller,

a chemical engineer from Michigan who had planned

the great Ras Tanura refinery in Saudi Arabia, and
later took charge of the Eastern Hemisphere. A stolid

Republican and backer of Nixon, he was always sus-

picious of the liberals in the East.

Behind all the confident Californian facade, the com-<

pany's prosperity has been built on a single country

10,000 miles away. Ever since it first found oil in Saudi

Arabia, its dependence has steadily increased, so that

by the seventies half its oil came from its share in

Aramco. Once it flowed, the main problem was to find

outlets, and to minimize taxes by intricate arrangements

of transfer pricing within its subsidiaries, at which Socal

is specially expert. In all its dealings abroad, it has been
obsessed by this Arabian jackpot, reluctant to share it

with any new partner, whether from the West or the

East. In the late sixties George Ball, the former Demo-
cratic Undersecretary of State who became a director of

Socal, advocated that in view of the political dangers
of the ail-American ownership of Aramco, European
companies should be permitted a share. But Miller

would not consider it, and soon afterward Ball—who
was also very critical of President Nixon—was not re-

appointed a director,

TEXACO

"We all hate Texaco," said an Exxon man. "If I

were dying in a Texaco filling station," said a Shell

man, "I'd ask to be dragged across the road." The
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other sisters are united in their resentment of Texaco,

and it is not hard to see why. Texaco has always taken

pride in being the meanest of the big companies, the,

loner in the western, refusing to contribute anything

except for profit (apart from their patronage of opera),

while their return on capital has been consistently the

highest. The flag of the skull-and-crossbones, which

their founder, Joe Cullinan, flew over his offices, still

seems an apt emblem.
They are not in fact more Texan than the others.

Ever since Joe Cullinan was ousted in 1913, they have

been run from New York, where they now inhabit part

of the Chrysler skyscraper. From there they established

a tradition of skinflint management and centralized con-

trol which was reinforced by the man who dominated it

for two decades: Gus Long, a granite-faced salesman

from Florida, joined the company through his first

father-in-law, who was Cullinan's attorney, and he soon
made his name as a "no"-man. He resigned as chief

executive in 1964, but was brought back six years

later; he is still a director on the executive committee,

at the age of seventy-five, and the board is full of Long's

men.
Former Texaco men lovingly exchange stories about

the company's penny-pinching, totting up tiny ex-

penses, or refusing to allow their experts to contribute

to industry meetings. In Libya, it was said, when Tex-
aco cabled the revolutionary government announcing a
new price involving millions of dollars, they cabled by
the cheap night-letter rate. Texaco, with its selfishness

and greed, is a convenient candidate for the role of

the baddy, the more so with its growing international

involvements: in selling its Arabian oil, it has become
much more politically visible in Europe; in 1956 it

bought out the Regent Oil Company in Britain, and in

1966 it bought one of the biggest German oil companies,
Deutsche Erdol. Some oilmen maintain that without the

negativity and lack of foresight of Texaco and Socal,

the whole industry could have made more imaginative

moves in the Middle East
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But it is also argued that Texaco is the most honest

and the least self-deceiving of the companies, that its

parsimony simply shows responsibility to its sharehold-

ers. It has never pretended to be anything more than it

is: a concern for making money, as quickly as possible,

not a benevolent institution for world peace. If the

politicians want that, is that not the government's re-

sponsibility? The case of Texaco raises in its extreme

form, the question which runs through this book: what
do we really expect oil companies to be?

SHELL

Across the Atlantic, Royal Dutch/Shell has presented

itself in a much nobler light than Texaco, or any of the

American sisters. More than any company it has seen

itself as an international institution, and neither in Hol-
land nor in Britain has it been fiercely attacked by
antitrust or other critics, as have Exxon and the rest.

Since the wild days of Deterding it has taken precau-

tions that it should never again be controlled by a

dictator, and has erased "that old bandit" (as one of

the current directors called him) from its corporate

memory. The group is run by a committee of seven or

eight, and each chairman is ruthlessly retired at sixty.

Since Deterding's departure, after a period of de-

moralization, a succession of respectable chairmen in-

spired the confidence of their home governments. John
Loudon, who was chairman for nine years until 1965,

was a Dutch Jonkheer and a British knight, with the

style of a prince of the industry, patiently suffering the

insults of the populace: "I don't know why," he said to

me in 1962, "but oil always seems to have a smell to

it . . . the dogs may bark, but the caravan moves on."

His successor for two years was a Dutch engineer, Jan

Brouwer, and he was succeeded by a British aristocrat,

Sir David Barran; the son of a former head of Shell's

Venezuelan company, he added to the impression that

the group was a public service. Both in the Hague and

in London, the great company was regarded as an in-
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dispensable part of the nation's economy, a steady con-

tributor to the balance of payments, and the Treasury

always made special exceptions for Shell in enforcing

exchange control. The public image was duly fostered

by patronage, elegant Shell guidebooks, and the slogan

"You can be sure of Shell"; a stockbroker's rule was
"Never Sell Shell." The British Shell executives, mostly

graduates from Oxford and Cambridge, were inclined

to talk about oil not as a profitable fluid, but as part of

a public duty; as one rebel complained to me: "I wish

they'd stop talking about it as if it was a bloody faith.

Anyone would think it was a church."

And Shell were able to present themselves, with

more justification than the other companies, as being

genuinely international. The Anglo-Dutch condomini-

um, which had been in rivalry under Deterding, had
settled into peaceful coexistence, making both sides

more tolerant of other foreigners. Shell's long depen-

dence on foreign oil forced them to be more attentive

than Exxon to susceptibilities abroad. The shock of the

Mexican nationalization had made them more subtle in

their dealings with Venezuela, their most crucial source

of postwar oil. It had induced a careful program of

"regionalization," trying to buy in the local elites

throughout their world empire—presenting Deutsche
Shell, Shell Italiana, or Shell Senegal as essentially local

companies. Despite its ponderous headquarters, Shell

men insisted that "the group" was really a federation

of modest companies, which just happened to have a
committee of managing directors who were English

or Dutch. In Shell Plaza in Houston, the local directors

of the U.S. subsidiary (which is 30 percent American-
owned) like to emphasize that they are wholly auton-

omous.

Shell certainly appears more openminded than the

others, more prepared to discuss political problems, less

confident of its ultimate rightness. Its need to buy oil

from others, ever since its beginnings, has forced it to

live more continually on its wits, and to balance its

client countries. Unlike Exxon, it has never been able
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to retreat into self-sufficiency, back to a domestic

stronghold. Yet behind the picture of the global fed-

eration there has always been a very large qualification.

It is not only that Shell remains very firmly Dutch-

English, preoccupied in the end by its home share-

holders and governments, still treating everyone, as

Churchill complained, with "the full rigor of the mar-
ket." It is also that Shell, having had a greater op-

portunity than the others to adapt itself more genuinely

into a new kind of international corporation, to involve

the producing countries and their leaders more deeply,

has not really faced up to it. In the events in the fol-

lowing chapters, Shell can claim to have been the most
farsighted of the seven, and to have shown more re-

sponsibility than the others. But that could be expected

from its uniquely international genesis. With its long

global experience, it was still painfully slow in catching

up with the changing face of the world.

BP

In the City of London a new skyscraper was com-
pleted in 1967 which surprised even other oilmen with

the extravagance of its high lobby with marble pillars,

acres of paneled conference halls, self-contained vil-

lage of canteens, shops and recreations, and garage

beneath with a fleet of company Jaguars. Above the

entrance was the proud name, Britannic House, and in

front was a wide piazza with a flagpost flying the

green shield of British Petroleum. In the middle of the

piazza a metal object like a modish sculpture revealed

the source of much of this conspicuous wealth; an old

"Christmas Tree" well head from the Iranian oilfields,

which had first flowed with oil in 1911, and which had
carried a total of fifty million barrels.

In the sixty years since, it was the oil from Iran and

the Persian Gulf which had built BP into one of the

world's biggest companies, and financed its successes in

the North Sea and Alaska. The British government's
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half-share was little evident in its commercial dealings,

yet there was no doubt that BP had a very special

sense of patriotic confidence among the sisters. The
company still raised the awkward question: who is an
oil company responsible to?

Inside the building, the answer is not immediately

clear. On the one hand BP, in its relationships abroad

and with other companies, is determined to appear just

another international company: it carefully uses only its

initials to disguise its Britishness. BP men indignantly

deny that they lean on the support of the British gov-

ernment, and like to mock the incompetence of poli-

ticians. At the same time, their whole regimental pride,

and also their low profits—consistently the lowest re-

turn on capital of the seven—appear to be linked to

the sense of government service. The board has the

look of a miniature House of Lords. In 1974 the four-

teen directors included six peers, including (as one of

the government directors) the former head of the For-

eign Office, Lord Greenhill; an ex-head of the Bank of

England, Lord Cobbold; an ex-chief of the Defense

Staff, Lord Elworthy; an ex-ambassador to Moscow,
Lord Trevelyan. The BP senior staff has always been
peppered with ex-military men and ex-government of-

ficials. It is the kind of meeting of government and in-

dustry that would leave the trust-busters from Wash-
ington gasping.

At the head of this dignified board, a new chairman
was appointed in 1969 who expressed well enough the

confident spirit. Eric Drake (soon Sir Eric) had come
in as an accountant and a Cambridge rowing-blue: he
was general manager in Iran at the time of the Mos-
sadeq crisis of 1951. He appears to be afflicted with

few doubts about his role: he puffs a pipe, puts his

thumb in his braces, and talks with tolerant amusement
about the problems of other companies. For his part

he can always get in to see the Prime Minister when he
wants; Britain is the only country with sensible rela-

tions between government and oil companies. The Brit-
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ish government sometimes helps with possible conces-

sions, and BP in turn keeps them informed. But the

government agrees not to interfere in commercial de-

cisions, which actually makes BP less vulnerable to

government than many private companies. Sir Eric re-

gards the British government with affectionate con-

tempt for their ignorance of oil: "to give them their

due," he told reporters in 1975, "they did try to under-

stand the problem." Sir Eric's attitude, and that of other

BP officials, seems all very persuasive. Why don't

Americans realize that all this conflict between govern-

ment and companies is wasteful, that they all have the

same interest?

To outsiders it might look as if these British oilmen

and diplomats—both with their own Oxbridge educa-

tion, their Kensington addresses—share the same per-

spective; but the reality is otherwise. The government
officials are still inclined to regard BP, as they did in

1951, as a kind of Frankenstein monster. They com-
plain that BP's pride is really based on an elaborate

self-deception; that the company cannot face up to its

dependence on its colonial origins and defense agree-

ments. It pretends to the government to have an in-

dependence it doesn't have, and having got into trouble

comes running home, too late. The diplomats are elab-

orately briefed by the company, but BP does not take

advice from the Foreign Office. And in the meantime
the Treasury men have periodically tried, without suc-

cess in spite of their being half-owners,1 to extract the

truth about BP's sources of profit The relationships

with both departments were soon to be much more
strained in the oncoming crisis: on one front, in the

North Sea, which brought the question of taxation to a
head; and on the other, in the critical confrontations

with OPEC which pressed home the point that oil was
too important to be left to oilmen.

ilronicaUy, it was a Labor government, in 1966, which allowed the
government's holding to fall to 48 Vi percent, thus theoretically losing con-
trol; but the Bank of England in 1975 acquired another 20 percent holding
after the crash of Burmah Oil.
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THE LOBBY

By the early seventies the oil lobby in America
was a less formidable and solid political force than in

its heyday in the fifties. Sam Rayburn, the Texan
Speaker of the House, who had been one of oil's great-

est champions, was long dead, and Lyndon Johnson
was retired. Even Wilbur Mills was before long to be-

come discredited by his relationship with the "Argen-

tine firecracker." The new generation of congressmen

were more' representative of the big-city voters from
non-oil states, so that the chief lobbyist of Shell Oil,

Carter Perkins, could complain to the American Pe-

troleum Institute: "no longer can we rely on congress-

men in leadership positions to recognize and take into

account the seriousness of proposed legislation on the

petroleum industry ... it may have been foolish for

our industry ever to have relied on a few knowledge-

able and influential congressional leaders."1

There was now little hard evidence of an effective

conspiracy of oil interests, as there had been forty years

before at Achnacarry Castle. The chief meeting place

of the industry, the American Petroleum Institute

(API), which had been described in 1934 by Clarence

The Seven Sisters9 shares of world crude on production—1972

Ifobtfte %<f IbMUA tSSS ***«* %* ZSSr **•"*•
fal/A toidUA B*fi& *JSLf in oil OPEC ktdOPBC ^T^L (fxdudUtg

tOmum P+*m WjJ JSL (7fc*.W ***• **£*• fifi^pe*

ft) g fa) (4) (5) («) (7) (8)

Bxxon 2,"4 9.9 3.527 X2.9 4.050 15^ 6,145 14.7

Texaco 916 8.1 3,155 XX.O 2,674 X0.O 4.02X SM*
Socal .528 4.7 3,155 81.0 2,6X4 9.8 3.323 7.9
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Mobil 457 4*1 I.I78 6.0 M77 5-S 2,399 5.7
BP — — 3.90J 20.0 4.506 X6.9 4.659 XX.I
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Total •4,39* 39-1 14.165 77.6 20,607 77.x 29.367 70.0

"Takes noo cosoftBfmul Fcporm
QExdnAa Bahrain.

Secret: Mnlrmtrinnri Hearing: 1974. Part 4. p. 6t>

Speech to API: Houston, 1972.
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Darrow as "the switchboard for the controlling com-
panies," was now muddled with crossed lines; it re-

corded all the discords between the majors and the

independents, disunited in their attitudes to foreign oil.

It was true that the relationship between the majors

in their production abroad was sufficiently close to reg-

ulate with great subtlety the supplies of oil in ten

nations: they moved in parallel, watching each other

anxiously in their common preoccupation to avoid an

uncontrolled glut. But the cozy arrangements were

already being disturbed by the rude invasions of the

independents, and it was hard to define them legally

as amounting to a conspiracy. In the words of one re-

cent radical study of oil interests:

These relationships are not perfected in a group of cigar-

smoking individuals conniving in unison in a smoke-filled

backroom. If any arrangements exist, this study has no
knowledge of them. Rather, it is joint agreement reached

by gentlemen who think alike, business leaders whose pro-

tection of and concern for one another makes an instinct

for self-survival, people and institutions who thrive on
reciprocal favors, men of substance interested in the pres-

ervation of wealth and power, and deft operators whose
very least operational techniques would be to pursue an
objective frontally with full disclosure.1

While the companies had no obvious get-togethers,

and while many of the independents—like Getty and
Hunt—had never actually met each other, they shared
the incentives and interests of the self-contained world
of "oildom"—a kingdom which had extended far

abroad since the days of Rockefeller, but which
seemed paradoxically to be more self-contained as it

was more scattered. For the more oilmen traveled, the

more they were caught in each other's company in

desert outposts where oil was the chief common sub-

ject. The consortia of companies in the Middle East
provided a legitimate meeting ground between the com-
panies, particularly the Iranian consortium, which

^The American Oil Industry: the Marine Engineers Beneficial Associa-
tion, New York, 1973, p. 120.
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included all seven and several independents, which

had its meetings in London. London—a traditional

haven from antitrust—was in many respects the capital

of the international industry: oilmen could move easily

from the Riveroaks Club in Houston to the River

Club in New York to Les Ambassadeurs in London.
There were many Anglo-American intermarriages, like

the Pages or the Strathalmonds, and the world of oil

was still—with only a few exceptions like Tavoulareas

of Mobil—emphatically WASP. There were still very

few Jews in the business, even in Shell, which was
founded by a Jew; and the old WASP tradition had
been reinforced by new pressures from the Arab
states—particularly on Aramco, whose New York of-

fice excluded Jewish employees.

The common interests of the oilmen had been bound
together by a network of communications, banks and
accountants specializing in the arcane science of oil

accounting and taxation. The Morgan Guaranty Bank
provided underwriting for most of the sisters—Exxon,
Mobil, Shell Oil and Texaco—while the Chase Man-
hattan and the First National City provided much of

their international services. The chairman of the

Chase, David Rockefeller, has been the subject of great

curiosity in the oil business, as the grandson most
actively involved in finance. He does not sit on the

board of any Standard Oil company, but he and his

family still have holdings in all the Standard sisters;

and Rockefeller himself has close contacts with the

Middle East, which he visits frequently. The figure of

John McCloy stands at the crossroads of several dif-

ferent Rockefeller worlds—the oil companies, the

Chase Manhattan and the personal interests of the

Rockefeller brothers represented by his law firm. All

oil companies have interlocking directorships with

banks and investment houses, and the great oil founda-
tions bequeathed by the founders of the industry have
linked the prosperity of the companies to the world of

philanthropy. In 1971 the Rockefeller Foundation
and the Rockefeller Brothers Fund together owned
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$250 million in Mobil; three Mellon foundations be-

tween them owned shares worth $435 million in Gulf.1

Since tax avoidance is the critical element in the oil

companies' financial power, the role of the accountants

has been specially critical. The firm of Price Water-

house, who vetted the members of the Iranian con-

sortium in 1954, has for long been the special favorite

of the majors. In 1971 they were accountants in the

U.S. for four of the majors: Exxon, Socal, Gulf, and
Shell. The oil accounting systems are intricate enough
thoroughly to confuse any layman. When Price Water-

house in 1973 produced a survey of the accounting

practices in thirty oil companies it revealed such a va-

riety that (in the words of Les Aspin, the Democratic

congressman from Wisconsin) "no serious students of

business economics could adequately compare the rela-

tive financial positions of any two of the thirty corpora-

tions."

The tax avoidance of the companies was their most
striking common achievement. These were the figures

for their federal tax payments inside the United States

for 1971:

U.S. taxes paid by flie American sisters

Company

1972 1962--1971

Net income
before taxes

($ billions)

7o paid
tn VS.
taxes

Net income
before taxes

($ billions)

% paid
tn US.
taxes

Exxon
Texaco
MobU
Gull
Socal

3.700
1.376
1.344
1.009
0.941

63
1.7

1.3

1.2

2.05

19.653
8.702
6.388
7.856
5.186

7.3

2.6
6.1

4.7

2.7

Source: Multinational Hearings 1974, Part 4, p. 104,

In avoiding taxation the oil lobby was certainly suc-

cessful, both in America and in Britain—perhaps too

successful, for the public indignation in both capitals

when the details came to light was furious. But in the

1See The American Oil Industry, 1973, p. 106.
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field of foreign policy, as the events of the next chap-

ters will show, their success was much less marked
—most particularly on the Arab-Israel question. In

Britain, it was true, the oil companies were well pleased

by the emergence in 1970 of the "Harrogate Speech,"

in which the Conservative Foreign Secretary, Sir Alec
Douglas-Home, moved away from total commitment to

Israel. But the speech had originated inside the For-
eign Office—where it had been lying around in draft

for a year before—rather than in the boardrooms of

Shell or BP. And in Washington the oil companies,

while trying hard to change U.S. foreign policy, were
faced with a heavy disappointment; most of all after the

inauguration of President Nixon in 1969.

Nixon had always been regarded as a likely friend of

the oil companies, with his Californian base and his

Texan allies. The "slush fund" of $18,000, whose ex-

posure in 1956 nearly wrecked his vice-presidentM

campaign, included much oil money, including some
from Herbert Hoover Junior. In the 1968 campaign he
again promised to defend the oil depletion allowance,

and was once more heavily backed by big oil, including

$60,000 from Robert Anderson of Arco and a dis-

closed contribution of $215,000 from the Mellons. But
soon after his election, Nixon agreed to the reduction

of the depletion allowance from 27V£ to 22 percent (a

change which affected the smaller companies rather

than the majors, whose real tax advantage came from
the foreign tax credits). In foreign policy, Nixon was
no more obliging. After his election a delegation of

oilmen called on him to explain the need to placate the

Arabs. This included Rawleigh Warner of Mobil, Rob-
ert Anderson of Arco, John McCloy and David
Rockefeller. Nixon, who was accompanied by Henry
Kissinger, was very sympathetic, and explained that

one group to which he was not indebted for his election

was the Jewish vote. But a few days later, as Warner
later complained, United States policy was back where
it had been before. The lobby, then and later, was
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singularly ineffective on Middle East policy: 'Sve could

always get a hearing, but we felt we might just as well

be talking to that wall."1

But the companies continued to contribute generous-

ly to the Republican party, and President Nixon's fund

raisers, Maurice Stans and Herbert Kalmbach, leaned

heavily on them to help finance the notorious 1972
campaign. Four of the sisters contributed substantially,

mostly through individuals. Officials of Exxon gave

$217,747 led by the chairman, Ken Jamieson ($2,500),
the president, Jim Garvin ($3,200) and the head of

their Greek affiliate, Thomas Pappas ("the Greek bear-

ing gifts") ($101,672); while the Rockefeller family

gave $268,000. Socal gave $163,000, led by their

chairman, Otto Miller ($50,000), and including

$12,000 from John McCone. Mobil gave only

$4,300, and Texaco (whether through caution or mean-
ness) apparently gave nothing. By far the biggest con-

tributor was Gulf, whose offerings included a million

dollars given clandestinely by Richard Mellon Scaife, a

major Gulf shareholder with his own political ambi-

tions; and at least $100,000 which was produced
through the Bahamas subsidiary of Gulf by the chief

lobbyist of the company, Claude Wild. The eventual

discovery of these illegal gifts, and of others, was to

bring back all the old public suspicions of the corrup-

tions of oil money.2

But these generous gifts, as we will soon see, did the

oilmen little good on the central question of foreign

policy in the Middle East. When they came to seek se-

rious help from the administration, whether over Lib-

yan oil or over Saudi Arabia, the oil money could not

offset the old distrust of the companies, or the reluc-

tance of governments to involve themselves.

The global scope of the oil money, however, was not

iRawleigh Warner: Interview with author, September 1974.

*See Congressman Aspin's figures in Congressional Record, January
23-24, 1974. Also testimony of Claude C. Wild to the Ervin Committee,
November 14, 1973.
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to emerge until 1975, when the Securities and Ex-
change Commission began investigating political

contributions. In April 1975 Gulf were eventually

compelled to admit, in their 1975 proxy statement,

that between 1960 and 1973 "approximately $10.3
million of corporate funds were used in the United
States and abroad for such purposes, some of which
may be considered unlawful." Soon a succession of

countries—Venezuela, Bolivia, Peru, Ecuador—de-

manded to know whether their politicians had been
bribed, and Peru even expropriated Gulfs properties.

Eventually the chairman of Gulf, Robert Dorsey, had to

confess to having paid bribes of $4 million from 1966
onward to the ruling party in South Korea; and to

having given another $350,000, together with a heli-

copter, to the late General Barrientos in Bolivia. The
limelight then shifted to Exxon, whose chairman, Ken
Jamieson, had to admit in May 1975 that his company
had made political contributions in Canada and Italy;

and a new uproar ensued.

What was disturbing was not just the huge bribes

themselves; but the fact that they could for so long, and
so effectively, have been buried within the company
accounts. The ability of a giant corporation, in spite of

its auditors, thousands of shareholders and elaborate

controls, to conceal such huge sums through under-

ground routes, spotlighted the fact that the big oil com-
panies were, in both the technical and general sense,

unaccountable.
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Libyan Ultimatum

It seems that it is only in the United States that an

almost masochistic attack on the position of its own
oil companies persists,

John J. McCloy, 1974

It was not in the established oil countries of the Per-

sian Gulf that the sisters faced their first critical show-
down, but in Libya, the upstart oil producer on the

edge of the Arab world in North Africa. For Libya

broke up the ranks on both sides. It had let in the in-

dependents to challenge the sisters; and it was aloof

from the cautious attitudes of the rest of OPEC. It was
the outsider at both ends and by ignoring the rules it

changed them.

Since the Libyan oil began to flow in the early six-

ties, it had a fatal fascination for the West, particularly

Europe. By 1969 Libya was supplying a quarter of

Western Europe's oil. It was of hij^h quality, with little

sulfur, which became more important as the West wor-
ried more about pollution: and it was very close to

Europe, on the right side of the Suez Canal. That be-

came more significant after the canal was closed in the

1967 war, and still more so after May 1970 when the

"Tapline" from Saudi Arabia was again breached in

Syria, and then carefully not repaired. The closeness of

Libyan oil was now still more desirable, and there was
no alternative so attractive: Nigeria, two thousand

miles farther south, was being rapidly developed as a

248
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"safe" new source of oil, but by the middle of 1970
Nigeria was being rent by the Biafra war, and supplies

had stopped. Libyan oil was not only the closest, but

the cheapest, for the companies made no special al-

lowance to Libya for the cheap transport. Exxon ar-

gued that if they paid more because the Suez Canal
was closed, they would not be able to reduce the price

when it was open again. But many oil experts reckoned

that the Libyans were being screwed, and that it was
only a matter of time before they realized it.

The rush of Libyan oil, like all sudden oil bonan-
zas, brought with it great dangers to the big companies.

In the first place it threatened, as we have seen, to

disturb their delicate balancing act, and to cause bitter

resentment with the older producers, particularly Iran

and Saudi Arabia. The problem was well put by the

International Petroleum Encyclopedia, for 1970 (p.

36):

It's not hard to see why, as increasing amounts of African
oil threaten to grab off even larger chunks of their prime
market target (Europe), the Mideast nations become upset.

Their very way of life is being threatened—a way of life

they are just becoming used to and one which they don't

want to lose. The interests of the producing and the con-
suming countries are at once the same and exactly the

opposite. The role the large international oil companies
play as a buffer element between the two is essential to

both. It's a role that, if eliminated would throw the two
forces face to face and spell disaster for the entire indus-

try. This then is the reason for the "three-party" system
which is of benefit to alL

The dependence on Libyan oil was also more directly

dangerous to Europe, for the Libyans could threaten to

cut it off to extract better terms; and some experts in

the State Department in the late sixties were seriously

concerned. There was even a proposal for consumer
governments to collaborate in an international treaty

to safeguard oil supplies. But the governments were at

odds, and the companies were complacent, too busy
making money out of Libya.
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Libya had also become a bitter battleground be-

tween the majors and the independents. From the be-

ginning, as we have seen, the Libyans were determined

to bring in the outsiders, to speed up exploration. "We
wanted to discover oil quickly," explained the former

Petroleum Minister, Fuad Kabazi: "this is why we
preferred independents in the first stage, because they

had very little interests in the Eastern Hemisphere out-

side Libya."1 It was true that Exxon once again led the

field, producting 750,000 barrels a day from Libya by
1970; but the independents were producing half the oil

from Libya, and they had no interest in restricting pro-

duction or in playing the balancing game. Exxon and
the other sisters were alarmed by their reckless expan-

sion, and exasperated because the independents, as they

saw it, enjoyed a tax advantage; for the independents

paid taxes on the basis of the market price of the oil

they sold, while the majors had to pay on the higher

posted price. They saw their chance to damage the in-

dependents by using OPEC against them—an inge-

nious but dangerous game. After OPEC in 1963 had
demanded that royalties be included in their "expenses,"

the majors offered the same terms to Libya (who had
just joined OPEC) provided all companies were taxed

in the same way. The independents fought back bit-

terly, arguing that they were not involved with OPEC,
and could not afford higher taxes. But the new petro-

leum law was duly passed in 1965, and the indepen-

dents never forgave the majors.

Then, in the round of concessions in 1966, there

arrived in Libya the most wily and independent of all

the independents, the unique phenomenon of Dr.

Armand Hammer. This extraordinary old walnut of a
man had a combination of imagination and ruthlessness

that made him in some ways more disrupting to the

sisters than Getty or Mattei; and his whole career had
been based on defying convention. He had made his

first fortune in Russia after the Revolution and built up

Multinational Report, 1975, p. 98.
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a fabulous collection of czarist treasures, the first of

several art collections. His first experience of oil was in

trying to acquire Russian oil for Germany in the

twenties, when Exxon and Shell were battling for "sto-

len oil,"1 and he was thus no great respecter of the

sisters. He had come back into oil in 1956, by buying

up a sleepy West Coast company called Occidental

(or "Oxy"), and he was now determined to join in the

Libyan bonanza.

He made a bid of exceptional generosity, offering

an agricultural development project and a joint am-
monia plant; and he wrapped up his bid in red-green-

and-black ribbon, the Libyan colors. He also—accord-

ing to evidence in a subsequent lawsuit—recruited a

team of entrepreneurs to help him get the bid. He got

his concession, and was soon sensationally successful in

his discoveries, becoming for a short time the biggest

producer in Libya. The advent of Hammer, whose oil

was soon flooding across Europe, still further exasper-

ated the majors, particularly Exxon. As the American
ambassador, David Newsome, put it later, with mar-
velous understatement, "I think it is safe to say that

the advent of Occidental on the scene was not warmly
welcomed by all of the other companies."2 It was not

just that Hammer was adding to the glut; Exxon also

knew that Hammer was far more vulnerable to pres-

sure from the Libyans. For him, Libyan oil was his

lifeblood.

So long as King Idris was in power in Libya with
his corrupt regime, the oil companies were not seriously

threatened. The King complained about the low price

of oil, but the warning of Mossadeq was still in the

background. Everything was changed on September
1, 1969, when Idris was deposed by a band of young
army officers, led by Colonel Muamer Qadaffi. They
were determined to use oil as an ideological weapon
against Israel and to make the West pay for it They

iArmand Hammer: The Quest of the Romanoff Treasure, New York,
1936, p. 143. (The title has little connection with the subject matter.)
Multinational Report 1975, p. 99.
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knew the workings of the oil business: the first prime
minister, Dr. Suleiman Maghrabi, had taken his doc-

torate at George Washington University, had worked
briefly as a lawyer for Exxon, and was later jailed in

1967 for organizing an oil workers' strike. The new
government had no doubt that Libya had been cheated

by the oil companies. The "wild men of Libya" saw
oil in the simplest terms, with none of the sophistica-

tion of the Shah or Yamani, but with a directness which
was to dispel the mystique of the sisters, and revive

the whole confidence of OPEC.
Colonel Qadaffi quickly confronted the oil com-

panies; he told the twenty-one companies that unless

they agreed to raise prices he would take unilateral

action. To show they meant business, the new regime

soon made contact with Moscow, to discuss eastern

markets for their oil; and they also began talking to the

oil companies—separately, picking them off one by
one. They began by talking to Exxon and Oxy. They
demanded an extra forty cents a barrel, which was not

exorbitant in view of the quality and accessibility of

Libyan oil compared to the Persian Gulf. And they re-

ceived some support from an unlikely quarter, the

State Department.

There the oil expert was Jim Akins, a forthright

Arabist who was increasingly worried by the prospect

of an energy crisis, and will play an important part in

the subsequent story. He was a formidable advocate, a
tall erect Quaker with uncompromising principles; but

he was regarded by many diplomats as being too com-
mitted an Arabophile. He was now convinced that the

companies must try to come to terms with the Libyan
revolutionaries; he talked to the sisters, including Ex-
xon, Texaco and Mobil, and also, through the British

embassy, with BP, advising them all that the Libyan
demands were fair.1 But the big companies, led by Ex-
xon, were adamant: they would not pay more than

Multinational Hearings: Part 5, p. 6.
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five cents extra. Many oilmen reckoned that Exxon
were being excessively hard-nosed, and that settling

now would save trouble later. But Exxon were in a

tooth-and-claw mood, and their major interests were

anyway outside Libya.

Qadaffi lost no time in reprisals. He struck not at

Exxon but at the newcomer, Oxy, which he well knew
was totally dependent on Libya. In May and June

1970 he ordered Oxy to cut back production from

680,000 to 500,000 barrels a day. Officially it was for

reason of conservation—the old pretext for cutbacks

—and certainly Oxy was extracting oil at a rate which

many oilmen thought was harming the field. But the

cutbacks were obviously meant to force Oxy to pay
more, and they soon had their effect. Oxy, with their

own refineries in Europe waiting for Libyan oil, could

not get the oil anywhere else; and Oxy shares were a

"hot stock" which depended on Libya. By July, Ar-
mand Hammer was desperate, and he went to see Ken
Jamieson, the new chief executive of Exxon. It was a

historic meeting between the two opposite sides of the

oil business. Hammer told Jamieson he could not with-

stand the Libyan pressure unless he had an alternative

source of crude oil. Could Exxon help? Jamieson was
more conciliatory toward the independents than his

predecessor, Haider; but he still did not trust them. He
was prepared to promise Hammer replacement, at the

normal price for third parties. But Hammer wanted
oil at close to cost, and Jamieson could not agree.1

Thus Exxon rejected the first opportunity for a com-
mon front; it was some time before Jamieson realized

the extent of the common danger.

Dr. Hammer was thus left on his own. He himself

negotiated with the revolutionaries through August,
flying back from the sweltering heat each night to Paris

in his private plane. But he had no real leverage, for

both sides knew that he could not do without the oil.

lJamieson: interview with author, May 1974.



254 The Seven Sisters

Finally he agreed to pay thirty cents more, going up a

further two cents a year for five years, and to raise the

tax rate from 50 percent to 58 percent.

Other company men were appalled: as a Shell man
put it, "from that point on, it was either a retreat or a

rout." Two weeks later the Libyans made a similar

deal with the Oasis consortium, whose shareholders in-

cluded three independents, Continental, Marathon and
Amerada-Hess. But another of the shareholders was
Shell; and Shell, with their huge interests elsewhere,

were in no mood to give in. Their chairman since 1967
was an outspoken aristocrat, Sir David Barran, who
was a figure of stature in the oil world: he was precisely

articulate, wore a monocle and had the style of a culti-

vated country squire. He believed that, even though

Shell depended heavily on Libyan oil, they must not

give in; for that would risk undermining "the whole
nexus of relationships between producing governments,

oil company and consumer." He believed that Shell

should "at least try to stem the avalanche."1 Shell

therefore refused to sign the agreement. A week later,

on September 25, all its share of Oasis production

(150,000 barrels a day) was stopped.

In New York, the American companies were now
thoroughly alarmed, and they turned again to the mas-
ter-lawyer who had served as their legal adviser off

and on for the past decade: John Jay McCloy. After he
had told President Kennedy about the dangers of

OPEC in 1960. McCloy had warned successive at-

torneys general that the oil companies might eventually

have to act together; when in late 1970 the Seven
Sisters saw OPEC threatening them with a succession

of escalating demands, they looked naturally to Mc-
Cloy. He was now seventy-five, with a unique expe-

rience of governments and oil policy, working from his

own law firm at the top of the Chase Manhattan
skyscraper in Wall Street. He represented not only all

seven of the sisters, but nearly all the biggest indepen-

aLetter to Senator Church, 1974: Multinational Hearings.
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dents, too. Administrations, trust-busters, and chief

executives came and went, but McCloy carried on, as

the memory of the industry, and its link with each

government.

Three days after Oxy had given in to the Libyan

demands, McCloy went to Washington with the heads

of the oil companies to talk to the State Department.

They saw the Secretary of State, William Rogers,

Undersecretary Alexis Johnson and Jim Akins, the oil

expert. They agreed that the position was serious, but

reached no decision. Two weeks later the heads of the

two British oil companies, both involved in Libya,

came over to New York: Sir David Barran of Shell and
Sir Eric Drake of BP. They lunched together with the

British Foreign Secretary, Sir Alec Douglas-Home, who
was attending the United Nations, and Barran ex-

plained to him the gravity of the crisis and the danger

of an avalanche.1 They told Sir Alec that they thought

the oil companies should try to hold out, even at the

risk of losing their Libyan concessions. They reckoned
that without Libyan oil the companies should be able

to supply Europe with 85 to 90 percent of its needs for

at least six months, probably without need of ration-

ing; by that time there would probably be either a
settlement or further alternative sources. Sir Alec was
sympathetic and said he would consult his European
counterparts at the UN; but having done so later, he
reported a noticeable lack of preparedness among
them to risk any cutting off of Europe's oil. The pros-

pect of a common stand was thus already dim; for

without the governments behind them, the companies
knew their position was perilous. If the companies were
nationalized, the Europeans might well buy the "hot
oil" direct from the Libyans, and thus undermine
them: with the growth of the independents and na-
tional companies the majors were no longer in the
position to enforce a boycott, as they had been in Iran
twenty years earlier.

iBarran: interview with author, October 1974.
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Just after their lunch. Sir David and Sir Eric flew on
to Washington to attend a further meeting at the State

Department, headed by Alexis Johnson, and attended

by McCloy and the heads of the American sisters. The
British pair found it an astonishing meeting. For the

first hour, the oilmen were lectured about the problem

of Jordan and the Palestinians, with the implication

that a Middle East settlement would also settle the oil

problem. At last Barran was able to put his case, that

the seven must stand together over Libya: Shell's ex-

perience in Libya gave his argument, as he put it, "a

rather specially keen cutting edge,"1 and he even sug-

gested that the American companies should dare the

Libyans to nationalize. He was supported first by
Drake of BP, and then by the chairman of Mobil, Raw-
leigh Warner; and by Mobil's president, Bill Tavou-
lareas, now making his debut in oil diplomacy.

But it was now clear that the "terrible twins" among
the seven, Socal and Texaco, were in no mood for a

showdown: they had a joint concession in Libya which
was threatened, and they changed quickly from their

customary hawkish position to a dovish one. As for

Jamieson of Exxon, he sounded statesmanlike, holding

the balance between the doves and the hawks, with-

out giving an opinion. Some of the American oilmen

seemed infected by Sir David's boldness, and by his

assumption—so contrary to antitrust principles—that

companies and governments should work closely to-

gether. But Jim Akins, for the State Department, was
against provoking the Libyans. Akins, according to one
of the British oilmen, "was hypnotized by the Saudi

Arabians. He said that there was no question of Saudi

Arabia following Libya. I said you must be joking and
nearly walked out."

Sir David flew back to New York in the Exxon
plane, with Jamieson and McCloy, and told them his

suspicions of Socal and Texaco; he thought the game
was up. Shell stuck it out for a few weeks, but soon

iLetter to Senator Church: August 16, 1974.
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Socal and Texaco did cave in, on terms very similar to

Oxy's. Their colleagues suspected that they were not

averse to putting up the price to undermine the inde-

pendents; it was anyway Aramco they cared about, far

more than Libya. The surrender by the two sisters was

more significant than Hammer's; and the others soon

followed. Sir David and his board decided that "con-

tinued resistance, and consequent isolation, became

pointless." The Libyans had decisively won the first

round, and the companies were in visible disarray.

The demands for higher prices were now rapidly

spread beyond Libya, with the "leapfrog" effect which

the oilmen had always dreaded. The frog leaped to

Iraq, Algeria, Kuwait and Iran, which all quickly

claimed an increased tax rate of fifty-five percent. And
on December 9, 1970, the members of OPEC met in

Caracas in a mood of new militancy. As one OPEC
official later put it: 'The Libyan success was an em-
barrassment to other OPEC countries. It rendered fur-

ther silence almost impossible."1 The more radical

members saw the Libyan tactics with the technique of

the cutoff as preparing the way to new victories.

At the same time, there were now the first signs since

the formation of OPEC of a world shortage of oil.

OPEC's report saw 1970 as a turning point, with the

buyer's market turning to a seller's market. What the

moderate leaders of OPEC had failed to achieve in

ten years, the tactics of the wild revolutionaries of

Libya were apparently achieving in a few months. At
Caracas it was decided that there was now a "change of

circumstances" as a result of the market situation,

which justified revising agreements, and a new resolu-

tion was adopted, declaring 55 percent as the minimum
tax rate on profits, advocating higher posted prices, and
eliminating discounts for companies. OPEC also re-

solved on "concerted and simultaneous action," and
proposed a new round of negotiations with the com-
panies in Teheran in the New Year. But even these

}Abdul Amir Kubbah: OPEC Past and Present, Vienna, September
1974, p. 54.
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proposals were not militant enough for the Libyans,

and soon after Caracas, the frog leaped again: Libya

demanded another fifty cents a barrel, with retroactive

claims and an extra twenty-five cents for "reinvestment

requirement."

The avalanche was now rolling. But in the mean-
time some of the oilmen were trying again to form a

barrier against it. Dr. Hammer, realizing that his own
capitulation had begun the retreat, was in touch with

Sir David, to explain his predicament (it was Ham-
mer's habit to ring up his fellow oilmen from California,

unaware that he was waking them up in the middle

of the night). At the end of 1970 he asked Sir David
whether Shell would be able to help out the indepen-

dents with a "safety net" in the next showdown (as he

had asked Jamieson six months before). Sir David
wasn't sure about the legal aspects, but promised that

if the rest of the industry agreed to a plan, Shell would
join in. After observing the escalating demands from
Caracas and Tripoli, Sir David was convinced that this

was the last chance for bold action. He wrote a "New
Year Letter" to all the oil companies concerned with

Libya, proposing a meeting to discuss a joint policy

and suggesting they should all decline to deal with the

producers except on a total, global basis.

As a result, on January 11, 1971, the representa-

tives of twenty-three oil companies assembled in .New
York in the lush offices of John McCloy. All Seven

Sisters were represented, as were the leading inde-

pendents, CFP, the Japanese Arabian Oil Company,
the Belguim Petrofina and the German Elverath. The
immediate problem was the antitrust laws, on which

McCloy was expert, and he was soon able to show his

influence. In his anteroom, decorated with signed

photographs of every past President since Roosevelt,

were waiting two men from Washington. One was Jim
Akins from the State Department, the other was Dud-
ley Chapman from the antitrust division; and McCloy
explained that they would inspect any agreement and
prepare for a clearance from the Justice Department
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Over the next three days, the company executives con-

tinued meeting in New York—in McCloy's office, in

the Mobil skyscraper on 42nd Street, in the heavy

palazzo of the University Club (which, since the first

Rockefeller joined it, has been a haven for oilmen)

—

while the government men waited to refer drafts of

their agreement back to Washington.

It was the collaboration between government and
companies for which McCloy had been holding him-

self in readiness for ten years. His justification was
persuasive, for the oil companies were now up against a

more formidable potential cartel than themselves. As
he put it: "the idea that you can't confront a highly

organized cartel of sovereign states is rather silly."1 But
the collaboration marked a total reverse of the ostensi-

ble principles of antitrust. Now (as in Iran in 1954)
antitrust appeared as a luxury which could be dis-

pensed with in time of crisis. And more important, the

collaboration assumed that OPEC could only be dealt

with by confrontation. The separation of interests

which had begun in 1960 had now developed into a
full-scale clash between two armies.

THE "POISONED LETTER"

The oilmen now had two aims before the Teheran
meeting: the first was to write a joint letter to OPEC,
proclaiming their common front. The second was to

sign a "safety-net agreement" to help each other out, in

case they were again picked out one by one. The letter

was finally approved in the middle of the night in the

Mobil headquarters, and signed by the representatives

of twenty-three companies taking part. The letter

marked a remarkable reversal from the companies' first

attitude to OPEC ten years ago. Then, they were re-

fusing to recognize its existence; now, they were insist-

ing that it must be effective and binding on all its

members. In confronting each other, the two cartels

were building each other up.

*Interview with author: September 1974.
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The letter began mildly enough with the words: "We
wish to place before OPEC and its member countries

the following proposal," but it came quickly to the
point: "we have concluded that we cannot further ne-
gotiate the development of claims by member countries

of OPEC on any other basis than one which reaches a
settlement simultaneously with all producing govern-
ments."

This accomplished, the companies then discussed the

terms of the safety net, and prepared the "Libyan
Producers* agreement"—a document which was kept

secret for the following three years.1 Each party prom-
ised not to make any agreement with the Libyan
government without the assent of the others; and if the

Libyan government ordered one to cut back, all the

others would share the cutback in specified propor-

tions. John McCloy had obtained Washington's ap-

proval in the form of a temporary "business review

letter" from the head of the antitrust division, Richard
McLaren. It was not (McCloy insisted) the same as a

waiver; it was "pretty left-handed." But in effect it

guaranteed that the Justice Department would not in-

terfere with the collaboration. For McLaren, who at

this time appeared to be embarking on an antitrust cru-

sade, notably against ITT, this was a striking conces-

sion to the oil companies.

McCloy had also taken a new diplomatic initiative.

On January 15 he again went to Washington, together

with several heads of the oil companies, to visit the

Secretary of State, William Rogers, on the eighth floor

of the State Department. The other diplomats present

included Alexis Johnson, Jim Akins and Jack Irwin,2

a former lawyer with Sullivan and Cromwell, who had
just joined the department. McCloy explained that, in

addition to the message to OPEC and the safety-net

agreement, "it would be wise if the government could

aIt was only eventually released under strong protest from the State
Department: see Multinational Hearings: Part 5, p. 100.

aNow U.S. ambassador in Paris.
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enter into this thing and get the heads of the countries

involved to moderate their demands."

The oilmen suggested that the State Department

might send a diplomat to the Middle East. Secretary

Rogers asked who, and someone suggested Jack Irwin.1

Rogers discussed it with President Nixon the same day,

who then gave a personal message through Irwin to the

Shah of Iran, the King of Saudi Arabia and the Sheikh

of Kuwait, expressing his interest in the Persian Gulf

and his concern about oil supplies. The very next day
Irwin flew out to the Middle East: "My mission," as he
explained it, "was to stress to the leaders of the

countries the concern the United States would feel if

oil production were cut or halted."

In the meantime the companies' letter to OPEC
members had rapid repercussions. In Libya, the rep-

resentatives of the two most threatened independents,

Oxy and Bunker Hunt, had stormy interviews with the

oil minister, who alternated threats with enticements to

break away from the other oil companies, and ha-

rangued them about the "poisoned letter" to OPEC.
But they stood firm. The Bunker Hunt representative,

Henry Schuler, was a tough-minded young Princetonian

who was convinced that the companies could outstare

the countries, and his boss Bunker was right behind

him. Schuler believed that the Libyan bravado was
bluff.2

In Iran too the reaction was explosive. The finance

minister, Dr. Amouzegar, was now in charge of oil

policy, a sophisticated and cosmopolitan diplomat, ar-

ticulate in several languages, with a disarming humor;
he had studied hydraulics at Washington University,

and had married a German wife. Dr. Amouzegar im-
mediately protested. A single negotiation, he warned,

1Irwin was under the impression that McCloy suggested him, but McCloy
denied it; in any case the idea apparently originated with the oil com-
panies. See Multinational Hearings: Part 5, pp. 147, 155, 263.

Multinational Hearings, 1974: Part 5, pp. 75-101.
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would be disastrous for the oil companies, for the other

OPEC countries could not stop the Libyans making
"crazy demands," and would then be committed to

following them. The Libyans would not join the Gulf

States, and the Gulf States could not wait. The joint

approach was a "dirty trick" which could lead to the

oil from the whole Persian Gulf being shut down.
Two days later Jack Irwin arrived in Iran, at the

beginning of his tour, and went to see the Shah, ac-

companied by the American ambassador, Douglas
MacArthur (the son of the general). The Shah re-

iterated Amouzegar's arguments. The American diplo-

mats were persuaded with remarkable speed, in view of

the strong language of the letter to OPEC which they

were supposedly supporting: McCloy suspected that

MacArthur was suffering from the ambassadors' ail-

ment of "localitis," becoming more Persian than the

Persians. MacArthur quickly recommended to Secre-

tary Rogers in Washington that the companies should

have two separate negotiations.

"beware the oil kings"

The day after this setback for the companies, the

two sides gathered in Teheran to begin bargaining.

OPEC had appointed a formidable trio, all educated in

America: Dr. Amouzegar, for Iran; Sheikh Zaki Ya-
mani, the Saudi oil minister; and Saadoun Hammadi,
the austere chairman of the Iraq National Oil Com-
pany, who had taken his Ph.D. in agricultural econom-
ics at Wisconsin University. The companies, on their

side, had chosen two chief negotiators: the first was

George Piercy, who had recently taken over from How-
ard Page as the director of Exxon concerned with the

Middle East, and who from now on was probably the

single most important figure in oil diplomacy. He had
shown himself adaptable and conciliatory in dealing

with Middle East politics, but he lacked Page's intui-

tive understanding of the Arab attitudes, and particu-

larly of Yamani; and he was still new at the job. The
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other was Lord Strathalmond, the son of the former
chairman of BP, who had just succeeded to his father's

title and was now a managing director of BP.1 The
second baron was a much more genial man than his

dour father. He had begun as a lawyer, and had made
his name in BP by arranging for the tax paid by BP in,

Kuwait to be exempted from British taxation. He kept

racehorses, enjoyed night life, had a house in Tobago
and an American wife. He was on excellent terms with

both sides; he enjoyed arguing over gin and caviar with

Amouzegar till two in the morning, and he got on
very well with "Groucho," as he called the Kuwaiti oil

minister, Atiqi. But he was not the intellectual equal of

his opponents, and he freely admitted that Amouzegar
had a far finer brain.2 Some of the Iranians were
understandably confused by his arrival, since they as-

sociated his name with their bitter negotiations fifteen

years before.

They arrived in Teheran at short notice in some con-

fusion, of which the details, as recorded in the cables,

have recently been painfully revealed.3 Piercy, having

helped to prepare the letter to OPEC, was surprised by
Ambassador MacArthur's recommendation, and he

cabled back to New York that it would violate the

companies' letter.4 He soon realized that the diplomats

had undermined the companies' strategy, and the next

day the two negotiators cabled to headquarters: "it was
perfectly clear that Dr. Amouzegar believes he and his

imperial Majesty have convinced American govern-

ment in recent discussions of the correctness of their

position on a Gulf negotiation coming first, with the

result that our negotiating stand on the procedure to

be adopted is by no means an easy one."

The State Department had already hindered rather

than helped the companies ("We weren't too im-

*He was to be appointed as a director of Burmah Oil in 1975 to help
rescue the company after it had asked for government aid.

2BP Shield, 1974.

*See McCloy's testimony in Multinational Hearings: Part 5, p. 62-73.

*See cables reproduced in Multinational Hearings, 1974: Part 6, pp. 60-
65.
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pressed," said McCloy), who now had the worst of two
worlds. Their common front had first provoked OPEC
and then broken in two. In the muddle the Shah was
soon able to drive a wedge between the companies and
the government, and gave the oil companies a two-day
deadline to abandon their global approach. Piercy tried

to enlist the support of Yamani, explaining that they

had a mutual problem over Libya's preposterous de-

mands, which were not in anyone's interests. Yamani
was sympathetic, but said that OPEC could not control

the Libyans, and he warned Piercy significantly:

"George, you know the supply situation better than I.

You know you cannot take a shutdown."

Yamani also confirmed to Piercy a rumor that he
had already heard: that at the OPEC conference at

Caracas, six weeks before, there had been a plan to

enforce a world oil embargo to strengthen their de-

mands, which (said Yamani) had the blessing of both

the Shah and King Faisal. Piercy said the companies

were astounded, and warned Yamani about the effects

of an embargo, and "what it will do to the prestige of

these producing countries." But Yamani explained—as

he was to explain many times later
—

"I don't think you
realize the problem in OPEC. I must go along."1

Strathalmond and Piercy cabled in bewilderment

now hoping that OPEC, their old enemy, would hold

together: "It is not easy to advise what should be done.

If we commence with Gulf negotiations, we must have

very firm assurances that stupidities in the Mediter-

ranean will not be reflected here. On the other hand, if

we stick firm on the global approach, we cannot but

think . . . that there will be a complete muddle for

many months to come. Somehow we feel the former

will in the end be inevitable."

In New York, in the meantime, the "chiefs" of the

companies were assembling daily, usually in the Mobil

offices by Grand Central Station, still hoping that a

common front could hold together. With them periodi-

iMultinational Hearings: Part 6, p. 71.
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cally was John McCloy, now playing a double role,

being both the companies' lawyer and the agent of the
Justice Department to "monitor" the discussions to

make sure that they did not connive beyond their

agreement.

At the same time in London senior executives were
assembling for the new committee formed as a result of

the joint agreement, called the London Policy Group,
or LPG. They met at the new skyscraper of BP, Bri-

tannic House, and American oilmen were struck by the

smooth organization; it was like a peace conference of

diplomats. Through the thickly carpeted foyer with its

models of tankers, past an anteroom full of refresh-

ments and handouts, they entered the great BP con-

ference room in the basement with a row of fifty black

leather chairs facing the tables with another row of

chairs behind for advisers.

It was a gathering of oilmen unique in the history of

the industry.1 At the head was the veteran Joe Addi-
son, the chairman, just retiring as head of the Iranian

Oil Participants, with beside him Bill Jackson from
McCloy's office. On the right were the American com-
panies, headed by Exxon, Mobil and Texaco, going

down to Occidental at the end. On the left was Shell,

followed by BP, Marathon, Gelsenburg, Hispanoil and
CFP. BP and Shell, untroubled by past memories of

antitrust, dominated the meetings with their quiet as-

surance and copious information; when for instance

the Americans were worried that OPEC might be plan-

ning changes in their currency demands, Shell were
able to reassure them that their men had been watching

the OPEC offices in Vienna: no monetary experts had
come in, and no OPEC economists had gone out. There

were no diplomats present, but Jim Akins was in Lon-
don and kept himself informed.

The assembly included some of the best brains in the

oil business—Tavoulareas of Mobil, far more incisive

than his American colleagues; Jean Duroc Danner, the

*I am indebted to an eyewitness for the following description.
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brilliant director of CFP; David Steel, the lawyer who
was heir-apparent of BP. George Piercy of Exxon ar-

rived with a retinue of experts worthy of a summit
conference. Laurence Folmar of Texaco lived up to

his company's dogged reputation. The frictions be-

tween the majors, and between them and the indepen-

dents, were very soon evident, and the independents

quickly showed their anxiety. "Smokey" Shafer of Con-
tinental veered between industrial statesmanship and
preoccupation with his company's dependence on Lib-

ya. George Williamson, the brash young representa-

tive of Oxy, faithfully reflected the toughness of Dr.

Hammer. It was very clear that the companies did not

altogether trust each other, with some reason. In later

London meetings the mood was not improved by the

discovery that the Libyan ministers, Jalloud and Mab-
ruk, appeared to have full knowledge of the terms of

reference of the company negotiators. Someone in the

room, it seemed, had been leaking.

For three weeks confused cables passed between the

four bases (Teheran, London, New York, later Tripo-

li) and executives flew across the Atlantic and the

Mediterranean. But the cross-purposes became still

more apparent. At the first London meeting, the oil

companies had already backed down from their global

approach without actually admitting it.
1 The indepen-

dents, led by Schuler of Bunker Hunt, protested at the

climb-down, but did not use their veto. The meeting

concluded that "we would not exclude that separate

(but necessarily connected) discussions could be held

initially with groups comprising fewer than all OPEC
members." But the phrase "necessarily connected," as

Schuler complained, was a moving target; "it kept

changing its significance as we encountered one round

of resistance after another."2

*It has never been the Intention that the individual negotiations of the
several companies with the several governments [said the agenda for
January 20 in stately prose] should be carried out to the last detail by a
central, and therefore monstrous, overall negotiation (though this was the
Implication of their letter to OPEC).

^Multinational Hearings: Part 5, p. 132.
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The London Policy Group now drafted a new letter

to OPEC, including the possibility of separate-but-

necessarily-connected discussions, and cabled it to

Strathalmond and Piercy, in Teheran. Dr. Amouzegar
described it as a "poor lawyers' effort," and Strathal-

mond was inclined to agree. Amouzegar insisted that

the companies must start negotiating immediately with

the Gulf countries.

Piercy flew back to New York, Strathalmond flew

to London, and the two sides exchanged intercontinen-

tal missiles. In Teheran the Shah, now in his element,

gave a press conference for two and a half hours at-

tacking the oil companies for enlisting the support of

their governments—"a precise example of what is

called economic imperialism." He threatened to remove
the companies altogether: "the conditions of the year

1951 do not exist anymore. No one in Iran is cuddled

under a blanket or has shut himself in a barricaded

room." But he also gave his fellow members of OPEC
a pregnant warning: "if the oil-producing countries

suffer even the smallest defeat, that would be the end
of OPEC. And then, nations will not dare to gather

together and to rise against these giants." He recalled

how he had once been told: "Beware the Oil Kings and
what they might do." But now, he made clear, the

companies had lost their old power.

In New York, McCloy was worried by the apparent

retreat. He took a tougher line than any of his clients,

and while they explained to him that it was their money
that was at stake, he insisted that if the producing

governments held together, the companies must hold

together too.1 Moreover the antitrust chief, McLaren,
warned McCloy that his antitrust clearance only ref-

lated to the original message to OPEC, insisting on a

single negotiation. In the meantime the U.S. govern-

ment conceived a special meeting of OECD in Paris

where the consuming nations made clear that they were

in no mood to resist higher prices.

ilnterview with author.
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But the oilmen were now alarmed that the Gulf
countries might take unilateral action, and they clung

to the hope of "separate-but-necessarily-connected."

They took refuge in a new notion, that the Gulf
settlement could be a "hinge" for a settlement in Libya,

with no leapfrogging between them. So they agreed to

split into two teams: one to stay in Teheran, led by
Strathalmond, to treat with the Gulf states; the other,

led by George Piercy, to go to Tripoli to negotiate with

the Mediterranean states, led by Libya.

In Teheran on January 28, Strathalmond at last

began the formal negotiations; the Gulf countries had
now set a five-day deadline. Strathalmond proposed
the companies' offer, including an increase in the posted

price of $0.15 per barrel, and allowances for inflation:

Dr. Amouzegar demanded an extra $0.54 a barrel, and
a much higher inflation factor. The producing countries

threatened a worldwide shutdown and the Libyans

refused to negotiate in Tripoli until the Teheran terms

were agreed. The team returned to London to consult.

The London Policy Group now discussed enlisting

their governments' support; but having consulted with

the "chiefs" in New York, they decided instead to put

their faith in assurances from OPEC. Henry Schuler

was horrified by the retreat, and at a dinner on January

30 he argued his case hotly, backed up by his col-

league, Norman Rooney, who burst out: "You're sell-

ing us down the river!" Next day he even talked on
the telephone to the chiefs in New York, at the invita-

tion of Jamieson of Exxon, and protested that the re-

treat would destroy the companies' credibility on all

sides. But only the German Gelsenburg supported

him1
; and reluctantly he gave in, while putting his

opinion on record. As he put it later: "the OPEC
countries were confident of their ability to face down
the oil companies . . . and the companies had reverted

to an attitude of narrow self-interest."

The companies' ineffectual contacts with govern-

1Multinational Hearings: Part 5, p. 135.
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ments now provided useful ammunition for OPEC. On
January 30 the LPG gave details of proposed terms, in

a cable sent through the Foreign Office in London to

the British embassy in Teheran, which thus routinely

carried the signature of Sir Alec Douglas-Home. But a
public-relations man left a copy of it on a table, and the

text appeared in full in the Teheran morning papers,

to the intense embarrassment of the companies. Sir

Alec's signature was removed, but Dr. Amouzegar
made the most of it in private, commenting that if the

censorship were removed, it would become clear that

the British government was running the negotiations.

The deadline expired on February 2, and negotia-

tions were broken off. OPEC then held its own con-

ference, ending with a menacing resolution that each

country would legislate new terms if the companies
did not accept by February 15, and would embargo
any country which did not accept the terms. The com-
panies faced a simple choice: settle, or be settled.

But the majors were desperate to avoid unilateral

action, or nationalization. The team returned to Tehe-
ran, where the Shah was now less menacing, but still

firm: "all the oil-producing countries know that they

are cheated," he told the BBC, "otherwise you would
not have the common front ... the all-powerful six or

seven sisters have got to open their eyes, and see that

they're living in 1971, and not in 1948 or 1949."

On St. Valentine's Day, February 14, a day en-

graved in the memory of the oil industry, the Teheran
agreement was signed. It allowed for an extra $0.30 on
the posted price, escalating to $0.50 by 1975: a minus-
cule increase compared to what happened later, but

regarded at the time as almost ruinous. The Shah
pledged that there would be no leapfrogging, but the

agreement specifically excluded any commitment to oil

prices in the Mediterranean. The "hinge" was either

broken or, worse still, the door might now swing back
again the wrong way.

McCloy insisted that it was a kind of victory, justify-

ing the combined action. He told McLaren in a long
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letter in July: 'Svhile the cost of settlement was extreme-

ly high, the companies by virtue of their common
stand were able to resist the joint threats of OPEC . .

."

But many of the oilmen believed that the balance had
now turned. The Oil Kings were no longer the com-
panies, but the countries.

THE HOUSE OF CARDS

Four days after the Teheran agreement, talks began
in Tripoli. The Libyans were determined not to face

the companies en bloc. George Piercy of Exxon had
arrived three weeks earlier to lead the companies' team,

but the Libyans ignored him, and were determined to

deal with the companies one by one. The Libyans were

backed up by all the Mediterranean oil countries,

Algeria, Iraq, and Saudi Arabia, who soon threatened

a Mediterranean embargo if the companies did not

agree with Libya's terms. Two of the countries, Iraq

and Saudi Arabia, were also Gulf producers: the

Saudis, who had earlier been friendly to the companies,

were now worried by the danger of their pipeline

being blown up by Palestinian guerrillas if they did not

join the embargo. The enmity to Israel was adding to

the unity.

The Libyan team was headed by the fiery Major
Abdul Salaam Jalloud, translated by the veteran diplo-

mat, Ah Mabruk. The Libyans, they pointed out, had
survived for 5,000 years without oU, and could quite

well do without it, but the companies couldn't. They
invited the company representatives, one by one, to

negotiate, which meant long waiting followed by in-

sults and speechmaking. When the representatives of

Socal and Texaco came to see them with their offers,

they looked at them and then threw them to the floor:

the oilmen meekly picked them up—a symbolic obei-

sance from the terrible twins. There was now a visible

divergence between the majors, whose main interest

was outside Libya, and the independents who desper-

ately needed to keep their Libyan oil cheap. Many
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independents suspected that the majors would not be
too worried to see them suffer.

By March 1971 the companies agreed on a figure of

$3.30 per barrel for the Libyan posted price—an in-

crease of 76 cents, together with other fringe benefits.

The Mediterranean oil ministers insisted on $3.75, and
threatened to cut off all supplies. OPEC made a dis-

play of solidarity: the Syrian deputy prime minister

flew to Tripoli, Nigeria said it would join OPEC, and
eventually Yamani of Saudi Arabia flew into Libya.

The Libyan ministers, Jalloud and Mabruk, at last

asked the German representative of Gelsenburg, Enno
Schubert, to negotiate on behalf of all the companies,

presumably expecting that a German would feel

specially dependent on Libya. Schubert asked to be
joined by the Mobil man, Andrew Ensor, a patient ex-

diplomat with a long experience of oil policies. The two
of them spent seven hours with the two Libyans in a

marathon haggle, with Ensor entering into the spirit of

the game, until finally they narrowed down to two
cents, in a classic dialogue:

Mabruk: The Major [Jalloud] really appreciates your put-

ting your cards on the table.

Ensor: That's where they are, all right. It's most frustrating

to be only two cents apart—one permanent, one temporary.
Jalloud: Well, I will move to my final final final. I may be
killed but I will make both cents temporary.
Ensor: [after further pause] Major, you have been extra-

ordinarily accommodating. You know our situation. We are
already \Vi cents beyond what we have. All the same, you
have been so helpful that we must make one last effort

to close the gap. If you can, here and now split the dif-

ference at $3.29 we will. I can only get fired once. If I
would have been fired at 1.5 cents, I might as well risk

that for 2.5 cents.

Jalloud: You have been very frank. I will be, too. I ab- ]

solutely cannot go below $3.30. I told the Revolutionary
Council we would get $3.45 but I can persuade them it is

necessary to go below that, but absolutely not below
$3.30. You must understand this is psychological. $3.29
sounds much lower than $3.30. So, I appreciate your offer
but I cannot accept it. I would be killed.

Ensor: That is too bad, but I do understand. I must with-
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draw the offer and we remain 2 cents apart on temporary.

If you could agree to a recess of an hour or so, we would
recommend it We shall tell them how hard you have tried

to accommodate us and we should hope to come back
with the two cents.

Jalloud: Very well. To go lower would be prison, at least

for me • • •

They adjourned for food, then went on till one in the

morning. They agreed on the posted price of $3.30,

with premiums bringing it up to $3.45.

On April 2, six weeks after the Teheran agreement,

the Libyan government signed the five-year Tripoli

agreement with the fifteen companies: agreements with

Nigeria, Iraq and Saudi Arabia (characteristically the

last) followed in the subsequent weeks.

The two agreements in Teheran and Tripoli were
meant to hold good for five years, until 1976. They
survived for two years, but their weakness was ap-

parent from the start. The Shah was furious when he
heard the Libyan terms, realizing that he, too, could

have got more, and he soon obtained an extra premi-

um for port costs; the door was swinging back again

already.

The companies had revealed at Teheran and Tripoli

their fundamental weakness, that they could nojt col-

laborate either with each other, or with their govern-

ments. The collapsed common front had underlined

their disability. OPEC had called their bluff and found
a new confidence: as one Shell director put it, "they

were on the pig's back, and they knew it." Moreover,
there was now a serious possibility of world shortage,

or at least a lack of surplus capacity: the projects out-

side OPEC, in Alaska or the North Sea, were not de-

veloping fast enough to satisfy the West's hunger for

oil. As Yamani had warned Piercy, the companies
could not face a shutdown in one critical country.

The more farsighted oilmen realized that the agree-

ments were very fragile: that they were, in the phrase

of John D. Rockefeller I, "ropes of sand." As one
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delegate put it, Teheran was "a house of cards," wait-

ing to be blown down by the next high wind; and
Walter Levy, the oil consultant in New York, warned
that the oil industry was facing a "hurricane of

change." What the agreements did was to buy time, for

both companies and consumer governments to face up
to the next crisis. But almost nothing was done. The
more public-minded of the sisters, notably Shell and

Mobil, did try to warn their . governments and their

public. But most of them preferred to present them-

selves as masters of the situation. They were still play-

ing Atlas, with the world on their shoulders; but pri-

vately they suspected that it was beyond their control.1

1Some company men saw the fault as lying more seriously with Western
governments, who were now more visibly unprepared to take responsibility.

This is the comment of one of the company negotiators, on reading this
chapter:

Consuming goverments preferred to wring their hands, to acknowledge
their lack of staff qualities for this sort of negotiation, and their desire
to "keep these matters out of politics," to bicker among themselves and
to contemplate sauve qui peut initiatives against one another. The Italians,

French and Japanese on the whole saw the weakness of the companies,
and planned separate initiatives vis-a-vis OPEC; the Americans, British,
Germans and Dutch preferred to hope that the hurricane would pass
without causing much more damage.
But none of them saw what was really needed—solidarity among all

of them—to be a practical policy aim. The French were too anti-American,
the British too bemused by their debt to Pompidou, the Italians too much
foverned by Mattel's legacy of dislike for the Seven Sisters, and the
apanese too scared of the OPEC reaction for any discussion to get started

toward what was needed.
All these governments had no conception of the scale of the disaster

to which their lack of initiative and solidarity was exposing them. In this
climate, the companies had no sound alternatives; they saw themselves as
damned if they did, and damned if they didn't. Certainly, to have publicly
drawn attention to their own weakness, as some critics now say they
should have done, would not only have been against the grain (no one
readily acknowledges he is a broken reed); more important, it could only
have hastened the debacle. It would have publicly invited OPEC to drive
on further and faster.
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The Crunch

The price of an article is exactly what it wiH fetch.

Marcus Samuel of Shell, 1911

Afteh the Teheran and Tripoli agreements, for the

next two and a half years the companies were in trouble

on three separate fronts. First the producers were de-

manding part-ownership of the concessions, or "parti-

cipation." Second, there were increasing signs of an oil

shortage. Third, the Arab-Israel situation was again

heading toward conflict. The convergence of the three

was to produce the greatest crisis in the history of

world oil

PARTICIPATION

For the more radical Arabs the whole concept of oil

concessions—which had been leased to the com-
panies under quite different regimes and conditions for

very long periods—was increasingly unacceptable. The
notion that a producing country was entitled to part-

ownership of the concession—as opposed to merely

taxing it—had been enshrined as long ago as 1920, as

we have seen, in the San Remo agreement over Iraq,

and ever since ignored. In the meantime the angrier

radicals had favored the more extreme course of whole-
sale nationalization. But that drastic remedy, whether

in Mexico in 1938 or in Iran in 1951, carried the

danger of excluding the producers from the oil markets.

274



The Crunch 275

How could producers take over control, and yet re-

main part of the world market system? In the late

sixties they began to concern themselves with the idea

of gradual nationalization, under the tactful slogan of

"participation."

The chief advocate of participation was not one of

the fiery extremists from Libya or Iraq, but the man
who had been the special favorite of the oil companies,

a graduate from Harvard, from the most conservative

country of all. Sheikh Zaki Yamani of Saudi Arabia
was to be the dominant figure in the next stage of the

conflict. He had gained great confidence since he had
first become King Faisal's oil minister in 1962. His old

oil-company friends, who used to regard him as a

clever young protege, now found themselves being kept

waiting outside his huge office in Riyadh, or pursuing

him as he flitted between capitals, exercising his grow-
ing power with obvious relish. He was quicker than

most of them; with his sharp eyes, his Mephistophelean
beard and his debonair style, he was like an unbottled

genie from Arabia, impatient to take over from his

master.

Yamani had been a director of Aramco since 1962,

but his apparent involvement only made him more
aware of his exclusion from the crucial decisions. As
he put his case later, "I want to know what is going on
and I want to have a say in it. And that is what
frightens them most."1 Yamani realized the dangers of

abrupt nationalization, and the need to maintain the

orderly system of the oil companies; and in this he
was at loggerheads with his predecessor Tariki, who
was now advising other oil countries, and firmly advo-

cating nationalization. Yamani believed that the oil

producers should gradually edge their way into the

intricate world system, without disrupting it. The pro-

ducing countries could take over a share of the oil,

and could thus build up their own national oil com-
panies—Petromin in Saudi Arabia, KNPC in Kuwait,

1Leonard Mosley: Power Play, London, 1974, p. 395.
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NIOC in Iran. In other words, OPEC would not beat

the cartel, but join it.

Yamani had been interested in some form of parti-

cipation for many years, but he first boldly proclaimed

his policy in a seminar at the American University in

Beirut in June 1968. It was in the wake of the humilia-

tion of the Six-Day War, when the West was most
skeptical of Arab effectiveness and Yamani felt the

need for a militant initiative. He pointed out that many
of the newcomers to the Middle East had agreed to

various forms of partnership, and he warned the sis-

ters: "the June war, with all its psychological repercus-

sions, has made it absolutely essential for the majors

—

and not least Aramco—to follow suit if they wish to

continue operating peacefully in the area. Partnership

with the host governments is a must; any delay will be
paid for by the oil companies concerned."1 A meeting

of OPEC in the same month duly endorsed the princi-

ple in a declaratory statement, that "the government
ipay acquire a reasonable participation."

But the oil companies were very far from agreeing.

Some company men realized that their control could

not last, but the sisters could not bring themselves to

give anything up before they had to—for the profits

were still so vast that every extra day seemed worth
hanging on to. Some ammunition to the Arabs was
given in 1970 by the U.S. Department of Commerce.
It estimated that the net assets of the petroleum in-

dustry in the Middle East were $1.5 billion, yielding

profits of $1.2 billion, a return on investment of 79
percent—compared to only 13.5 percent from smelting

and mining industries in the developing countries. It

was a calculation that was carefully noted by OPEC.2

Yamani saw the Saudis' position as being now so
strong that they could get what they wanted; and in

March 1969 he described participation to Richard
Johns of the Financial Times, as creating a bond which
"would be indissoluble, like a Catholic marriage." At

^Middle East Economic Survey, June, 1968.
•Abdul Amir Kubbah: OPEC Past and Present, Vienna 1974, p. 78.
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the same time, he urged that participation would be in

the interests of the oil companies. "It will save them
from nationalization," he explained at a seminar in

Beirut, "and provide them with an enduring link with

the producing countries." But some of the majors, he
observed wryly, "seem to be obsessed with the empire

they have built. It is so vast and it took them so many
decades to achieve. And now they see these newcomers
—these national oil companies in the producing

countries—wanting to come and take a piece of their

cake, which is the last thing they want to happen."1

It was not until after the Teheran agreement in

1971, when OPEC was stretching its muscles, that

Yamani made much further progress. The Saudis again

felt the need to show an initiative, after the success of

the Shah, and the two chief oil producers were more
than ever rivals for leadership. The Teheran agreement,

binding for five years, appeared to leave no room for

argument; but participation provided a field for de-

mands outside the agreement. "It was like labor

unions," said one Dutch Shell director: "when they've

agreed about wages, they go for co-determination." For
the next two years the battle for participation took
over from the battle for prices.

At the OPEC conference in June 1971 Yamani
succeeded in convincing most other members, against

the arguments of Tariki, that they should immediately

demand a 20 percent share in the companies* opera-

tions, to be gradually increased to 51 percent, with the

assets to be paid for at "net book value." Later Ya-
mani was put in charge of negotiating with the com-
panies for all the Gulf countries. The companies on
their side again resolved to stand together. John Mc-
Cloy got special permission from the antitrust chief,

McLaren. The Seven Sisters and others met in London
to decide on common tactics, renewing their agreement

to share out their oil if one company was singled out.

The two sides were again heading for confrontation:

23rd Seminar of Economics of the Petroleum Industry, American Uni-
versity of Beirut, 1969.



278 The Seven Sisters

the pace was quickening, and the more radical mem-
bers of OPEC were determined not to be outdone.

Already in February 1971 Algeria, after bitter dis-

putes about prices, had nationalized 51 percent of all

French interest in her oil, thus dashing French hopes

of a special connection. Now, ten months later, just as

OPEC was meeting again, the Libyans announced the

nationalization of all BP's assets, on the unconvincing

grounds that Iran had just occupied three islands in the

Persian Gulf that technically were under British pro-

tection; and that BP, because it was half-owned by the

British government, must take responsibility. The na-

tionalizations encouraged the other producers to be
more militant

In January 1972 OPEC met the companies again in

Geneva, OPEC's first aim was to obtain more money
because the dollar had been devalued: the companies
quickly agreed to link the posted price to a basket of

currencies, instead of the dollar, and thus put up the

price by 8.5 percent, which cost the consuming
countries another $700 million a year for oil from the

Persian Gulf alone. Then OPEC went on to demand
participation in more detail: the companies soon bit-

terly complained about the terms, and the new battle

began.

The prospect of participation placed the sisters in a

much more exposed position, stuck in their no-man's-

land between producers and consumers. Their problem
was forcefully analyzed by the oil consultant Walter

Levy in New York, a man who from now onward was
to play an increasingly important role in oil policy.

Levy had a very international background: he had
been educated in Hamburg and worked as an oil

journalist in London before moving to Washington
during the war; and then set up as an independent con-

sultant. He was now retained as adviser to all Seven
Sisters, and to several governments. Writing in Foreign

Affairs in 1971, Levy warned that participation was a

grand design, in Yamani's mind, to "bind the interests

of the oil companies." Levy predicted that "the oil
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companies would be destined to become completely

subservient to their host government." They would thus

face a major decision: "to what extent and for how long

they can be held hostage by their resource interests in

producing countries. ... It should now be recognized

that their position as an internationally integrated pri-

vate industry depends on a closer relationship and bet-

ter understanding with consuming governments."

The companies were already, as Sir Eric Drake put

it in 1970, the tax collectors of the producers; now
they would be much closer partners. Professor Maurice
Adelman of MIT, writing in 1972, accused them of

being simply "agents of a foreign power."1 For a few
oilmen participation appeared a worse evil than na-

tionalization, for it would impair their freedom of

movement and commit them to the producers' side:

Sir David Barran of Shell (which had no huge Middle
East concessions like the Aramco partners) said in

April 1972 that nationalization would be preferable to

participation, which he regarded as "intolerable." But
most of the companies, though they were to argue

bitterly over terms, were inclined slowly to give way to

participation; for it was still the crude oil that provided

most of their profits. And they began to perceive that

what mattered in a growing shortage was not so much
who owned the oil, as who was able to buy it.

Aramco was now the critical battleground for par-

ticipation; it was both on Yamani's home ground, and
it was by far the richest prize in the Middle East. The
four owner companies—Exxon, Texaco, Socal and Mo-
bil—were more thoroughly dependent on it as the

shortage elsewhere was more pronounced, and for each

of them Aramco was the source of "the incremental

barrel." Since the fifties the Aramco company town at

Dhahran had expanded into a settlement with every

indication of permanence. Trees, gardens and ^two-

story houses had grown up inside the barbed wire, and
the "Aramcons" had become almost a separate breed.

^Foreign Policy, New York, Fall 1972.
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There was now a generation of employees who had
been born and brought up in the desert. It had become
a kind of symbol of the no-man's-land of the oil com-
panies, belonging to no culture and no country. Visit-

ing it, I felt as if I were inside an idealized America,

like an old cover of the Saturday Evening Post; an

America untouched by the turmoil of the sixties, by
long hair or drugs, with its citizens watching old movies

on Aramco TV, playing baseball or mending their cars.

To the Aramco engineers the compound offered not

only fat salaries and early retirement, but a kind of

engineer's Utopia—progress without politics, and tech-

nology without doubts. All around them the twisting

pipes, the giant towers and flares were the monuments
to their skills.

The Aramcons had done what they could to satisfy

the Saudis. Ever since the early fifties, the headquarters

of the company had been out in the desert, whither the

directors would fly from New York or California.

Saudi engineers lived alongside the Americans, and
hundreds of Saudis were sent to America for training.

There were Saudi-pleasing public-relations projects,

and Aramco experts on Saudi culture, history and poli-

tics. The new president, Frank Jungers, had been in

Arabia ever since graduating at Washington University,

and his son was following him into Aramco. A stocky

slow-speaking engineer, Jungers was essentially a
pragmatist, talking about Saudi politics in the same
matter-of-fact style as he talked about Aramco's great

projects—the unique installations, the "first-time-built

size-wise facilities." His Texan-style house, with ro-

manticized pictures of idealized Arabs on the walls,

looked on to a bright-green garden, with the desert be-

yond the wire: Aramco was his life, and Dhahran was
his home. Jungers disseminated to the Saudis a quiet

confidence in all things American. As one oilman de-

scribed him: "he's like W. C. Fields, who dropped out

of the sky into the bed of a fair maiden, and reassured

her in her state of shock: 'Don't worry about a thing,

ma'am. I'm a citizen of the United States of America.' n
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Yamani began his negotiations with Jungers early in

1972. The two men got on well, but in the background
the owning companies—"the four neurotic parents"

—were standing fast. Yamani was exasperated by their

stubbornness: "It is always hard to be moderate," he
complained to a British visitor in January 1972, "but

it is particularly hard with American oil people, be-

cause they are apt to mistake moderation for weakness

... I am afraid that sometimes, when oilmen think

only from a money angle, they get blind."1 Aramco
put forward a rival proposition, that the Saudis could

have a 50 percent share in future developments, which
Yamani quickly rejected.

Aramco also rashly tried to recruit the help of Wash-
ington, thus breaking the tradition of separation from
government. Ken Jamieson, the chief of Exxon, called

on Nixon at the White House, who passed a message to

Riyadh. Yamani, furious at the intervention, retaliated

by recruiting the support of the King himself. The
next day he read a stern message from his Majesty,

with a clear threat of unilateral action. "Gentlemen:
the implementation of effective partnership is impera-

tive, and we expect the companies to cooperate with us

with a view to reaching a satisfactory settlement. They
should not oblige us to take measures in order to put

into effect the implementation of participation."

Yamani warned that the producers "must prepare

for battle," and convened another extraordinary con-

ference of OPEC. But on the eve, Aramco accepted the

principle of immediate government participation of 20
percent. It was now the Americans who were making
the mistake that they had attributed to BP in Iran

twenty years before, of "failing to yield gracefully that

which they were no longer in a position to withhold."2

The next month Yamani continued his talks on par-

ticipation in San Francisco with the Aramco sisters and

BP and CFP. The diehard companies were still resist-

ing, and Socal bluntly told Yamani that their share in

iMosley, pp. 400-402.
8Dean Acheson, quoting Burke: see Chapter 6.
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Aramco was not for sale. There were more attempts at

U.S. government pressure; John Connally, then Secre-

tary of the Treasury, made a hawkish speech on April

18, saying that the U.S. would soon have to back up
private corporations in dealing with foreign govern-

ments which controlled natural resources critical to

America. The OPEC negotiators promptly warned
that any such intervention would greatly complicate

the participation negotiations. The State Department
agreed with the companies that the Teheran agreement

did not allow for participation; aiid they made rep-

resentations through the ambassadors in Iran, Saudi

Arabia and Kuwait. But they eventually restricted

themselves to protesting about compensation at book
value, pointing out that future OPEC investments in

the U.S. might meet a similar fate—an issue which was
eventually resolved with a complex compromise.1

Participation was now the catch phrase of the Mid-
dle East. The rich sheikhdoms of Abu Dhabi, Qatar
and Kuwait all soon wrested agreements for 20 percent

ownership from the companies. And in Iraq the long

arguments with the IPC, the grandfather of all the

consortia, were reaching a bitter climax. The Iraqis

were demanding a greater share in the revenue, partio

ipation in the concessions, and a guarantee of high
production; they complained that the companies had
been restricting production to punish Iraq for the past

decade.2 Eventually in June 1972 Iraq finally na-

tionalized the consortium, and soon afterward agreed

with the French company, CFP, to take its usual share

of the nationalized oil. The Iraqis, in a time of shortage,

could now play the French against the seven. The old

warning of "look what happened to Mossadeq" was
no longer valid, as the nationalized companies showed
they could operate their own oil.

Through 1972 Yamani went on bargaining with

Aramco, who still resisted, and the King repeated his

warning. Eventually in October the companies met in

iJames Akins: Foreign Affairs, April 1971.
*Ihe Nationalization of IPC's Operations in Iraq, Baghdad, 1974, p. 8.
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New York with the five Persian Gulf states, headed by
Yamani, and reached a "general agreement," that they

would give up 25 percent of the established conces-

sions, rising to 51 percent in 1983. The final agree-

ment was signed at the end of the year in Riyadh.

But the battle for Aramco still raged, now centering

on the question of the price the four companies should

pay for the oil that they bought back from the Saudi

government's share—the so-called "buy-back price."

Yamani knew that he now held the whip hand, and the

four sisters, led by Exxon, could not risk a real show-
down. For the Aramco board had now approved a
plan to expand vastly the Aramco oilfields to provide

for 13.4 million barrels a day by 1976, and as much as

20 million barrels a day by 1983. For this breathtaking

prospect, even though it would be shared with the

Saudis, the Aramco partners were prepared to yield

over prices. Their greater fear was that the Saudis

would sell their oil to other companies.

By December 1972 George Piercy of Exxon noted

that Yamani was "prepared to relax and await capitu-

lation" and recommended his colleagues to improve
their offers. But Gulf, which was outside Aramco, was
exasperated by the other companies' willingness to

"buy back at inflated and irrational prices." Gulf did

not have the same self-contained system of outlets as

Exxon or Mobil, and was thus more concerned about

price—and about consumers. Their chairman, Bob
Dorsey, protested to the team: "your insistence on
maintaining control of the oil for your own use has

given strength to the OPEC position and has brought

us to this point." He went on with asperity to suggest

that the prompt acceptance of higher prices "might not

prove acceptable to consumer interests."1 But Aramco
was desperate to settle their access to the oil, and Gulf

eventually had to negotiate an agreement in Kuwait
similar to Aramco's.

Yamani could now divide and rule the sisters, as

iMultinational Report: 1975, pp. 136-137.
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they had once done with him. Mobil, still hungry for

crude oil, and more militant under the regime of War-
ner and Tavoulareas, was determined to get more than

its 10 percent share of the "buy-back oil." They were

threatening to make a separate deal with the Saudis if

their terms were not good enough, as the Socal nego-

tiator, Jones McQuinn, anxiously observed,1 and Ya-
mani could use the threat to extract better terms from
the others.

The negotiations dragged on through the summer of

1973. Yamani refused to bargain on the buy-back

price, and at one point in August, he warned the Aram-
co team: "don't be surprised if at any moment I

pick up the phone and instruct Brock or Frank2 to cut

production to seven million barrels a day." At last, on
September 13, 1973, the Aramco partners gave in to

Yamani's stiff terms—a buy-back price of 93 percent

of the posted price—which would soon increase the

price to the West.

Yamani had got what he wanted—a stake in the

great concession. And the companies, having fought so

long and ruthlessly, were now more relaxed about the

new prospect. For participation now established a com-
mon interest between the companies and the producing

countries, with both sharing the same interest in the

orderly world market. It worked like the fifty-fifty tax

deal twenty years earlier, but at a deeper level. The
oligopoly of the companies had now been effectively

joined by the oligopoly of OPEC.

But to the radical critics the new arrangement was at

least as sinister as the old one. Professor John Blair,

the compiler of the original FTC report on the Petro-

leum Cartel, suspected that the industry was now enter-

ing a new phase of "bilateral monopoly," with the

producing countries as sellers and the companies as

buyers: so long as the companies kept the exclusive

ilbid: pp. 139-40.
8Brock Powers, chairman of the board of Aramco, and Frank Jungers,

president of Aramco, see Multinationals Report, p. 138.
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right to buy the oil, he believed, they could control the

supply, "which is the heart of the control of the price."

Professor Adelman saw the whole situation after the

Teheran agreement as a takeover of the old cartel by
the new one: "The producing countries now have

a cartel tolerated by the consuming countries and

actively supported by the United States." "OPEC," he

warned, "has come not to expel, but to exploit."

Certainly, as Levy had warned, the companies' role

was now much more awkward, much harder to

separate from politics. As Jim Akins warned them
from the State Department, they might find themselves

as minority partners of both producer and consumer
governments, with a more circumscribed role in nego-

tiating. "How the companies react to these pressures,"

wrote Akins, "and what they offer as alternatives, will

to a large extent determine their future form and their

future activities." In fact, they did not react. Pressed on
both sides, they hoped for the best, and for the time

being they seemed to coexist peacefully with the pro-

ducers.

But even as the Aramco agreement was being pre-

pared, a new crisis was brewing up in the Middle East;

and before it was signed, Yamani had left the U.S. in

a hurry. A chain of events had been started which was
to mix up the question of prices inextricably with the

question of politics, a mixture made more dangerous

by the growing world shortage of oiL

SHORTAGE

Up till the late sixties, the sisters were worried

about having too much oil, not too little. In May 1967
Michael Haider, then chairman of Exxon, answered a

shareholder's question at the annual meeting in Hous-
ton with the words: "I wish I could say I will be
around when there is a shortage of crude oil outside

the United States." A year later Socal in California was
specially worried about the Alaska discoveries, in

which they had no share. A Socal company memo in
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December 1968 warned that "within five to ten years

there may be large new crude supplies from the Arctic

regions of the world seeking markets and thereby ex-

tending and magnifying the surplus supply problems."1

In 1969 George Piercy of Exxon was fairly con-

fident that his company's future supplies would meet

demands. On the one side he expected that the boom
in Japan—the biggest single importer of oil—would

begin to slow down. On the other hand there were the

huge new expected sources of oil, including Alaska,

Libya and eventually the North Sea. But already there

was an ominous turn-down in Exxon's master graph,

showing spare capacity compared to world demand.

By 1970 the trend was much more serious.

The world's demand for oil was ahead of all the

predictions; a memo from Gulf in March 1970 pointed

out that their estimates of two years earlier were 8

percent lower than the actual consumption: "if once

again our estimates of future free world demand prove

low, then a strain on productive capacity may be ap-

proached before 1980." Was this consistent underesti-

mation always a genuine statistical error, or was it

sometimes inspired by the companies' instinctive fear

of a glut?

Within the United States, production of oil was no
longer going up, and after 1970 it went down. For the

first time the optimism of the early drillers that there

would always be oil somewhere else was unfounded.

Already by 1970 28 percent of the oil used in the

U.S. was imported. The possible danger of this to

national security prompted President Nixon to appoint

a special cabinet task force, headed by George Shultz,

which reported in 1970 with historic complacency,

against the advice of the oil companies,2 that there was
little danger of an Arab boycott, and that existing im-

port controls should be liberalized. The President did

not accept the report, but import quotas were never-

iMultinational Hearings: 1974, Part 7, p. 360.
2See submissions by Exxon, Texaco, Mobil and Socal: Investigations

Subcommittee, Jan. 21, 1974, pp. 184-194.
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theless relaxed, and the imports of Middle East oil went

up and up.

The oil producers had already begun to realize

that their bargaining position was stronger, as Yamani
had warned Piercy in February 1971 ("George, you

know you cannot take a shutdown"). By 1972 many
experts reckoned that the world was heading for an

acute oil shortage in a few years, and Shell was sending

out serious warnings. In October 1971, Barran of

Shell warned that the days of cheap oil were over, and
that by the end of the century oil consumers would be
"looking down the muzzle of a gun." There was a new
danger sign when Kuwait decided in 1972 to conserve

its resources and to keep its production below 3 million

barrels a day.

For BP and Gulf, the two partners in Kuwait, this

was menacing news. But Exxon, like the other Ameri-
can partners in Aramco, was not seriously worried, for

they were confident that Saudi Arabia could supply all

the extra required. By early 1973 the Saudis were pro-

ducing 6V2 million barrels a day, and the prospects were
even more dazzling. As other parts of the world be-

came more uncertain, so Saudi Arabia became more
crucial.

After the companies had agreed to Yamani's partici-

pation terms, it soon emerged that they would push up
prices. For there was now great demand for the relative-

ly small amount of oil that the producing countries were
selling on the free market. And by the beginning of

1973 the price in the free market was rapidly rising.1

In April 1973 a new warning appeared in the august

pages of Foreign Affairs, much more alarming than

Levy's two years before, from none other than Jim
Akins, now increasingly outspoken. He presented the

ominous statistic that world consumption of oil for the

i'The rise in the market price," commented Petroleum Press Services
in November 1973, "is partly accounted for by the disruption of normal
trading relations following the participation agreements. It was the high
prices obtainable by state companies for participation crude—equivalent
to only about 2Vi percent of the Middle East market—that whetted the
appetites of host governments."
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next twelve years was expected to be greater than the

toal world consumption of oil throughout history up till

1973. The loss of production from any two Middle

East countries could cause a panic among consumers.

The price of oil was likely to go up to $5 a barrel well

before 1980. The Arabs could use oil as a political

weapon, for the advanced countries were obviously

now vulnerable to boycott.

Akins's warnings were prophetic, but some of his

critics insisted that they were self-fulfilling. The State

Department was virtually advising the Arabs to put

up prices, and advertising the West's weakness. Adel-

man, writing in the fall of 1972, had insisted that the

talk of shortage merely reflected the interests of the big

oil companies, in cahoots with the Arabs. There was
"absolutely no basis to fear an acute oil scarcity over

the next fifteen years,"1 Adelman, like many other oil

experts at the time, was confident that an Arab embargo
could not be sustained, as the fiasco of 1967 had sug-

gested.

But the Arabs hardly needed Akins's advice. For
the signs of a shortage were now visible everywhere.

The summer of 1973 was an eerie one for the oil com-
panies. The demand for oil was going up above the

wildest predictions—in Europe, in Japan, and most of

all in the United States. Imports from the Middle East

to the U.S. were still racing up: production inside the

United States was still falling. In April President Nixon
had again lifted restrictions on imports of oil, so

that Middle East oil flowed in still faster; and the ad-

ministration did nothing to control a scramble for oil.

While the majors were trying to establish their safe

sources of supply, the independents were bidding

frantically for the "participation oil" from the pro-

ducers, thus pushing the price up and up.2

In the gathering crisis, some oil companies tried to

involve the consumer governments. Sir Eric Drake in

^Foreign Policy, New York, Fall 1972.
aSee testimony of Dillard Spriggs, Multinational Hearings 1974, Part 4,

p. 61.
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the BP annual report of 1972 said there was an ur-

gent need for consuming governments "to adopt co-

herent, balanced and coordinated energy policies."

And in June 1973 Frank McFadzean of Shell told a

seminar at Harvard that the energy problem was now
a question of political power which required govern-

ment intervention.1 The State Department, urged by
Jim Akins, had tried periodically since 1971 to ar-

range joint talks with the Europeans, without success,

but it was not till June 1973 that OECD set up a

group to discuss emergency oil policy, to report in

November: and it was too late. The prospects of

serious coordination across the Atlantic and Pacific

were anyway slender: each continent had a different

dependence on oil, and a different attitude to the Arabs
and Israel. The more political the oil, the more it

divided the West.

Yamani and the other oil ministers soon became
aware of their new opportunity. In June 1973, as

prices were zooming up, OPEC summoned another

meeting in Geneva, to insist on a further increase be-

cause of the further devaluation of the dollar. The
militants—Algeria, Libya and Iraq—were now press-

ing for unilateral control of price, but eventually

OPEC agreed on a new formula which put up prices

by another 12 percent. One evening after midnight

Yamani went on a jog through Geneva with three cor-

respondents, and predicted that this would be the last

time prices would be negotiated with the companies.

In early August Yamani warned Aramco that the

Teheran agreement would have to be renegotiated well

before its time limit of 1975. The next change would
be a very large one and there would be no real negotia-

tion: "there will be discussion within OPEC," Yamani
told them, "with the wild ones insisting on a very high

level. And there will be a compromise within OPEC,
but then the companies will have no choice."2

By September 1973, for the first time since OPEC's

^Petroleum Intelligence Weekly: April 23, 1973.
"Company cable to New York: Multinational Report, p. 148.
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beginning, the market price of oil had risen above the

posted price. It was a sure sign that OPEC were now
in a very strong bargaining position. The glut that had
weakened and divided them since 1960 was now em-
phatically over. Armed with this knowledge, OPEC
invited the companies to meet them in Vienna on
October 8 to discuss "substantial increases" in the

price of oil.

THE KING'S MESSAGE

While the shortage loomed, the Arabs were at last

achieving closer unity. They were determined to use

oil as a weapon against Israel, and by 1973 the mili-

tants were being joined by the country on which the

four American sisters had pinned all their expectations

for increase. The very fact that Saudi Arabia was now
far the biggest oil exporter made King Faisal more
vulnerable in the face of his Arab colleagues, and the

danger of an embargo more likely; for he could not

afford to be seen as a blackleg.

The oil companies became well aware of Faisal's

worsening predicament but their attempts to warn
Washington were met with skepticism. As with the

shortage, it was a case of "Wolf, wolf." The oil lobby,

which had always been so ready to invoke the national

interest to protect profits, were now really dealing with

the national interest—but it was disbelieved or ignored.

It was an ironic consequence of the State Department's

policy, proclaimed twenty years before, that "American
oil operations should be the instruments of foreign

policy in the Middle East." They had now delegated

that policy so completely that when the warnings came,
the bells did not ring.

Ever since the Six-Day War, the Aramcons in their

compound in Saudi Arabia had become alarmed by
King Faisal's growing concern over Israel. Frank
Jungers and his colleagues carefully briefed all visitors

to the camp, ranging from Senator Gravel to General

Goodpaster, about the depth of Arab feelings and the
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dangers of the U.S. foreign policy. "The story of the

senseless dissipation of the goodwill we used to have
among the Arabs," said one of many such briefings,

"constitutes one of the saddest chapters in the history

of our foreign relations."1

At the beginning of 1973 the King was taking some
trouble to influence Washington, both through Aramco
and through Akins, who provided the chief link be-

tween the Arabs and Washington. But Akins had to go
to extreme lengths to convey the Saudis' views; in Jan-

uary 1973 John Ehrlichman, President Nixon's aide at

the time, was preparing a visit to Saudi Arabia. Akins
asked Aramco to arrange for Sheikh Yamani to "take

Ehrlichman under his wing and see to it that Ehrlich-

man was given the message: we Saudis love you peo-

ple but your American policy is hurting us."

On May 3, 1973, Jungers paid a courtesy call on
King Faisal, for half an hour. The King was cordial but

his tone was quite different to that of earlier meetings.

The King touched only briefly on his usual hobby-
horse of the Zionist-Communist conspiracy, but he
warned Jungers that Zionist and Communists "were

on the verge of having American interests thrown out

of the area." Only in Saudi Arabia, the King stressed,

were American interests relatively safe; but even in his

kingdom it "would be more and more difficult to

hold off the tide of opinion." The King was amazed
that Washington failed to perceive its own interests:

"it was almost inconceivable in any democratic state"

(he told Jungers) "for a government to be so far away
from the interests of its people." But it was easily put

right, he went on: "a simple disavowal of Israeli poli-

cies and actions by the U.S. government would go a

long way . .
."2

Jungers then went on to see Kamal Adham, the

King's chamberlain and close adviser, who gave a

more ominous message. The Saudis, he said, in spite

of their problems with the Egyptians, could not stand

Multinational Hearings: 1974, Part 7, p. 524.
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alone when hostilities broke out. Adham was sure that

Sadat, a courageous and farsighted man, would have

to "embark on some sort of hostilities" in order to

marshal American opinion to press for a Middle East

settlement. It was a very specific and accurate warning

on top of the King's audience: "I knew he meant war,"

said Jungers later, "the King liked to give signals, first

subtly and then explicitly. It was quite different from
his earlier warnings."1 Jungers quickly passed on the

warning to Exxon and Co. in New York and California.

Three weeks later the four Middle East directors of

the parent companies—Hedlund of Exxon, Moses of

Mobil, Decrane of Texaco, and McQuinn of Socal

—

were at the Geneva International Hotel for a meeting

with Yamani to negotiate about participation. Yamani
suggested that they might pay a courtesy call on the

King, who had just been to Paris and Cairo, where
Sadat had given him "a bad time" (as Yamani put it)

pressing him to step up his political support. The King,

after a few pleasantries, was much more curt and
abrupt than usual. He warned the four directors that

time was running out. He would not allow his kingdom
to become isolated because of America's failure to sup-

port him, and he used the phrase "you will lose every-

thing"—which to the visitors could only mean that

their oil concession was at risk. The King asked them
to make sure that the American public were told where
their true interests lay, instead of being "misled by
controlled news media."

The Aramco men lost no time, and a week later they

were all four of them in Washington to lobby top

government officials. To each they repeated the King's

message, that unless action was taken urgently, "every-

thing would be lost." On May 30 they called first on
the State Department, to see a team led by Joseph

Sisco, in charge of Middle Eastern affairs. But Sisco

had heard such warnings before, and he assured them
that his information was otherwise. The CIA had re-

ilnterview with author, February 1975.
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ported, through its own contacts including close rel-

atives of the King, that Faisal was only bluffing: he
had resisted pressure from Nasser in the past, and
could resist pressure from Sadat now.

They then went to the White House, hoping to see

Kissinger; but they were fobbed off with General

Scowcroft, and other advisers including Charles De-
bono, then the energy expert. Finally they went to the

Pentagon to see Bill Clements, who was then Acting

Secretary of Defense, while James Schlesinger was
awaiting confirmation. Clements had been an oilman
himself, with his own drilling company, and was widely

regarded in Washington as a key figure in the oil lobby.

But he made clear to his visitors that he had his own
information and views about the Arabs: they would
never unite, the companies' fears were unfounded, and
King Faisal was dependent on America. At the end of

their day in Washington, the Aramco men cabled sadly

back to Jungers in Saudi Arabia that there was "a large

degree of disbelief that any drastic action was im-

minent. "Some believe that his Majesty is calling wolf

where no wolf exists except in his imagination."1

But the four companies still wanted to show the

King that they were trying to influence American
opinion. Each wanted to protect their future share of

the concession, and they soon vied with each other to

show their helpfulness. Bill Tavoulareas, the presi-

dent of Mobil, was a close friend of Yamani, and he

personally lobbied Sisco at the State Department; but

Sisco again was skeptical. Mobil also prepared an
advertisement for the New York Times on June 21. It

was very cautiously worded: it explained how America

was becoming increasingly dependent on imports from

Saudi Arabia, how relations were deteriorating and

how "political considerations may become the critical

element in Saudi Arabia's decisions." It concluded that

it was "time now for the world to insist on a settlement

in the Middle East." But the New York Times thought

iMultinational Hearings: Part 7, p. 509.
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it too inflammatory for the usual position for Mobil's

advertisements, opposite the editorial page. In Saudi

Arabia, nevertheless, the advertisement had the re-

quired effect: Yamani wrote a letter to Mobil recog-

nizing this "positive step."

Exxon was rather more discreet in their support.

They decided against advertising, but Ken Jamieson

pressed their case in Washington, and Howard Page

gave a speech in New York to alumni of the American
University in Beirut, about the need to relieve the

strained political relationships between the United

States and the Arab countries. In California, Socal

now became worried that they were slipping behind,

and their foreign review committee was concerned that

"Socal will be conspicuous in our absence." Conse-
quently Socal's very conservative chairman, Otto Mil-

ler, wrote a letter to shareholders on July 26, urging

that the U.S. should work more closely with the Arab
governments, and "acknowledge the legitimate interests

of all the peoples of the Middle East . . ." The letter

was well-publicized, and caused a small furore among
Jewish communities, especially in San Francisco.

There was also plenty of activity from old Jack Mc-
Cloy, now seventy-nine, and still representing all seven

of the sisters. He talked to his friends in Washington:

he warned Sisco that the Saudis meant what they said,

and he urged Kissinger to try to mediate. "I kept

jumping on him," he told me, "to say that it was an
imperative of statesmanship to get the Middle East

settled; that the administration mustn't just think in

terms of the next New York election."

The companies were certainly persistent enough.

Why, then, did they have no discernible effect? Had not

the oil companies given at least $2.7 million to Presi-

dent Nixon's campaign? Had not Gulf Oil been contrib-

uting millions of dollars, including a secret gift of

$100,000 in 1971, with the express understanding that

they would be "on the inside track"? Yet, when four

huge global companies, with billions of assets behind
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them, wanted to pass a critical message from King
Faisal, they apparently had no influence whatever.

There were several explanations. The Israeli lobby
was undoubtedly far stronger, and American intelligence

about the embargo and the war was heavily influenced

by the Israelis. Secondly the administration, having for

so long separated the two strands of Middle East foreign

policy, still kept them in different compartments. But
thirdly, the American oilmen—as some of them wryly

admit—had lost nearly all their credibihty. When
the companies did have something serious to say,

hardly anyone believed them.

In the meantime the oil weapon was gathering sup-

port among the other Arab states. In May, Dr. Nadim
Pachachi, the ingenious Iraqi in exile who had been
secretary of OPEC, put forward a new political pro-

posal which took advantage of the shortage: he sug-

gested that the supply of crude oil to the West should

be frozen to enforce Israel's withdrawal from the

cease-fire lines of 1967. The next month the Libyans

set a new pace of militancy. Colonel Qadaffi national-

ized Bunker Hunt's concession, saying that the United

States deserved "a good hard slap on its cool and
insolent face."

President Sadat of Egypt, instead of moving closer

to the Libyans, now significantly altered his alignment.

At the end of August 1973 he flew to Saudi Arabia for

a secret visit to King Faisal. The meeting was momen-
tous. Faisal promised Sadat that, if American policy in

the Middle East did not change, he would restrict the

increases of oil production to 10 percent a year—far

short of Aramco's requirements. Thus Egypt, for the

first time, had oil pressure behind her diplomacy.

Just after the visit, Qadaffi, celebrating the fourth

anniversary of the Libyan revolution, announced that

he would nationalize 51 percent of all the oil companies

operating in Libya, including the subsidiaries of Exxon,

Mobil, Texaco, Socal and Shell. Two days later the
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Libyans announced that the price of Libyan oil would
go up to $6 a barrel—nearly twice the Persian Gulf

price—and threatened to cut off all exports to America
if Washington continued to support' Israel. Soon after-

ward all ten foreign ministers of the Arab oil exporting

countries (OAPEC) met to discuss the possible use of

oil as a weapon to change American policy. A fortnight

later Sheikh Yamani formally warned the United States

that there could be a cutback of Saudi Arabian oil.

President Nixon appeared on television to warn the

Libyans of the dangers of a boycott of oil, reminding

them of the experience of Mossadeq in Iran twenty

years before. But oil experts knew that the threat was
hollow. As Ian Seymour asked in the New York
Times: "could it really be that the President of the U.S.

had not yet grasped the predominant fact of life in the

energy picture over the coming decade, that the prob-

lem is not whether oil will find markets, but whether

markets will find oil?"1

Wew York Times, October 7, 1973.
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With the possible exception of Croesus, the world will

never have seen anything like the wealth which is

flowing and will continue to flow into the Persian Gulf.

James Akins, April 1973

In this atmosphere of crisis, the stolid oil company
delegates prepared to confront OPEC in Vienna on
October 8. The companies were represented by a team
of five, led by George Piercy, the Exxon engineer, and
Andre Benard, the French director of Shell, a former

resistance hero who had only recently become involved

with the Middle East. They had all been briefed before-

hand by their own boards, and by a special meeting of

the London Policy Group—once again with antitrust

clearance. Governments were kept informed, but in

spite of the growing tension, no diplomats went to

Vienna. The negotiation was still between countries

and companies. The buffer was still assumed to be
working.

And then, just as they were leaving for Vienna,

Egypt and Syria invaded Israeli-occupied territory.

There was war. It was now all too clear why King
Faisal's warnings had been so emphatic: his lonely

loyalty to the United States was now untenable.

OPEC was represented only by the Persian Gulf

countries, six of the thirteen,1 and was led by the oil

lfrhe original five had been gradually augmented, and by 1973 the mem-
bers were: Algeria, Ecuador, Gabon (associate), Indonesia, Iran, Iraq,
Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, United Arab Emirates,
Venezuela.
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ministers of the two biggest producers: Yamani from
Saudi Arabia and Amouzegar from Iran. They were in

a strong position. The "house of cards" of the Teheran

agreement had now clearly collapsed. Firstly, inflation

had galloped ahead, so that the increase of IVi percent

a year was now obviously inadequate: the price of

other commodities which the OPEC countries had to

import (as the Shah never ceased to point out) was far

outstripping the oil price. Secondly the shortage had
transformed OPECs bargaining position: some inde-

pendents were already offering $5 a barrel for "parti-

cipation" oil. Thirdly, the whole psychological balance

of power was changing in the face of the shortage. As
Dr. Amouzegar put it: "we became so disgusted by
their mercenary approach, bickering over a penny.

But we realized that they were in a different position

after two wars and the closing of the canal. All these

things made them get a little panicky about not get-

ting oil for their customers; we began to feel they were
losing their strength."1 On top of these factors, there

was now the war. The company delegates arrived to

find the Arabs in a state of excitement, passing around
newspaper articles and photographs of American sup-

plies to Israel.

The negotiations opened ominously. Yamani began
by demanding increases in the government "take"

which would, in effect, double the posted price to $6 a

barrel. Piercy replied by offering an extra 15 percent.

The oilmen talked strictly commercially, in terms of the

market as they saw it: "we argued very effectively," as

one of the team put it to me, "perhaps too effectively.

We left them with no resort to logic—only to power."

But the OPEC delegates were convinced that, with the

shortage, the market was on their side. Yamani made a

few concessions, taking the posted price to around $5

a barrel; but Piercy, in terms of his brief from his mas-

ters, could not go beyond 25 percent.

In the meantime the war was raging, the Egyptians

ilnterview with author, December, 1974.
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had crossed the Suez Canal, and the Arab states had
been forged into a new unity. The Arab members of

OPEC, through their own organization OAPEC, an-

nounced that they would meet in Kuwait to discuss the

use of oil as a weapon of war.

The question of the price was now in imminent dan-

ger of being confused with the question of an embargo.

It was feared not only by the company delegates, but

by Yamani, at least by his account: in Geneva four

months earlier he had said he would not negotiate

again, but now apparently he wanted to avoid a break-

down. "I wanted to keep the companies with us, while

we went into this political period," he told me later, "I

didn't want to mix prices with politics." Amouzegar
claimed afterward that he had genuinely wanted to

settle: "we asked for a dollar a barrel of government
take, knowing that they would be mercenary as usual,

expecting to settle for forty or forty-five cents. They
made a terrible mistake. They flatly refused, saying the

oil market didn't justify it. But we knew that the low
price was due to the world being divided between rich

and poor."

The company delegates cabled to their principals in

London and New York and received their replies:

they could not agree to such huge increases without

consulting the consumer governments. Some of the

company delegates regretted their instructions, believ-

ing that it was still possible to negotiate an agreement

which might otherwise be forced on them. After mid-

night, Piercy and Benard paid their momentous call on
Yamani at the Intercontinental Hotel, to tell him that

they must adjourn for two weeks to consult govern-

ments. 1 Yamani made clear his regrets. The delegates

could not budge. The next morning some of the other

OPEC delegates arrived at the offices to find that Ya-
mani and the company delegates had already flown

home. The news of this historic breakdown, which was
to transform the economy of the West, was buried in

*See Chapter 1, pp. 17-18.
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the war news. It was delegated to the business pages,

and even in the Financial Times it could only reach

page 13.

In New York the Aramco delegates were now des-

perate about their companies' survival, and they

turned once again to Jack McCloy to press their case.

McCloy promised to get a letter to the President, and
wrote to General Haig at the White House on October

12 by special messenger, enclosing a memorandum to

be passed on to both Nixon and Kissinger. The memo
was signed by all four chairmen of the Aramco group

—Jamieson, Granville, Miller, and Warner. They em-
phasized that any increased American military aid to

Israel "will have a critical and adverse effect on our re-

lations with the moderate Arab producing countries."

The Europeans could not face a serious shut-in, and
"may be forced to expand their Middle East supply po-

sitions at our expense." Japanese, European, and per-

haps Russian interest might well supplant United States

presence in the area, "to the detriment of both our

economy and our security."1
It was a characteristic mix-

ture of military and commercial arguments: American
oil must be protected from both European competition

and a Russian invasion.

General Haig took his time in dealing with the letter;

three days after its delivery, he replied to McCloy
("Dear John"), saying "I will see that the letter is for-

warded to the President and to Secretary Kissinger."

But in the intervening weekend Kissinger and Nixon,

alarmed by reports of Soviet shipments to the Arabs
and the Israeli predicament, had authorized the im-

mediate airlift of military supplies to Israel.

The next week, on October 16, four Arab foreign

ministers arrived in Washington, led by the most
crucial, Omar Saqqaf, then Foreign Minister of Saudi

Arabia. Saqqaf was in a very bad mood: Nixon had
not been able to see him that day, and at a press con-

ference one American reporter said that the Saudis

Multinational Hearings: Part 7, pp. 546-7.
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could drink their oil: Saqqaf replied bitterly, "all

right, we will." The next day, after a last-minute warn-
ing from Aramco, Nixon and Kissinger agreed to see

Saqqaf and the other three foreign ministers. Saqqaf
gave Nixon a letter from King Faisal, stating that if the

United States did not stop supplying Israel within two
days, there would be an embargo. But Nixon explained

that he was committed to supporting Israel; and on the

same day the Senate voted, two to one, to send re-

inforcements.

In Kuwait in the meantime the members of OPEC
had assembled for a double-barreled attack on the

West. On the first day they decided unilaterally to raise

the oil price to $5.12 a barrel—70 percent more than

the figure of $3.00 agreed at Teheran, and an increase

that made all others look tiny. On the second day the

Arabs met by themselves, for the meeting of OAPEC.
They agreed on an immediate cutback in oil produc-

tion of 5 percent, and warned in their communique
(which was issued only in Arabic) "that the same per-

centage will be applied in each month compared with

the previous one, until the Israeli withdrawal is com-
pleted from the whole Arab territories occupied in June

1967 and the legal rights of the Palestinian people re-

stored."

The two cuts together—the price hike and the em-
bargo—proved a deadly combination to the West. But
the coincidence, surprisingly enough, was accidental.

The embargo had been conceived solely in the context

of the Arab-Israel conflict: "It had nothing to do with

wanting to increase the price of oil," the secretary of

OPEC, Ali Atiga, insisted later: or with increasing the

power of the oil producers. It was meant simply to

attract the notice of the public in the West tp the Israeli

question; to get them to ask quesions about why we
did it."

1 But the embargo turned out to be the most
effective possible device to jack up the price still fur-

ther. It made not only the Arab producers, but the

1Interview with author, February 1975.
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Iranians and Venezuelans who had no hand in it,

aware of their true position of strength.

Three days later, after Saqqaf had returned angrily

from America, came the bombshell. Saudi Arabia,

far from distancing herself from OPEC, announced a

cutback of 10 percent, plus an embargo of all oil to the

United States and the Netherlands. The OPEC ring

had now closed tightly and the country which Ameri-
cans had regarded as the safest was now the most ex-

treme. The next day, the Saudis cut back production

by more than 20 percent, and in Riyadh Yamani sum-
moned Jungers to discuss the implementation of the

embargo.

The Saudis had already worked out the embargo in

some detail. They insisted that on top of the 10 percent

cutback, Aramco must subtract all shipments to the

U.S. including the military. Aramco would have to po-

lice the whole complex operation, and any deviations

from the ground rules would be harshly dealt with.

Jungers pointed out some of the effects of the rules; for

instance that Italy and Japan would be specially hard

hit. Yamani remarked that this was deliberate, imply-

ing that they were being punished for pro-Israeli atti-

tudes. If this embargo didn't change American policy,

Yamani explained, the next step would "not just be
more of the same": Jungers had no doubt that he
meant complete nationalization, if not a break in diplo-

matic relations.1

The Aramcons now found a real crisis of identity;

for where was their ultimate loyalty? At the height of a

war, with American public opinion highly charged,

they were required to be the agents of an Arab govern-

ment in enforcing an embargo, including a military em-
bargo, designed openly to change United States foreign

policy. The whole past justification for Washington's

diplomatic support of the companies in the Middle
East—that they were essential to national security

—

Multinational Hearings: Part 7, p. 517.
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was undermined, just when the U.S. Sixth Fleet was
being held in readiness.

By October 20, Saudi Arabia had embargoed all oil

shipments to the United States. The next day in New
York the Security Council unanimously adopted the

call for a cease-fire by the two superpowers. The
Aramco directors heaved sighs of relief. "No question

that Saudi Arabian government mood now more re-

laxed," Jungers cabled to Socal on October 24, "but

one of cautious anticipation." But, he warned, the King
was still radical on the point of Jerusalem

—
"always the

most sensitive and uncompromising issue with his

Majesty"—and there was "absolutely no question that

the oil cutback would remain in effect until the entire

implementation was worked out." One Saudi contact

told Jungers that there was "great satisfaction" with

Aramco for its pro-Arab stand, and remarked "we
hope to reward you"—which Jungers interpreted as a

promise to allow future growth.1 The vast project for

Aramco's expansion was now a multibillion political

hostage.

Aramco was now closely in touch with Jim Akins,

who had just become the ambassador to Saudi Arabia.

On October 25 Akins sent a confidential message to

Aramco, to ask the oil tycoons in America to hammer
home to their friends in government that oil restrictions

would not be lifted "unless the political struggle is set-

tled in a manner satisfactory to the Arabs." There
were "some communications problems," Akins pointed

out, with considerable understatement, between the in-

dustry and the government. The oil companies must
put their views in an unequivocal way. Akins's message

was duly transmitted the next day to the four Aramco
partners in New York and San Francisco. It was an

odd reversal of the diplomatic process. Was it the com-
panies who were the instruments of the State Depart-

ment, or vice-versa?

Multinational Hearings: Part 7, p. 513.
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The Aramco directors still had to carry out the

King's orders, even if they were directly against their

own country's interests. The Saudis asked for details,

within two days, of all their crude oil used to supply

the American military bases throughout the world. In

New York officials from Mobil and Texaco were re-

luctant to release it. But Exxon consulted with the De-

fense Department (though in a very peremptory fash-

ion: Admiral Oiler, in charge of Defense Fuel, did not

hear about it until it was a fait accompli). 1 The details

were provided, and the Saudis duly instructed Aramco
to stop the supplies to the military. The position was
serious enough for a managing director of BP in Lon-
don to receive a phone call from Washington asking

whether BP could supply the Sixth Fleet. Exxon and

the others were now wide open to the charge that had

so often been made against them in the past—that they

put profits before patriotism.

In New York, it was all too evident that Aramco
was carrying out the instructions of a foreign govern-

ment, and however much they insisted that they had no
alternative, they had few public figures on their side.

In the midst of the most Jewish city, they stood out as

a pro-Arab enclave. The topography seemed symbolic:

on one side of Sixth Avenue in Manhattan stood the

three skyscrapers of the three TV networks—CBS,
NBC, ABC—all of them sympathetic to the Israelis,

and deeply critical of the oil companies. On the other

side stood the headquarters of the two key companies:

Exxon's new skyscraper and the two floors of Aramco,
at Fifty-fourth Street. It was as if the avenue was an
impassable frontier, like the River Jordan itself. Inside

the Aramco offices there were young Arab trainees,

pictures of King Faisal, engravings of Arabia, and rows
of those bleak color photographs of pipelines in the

desert, so much favored by oilmen.

To the media, across the avenue, Aramco appeared

aU.S. Senate: Permanent Subcommittee on Investigations, April 22, 1974.
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an all-powerful supragovernment, a consortium of four

of the richest companies in the world in league with
an alien sovereign state. But the Aramco men in New
York saw themselves as persecuted and encircled;

anonymous telephone callers rang up with bomb scares

to make them troop out of the building, and with

threats and insults against the oil traitors. There was
little middle ground: each side had its own view of

the priorities of foreign policy, and each had a pro-

found distrust of the other. The opposite interests had
now come together in an explosion.

THE PRICE

The embargo, having originated quite separately, was
now rapidly exacerbating the shortage, and thus af-

fecting the price. The oil producers, through their par-

ticipation, now had oil to sell for themselves on the

market, which enabled them very soon to get still high-

er prices. The oil companies had often in the past ex-

ploited a political crisis to push up their prices; the

American companies had done so seventeen years

earlier, after Suez. But OPEC, being now a more ef-

fective cartel, was better able to take effective advan-

tage.

The companies, surveying the situation with alarm

and confusion, asked to meet again with OPEC, and

on November 17 they assembled in Vienna—this time

not to negotiate, but to discuss. There followed a be-

wildered discussion about the state of the market, for

neither side altogether understood what was happening.

Yamani insisted that the market was the only thing

that he believed in: why should the oil companies say

that the market worked when prices were depressed

over the previous decade, and now reject the market at

a time of shortage? Was it not a paradox that the oil

companies should now ask for a substitute for the mar-

ket price? The companies insisted that the embargo

was not letting the free market work. Dr. Amouzegar
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of Iran, however, was already insisting that the posted

price was too low, pointing to the huge excise taxes that

the consuming countries continued to levy on oil.

OPEC then held its own conference in Vienna, to

discuss how to determine on oil prices. They decided

that their Economic Commission should report on the

question in December. The companies, their commu-
nique said, had failed to make a constructive proposal,

and the statement continued in OPEC's most reprov-

ing style: "The companies' representatives dwelt vague-

ly on ideas for pricing of petroleum on the basis of a

rigid and arbitrarily predetermined procedure divorced

from normal market forces. The conference is not in

agreement with such an approach and believes that the

pricing of petroleum, like the pricing of other inter-

nationally traded manufactured goods, commodities

and raw materials, should be market-oriented." It was
a comic reversal of roles: OPEC, having discovered its

monopoly power, had become the champion of the

marketplace: the producers had not only stolen the

companies' cartel, they had stolen their humbug.
In the panic and shortage caused by the embargo,

the majors were now terrified that the independents

—

who were much the most desperate for oil, not having

their secure supplies—would bid up the price to ridicu-

lous levels. In London, the companies tried to get Peter

Walker, the minister for trade and industry, to refuse

foreign currency to bids above $6 a barrel, but he
would not agree. The companies were especially wor-
ried by Japan, who was most dependent on oil: Frank
McFadzean of Shell asked the Japanese Prime Minister,

Kakeiii Tanaka, to try to restrain bids, but without

success.

In Iran on December 16, the Iranian State Oil Com-
pany, NIOC, for the first time conducted an auction of

some of its oil, with horrific results for the West. The
highest bid came to seventeen dollars a barrel. Most of

the high bidders were independents, but one bid of

twelve dollars (according to Amouzegar) was put in by
a Shell affiliate. The majors could not stop the bid-
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ding, and the results supported the Iranian argument,
that the posted price was far too low.

The climax came just before Christmas. On Decem-
ber 22 the six Persian Gulf members of OPEC met
again, this time in Teheran, an ominous setting. For
this was the Shah's home ground, and the Shah had
come to realize that the embargo, though he had played
no part in it, was giving him the chance of a lifetime

to overcome all his economic problems. Ever since the

Teheran agreement of 1971, he had realized that the

power of the oil kings was waning; but (as he candidly

admitted to me) it was not till the embargo that he
understood the real weakness of the companies.
The Shah had already prepared the ground. In Oc-

tober he had sent out a team to investigate the cost of

alternative fuels, to try to establish a fair price for oil:

they looked particularly at the United States, West Ger-
many and Sotth Africa (with its extensive oil-from-

coal operations). The experts' report gave the Iranians

more powerful arguments for conservation or, in other

words, higher prices. As Dr. Amouzegar recalled it,

"we were specially struck by the fact that in 1951 coal

accounted for 51 percent of fuel in the United States,

while in 1973 it was 19 percent. Because of cheap oil,

all alternative sources were being neglected. We re-

alized that no one in the West was worrying about

what would happen when the oil ran out, and the

Communists could easily take advantage."1 The Irani-

ans could thus smoothly argue that expensive oil was
really in the best possible interests of the West. And
the Iranian arguments were supported by the findings

of OPEC's economic commission, whose report just be-

fore the conference indicated that the price should be
around seventeen dollars. The prices at auctions en-

couraged the claim; on the very day of the OPEC meet-

ing an auction in Nigeria had produced a new record

bid of $22.60 a barrel—though it was never actually

paid.

ilnterview with author, December 1974.
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When the OPEC ministers met, the Iranians and the

Saudi Arabians were at loggerheads. The Shah wanted

a price of fourteen dollars a barrel which was, he in-

sisted, less than the demands of some others. Sheikh

Yamani, on the other hand, was seriously worried by

the effects of another big price increase on the world

economy. How seriously he was (or is) worried is

much disputed by oilmen; many argue that it was his

insistence on participation and a high buy-back price

which began the whole price escalation. But both Ya-
mani and his master, King Faisal, showed signs at the

time of being apprehensive; and Yamani said after-

ward: "I was afraid the effects would be even more
harmful than they were, that they would create a ma-
jor depression in the West. I knew that if you went

down, we would go down."1

Yamani knew that the Shah would demand a high

price, with the backing of the OPEC militants. The
Saudis, as he saw it, were faced with a simple choice:

either stick out for a lower price and effectively break

up OPEC; or else go along with the majority, and try

by all possible means to bring the price down, then and
later. "It was," he recalled afterward, "one of the criti-

cal moments of my life; one of the few decisions I took

reluctantly." He could not get in touch with King
Faisal, and had to take the decision alone. He en-

countered two friends in the lobby of the Hilton Hotel,

and sought their advice. One of them, Bill Tavoulareas

of Mobil, advised him to keep the price down, and if

necessary break OPEC. The other, an independent oil

expert, advised him to fight as hard as he could for a

low price within OPEC, but not to break with the

majority—a decision to which Yamani was already

tending. But it was not, as he discovered later, the

King's view and on his return to Riyadh Faisal repri-

manded Yamani for not having insisted on a lower

price. What would have happened if Yamani had got

1Interview with author.
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through to the King that night in Teheran? OPEC
would probably have been broken, and the price would
have stayed down; but the political isolation of the

Saudis would have been increasingly perilous, and it

was unlikely that they would have been able to hold
out alone.

The next morning the OPEC ministers were still

formally meeting when the Shah gave a press con-
ference, to leave no doubt that it was he who was in

charge. He announced the shattering increase to $11.65
a barrel, more than doubling the posted price of oil. His
assurance was breathtaking: the price, he explained,

was very low compared to the going market price, and
was reached "on the basis of generosity and kindness."

The companies, he explained, were making excessive

profits of at least a dollar a barrel, for no reason at all.

As for the Western consumers, it would do them good
to have to economize: "eventually all those children of

well-to-do families who have plenty to eat at every

meal, who have their own cars, and who act almost as

terrorists and throw bombs here and there, will have

to rethink all these privileges of the advanced indus-

trial world. And they will have to work harder . .
."x

The OPEC communique calmly concluded by say-

ing that, considering that the increase was moderate,

"the ministers hope that the consuming countries will

refrain from further increase in their export prices."

The price of oil had now quadrupled in just over

two months. With incredible suddenness, the whole oil

cartel had apparently fallen into the hands, not of

seven companies, but of eleven countries. All the con-

verging trends of 1973—the movement toward par-

ticipation, the shortage, the Arab-Israel war—had

come together to clinch the cartel. The Middle East

leaders, in private, expressed their gratitude to the sis-

ters for making it possible. "We just took a leaf out of

our masters' book," as one Kuwaiti put it. Or as the

^Middle East Economic Surrey: December 28, 1973; Petroleum Intelli-

gence Weekly: December 31, 1973.
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Shah said afterward: "with the sisters controlling

everything, once they accepted, everything went
smoothly."1 The Western nations now found them-

selves, to their bewilderment, confronted with a cartel,

not of companies, but of sovereign states.

ilnterview with author: February 1974.
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The Reckoning

It is time we began the process of demystifying the in-

ner sanctum of this most secret of industries.

Senator Church, December 1973

As soon as the embargo began, in October 1973, the

Seven Sisters were compelled, at the risk of forfeiting

their concessions, to be the instruments of the world-

wide cutback in oil. They had to allocate their oil in a

way that would not appear to defy the Arabs' boycott,

yet would satisfy their customers throughout the world.

And the American companies had to enforce an em-
bargo of their own home country. The angry question

came up ferociously: where are the oil companies'

true loyalties?

To put it another way, it was an abrupt test of the

companies' multinationality; could they, in this crisis,

continue to be all things to all countries? It was not a

test the companies wished to face; they preferred not

"to play god." In the previous months some of them
had made it clear to their governments that it should

be their job, not the companies', to decide how the oil

should be shared. But the consuming governments had
no wish to face up to such a divisive responsibility.

There had been many discussions within the OECD
about forming a common front or an emergency com-
mittee to share out supplies—particularly since the

Libya fiasco in 1971. But the consuming governments

could not agree. The Japanese, being the most depen-
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dent, wanted the sharing to be on the basis of overall

needs of the economy; the United States, having the

most internal production, wanted it on the basis of im-

ports.1

Faced with a united OPEC, the consuming govern-

ments were thoroughly disunited, and quite unable to

agree on a basis of rationing (rather as OPEC had
originally been indecisive about prorationing) . The sis-

ters were thus landed with the job of serving as a kind

of temporary world government, for four or five

months, to reallocate the world's oil. Or as one of their

executives put it: "We became the world's slaves, beat-

en, abused by all and loved by none."

The companies were very vulnerable to pressures

from every side, but especially from the producing gov-

ernments, who were more effectively organized and,

more important to their future, able to guarantee or

hold back their long-term supplies of crude oil. The
companies were now seen by their critics, more than

ever, as hostages of foreign powers. The concept of the

companies as the instruments of their countries' foreign

policy had been rapidly turned upside down.

THE SHARE-OUT

The companies were able to perform this contro-

versial task through the intricate computer systems by
which they regulated the movements of their tankers

and cargoes throughout the world. Exxon, of course,

had the most elaborate system, on the twenty-fifth floor

of its Manhattan skyscraper2
; with the rows of TV

screens recording in green letters the movements of

the five hundred Exxon tankers between sixty-five

different countries. Its masterful computerized system
called Logics linked its headquarters from New York,
Houston and Tokyo. Now, overnight, Logics faced its

1See Testimony of Professor Robert B. Stobaugh (July 25, 1974) in
Multinational Hearings: Part 9.

2See Chapter 1, p. 10.
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ultimate test of rationality: to work out how to supply
and cut back every country equally.

As the embargo descended, the staff worked late

into the night and into weekends, calculating the ef-

fects of the Arab cutback, diverting the movements of

the tankers, trying both to obey Arab instructions and
to fulfill long-term contracts. "It became clear to us

that it wasn't a business operation, but a political one,"

as one executive recalled; "that's why we wanted to

stay out of decisions." Exxon's regional presidents in

Europe, Asia or Latin America were watching their

headquarters like hawks and bitterly complaining after

a discrimination against their part of the world. Some-
times they flew into New York to make their com-
plaints to the board. "Didn't you feel," I asked one of

the New York managers, "that you were ruling the

world?" "No, the world was ruling us." It was a lesson

in the burdens of a multinational corporation—in the

suspicions, conflicts and sensitivities of their nation-

clients.

The American companies' most awkward problem
was in supplying their own country, as the main target

of the Arab embargo. Before the embargo America
was importing 1.2 million barrels of Arab oil a day; by
February it was down to 18,000 barrels—a drop of

98 percent. This cut meant a drop in total U.S. oil sup-

plies of 7.4 percent. In theory, the oil companies should

have been able to take oil instead from non-Arab
sources, particularly from Venezuela and Iran, which

had not joined the boycott. But the imports from Iran

went up only from 200,000 to 400,000 barrels a day

—still a fraction of the total Iranian production. 1 Ex-

xon and the other companies dared not favor the

United States at the expense of other countries, and the

United States lost a rather greater proportion of its to-

tal oil supply than the other countries.

In Europe, the sisters faced a much more perilous

Multinational Hearings: Part 9.
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political scene. Each country, being desperately depen-

dent on Arab oil, was insisting on having its maximum
supplies. The abortive earlier discussions within OECD
had only revealed the extreme differences of view. The

embargo, when it struck, provoked the most embar-

rassing show of European disunity since the Common
Market began. The two governments which behaved

worst, in the view of the companies, were Britain and

France, who were both, having moved toward a more

pro-Arab foreign policy, determined to get their re-

ward in the form of undiminished oil. Neither had

much sympathy for the predicament of Holland, which

alone among the Europeans had been embargoed as

punishment for her pro-Israel policies.

Shell, being half-British, half-Dutch, was caught be-

tween the two governments. And the Dutch were de-

termined to get their oil—not least because Rotterdam

was the center of the European oil market. The Shell

board insisted that they must apply the principle of

"equal misery"; to do otherwise would make Shell

"the arbiter of the fortunes of nations." They thus be-

gan a massive reallocation of oil to provide Holland

with substitutes for Arab oil, trebling deliveries from
Nigeria, and doubling them from Iran, so that Holland
experienced no shortage beyond the average cutback

for all countries.1 Shell and the other companies had,

in effect, protected Holland from the Arabs' pressure.

In the words of Professor Stobaugh of Harvard, who
later analyzed the results in detail, in Holland the com-
panies "lived up to the letter of the embargo, but

frustrated the intent."2 "We saved the world from
being dictated to," one of the chief executives boasted

to me: "it was intolerable that small countries should

change the foreign policy of big ones."

In Britain the Prime Minister, Ted Heath—in the

last months of his Tory government—had been de-

termined not to suffer from the embargo, the more so

iPaper issued by Shell Nederland BV to Dutch parliament, March 18-
20, 1975.

^Multinational Hearings: Ibid.
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when faced with a strike by the coal miners. On Oc-
tober 21 he went to the lengths of summoning to his

country house, Chequers, Frank McFadzean of Shell

and Sir Eric Drake of BP. A stormy interview fol-

lowed, unreported at the time. Heath insisted that the

companies must not cut supplies to Britain. The oilmen
insisted that, if they did not treat all their foreign cus-

tomers fairly, they would risk expropriation. With
Sir Eric, Heath was specially angry; he reminded him
that BP was half-owned by the government. But
Drake, having taken legal advice, said that he could

only obey if he were told which other countries should

suffer, and that he must have his instructions in writ-

ing. At this point Heath retreated: "It was the first

showdown with the government that BP have had,"

Drake told me afterward.

Shell also received a battering from Lord Carrington,

the newly appointed Minister for Energy, who was
supported by Lord Rothschild, the head of the "Think
Tank," who had previously been a Shell man, but who
now argued vehemently against his former employers.

Shell still insisted that they would not discriminate. "If

you have to make choices," said Gerry Wagner, the

Dutch chairman, on Dutch television later, "it is a pub-

lic responsibility, in this case on an international scale,

which we, the oil companies, cannot carry." That

brought the issue into the open, and the London Eve-

ning Standard carried a headline: "The Dutch are get-

ting British oil." The next day Shell publicly defended

their attitude: Geoffrey Chandler, their head of gov-

ernment relations in London, was interviewed by the

BBC on December 5 and insisted: "It would be suicide

for an international group of companies to take any

other course ... in the absence of international agree-

ment the companies are left holding the baby."

At the beginning of the embargo, the allocation

problems were not too acute. Europe could still be sup-

plied with Arab oil, and the United States could still

receive Venezuelan oil. Had the cutbacks continued

and multiplied, the companies would have faced an
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agonizing question: should they let the Europeans go

seriously short, thus incurring intense political resent-

ment, or should they begin to supply Europe from

Venezuela, at the expense of their United States mar-

kets? But the Arab producers let them off the hook. By
the end of the year they had relaxed their restrictions

on Europe, and by March 1974 the embargo had been

lifted from the United States.

The companies were not slow to point out that they

had done a job that only corporations like them could

perform. Chandler later insisted that this fair distribu-

tion justified the existence of the multinationals: "if

the supply had been in the hands of minor noninte-

grated and state companies [he maintained in a presi-

dential address to the Institute of Petroleum] we would
have seen acute contention between consumers and di-

rect confrontation between consumers and producers."

But it also appeared that, if it had not been for the

domination of these seven companies, the embargo
would have been far more difficult, perhaps impossible,

for the Arab countries to enforce. "It is clear," said

Professor Stobaugh (referring to Saudi Arabia), "that

it is easier to have an embargo when you have only

four companies to deal with than if you had many
companies to deal with. If they were selling oil to a

hundred companies and all the tankers were indepen-

dently owned and each tanker bought oil, it would
certainly have been harder for the Saudi Arabians to

enforce the embargo."1 The whole machinery of the

sisters, which had been so effective for the consumers
in the sixties, holding the balance between Saudi Ara-
bia, Iran and Kuwait, had now been turned right

around: it now allocated the scarce oil to the con-
sumers, obeying the edicts of the producers.

But this five months' balancing act was only part of

the political exposure of the sisters. The smell of oil

was everywhere, and in the United States, all the ene-

mies of the companies were now waiting to pounce.

Multinational Hearings: Ibid.
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THE PRICE

The American public was so shocked by the em-
bargo that they took some time to realize the greater

shock of the price and the cartel. The ordinary mo-
torist, accustomed to unlimited fuel for the past three

decades, was astonished to find that he was dependent
on Arab oil, on "Six Sheikhs and a Shah." There had
been a temporary shortage of gasoline the previous

winter, due to a lack of refining capacity, which had
already caused a political row; but this new shortage

resulted in far wider impact—particularly on the East

Coast, where imports were highest. By November the

filling stations were beginning to shut down, with signs

saying "Sorry, No Gas." Cars had to drive for miles to

find gasoline, and then to line up for an hour or more,

with their engines running, using up more gasoline as

they waited.

People immediately suspected that the companies

had deliberately manipulated the crisis, and had joined

the side of the Arab cartel to put up the price. The
advertising and the giant signs of the companies made
them all the more exposed to attack: Exxon had only

recently changed its name from Esso, spending $100
million on the new signs and advertising, but everyone

knew it was the old Standard Oil company. "We want
you to know," boasted a series of Exxon TV com-
mercials about their heroic explorations. But now the

commercials came in between the announcements of

new shortages and congressional attacks, as if to under-

line Exxon's guilt.

Traveling in America that winter, I found the oil-

men bewildered and hurt by the sudden surge of public

indignation; they seemed to have no friends left. "I

must admit," said a Gulf man in Pittsburgh, "that at

parties I don't tell people I'm in oil." In Houston, the

company men talked like rejected missionaries: "We've
lifted the burdens off men's backs," said one passion-

ate spokesman: "we've put food in their bellies, we've
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achieved the recovery of Europe and Japan. And now
congressmen come to us and say: look, we've got to

show our people that we can get tough with the com-
panies: I'm sorry, but we've got to attack you." The
right-wing Texans were confused in their remedies,

caught between a traditional Arabophilia and a desire

for drastic action: one proposed to me that Israel

should be invaded and pacified in order to remove the

cause of Arab discontent. "I see Arab money coming

to the fore," said another Texan oilman, "and the

companies caught up in anti-Semitism."

It was soon apparent, from opinion polls, that

Americans blamed the companies more than the Arabs.

As motorists waited in their cars, listening to the radio

describing new shortages, they looked up angrily at the

giant sign at the head of the line proclaiming Mobil,

Texaco or Exxon: the symbols no longer of plenty, but

of an infuriating and ill-organized shortage. If the signs

had said Saudi oil or Kuwait oil, the reaction would
certainly have been fiercer. As it was, the companies

were buffers in a new sense, protecting the Arabs from
the public fury.

Just as the shortage was worst, and the winter cold-

est, the oil companies began to announce record profits.

The figures were staggering: Exxon announced that its

profits for the third quarter of 1973 were up 80 per-

cent on the previous year; Gulf was 91 percent up.

Exxon's profits for the whole year turned out to be an

all-time record for any corporation, anywhere, at any
time: a total of $2,500 million. It was true, as the com-
panies hastened to point out, that 1972 had been a

bad year for profits. The huge improvement for 1973
was therefore partly due to the low base of the year be-

fore, and also to the devaluation of the dollar. But it

also came from the far higher value of the companies'

stocks, and the higher profit from crude oil, as the

price had gone up. The profit figures spotlighted the

embarrassing fact that the companies were now—as

Yamani had always intended
—

"married" to the pro-



The Reckoning 319

during countries, while they soon attracted, as we shall

see, the interests of their marriage partners.

The oil companies began frantically advertising to

justify their profits: on one February day the New
York Times carried three full-page advertisements,

from Texaco, Gulf and Shell. They explained that

profits had previously been much too low, and that

they needed vast new investment to develop energy

resources. The Chase Manhattan Bank (the old Rocke-
feller bank, still specializing in oil statistics) reckoned
that $600 billion would be needed for energy develop-

ment, which made the oil profits look puny. Shell even
protested that their profits were too low. Mobil, always

the most compulsive advertiser, finally seemed to give

up trying to establish their credibility. They put a sad

advertisement into the New York Times headed
"Musings of an Oil Person," which caused a small

stir in the industry. "Wonder if oil company advertis-

ing isn't risking indecent exposure these days," it be-

gan, and complained that in thirty seconds the TV
news "can suggest enough wrongdoing that a year of

full-page explanations by us won't set straight."

Mobil insisted that the consumer had to pay for

new development: "we're recycling the money he pays

at the pump right back into oil-finding offshore, Alaska,

anywhere." But Mobil's protestations were not very

convincing; only a few months later they announced
that they had made a bid of $500 million for the

Montgomery Ward chain of stores—suggesting that

they were recycling their profits to get out of the energy

business. Nor did Gulf add to the public confidence by
making an abortive bid, in the middle of the crisis, for

the famous circus company, Ringling Brothers, Bar-

num and Bailey. It hardly fitted in with the image of

arduous and complex technology.

UTOPIA UNVISITED

During that frosty winter, it seemed for a time that

the United States would at last be forced to wean itself



320 The Seven Sisters

away from its dependence on oil. The reign of Big Car

seemed to have abruptly ended; in Detroit in the height

of the crisis, there was a pervasive gloom about the

prospects for the "gas-guzzlers" on which the city's

industry had so long depended. While sales of Volks-

wagens and Toyotas were booming, the American

companies were hectically retooling to make small

cars.

The value of real estate in city centers moved up,

while houses in the outer suburbs waited unsold.

Housewives and commuters formed car pools, helped

by computerized systems. In Manhattan, theaters and

cinemas reported record business, as the city dwellers

took more to their feet, and less to their cars. Planners

became again concerned with mass transit, looking to-

ward Canada, Europe, and even to Moscow for models

of subway systems. The whole style of modern archi-

tecture, with glass skyscrapers exposed to the elements,

was called into question.

So long as the embargo was enforced, until March
1974, the trend continued. In the first quarter of 19741

consumption of gasoline was down 7.7 percent over

the previous year, instead of the expected normal in-

crease of around 7 percent. But once the shortage

was over, consumption shot up again, even though the

price of gasoline had risen by 40 percent over the year.

Big cars came back into vogue; cars drove faster; road

deaths went up. In August a bill to spend $20 billion

dollars on reviving mass transit in cities was cut down
by President Ford to $11 billion; and soon afterward

Ford, speaking in Chicago, clearly identified himself

with defending the auto industry: "I'm a Michigander,

and my name is Ford."

Far from improving the American environment, the

energy crisis was now further wrecking it: President

Nixon had relaxed the pollution laws, allowing sulfur-

ous fuel to be burned for heating oil; permitted more

iAccording to statistics from a sample of states, assembled by the API.
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strip-mining for coal; and allowed the building of the

Alaskan pipeline, against the objections of the environ-

mentalists. In the crisis atmosphere, the ecologists car-

ried little weight.

The Utopian vision quickly dissolved; and the crisis

only served to underline the dependence on oil, without

providing any alternative. As the British writers Daven-
port and Cooke had said in 1924: "does not the Ameri-
can partly live in oil? Certainly he cannot move with-

out it."1

On conservation the oil companies were hopelessly

ambivalent. They all now theoretically supported it,

preaching the virtues of turning down heating and driv-

ing slowly, and many oilmen took the view that only

by conservation could the stronghold of OPEC be
weakened. But the whole industry had been built up
on encouraging consumption, and luring customers

away from buses and railways toward the extravagance

of big cars and highways. The companies had made no
attempt to persuade the auto companies to prepare for

a shortage by making smaller cars ("I think we did not

do that, and I think we should have," admitted David
Bonner of Gulf in February 1974).2 And the oilmen

were schizophrenic about increasing domestic taxation

on gasoline or cars, which was the most obvious way
of reducing consumption. Many of them, I found, pri-

vately agreed with the need for a higher tax, both to

conserve fuel and to provide funds for alternative trans-

port. But publicly, none dared espouse a policy that

would injure their profits; and the whole hectic road-

side advertising continued to spur the motorist on. The
Arabs were carefully watching the effects of higher

prices on American habits. The continued consumption

encouraged their claim that their huge price increases

were perfectly reasonable, and that for decades the

price of oil had been far too low.

*See Chapter 4.
2Interview with Morton Mintz: CBS Face the Nation, February 17, 1974.
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THE ATTACK

In Washington the oil companies were receiving a

political battering unparalleled since the Nazi scandals

of 1940. Now, as then, they were accused of being

traitors, supporting foreign powers at the expense of

the United States. And the public anger coincided with

the anger about the Watergate scandal, which was still

being uncovered. As with the Teapot Dome scandal

fifty years before, oil seemed part of the general cor-

ruption of politics by big business: an attitude summed
up in the neat slogan "impeach nixxon." Senator Er-

vin's committee, inquiring into the secret campaign

contributions, found two oil companies, Ashland and

Gulf, to have broken the law; and uncovered the first

clues in a long trail of evidence, showing how oil

companies were able still to maintain a secret network

of bribery. Claude Wild, Gulf's vice-president for gov-

ernment relations in Washington, testified to how he had
provided $100,000 to Nixon's presidential campaign,

laundered through a subsidiary in the Bahamas; and
also $10,000 to Senator Jackson and $15,000 to Con-
gressman Wilbur Mills. 1

With this combination of scandals, the American
sisters were under fire from all sides. The most oppor-

tunist attack came from "Scoop" Jackson, Democratic
senator from the state of Washington, who was now
again revealing his presidential ambitions, and who
stood to gain on several fronts. He was a steadfast

champion of Israel, and he had strong support from
the labor unions. He knew a great deal about the oil

companies and their history, and had close friends

among them (witness Gulf's gift of $10,000). But like

Harold Ickes thirty years before, he liked to play the

game on both sides.

As chairman of the Permanent Subcommittee on In-

vestigations, Jackson sent out questionnaires to the

seven biggest American oil companies, who included

1Watergate Hearings. See also Chapter 9.
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all the Seven Sisters except BP, and also the Standard
Oil Company of Indiana (Amoco). Jackson then sum-
moned the supply experts of each company to hearings

in Washington. Only one of the seven, Shell Oil, per-

ceived the political danger, and sent their chief execu-

tive, Harry Bridges. The rest were technical men and
they were thus sitting ducks for the senator. They
were lined up in the front row of the hearing room:
Roy Baze of Exxon, David Bonner of Gulf, Harry
Bridges of Shell, Annon Card of Texaco, R. H. Leet of

Amoco, Allen Murray of Mobil, T. M. Powell of Socal.

Together they stood up to raise their hands and take the

oath in front of Jackson, to provide a front page picture

of the sisters in the dock.

Jackson made the most of it, opening with a suc-

cession of menacing questions, staring at the TV cam-
eras with his blank eyes and unmoving jowl. "The
American people want to know whether major oil com-
panies are sitting on shut-in wells and hoarding pro-

duction in hidden tanks and at abandoned service sta-

tions. The American people want to know why oil

companies are making soaring profits . . . The Ameri-
can people want to know if this so-called energy crisis

is only a pretext, a cover to eliminate the major source

of price competition . . ." He was soon able to humili-

ate the company men. Exxon had foolishly insisted that

many questions including how many filling stations

they owned, involved "proprietary information." Jack-

son lashed back: "I am just frankly flabbergasted," he

repeated three times, until the unhappy Exxon expert,

Roy Baze, eventually revealed the number (9,145).

When Jackson asked for the company profits for the

first nine months of 1973, Baze could not give the

answer, and Jackson himself picked up the telephone to

ask the stockbrokers.

Jackson's hearings eventually fizzled out, with the

questions never properly pursued; he knew well

enough that the problem was more complicated, and he

now turned to attacking the "obscene profits" of the

oil industry. The oilmen were frustrated and bitter in
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the face of Jackson's onslaught. David Bonner, the

president of Gulf in the U.S., retreated back to his

stronghold in Houston to give an angry press confer-

ence: "It made me feel something like I was at a

criminal trial."

Exxon saw this and other attacks as threatening the

basis of American democracy. At the annual meeting

of Exxon at Los Angeles in May, Ken Jamieson stood

up in front of a giant luminous Exxon sign and ex-

plained that Exxon's profits were not really high

enough, for the company were planning to spend $16

billion in four years to develop new sources of energy.

He revealed that Exxon were pressing for a massive

educational campaign to make people understand the

true facts about oil. Soon afterward, Michael Wright,

the chairman of Exxon USA, produced a pamphlet

called "The Assault on Free Enterprise." "Let there be

no mistake," Wright warned, "an attack is being

mounted on the private-enterprise system in the U.S.

The life of that system is at stake."

Scores of senators and congressmen rushed to pro-

pose new legislation to control the oil companies; ac-

cording to one count, there were almost 800 bills con-

cerned with the energy crisis. Jackson proposed a bill

to enforce the "federal chartering" of the international

companies, allowing for the appointment of a govern-

ment nominee on each board, to ensure that they acted

in the public interest: a kind of American equivalent

of the old BP solution. Senator Adlai Stevenson III

proposed a more drastic reform, that the federal gov-

ernment should form its own oil and gas corporation,

called FOGGO, which would have priority in bidding

for new offshore concessions, and which could provide

a kind of yardstick for the government to check on the

profits of other oil companies.

Jackson also put forward a bill to roll back oil

prices, on the grounds that the industry's profits were

excessive. His charge and others led to an important

argument with the Wall Street Journal The Journal

maintained in their editorials that big profits were es-
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sential to further exploration, and that oil prices should
be allowed to rise in the free market to the level where
they would reduce demand and stimulate extra produc-
tion: "In our view, elasticity of demand is the key to

the immediate problem." Jackson insisted that higher

oil prices would not, at least in the short run, produce
extra supplies. 1 It was a variant of the old argument
between oil economists surveying the history since

Rockefeller: was oil a special exception, an industry

which was not self-adjusting? In the event, Jackson
proved more justified than the Journal: the higher prices

failed to stimulate much extra production, or to dis-

courage consumption.

But as many oilmen had predicted, by the time the

immediate shortage was over, the attack on the com-
panies had lost much of its impetus. By July 1974 only

eight bills had actually become law. These included

bills to set up the new Federal Energy Agency, to al-

low the building of the Alaska pipeline, to suspend

pollution laws, and to enforce 55 miles an hour on the

roads. The other bills had either been lost or defeated.

The politicians returned to their apathy, and the oil-

men regained some of their confidence. In July

Tavoulareas of Mobil was asked: whatever happened

to Senator Jackson? And he answered:

Well, let's analyze the situation. We had a crisis. People

were disturbed. They had a right to be disturbed. I'm

working in the oil industry, so I feel, I guess, defensive

to an extent, and I say they wanted to find a whipping boy
and blame somebody. My problem is I don't see any ad-

ditional barrels of reserves coming out of all these investi-

gations . . .
a

THE HEARINGS

But the roots of the crisis went much deeper than

the embargo or last year's oil profits. And the task of

untangling the longer story fell to a Senate committee
more exhaustive than Jackson's. In 1972 the For-

iSee (especially) Wall Street Journal, March 13, 1974.
«CBS TV Network: July 28, 1974.
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eign Relations Committee had formed a subcommittee

to investigate multinational corporations and their in-

fluence on foreign policy, prompted by the attempts of

the International Telephone and Telegraph Corpora-

tion (ITT) to bring down the Allende regime in Chile.

After uncovering the seedy background of ITT, the

staff had moved on to the oil companies, establishing

a body of historical evidence comparable in scale to

the FTC report of 1952.

The chairman of the subcommittee, Senator Frank

Church, was a persistent critic of the multinationals.

His bland style and resonant voice concealed a ruthless

mind; coming from Idaho, Church had a built-in sus-

picion of international big business and government

secrecy, which had been sharpened by his opposition to

the Vietnam war. He was supported by a passionate

chief counsel, Jerome Levinson, whose skepticism of big

companies had been fortified by working for the Al-

liance for Progress in Latin America, and who was
backed up by a team of relentless investigators. They
were just preparing for their hearings when the oil

crisis had broken on the world.

"We Americans must uncover the trail," Church
said in a speech in December 1973 in Iowa, "that led

the United States into dependency on the Arab sheikh-

doms for so much of its oil . . . Why did our govern-

ment support and encourage the movement of the huge
American-owned oil companies into the Middle East

in the first place? . . . We must reexamine the premise

that what's good for the oil companies is good for the

United States." Opening the hearings on January 30,

1974, Church made clear that his chief subject would
be the Seven Sisters, who were all among the fifteen

biggest multinational corporations in the world. "We
are dealing with corporate entities which have many of

the characteristics of nations," he asserted: "thus it

should surprise no one that, when we speak of corpo-

rate and government relationships, the language will be

that which is appropriate to dealings between sover-
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eigns." And Church's questioning was followed by his

fellow senators': Clifford Case, the austere pastor's son
from New Jersey, chewing his spectacles through his

long philosophical queries; Edmund Muskie, asking
with well-timed anger about the companies' tax avoid-
ance; Charles Percy, the elegant Republican who was
preparing to stand for President, determined to reassure

his business friends with mellifluous tributes: but even
he felt obliged to be stern with the oil companies.
The subcommittee soon produced a procession of

witnesses, like a historical pageant, to justify the criti-

cal decisions over three decades. George McGhee, the

Texan oilman who had helped to negotiate the fifty-

fifty tax deal in the State Department in 1950; Jim
Akins, sternly defending his support of the Libyans in

1970; Jack Irwin, now ambassador to Paris, who had
made the abortive visit to the Middle East in 1971. An
army of representatives arrived from the Seven Sisters,

including Howard Page and George Piercy from Exxon,
Bill Tavoulareas from Mobil, Otto Miller from Socal.

And the senators subpoenaed and published a succes-

sion of past secret documents, including the Iranian

producers' agreement of 1954, the Libyan "safety-net'*

agreement of 1971, and (after a bitter fight with the

State Department) the cables exchanged before the

Teheran agreement of 1971.

The star defense witness was Jack McCloy, with his

big head and twinkling eyes: he was still representing

all Seven Sisters, and he had been privy to most of the

key decisions since the Second World War. He main-

tained that the government's interventions had achieved

both a bulwark against Communism and a guarantee of

cheap oil for the West. "The United States," he pro-

tested in a letter to Senator Church, "has benefited

perhaps more than any other nation from the presence

and activities of its companies in the Middle East." The
current crisis, he said, had not resulted from the com-

panies' cartel, but quite simply from the October war.

Church retorted that the roots of the crisis went, back
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to the "singular dominance of the majors": if the United

States had not encouraged such concentration, the

country would find itself in less dire straits.

The story that slowly emerged, from the mountain

of memos and testimony, was not one of crude cor-

porate clout, like the story of ITT in Chile. It was a

more intricate and fascinating tale of the interplay of

government and companies, with a gaping void of ab-

dication and evasion in the middle. It became clear

that the State Department, after helping to safeguard

Aramco and the Iranian consortium in the fifties, had

virtually delegated its responsibility for oil supplies:

partly deliberately, because of the embarrassment of

the Israeli question; partly through apathy, for the oil

seemed to be flowing so freely, and the companies

claimed to be able to look after the problem by them-

selves. As George Piercy of Exxon explained: "The fact

is that up until 1970-71, there was little need for the

government's active involvement or intervention. Oil

was flowing in ever-growing quantities at low
prices . .

."1

But the companies, left to themselves, were preoc-

cupied by their short-term profits, and quite unable to

reach any long-term accommodation with the produc-

ers. After the formation of OPEC they became in-

creasingly dependent on OPEC oil, encouraged by the

foreign tax credits, and less able to stand together with

independents. When the Libyan crisis broke in 1970
neither they nor the government had any serious coun-

terstrategy. Once OPEC began to realize its strength,

with the shortage after 1971, the companies realized

their position was weakening, but they never made use

of the precious time.

There was now hardly anyone left in Washington
who grasped the magnitude of the problem. The ex-

perts had thinned out, as McCloy explained, because

the country was "living in a sort of fool's paradise."2

There was no energy policy, and no machinery for

iMultinational Report: 1975, p. 15.
8Multinational Report: 1975, p. 15.
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making one, and the big companies in the meantime
were preoccupied with hanging on to their profitable

concessions. They were either unaware or unworried
that they were becoming the hostages of the producers;
and that their cartel was being taken over, and turned
against them—until in late 1973 they suddenly found
that (as an Aramco representative vividly admitted)
they had no leverage on prices at all.

The whole debate about oil policy had been kept
out of sight of the public and Congress. "In a sense

this is the overriding lesson of the petroleum crisis,"

said the subsequent report of the Church subcommit-
tee: "in a democracy, important questions of policy

with respect to a vital commodity like oil, the lifeblood

of an industrial society, cannot be left to private com-
panies acting in accord with private interests and a
closed circle of government officials."1

GOVERNMENTS AND COMPANIES

From the first moment of the embargo it was once

again evident to Washington that oil was too important

to be left to oilmen. The old notion of oil companies

as the instruments of foreign policy had been turned

on its head, as the companies appeared to be making
foreign policy, and the buffers had clearly broken

down. The White House and the State Department
were confronted with the problems they had so often

sought to avoid.

The first attempts at an energy policy were more
apparent than real. In November 1973 President Nixon
had made a stirring television speech, proposing his

Project Independence: the United States must become
self-sufficient in energy by 1980, by increasing its drill-

ing and use of other fuels, and by massive spending

on nuclear research—a new kind of Manhattan Proj-

ect. It was certainly in keeping with all the old opti-

mism of the oil pioneers, that just when one source of

oil is drying up another one will appear somewhere

Multinational Report: 1975, pp. 17-18.
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else. But now, at least within the United States, there

was little justification for such confidence. By the end

of the year Project Independence was a joke, and self-

sufficiency by 1980 inconceivable; by the end of 1974

the United States was more dependent than ever on

Arab oil.

The Defense Secretary, James Schlesinger, began

hinting that the embargo might lead the government to

use force in the Middle East; and hints continued to

be dropped from the Pentagon. But there was little

sign that the hints were taken seriously in OPEC. In

February 1974 Dr. Kissinger convened a conference

of thirteen major consuming nations in Washington,

to try to establish a common energy policy; but the

conference only served to reveal publicly what was al-

ready obvious privately, that there were major differ-

ences between the Americans and the Europeans, who
were too thoroughly dependent on Middle East oil to

want a confrontation with the Arabs. The chief out-

come of the conference was a theatrical attack on
American policy by the French delegate, Michel Jo-

bert; the British and Germans appeared to take the

American side, but soon afterward, to Kissinger's an-

ger, the French summoned another conference, of Eu-
ropeans only, to meet with the Arabs.

The European nations at the peak of the energy

panic were now each desperately trying to secure their

own sources of oil, bypassing the oil companies, to

make separate deals with the Arabs. The British Con-
servative government had sent out a special emissary,

Lord Aldington, to Saudi Arabia to secure oil supplies,

to the annoyance of the oil companies: "waiting to

kiss the hem," as one Shell director put it, "of any
passing galabea." The French sent out a special mis-
sion to Saudi Arabia, seeing a chance to break into the

ail-American preserve, the chasse gardee, which they

had been trying to enter for the past quarter-century.

The fact that Saudi Arabia, the critical source of oil for

Europe, was in the hands of an all-American consorti-
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um, was now more than ever exasperating to the
Europeans, who saw their oil dependent on the
vagaries of American companies. Kissinger retorted by
attacking the bilateral "beggar my neighbor" policies of

the Europeans, and insisting that only by working to-

gether could the West be effective.

But in the meantime the Americans, too, were busily

fostering their own bilateral relationships; and in June
Prince Fahd and Sheikh Yamani from Saudi Arabia
were received in great style in Washington, to prepare

a new agreement for massive American technical and
military aid, to cement the most special of special re-

lationships. With the Shah, too, the Americans were
determined to strengthen both their own bonds and to

make profitable arms deals: in 1974 Iran bought more
than $4 billion worth of arms from the United States.

The chaos of Western rivalries now revealed the exact

opposite of the position in the early years of OPEC:
now it was the Arabs who were united, and the West
divided.

Out of this chaos there gradually emerged a new
instrument of Western collaboration, which was Kis-

singer's special brainchild, the International Energy
Agency, which was to be the instrument of Western oil

collaboration. Before long all the major consuming na-

tions had joined it, except France—who was still de-

termined not to antagonize the Arabs. By November
1974 the IEA had agreed on a plan for mutual as-

sistance, to ensure that no member would be victimized

in a future embargo or other sanctions; but there was
great disagreement as to the wider aims of the agency.

Dr. Kissinger saw it essentially, though he did not pub-

licly say so, as a countercartel, to confront OPEC and
break it; and his abrasive assistant, Thomas Enders,

later (April 1975) openly stated that his aim was to

break the OPEC cartel. But the European members
had no wish for such a confrontation, and preferred

to meet with OPEC members on a much less provoca-

tive basis.
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The British government's relations with the oil com-

panies had now taken a curious new turn, due to the

discoveries in the North Sea, whose estimated reserves

were steadily increasing. By the end of 1974 ministers

were privately foreseeing large exports of oil by the

eighties, so that the quadrupled oil price might in the

end prove the salvation for Britain's balance of pay-

ments. The exploration, however, was now so expensive

that it was only economic with a fairly high price (if

the Arabs had not at least doubled the oil price the

future of the North Sea would have been much more

problematical). Thus, although Britain faced huge oil

import costs for the next five years, her long-term in-

terests were coming much closer to OPEC's, and the

last thing the government wanted was a permanent

drop in the oil price.

But the North Sea and the energy crisis made the

question of controlling the oil companies much more
urgent. The parliamentary report of 1973, revealing

the past generosity in handing out concessions and

giving tax relief, had made politicians on both sides

more wary. Both Conservatives and Socialists consid-

ered taking closer control over BP, now more than

ever the Frankenstein monster, through more serious

government representation1
; and government relations

with BP were icy. But the Foreign Office insisted that

intervention would damage BP's relations in other

countries, particularly in Alaska (the former head of

the Foreign Office, Sir Denis Greenhill, was now a

director of BP). Instead, the notion began to take root

that the British government, like the Arabs, should

engage in "participation." Once oil was discovered,

the British felt the same need to have control over

their own resources, and this applied particularly to

the Scots, in whose waters most discoveries were made,
and who were talking menacingly about the exploita-

tion of their own oil and threatening secession. Ted

Particularly after the collapse of the Burmah Oil Company in 1975,
whose 20 percent holding in BP was then taken over by the Bank of
England, giving the government the choice of a more dominating in-
fluence.
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Heath was already coming around to the idea of par-
ticipation before the general election of February
1974; and one of the last acts of the Tory Minister
for Oil, Patrick Jenkin, was to recommend it. The ar-

rival of the Labor government and the energy crisis

gave a new fillip to participation, and Lord Balogh,
the practiced critic of the companies, who came back
into government, was convinced that only participation

could extract the true facts from the companies and
safeguard Britain's oil—particularly in the context of

the Common Market.

The British government therefore proposed to buy
51 percent of the shares of each of the North Sea con-

cessions, and to form its own British National Oil Cor-
poration, BNOC, based on Glasgow, to look after its

interests. "No other government outside the United
States," said Eric Varley, the Minister for Energy, "has

thought it wise to be completely dependent on the oil

companies."1 The oil majors were furious, particularly

BP, to whom the proposal was a clear indication of

distrust. Sir Eric Drake had agreed to barbed negotia-

tions with the Labor energy minister Eric Varley, only

because, as he explained, he felt obliged to discuss

any governmental proposal, "even if it was to put a

Hottentot on the board."2 But participation was really

an updating of Churchill's old insistence that the gov-

ernment "must become the owners, or at any rate

the controllers" of their own oil supply: extending from
51 percent of a company to 51 percent of a sea. The
American oilmen now bracketed the British with the

Norwegians as being the "blue-eyed Arabs" and the

"Sheikhs of the North": but the State Department
made clear to the British government that they would
not interfere.

It was certainly ironic that the British government,

having protested against participation so vigorously

in the Middle East, and having denied it to the Iraqis

over the past fifty years, should so quickly insist on it

iHouse of Commons, April 30, 1975.
2BBC Radio Interview, May 1, 1975.
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for themselves. But it was characteristic of oil that once

found in anyone's territory, it made the world look very

different.

TRUST-BUSTERS INTERNATIONAL

While the Western governments were developing

new ways of controlling the oil companies, the trust-

busters were trying once again to separate them, or

break them up. This time they were at work not

just in Washington but in several Western capitals.

The global scandal seemed at last to be provoking a

global response, as Rockefeller's scandal had provoked

a federal response a century before.

In Washington the new antitrust chief, Thomas
Kauper, was less obtrusive and more detached than his

predecessor McLaren, also quietly persistent With

the new solidarity of the OPEC cartel, however, the

trust-busters faced a more difficult problem. The sisters

had continued to get antitrust permission for joint

bargaining with OPEC up to the last negotiation in

Vienna in October 1973 on the grounds that this was
in the consumers' interests. But the new kind of bar-

gaining was not necessarily concerned with keeping

prices down. For the companies were now more con-

cerned to keep their access to the "buy-back" oil; and
the negotiations with the Saudi Arabian government,

for instance, showed some signs of being in restraint

of trade. But the task was now much harder, for the

participation agreements had bound the companies to

the producing governments, and the basic cartel was
one of sovereign states. As Kauper put it in June 1974:

"you are also dealing with another party to the trans-

action, a party which is a sovereign nation, and that

makes questions of antitrust relief in the domestic

courts of the United States rather difficult."1

The political thrust behind the antitrust movements
was now again very forceful, not only against the oil

testimony to Multinational Hearings: Part 9. June 5, 1974.
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companies, but against all giant corporations. With the

growth of the conglomerates and multinationals, in-

dividualism was more than ever threatened, and the

"Age of Combinations" which Rockefeller had pro-

claimed, had arrived on a global scale. And because

it was global, the antitrust problem was much more
difficult. This is how a top antitrust official put it to me
in June 1974:

There have been two major changes; first OPEC are now
owners of oil; second, the negotiations are about control

over the crude, not about pricing. And at the same time

there's been a growing concern about the question of size

as such, not so much for sophisticated economic reasons,

as for political and social reasons. People feel they have
lost their say over their destinies in their communities, be-

cause of the giant companies: conglomerates like ITT
added to the worry, but the chief concern is just with size.

The difficulty for us is to establish exactly what is ob-
jectionable legally: people have an uneasy feeling, but no
one is quite sure why. It may be like the 1880s when there

was a powerful popular feeling against the trusts, like

Standard Oil; but without a very effective intellectual argu-

ment
And the competition with foreigners always complicates

the question. When a foreign company comes in, there's

pressure to ease controls at home. The argument that we
need big companies abroad to compete with the Japanese

is very plausible; but of course you can't have big com-
panies abroad and small companies at home. Antitrust has

become much more an international problem. And it is

now often hard to know the genuine nationality of a big

company, as it was with the states of the Union in 1880.

What nationality is Aramco now? There's some doubt
whether it's possible for us to break it up, because it's now
part of a sovereign power.

As the groundswell of indignation against the oil

companies spread, it set in motion waves of antitrust

cases all over the industrialized world. In May 1974
Japan's antimonopoly organization, the Fair Trade
Commission, brought its first major case against price-

fixing: it charged twelve oil companies including Shell

(but no other sisters) with conspiring to fix prices since
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1973.1 But the case would take years to be tried. In

West Germany, the cartel office—perhaps the most ef-

fective antitrust body—began an investigation into the

price rises in 1973, accusing the companies of acting

in unison to exploit the crisis. The German activity

quickly reacted back in Washington: "Why is it that

the German cartel office has to be in the forefront?"

Jerome Levinson, the chief counsel of the multinationals

subcommittee, asked Thomas Kauper. Kauper ex-

plained that the Germans could act on the basis of

"abuse of economic power," in circumstances where

he could not act. But the German cartel office had con-

cluded that there was not much any individual coun-

try, at least of the size of West Germany, could do
about it.

2

In France the repercussions were especially rough,

for the energy crisis appeared to be a humiliating de-

feat for French government policy which had always

been more defined and more interventionist than the

rest of the West. The French National Assembly in June

1974 appointed a commission of deputies to examine
the oil companies operating in France, and their rela-

tionships with the state, and five months later they

published an outspoken report, written by the con-

servative deputy Julien Schvartz. Since the French had
lost their unique access to Algerian oil in 1970, he
complained, they had become still more dependent on
cheap Middle East oil, just when OPEC was becoming
more effective: "in this matter technocracy had taken

over from politics." The French policies toward their

own companies were now thoroughly muddled: CFP,
the French equivalent of BP, had become equally un-

controllable and virtually a multinational company like

the others. French oil policy had become merely

the result of struggles between different powers, in

which the public interest was forgotten. There should

henceforth be an autonomous organization for control-

ling French oil policy, concluded the report, account-

Wew York Times, May 29, 1974.
2See Multinational Hearings, Part 9. Also The Economist, May 4, 1974.
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able to the Assembly, and the French companies must
be answerable to the public.1 In the meantime the
public anger had been further stirred up by the public
prosecutor in Marseilles, who in February 1974 indicted

the chief executives of 43 companies, including the

French heads of Exxon, Shell, Mobil and BP, on
charges of discriminating against independent distrib-

utors.

The European Community also reacted to the oil

companies with unaccustomed firmness. They commis-
sioned a full report on the oil companies' behavior

during the crisis, and in November 1974 the Commis-
sioner for Competition, Albert Borschette, sent a
complaint to each of the Seven Sisters in Holland ac-

cusing them of having abused their dominant position

during the shortage, by cutting back supplies to the

smaller Dutch oil companies.2 This broadside from
Brussels provoked very different reactions from the

Europeans. While France and Germany were in a radi-

cal mood against the sisters, Britain and Holland were
much more protective—both because they were the

home ground of two of them, and because they both

now had oil and gas of their own. The British oilmen's

attitude to the antitrust suit was fairly contemptuous:

"The independents make their money from surpluses,"

said one Shell director: "to save them is like lending a

bed to your wife's lover." But that was what worried

the trust-busters everywhere; that the shortage strength-

ened the hand of the giants.

Antitrust actions had certainly gained momentum
from the oil crisis. But there remained a deep division

of attitudes, according to interpretations of the whole
history of the companies. Was the crisis for the West
so serious that they could not afford the democratic

luxury of antitrust—as the State Department had de-

cided ii> encouraging the Iranian consortium twenty

years before? Or were the companies now really part

^Sur les Sociit&s Pitrolieres Operant en France: Rapport de la Commis-
sion d'Enquete Parlementaire. Paris, November 1974.
*Ihe Economist, November 16, 1974.
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of the cartel on the other side, underpinning the new
cartel of sovereign states? And if so, how could any

committee of lawyers be effective against that combi-
nation? Against that lineup, was the only ultimate anti-

trust action—as some hawks were beginning to suggest

—a war?



14

The New Cartel

It's taken OPEC fifteen years to put together an ab-

solutely magnificent organization that succeeded in

getting world oil prices up by a factor of four in a
month's time. They'd have to be utterly mad to do
anything as stupid as go out and compete with each
other to drive down the price of oil.

Bob Dorsey, chairman of Gulf Oil, July 1974

Sovereign nations cannot allow their policies to bo
dictated, or their fate decided, by artificial rigging andj

distortion of world commodity prices.

President Ford, September 1974

After the embargo had been lifted by the middle of

1974, the consuming countries were having to face

the apparently unalterable fact that the world's oil was
now controlled by a cartel of sovereign states. Their

attention was focused on the headquarters of OPEC in

Vienna, which had for so long been regarded as insig-

nificant.

No city in Europe evokes more poignantly the past

glories of Western civilization than Vienna. Along the

wide ring road that circumscribes the old city, the

baroque and rococo palaces loom up on either side with

a melancholy grandeur. Their high domes, their cere-

monial entrances and broad stairways seem all to be
waiting for the ghosts of earlier eras—of Maria The-
resa, of Metternich, of Haydn and Mozart. Driving

round the ring road, past the baroque opera house and
the tall Gothic town hall, a single bleak modern block

339
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suddenly sticks out with a facade made of slabs of

white lavatorial marble. Over the workaday entrance

are the words TEXACO: for it houses among other

people the Austrian headquarters of Texaco. But

among the brass plates there is also one that announces:

ORGANIZATION OF PETROLEUM EXPORT-
ING COUNTRIES (OPEC): 1st and 2nd Floors.

There is nothing in the surroundings to suggest that

this represents the headquarters of the biggest financial

power in the history of the world.

For most of the year there is nothing exciting about

the offices. On the white walls small black-and-white

photographs depict scenes from the member countries:

a view of a storage tank, seen through some bushes in

Iraq; a gas-oil converter in Libya; a tanker off the

dead-flat coast of Saudi Arabia. Down the corridors

underfurnished offices contain statisticians, economists,

and cozy British or Austrian secretaries. On the floor

above sits the secretary general, who changes every

two years. It is not a flamboyant position: for the two

critical years, 1973 and 1974, when OPEC suddenly

realized its full power, the secretary was a quiet cour-

teous Algerian, Dr. Abderrahman Khene, who looked

like, as he once was, a doctor: patient, courteous, with

a neat moustache and a waistcoat, he seemed not at all

excited by the sudden new balance. He saw the change,

as he put it to me, as one not toward power but toward
reality. The West, he believes, should be able to face

willingly the reduction in its standard of living, for the

betterment of the Third World.
For years the meetings of OPEC had attracted

scarcely more attention than other trade organizations

—only a handful of specialist journalists would at-

tend. But after the sensational turnabout of 1973, the

bleak offices became suddenly the object of intense

curiosity for the rest of the world. The interest had
reached a new peak by the time of the annual meeting

in December 1974, a year after the sensational price

rise, when the price of oil was once again to be settled

Planes flew in from Caracas, Kuwait, or Djakarta. The
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four principal hotels in Vienna filled up with unpro-
nounceable names from little-known countries. At the

Hotel Imperial opposite the Opera, where Wagner once
stayed, an elegant yellow suite was prepared for Dr.

Jamshid Amouzegar, from Iran. At the Hotel Inter-

continental, expectancy centered around room 1141 on
the top floor, which was awaiting the arrival of Sheikh

Zaki Yamani.
Journalists flew in from the four corners; no longer

now only the dedicated band of experts, from Platfs

Oilgram, or Petroleum Intelligence Weekly, or the

Middle East Economic Survey, but a whole pack of

pundits and popularizers, grappling with the complexi-

ties of barrels and buy-back, equity and discount,

Vienna was the center of a curiosity that had never

been accorded to Chancellor Kreisky or to the negotia-

tions on Mutual and Balanced Force Reductions. For
this curiosity affected every consumer in the industrial-

ized world: whajt will be the new price of oil? And
will the OPEC cartel hold together?

On the first morning, reporters and cameras are

packed into the reception room, waiting for the visiting

potentates. Abdul Rahman Atiqi, the Kuwaiti oil

minister, strides in behind his Groucho moustache; he

has command of three million barrels of oil a day—

a

tenth of OPEC's production. Dr. Amouzegar follows,

his humorous mouth constantly changing its shape, al-

ways good for a joke—he is backed by six million bar-

rels. He implies gently that he does not altogether

approve of three Arab states having put up the price

before the meeting. Then comes the Iraqi minister, Ab-
dul Karim, pale and inscrutable; then the Venezuelan,

Dr. Hernandez, urbane but uncommunicative. They as-

semble in the conference room sitting squeezed around

two long tables with their flags in front of them, and

their advisers behind. At the head is M. M'Bouy-

Boutzit, the delegate from Gabon. Around the tables

are a mixture of faces and colors, black, brown and

white, with no imaginable common cause except oil.

Long after all the others have assembled, a large
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Mercedes draws up, and out steps the elegant figure of

Zaki Yamani, immaculate in a long tailored black rain-

coat. The microphones like snakes' heads push into his

face, and the questions spurt out about the price of oil.

He weaves his way through the cars, almost caressing

his words, ""it has to go down, it has to go down," and

drives off in another Mercedes. The tape recorders re-

echo his phrases "it has to go down, it has to go

down." Everyone seems to want it to go down, but still

it goes up. Is that, I ask myself, the mystery story of

OPEC? It is like Murder on the Orient Express. Each

suspect points to one of the others: but really, they all

did it together.

The next morning, after two bomb scares, OPEC
moves the meeting to the Imperial Hotel. The Wag-
nerian lobby with marble pillars and triumphal stair-

case is filled with mustachioed delegates and anxious

reporters: elderly hotel guests descend the stairs to

find the way blocked by a battery of cameras and

arc lights. At last in the afternoon Dr. Amouzegar
comes down the stairs beaming; there is good news, oil

will not cost a penny more. OPEC will simply follow

the precedent of the three Arab states a month earlier,

reducing the posted price while increasing taxes and

royalties; and the price will not be changed for nine

months. Hectic discussions follow between the journal-

ists and experts, which yield a dozen different conclu-

sions. But eventually a French journalist persuades one
delegate to agree that, oui, there was a small augmenta-

tion. And the eventual consensus is that oil will now
cost the West about 3 percent more—or two billion

dollars. That figure would have caused an uproar eigh-

teen months earlier; now it seems so modest that there

is a huge sense of relief, even gratitude.

In the evening, the reconciliation seems complete. In

the Palais Schwarzenberg, a sumptuous pile once in-

habited by Metternich's successor, Dr. Khene gives a

banquet for four hundred people. Under the ornate

ceilings, the tapestries and chandeliers, the Arabs sip
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orange juice, while Western diplomats and businessmen
slip anxiously among them, downing whiskeys, trying

to find out what they are doing with their money. At
dinner, the Austrian Chancellor Bruno Kreisky receives

the chief delegates at his table: Dr. Amouzegar from
Iran, Belaid Abdesselam from Algeria, with a nose like

a parrot, Shettima Monguno from Nigeria, a black

aristocrat with tribal scars. The old world is paying

tribute to the new.

It was a change in the balance of power at least as

dramatic as the Congress of Vienna 160 years before,

and the West had now apparently come to terms with

it. There was not much serious talk of refusing to ac-

cept petrodollars, or of invading the oilfields. The fact

now seemed irreversible, that much of the world's

wealth had suddenly shifted to an obscure corner of

the world. Discussing it at the banquet, no one could

think of a precedent for such a transfer of wealth.

Was it the Spanish conquistadors, bringing back gold

and silver to Spain? Was it Britain in the early nine-

teenth century? But both these increases were less sud-

den and less extreme.

And this was not a military upheaval, like the sack

of Rome or the fall of Constantinople: the war pre-

ceding it was technically a defeat for the Arabs. Nor
was it obviously caused by any sudden failure of the

West. Certainly it had some relationship with the de-

colonizing process by the imperial powers over the

past thirty years. Dr. Khene, when I talked to him,

like many Algerians saw the change as part of the

general awakening of the oppressed people, and their

struggle for independence. To that extent, there was
nothing a liberal anticolonialist could object to in this

new turnabout in Vienna. It was an extension of the

decolonizing process into the economic sphere, where
the enemies had been not the Western nations but the

Western companies. And the sisters still served as

convenient bogeys both to unite the disparate mem-
bers erf OPEC, and to divide the West When, at the
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Hotel Imperial, Dr. Amouzegar was asked whether the

new terms of the oil price would not hurt the majors,

he looked at the journalists with a smile of surprise:

"Are you for the majors?"

Looking back at the slow history of the producing

countries, with the advantage of hindsight, the puzzle

was not so much why this victory had happened, as

why it had not happened earlier. These sovereign states,

with their own precious resources, had taken a long

time to awaken to the need to safeguard their wealth,

and to combine to confront the companies. The change

had been more one of confidence than of a tangible

shift of power. What had held back OPEC had been

the "mystical powers" of the companies, as the Shah

described it. As one Saudi explained, "it was not until

we realized our strength that we had our strength."

And this education had come as much from the

West itself as from any development of Arab or Iranian

nationalism. Many of the milestones in Middle East

history had come from London and Washington. It

was the Texas Railroad Commission which taught the

Venezuelans about conservation. It was Labor's na-

tionalizations in Britain in the late forties that en-

couraged Mossadeq in Iran in 1951; it was the FTC
report of 1952 that taught the Arabs about the cartel;

it was Texaco and the University of Texas that turned

Abdullah Tariki, the co-founder of OPEC, into an
effective radical.

The OPEC revolution was the consequence of the

old dilemma, of running any liberal empire which edu-

cates its subjects to rise up against it. But now, of

course, the producing countries had no one else to

blame for their new difficulties, and they were taking

over the dissensions, as well as the confidence, of the

West. When in April 1975 King Faisal was assassi-

nated by a prince of his own family, it appeared that

the prince had learned some of his radicalism from the

universities at Berkeley, California, and Boulder, Colo-
rado,
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RICHES AND POVERTY

The sudden vast transfer of wealth was traumatic
not only for the consumers but for the producers, as
they began to realize first the extent of their new
billions, then the limitations to them. Oil was once
again playing the game of winner takes all, which it

had played in Pennsylvania or Texas, but this time in

the most ironic of all settings, in desert cities ruled by
puritanical rulers.

Traveling through the Middle East a year after the

price rise, I found astonishment everywhere at the dis-

crepancy between the abundance of revenue and the

difficulty of spending it for the benefit of the masses.

The money seemed like water on parched earth,

splashing off the top and trickling down a few cracks.

From outside, the oil countries may seem like the very

center of the world's stage; but from inside, they ap-

pear more like some chaotic backstage, with improvised

facades propped up by a few hectic stagehands.

This is how the experience was described to me by
the director of the Kuwait Fund, Abdullatif Al-Hamad,
who found himself with over a hundred million dollars

to dispense in the first year after the price increase.

"You don't realize that on October 16 we got as great a

shock as you did. We thought we were pygmies facing

giants. Suddenly we found that the giants were ordinary

human beings; and that the Rock of Gibraltar was
really papier mache. We had been protected from the

rest of the world by that beautiful but unfortunate

umbrella of the oil companies. We were really awed
by the responsibility; it was like coming of age. We
were amazed to discover that what we said and did

made a difference to people in Minnesota."

I put it to him that he could not expect great com-
passion from the West: it was like Rockefeller asking

for sympathy. He agreed: but the problem, he said,

was how the Arabs and the West could together co-
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operate in investments for the benefit of the Third

World. The year of shock and the year of adjustment

must give way to the year of cooperation. Other leaders

in Kuwait were equally bewildered by the resentment

about their investment: "I never thought I'd live to see

the day"—said Ali Atiga, the secretary of OAPEC

—

"when a superpower like the United States worried be-

cause Kuwait wanted to buy 10 percent of a

Michigan bank."

In Kuwait the relationship between the wealth and

the way of life is specially baffling. The tiny country,

unlike most of the others, has enjoyed surplus wealth

for the past twenty years, yet the per capita income is

still only one-sixth of that of the Europeans. While the

Kuwaitis themselves have a guaranteed income of

$3,000 a year, many immigrants who make up the

majority appear to be living close to the breadline, in

mean shacks outside the city. The stalls in the souk

are still full of the traditional wares—jewelry, robes,

trinkets, rolls of cheap cloth—but alongside are shops

stacked with cassette recorders, stereos, color TV's,

videocassettes. It is impossible to tell from looking at

the passersby, in their burnooses, whether they are

beggars or billionaires.

The whole townscape gives the impression of unab-
sorbed wealth. The cube-shaped houses are plonked on
the desert, with great gaps of sand between them, like

bits of Lego scattered on a sandpit. The low horizon

is only broken by a few lonely towers—a Hilton, a

Sheraton, an office block—and a cluster of painted

water towers, shaped like golf tees, dominating the

desert: an appropriate symbol, for water is even more
precious than oil.

Thirty miles outside Kuwait City, the oil city of

Ahmadi, named after the ruler who first signed the

concession, evokes a quite separate world. It still

evokes a prim Englishness, with its yellow letterboxes,

roundabouts and verges of marigolds, and it still carries

the stamp of the two companies, BP and Gulf, which
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first set it up, with echoes of an intense colonial com-
munity. 1 There are still three clubs, an amateur theat-

rical society, and a mansion for the managing director

called the White House in the middle. But there are

now only 130 Englishmen and a handful of Americans
left there, and almost the whole business is done by
Kuwaitis. Nor is it very complicated; the oil simply

flows out through the oil wells under its own pressure,

has the gas extracted from it, and flows under its own
pressure down to the docks and the tankers: at the cost

of 7 cents a barrel.

In Saudi Arabia, with a far bigger area and popu-
lation, and with a more recent surplus of wealth, the

problems seem more unmanageable—and the contrast

more bizarre, between future prospects and present

limitations. The chief signs of wealth are still the green-

roofed royal palaces, like Hollywood villas, which line

the main street of Riyadh; or the shops full of circular

baths and florid chandeliers. There are many signs of

hopeful developments; technical colleges, brand new
computerized hospitals, three-lane highways leading to

nowhere. Outside Riyadh, in the middle of the desert,

is a small green notice saying "Site of the University

of Riyadh." But for the moment the problems of man-
agement and bottlenecks are intractable. The tiny

Saudi elite is constantly lured away by private business

or to long sojourns in London or Beirut. The ministers'

offices rely heavily on immigrants, particularly Pales-

tinians, to manage their problems; but the top jobs are

kept for the Saudis. Like any conservative monarchy,

the country faces the problem of building up an edu-

cated elite, without threatening the political structure.

The likelihood of this vast shapeless country of six

million people ever being able to absorb the oil reve-

1The earlier community at Kuwait Oil Company was the subject of an
unpublished book by Ian Fleming, who was commissioned by William
Fraser, later the second Lord Strathalmond, to write a book about it for
£5,000: but the book gave a salacious account of life in the compound,
and the sheikh would not countenance its publication. It was paid for, and
never published.
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nues seems very distant. But the Minister for Planning,

Hisham Nazer (one of the ablest of the new Arab

technocrats), assures me that his future plans can make

use of all the money. Down at Aramco Frank Jungers

has little doubt, as he puts it, that "the insatiable gov-

ernment machine will get used to digesting the money."

In spite of the political turmoil of the preceding year,

Nazer and the Saudi government look to Aramco to

provide the technology not only for oil, but for all kinds

of development—agriculture, roads, hospitals, ports.

The four sisters are apparently more than ever the

agents of a foreign government: "our concern," said

Jungers, "is how to be even more closely associated

with the Saudis than we are."

Visiting Teheran, the whole urban scene suggests

the basic contrast between Iran and Saudi Arabia. This

is the capital of a country of 32 million people, who
need all the money they can get, where the oil is

running out fast. The city itself hardly looks like the

center of a booming economy: it looks like the back-

side of another city, with pavements collapsing into

torrents of water, rows of gimcrack houses, and a few

isolated skyscrapers rising out of the mud. The streets

are jammed with brand-new American cars and dou-

ble-decker buses, caught in an endless congestion. The
scene might have served as a symbol for the problem
facing the whole country, that the infrastructure cannot

cope with the expansion, and that the developments

are held up by the bottlenecks—at the ports, on the

roads, in the assembly plants.

And behind these worries is the central problem of

the planners I spoke to; that their economy is still

desperately dependent on the single slippery product.

When the price of oil drops, or the oil runs out, they

might be left with only caviar and carpets. However
much a Westerner may blame the Shah for beginning

the whole wave of Western recession and inflation, in

the setting of Iran the Shah's insistence on a high oil

price seems a matter of patriotic necessity.
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SHAH V. SHEIKH

By 1974 the long rivalry between Iran and Saudi
Arabia, which had preoccupied the oil companies
through the sixties, was the most critical question with-

in OPEC, as the most likely source of its disunity.

The most fundamental difference between the OPEC
countries was not so much between African, Asian and
Latin American as between the countries with large

populations, which urgently needed money, and those

with small populations who could afford to take a more
relaxed view about their oil. Algeria, Nigeria and Vene-
zuela were among the former; the Gulf sheikhdoms

most spectacular among the latter.

The contrast between the two biggest oil producers

pointed up the division: Iran with its reserves of sixty

billion barrels, and Saudi Arabia with its reserves of

130 billion (and perhaps far more) with only a fifth

of the population. These figures alone ensured that Iran

would be much more aggressive in maintaining a high

oil price. But there was no question that a key factor

was the Shah himself. Having now reigned for thirty-

three years, he had seen the Middle East transformed

by oil revenues. After his dependence on BP and his

humiliation by Mossadeq and the CIA, he had devel-

oped into a far more confident ruler, himself now one
of the Oil Kings of whom he had once been in awe.

I talked with him in February 1975 in St. Moritz, in

the luxury hotel close to his chalet where he skis every

winter. It is a turreted palace, with a strong flavor of

the thirties, a setting which reinforced the earlier image

of the Shah as a kind of comic-opera Ruritanian mon-
arch, but the luxury Swiss hotel had now become a

waiting place for bankers and finance ministers seeking

deals from the Shah. As I waited with a courtier in

the cavernous lobby, there was a flurry at the entrance

where a figure appeared in a red-white-and-blue plastic

ski jacket, sleeves wrapped over the shoulders, still wet
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from the ski slopes. He walked briskly through the

lobby followed by a plastic procession, which I was
motioned to join, marching up to a hotel room where

we were left miraculously alone. His face was hard,

with sharp-looking teeth, but occasionally transformed

with a quick smile.

In conversation he emerged not so much as a mega-
lomaniac, but as a man still dazed by his own sudden

success. As he recalled the anxious uncertainty of his

first years as Shah, when the oil company seemed to be
all-powerful, he sounded again like that uncertain

young man. He was puzzled by the American hints of

possible invasion of the oilfields, which had been re-

cently emanating from Washington, and clearly wor-
ried by American public opinion. But he was still

insistent that the price of oil was too low, and he
would keep it up, he blandly explained, for the West's

own sake: "it would really be weak and shortsighted,

and it would not help the world at large: because you
will start to go again into a false euphoria of cheap oil,

and forget about extracting your coal and searching

for new sources of energy. It would be the biggest

mistake which would be made to our civilization, I

won't be part of that mistake."

He saw himself as essentially performing a necessary

task, both for the West and the Third World: "The
West made their fantastic fortune and their lavish

spending on very cheap oil, without paying attention

to oil-producing countries, and even doing nothing for

the poor countries of the world. We have had twelve

years of UNCTAD1 now—what have they done in

those twelve years for the poor countries of the world?

Nothing at all." As for the oil companies, he saw them
as having no real power, as they revealed at the time

of the embargo: "the companies were the first to say:

'I serve and obey the orders of the countries.'
"

In this anonymous hotel room, he could have been
just another athletic banker; but in Teheran, where I

iThe United Nations Conference on Trade and Development was set up
in 1964 as a permanent body.
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arrived a few days later, the image was very different.

The face of the Shah looked down sternly in full regalia

from photographs in every government office and shop,

and his Majesty was talked about with almost religious

veneration. It was an awe with a very practical basis:

there had recently been still more allegations of torture

by the Shah's secret police, Savak; and soon afterward

he abolished all rival political parties. But the venera-

tion had a positive side too. Not even the Shah's op-
ponents denied that he had in one single decision in

1973 transformed the whole economy of the country.

The burden of debt was lifted overnight, and instead

the world queued up to borrow money.
The Shah had always been distrustful of the Saudis,

but now, at the beginning of 1975 his suspicions were
much more pervasive. For he and his oil minister, Dr.

Amouzegar, were convinced that the Saudis had made
a private deal with the Americans, by which Saudi oil

would be favored to Iranian oil, and OPEC effective-

ly broken. Although the Shah talked contemptuously

about the Seven Sisters, he clearly suspected that, if

oil consumption went down further, they might regain

the power to divide and rule, particularly between Iran

and Saudi Arabia. The Shah's suspicions centered not

so much around King Faisal—or around his subse-

quent successor, King Khaled—as around the upstart

commoner who was rivaling him as the spokesman for

Middle East oil on the world's stage, Sheikh Zaki

Yamani. The rivalry between the Shah and the

Sheikh1 had become a global drama played out on
TV screens.

Yamani, too, was reveling in the new publicity, tour-

ing the Western capitals to present his case. His relation-

ship with the royal family in Riyadh was the subject

of constant speculation, and there were frequent ru-

mors that he would resign. In December 1973, as we
have seen, King Faisal disagreed with him about

*But the title sheikh in Saudi Arabia is merely a courtesy title and does
not, as in the neighboring sheikhdoms, indicate royal blood.
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quadrupling the price, and in September 1974 there

was another internal crisis when Yamani wanted to

conduct an auction of Saudi oil which, it was widely

hoped in Washington, would help to bring down the

oil price. But there was opposition to the auction both

from within the royal circle, notably from Prince Fahd,

and more importantly from other members of OPEC,
led by Iran and Kuwait. They eventually persuaded

Yamani to drop the plan in return for other favors.

Yamani, it seemed, was losing influence; and he faced

a new crisis in March 1975 when King Faisal was
assassinated. The effective boss became his half-broth-

er, Prince Fahd, who had often disagreed with Yamani.
But Yamani still survived, as the man who knew more
than anyone about the problems of oil.

Yamani had always appeared, even more than most
Westernized Arabs, to be caught between two worlds,

in robes and burnoose one moment, and in a dark suit

the next. In his office in Riyadh he has all the trap-

pings of Arab pomp, sitting behind a two-tier brown
plastic desk, surrounded by chrome-and-glass furni-

ture and plastic armchairs, holding court while anxious

petitioners and oilmen come and go. He dictates to a

team of male secretaries, talking in fast Arabic inter-

spersed with a few English words—"liquefaction,"

"gathering station," "crude." He seems to be acting all

the time, rubbing his nose or fingering his little beard,

or joking with a dart of his tongue, enveloped in an
Oriental sense of power. Yet talking to him in English

alone, he seems a complete cosmopolitan, rattling off

statistics for barrels and buy-back, as attuned to every

nuance of Washington politics as an international lob-

byist.

Yamani's duality was distrusted by both sides. To
fellow members of OPEC, and most of all to the Shah,

he appeared in cahoots with Washington. But to Amer-
icans, he was always promising to drop the price of oil,

while it still went up. His ambiguity was part of the

predicament of his country—torn between its special

dependence on the United States, and the growing pres-
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sures from fellow Arabs and OPEC. Yamani, as he
had so often warned the oil companies, could not af-

ford to stick out against OPEC.
Yet he was confident of his long-term relations with

other members of OPEC: he knew that Saudi Arabia
would emerge as the key piece in the jigsaw of oil.

At the moment of extreme shortage during the em-
bargo, Iran had been able to win the day. But as the

shortage receded it was the Saudis—with their far big-

ger reserves—who were bound to carry most weight.

They were like the Texans in the thirties: without

their support there could be no control of the market,

no guarantee that there would not be a flood of cheap
oil which would undermine the world market and the

other producers.

Yamani was in a position to be able to tell OPEC:
only if they agree to keep the price at a reasonable level

would Saudi Arabia agree to control its production. He
was confident that he could both control and safeguard

the cartel. As he put it to me: "Usually any cartel

will break up, because the stronger members will not

hold up the market to protect the weaker members.

But with OPEC, the strong members do not have an
interest to lower the price and sell more."

THIRD WORLD

The members of OPEC had very different views of

the world, and particularly of their relationship toward

the poorer countries of the Third World. It was clear

from the beginning of the price increase that the nations

which would suffer most would not be the industrialized

countries, however bitterly they complained, but the

developing countries in Africa and Asia. For they were

dependent on oil not only for fuel but for fertilizers,

and they had no lucrative exports to compensate for

their higher import bill. The OPEC countries, the

nouveaux riches of the Third World, were very vul-

nerable to the charge of exploiting their weaker broth-

ers. But at the same time the success of OPEC provided
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a stirring example to all those countries who com-

plained of low prices for their commodities, and a

challenge to take the initiative into their own hands.

The more radical members of OPEC now depicted

themselves as the advance guard of a new age of eco-

nomic redress.

The chief spokesman of this movement was the Pres-

ident of Algeria, Colonel Houari Boumedienne. His

country at the top of Africa, with its own oil but with

much poverty, was well placed to be the bridge be-

tween rich and poor. Boumedienne himself, with his

mixture of demagogy and well-ordered French argu-

ment, was in a good position to present the case. Four
months after the price had been quadrupled, he
convened a special session of the United Nations in

New York to discuss the problems of raw materials,

deliberately timed to coincide with Kissinger's initia-

tives. He delivered a marathon address in which he
presented OPEC as the new leaders of the Third World.

"For the first time in history," he declared, "develop-

ing countries have been able to take the liberty of

fixing the prices of their raw materials themselves."

The example, he said, must be followed by producers

of other commodities, including copper, iron ore, baux-
ite, rubber, coffee, cocoa and peanuts.

OPEC's success, Boumedienne explained, depended
on taking control of its own resources, and no recovery

was possible while the multinational corporations re-

mained in control, "those past masters at the art of

making concessions in order to safeguard the essen-

tials." Nationalization could tear down the barrier

which foreign companies erected between producers
and clients, and could bring the developing nations

face-to-face with the realities of world industry. It was
a stirring speech and it brought a new scent of power
into the UN. In the delegates' lounge, I sensed an
awakening from a long torpor: the Third World was
no longer petitioning for favors, but organizing to insist

on them. And the participants at the conference duly

approved a declaration of principles to achieve what
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Boumedienne grandly called "a new international eco-
nomic order."

Western diplomats and politicians, not surprisingly,

were ambivalent toward Boumedienne's initiative. On
the one hand, the prospect of a succession of mini-

OPEC's, progressively cartelling the commodities on
which the West depended, presented a nightmare of

inflation and recession. On the other hand, the Western
liberals had a well-founded sense of guilt toward the

Third World, having miserably failed to meet their own
targets for aid. Oil was the subject of special remorse.

For the substance that was burned up by gas-guzzling

cars was also now the basis of petrochemicals, and
fertilizers which could transform the agriculture of the

poorer countries. The inherent wastage of burning this

noble fluid had been first noted by the Russian chem-
ist Mendeleyev in 1872, after visiting Pennsylvania.1

But the wastage was not the subject of major concern

until the sixties, when the world's oil was being rapidly

used up, at a time when its uses were constantly in-

creasing. It was a theme that the oil producers eagerly

took up; they were conscious of the West's sense of

guilt. The use of oil to feed the starving millions added
to the case for redistributing wealth and resources.

But it was one thing for Western liberals to advocate

voluntary aid and improved terms of trade: quite an-

other to have such a redistribution forced on them.

Boumedienne's vision of OPEC concealed a good
deal of hypocrisy, for the high price of oil continued to

be the cause of great hardship to poorer countries,

and his proposals for a new economic order were not

backed by any great generosity from Algeria. But other

OPEC members, in the year after the price rise, did

give very large sums in aid to the developing world,

and went to some pains to make new links, particularly

with India.

Boumedienne's rhetoric and statesmanship helped

to give a sense of moral confidence and panache to

1See Tugendhat and Hamilton: Oil, the Biggest Business, Revised edi-

tion, London 1975, p. 120.
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OPEC, which reached a climax at the meeting of heads

of states in Algiers in March 1975. Here, OPEC pre-

sented itself not as a grasping cartel, but as the stan-

dard-bearer of the new world order, bringing a new
sense of justice and redistribution of the world's wealth,

and a unity of purpose among its members—symbol-

ized by the spectacular reconciliation between Iran and
Iraq. 1 And at the subsequent meeting with the con-

suming countries in Paris in April the OPEC delegates

insisted on regarding themselves as representing the

whole Third World, to discuss the whole range of prob-

lems. But the central theme of Boumedienne's original

initiative, that OPEC must be followed by other

"Pecs," met with little success. OPEC members helped

to finance other commodity organizations, and produc-

ers of some, notably bauxite and sugar, drastically

pushed up prices. But by 1975 the prices of most raw
materials were tumbling down; and OPEC was less

keen to associate oil with them.

It was again clear that oil was a unique commodity,
for all kinds of reasons. It was by far the most impor-

tant, with a world trade of four times as much as the

next most valuable commodity, copper. It could not be
stockpiled or stored for long-term supplies, except un-
der the ground where it originated. Its whole history

had shown, since the Pennsylvania days, an alternation

between shortage and glut, which was not easily sub-

ject to the rules of the market; and this tendency was
now increased by the fact that several countries with

the most oil, like Saudi Arabia and Kuwait, had the

least need for money.2

And the oil business had already been in the hands
of the partial cartel of the Seven Sisters who provided

a world marketing and allocation system, so that the

iSee Chapter 1.
2"High prices prevailing in the markets for grain, cocoa, coffee, cotton,

sugar and others almost inevitably lead to an extension of production,"
commented Paul Frankel after the UN conference, restating his theory
of oil cartels, "which by its own weight provides for a downward correc-
tion; in today's oil setup the opposite is the case, because of the limited
absorptive capacities of some of the main producer countries for the in-
ward flow of funds."
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formation of a producers' cartel was made very much
easier. As the Economist commented (March 8, 1975),
"many poor primary producers would give their eye-

teeth if big foreign capitalists would kindly arrange a

semimonopolistic distribution network for their prod-

ucts in the West, down to tied filling stations." In the

public speeches at the UN conference, the multination-

al corporations were the favorite scapegoat, the engines

of oppression and exploitation. But in private, I

noticed, the attitude of some delegates from producing

countries was somewhat different. As one of them put

it, "you make the cartel, and we'll take it over." And
they looked with real envy at the unique oil cartel,

which seemed to be able to defy all the laws of the

market.
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The Seduction

I'm the Sheikh of Araby
Your love belongs to me
At night when you're asleep

Into your tent I'll creep . . •

By the end of 1974, after the departure of Presi-

dent Nixon, there were signs of firm policies in Wash-
ington to try to break the OPEC cartel, and to bring

down the price of oil. The price, said William Simon,
the Secretary of the Treasury, was exorbitant: "I can
think of no single change," he said in November 1974,

"that would improve the outlook for the world economy
more than a substantial decrease in the price of oil."

The political implications of the financial power of

OPEC, said Henry Kissinger, the Secretary of State in

the same month, were "ominous and unpredictable.

Those who wield financial power would sooner or later

seek to dictate the political terms of new relationships."

The bankers and economic advisers were convinced

of the urgent need to bring down the oil price. The
increase was reckoned to have been responsible for

adding 2 percent to the rate of inflation, and the reces-

sion was showing itself everywhere. A few banks

crashed in America and Europe, and Italy was ap-

parently heading for bankruptcy. The World Bank
estimated that the surplus funds from oil revenues

would by 1985 reach the staggering figure of $1.2

trillion ($1,200,000,000,000). The prospect of chan-

358
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neling these funds into productive investments was way
beyond the resources of any private banking system.
The governments, both in Washington and Europe,
were determined to cut down oil consumption, both to

reduce imports and also to encourage disunity within

OPEC. For if the members had to cut back their pro-
duction, it was reckoned, there would be deadlock be-
tween them, as there had been in the sixties, as to

who should lose revenues: there was still little sign

that they were able to ration production between them-
selves.

A year after the great price rise, at the beginning
of 1975, the world supply of oil was once again well

ahead of demand. The industrial countries were now
at last consuming less than the previous year, partly

because the oil was so much more expensive, partly

because the winter was exceptionally warm, but chiefly

because of the world economic recession. The signs of

new plenty were evident everywhere. The storage tanks

were overflowing with oil, the loading docks were half-

empty, the freight rates for tankers dropped lower and
lower, the great Tapline from the Aramco oilfields to

the Mediterranean was now comparatively so expensive

that it was closed down. Fleets of tankers were laid

up, causing disaster for speculators and the financial

collapse of the oldest British oil company, Burmah Oil.

Washington observed this new trend with great ex-

pectations. At the Treasury the ebullient William

Simon, who had previously been energy "czar," had
always been convinced that the free market would
make itself felt in oil, as in everything else; a fall in

consumption would bring prices down. He had very

publicly pinned his hopes on the auction of oil planned

in Saudi Arabia in September 1974, and was bitterly

disappointed when it was canceled. But he was still

confident of lower prices. And Henry Kissinger was

working energetically to break the solid front of OPEC.
He had inspired much tougher statements from Presi-

dent Ford, and had pushed forward the International

Energy Agency. By February 1975 the members of
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the IEA had hopefully agreed to cut their joint con-

sumption by six million barrels a day, thus threatening

seriously to bite into OPEC's total production.

Simon and Kissinger waited for OPEC's collapse,

and watched the growing indications. To many econo-

mists, it seemed a matter of time before the cartel was
broken. Milton Friedman, the high priest of the free

market, was confidently forecasting that OPEC would
collapse. The Economist magazine, which had pre-

dicted the glut at the height of the shortage, was now
saying "I-told-you-so" and pointing to the nonsense of

high oil prices. And there were encouraging signs. Sev-

eral oil producers, including Kuwait, began offering

long-term credit, as an equivalent to a discount. Abu
Dhabi, the most phenomenal of the small sheikhdoms,

had been producing a million barrels a day in 1974,

charging a high premium for its sulfur-free oil. By
February 1975 the companies were refusing to pay the

premium and production fell down and down to 500,-

000 barrels a day, until eventually Abu Dhabi was
forced to agree to drop the premium. Libya, which
was charging a higher price because it was closer to

Europe, found that the companies refused to pay extra

because freight charges were now much lower. Almost
everywhere, the supplies were being cut; by April

1975 OPEC was producing 35 percent less than its to-

tal capacity.

But beyond these local adjustments, nothing hap-

pened. The basic price of oil, allowing for some dis-

counts and credits, remained firmly where OPEC
had fixed it. The big oil producers, notably Saudi Ara-

bia, Kuwait and Libya, simply cut back their

production and kept their oil in the ground. The cartel

was still holding fast.

How was it happening? The key was Saudi Arabia.

As Yamani had predicted, many of the biggest pro-

ducers did not need the extra money, and thus had
no interest in undercutting the others with cheap oil

in order to break them—as might happen with an ordi-

nary commercial cartel. Saudi Arabia, far the biggest,
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was already beginning to play the role of Texas, pre-

pared to cut back or step up production to keep the
price steady.

But this balancing process was being achieved pain-

lessly, as gradually became clear, because the oil com-
panies were really doing the countries' rationing for

them. The members of OPEC had still not agreed on
a proration system, for the familiar reasons: they could

not decide on the basis of restrictions. But the oil

companies were already the masters of allocating sup-

plies—as they had shown to the producers in the sixties

and as they had shown to the consumers during the

embargo. They were still performing their smooth
global balancing act; but now they were doing it, not

to keep prices down, but to keep them up. Behind
the blustering speeches of Middle East oil ministers

about the evils of the sisters, they now privately ad-

mitted that they owed a great deal to them: "Why abol-

ish the oil companies," Dr. Amouzegar said to me,

"when they can find the markets for us, and regulate

them? We can just sit back and let them do it for us."

The disturbing fact was slowly emerging that (in the

blunt language of the business) the sisters were in bed
with the producers. It was this cohabitation, or this

"indissoluble marriage," that had always been the aim

of Zaki Yamani in putting forward his grand design of

participation. As Walter Levy had warned two years

before, the sisters had been lured into the tents of the

producers, and away from the weaker charms of the

consumers.

It looked for a time as if the producers, with their

zeal after the embargo, might be moving too fast in

their desire to take control over their resources. Most
of them, including Kuwait and Saudi Arabia, appeared

bent on 100 percent participation, or virtual nationali-

zation, which was an obvious provocation of their new
partners. But they realized well enough that they must

not go too far, and even Abdulla Tariki, the old

scourge of the sisters and co-founder of OPEC, pro-

claimed himself in March 1975 in favor of cooperation
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and joint ventures with the companies. The producers

stopped short of divorce; they made clear that they

would still allow the former owners of the concessions

long-term contracts to guarantee their supplies on pref-

erential terms—the security which was the object of

any dependent. It was this delicate calculation, of how
to get control without ultimately alienating the sisters,

which partly underlay the long-drawn-out negotiations

in Saudi Arabia and Kuwait.

It was an ironic new turn to the long careers of the

companies. They had first been sent abroad in earlier

decades, with the encouragement of their home gov-

ernments, to do battle on behalf of their consumers for

cheap oil, bargaining relentlessly with the producing

governments. But they were now discovered to have

suffered the fate of so many other pioneers. They had
gone native. They were now in danger of becoming
virtually the commercial mercenaries of the foreign

governments.

Aramco, proclaiming itself as the most successful

American corporation abroad, was now only American
in the sense that it was owned by United States share-

holders. Its whole glittering future—whether as oil pro-

ducer, road builder, farmer or universal contractor

—

depended, as Frank Jungers made clear, on getting still

closer to the Saudi government. Aramco dare not now
seek any assistance from Washington. When they had
tried to get State Department support for the financial

terms of participation, in mid-1974, Yamani was so an-

gry that (as he put it to me), he decided to "punish"

them, by cutting down their profits, through the agree-

ment at Abu Dhabi in November 1974. The companies

backed down, and withdrew their objections; but the

punishment went ahead, and the partners were there-

after more conciliatory, the more so since Yamani had

learned how to divide and rule them, playing Mobil

against Socal.

The ambiguity about Aramco's loyalties was again il-

lustrated when, in early 1975, the Pentagon was hinting

that they might have to invade oilfields in the Persian
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Gulf. Soon afterward a private Californian company
called Vinnell was hired by the Saudi Arabian govern-

ment to assist in defense training, including the

protection of oilfields. Visiting the Aramco compound
soon afterward, I was talking to a young Saudi engi-

neer who expressed his bewilderment about the role of

Vinnell: "Are they supposed to be defending the oil-

fields from the Americans, or for the Americans?" In

fact, Aramco was now in a similar position to the

Vinnell employees; if there were to be an invasion,

from whichever quarter, they would have to be on the

side of the Saudis.

There was nothing consciously conspiratorial in the

sisters' support for the OPEC cartel. The oil executives

could honestly insist that they were constantly operat-

ing according to the market, trying to take oil where
it was cheapest and refusing it where it was too expen-

sive, as they had done in Abu Dhabi and Libya. It

was the "hidden hand" of the market, operating

through the companies' computers, that was redirecting

tankers from one loading port to another, not any dark

scheme to maintain a cartel. Like Rockefeller's men at

26 Broadway a century earlier, the companies could

well maintain that they were buying oil through the

most efficient and economical system. But they were

operating within a monopoly. The laws of OPEC al-

lowed some variations in price, but ensured that it

would not fall below a fixed level.

The companies had no real incentive to break the

system, while they had many reasons not to. They
were essentially passive instruments. Their dependence

on the producers had been ordained by the participa-

tion agreements, by their long-term contracts, and by
their own commercial rivalries. The members of OPEC
knew well enough that to maintain their hold over

the companies, they must keep them submissive and
divided. "The more confident we feel," explained Yusuf

Shirawa, the Oil Minister of Bahrain, "the better for

the oil industry ... If I were running the oil compa-
nies, I'd have to be prepared to take all the blame,
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and absorb all the shocks between governments: if they

try to divide, they will lose." The companies were well

aware of their need to be passive. They did take the

blame, and absorbed the shocks, and they never dared

publicly to complain about it; as one Shell director put

it: "That is our greatest difficulty—we have to be si-

lent."

The competition between the companies served not

to bring down the price, but to increase the dependence

of each company on each producing government, as

they competed for long-term contracts and preferen-

tial terms. It was the paradox of the antitrust muddle
over the last two decades: the instrument that had been
designed to enforce competition had ended by strength-

ening a foreign cartel.

The Western governments gradually came to realize

that they could not look to the companies to break

the cartel. In London BP privately told the Depart-

ment of Energy that the company must not be expected

to take a firm line against OPEC; BP depended too

heavily on the goodwill of producers, and whatever

the British government wanted to do, they must do
themselves. In Washington the Church committee,

which published its report after some argument be-

tween senators in January 1975, put little trust in the

companies. The basic fact about oil, said the report,1

was that the big companies were no longer in a position

to bargain with OPEC on behalf of the consumers.

"The primary concern of the established major oil

companies is to maintain their world market shares and

their favored position of receiving oil from OPEC na-

tions at costs slightly lower than other companies. To
maintain this favored status, the international compa-

nies help proration the product on cutbacks among
the OPEC members." There were thus parallel interests

between OPEC and the major oil companies, against

the interest of the consumer: "The companies ensure

iMultinational Report: January 2, 1975.
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their access to the crude, but at the price imposed by
OPEC, regardless of a theoretical crude oil surplus."

The U.S. government (said the report) should there-

fore seek to cut the companies loose from this system
of mutual dependence with the producers. The compa-
nies' joint purchase arrangements with the producers
should be investigated by the antitrust division, and
the government should try to create uncertainty among
the producers, as to their access to the consumer
markets. But the report was not acted upon: the gov-
ernment lacked the political will to move against the

companies, and the trust-busters, as we have seen,

faced much greater difficulties once they were dealing

with sovereign states.

THE RIGHT PRICE?

To the spectator of oil history, this new development
might seem like the last act of a farce: all the charac-

ters were changing partners. But there was also another

unexpected twist to the plot. For the Washington ad-

ministration, which had been noisily battling to push
down the price, taking up the fight that the companies
had abandoned, was now itself increasingly muddled
as to what the price should be. While publicly insisting

that the price was outrageously high, the government

was privately worried that it might go too low.

For the United States, it was a culmination of the

dilemma that had begun in the forties, when the cheap

Arab oil had first begun to flow in: how to take ad-

vantage of this bargain energy, without becoming de-

pendent upon it? Even with the quadrupled price, the

imported oil was still cheaper than any likely new
alternative for the United States. The expectation of

the free-market economists, that the higher price—and

the huge profits of the oil companies—would stimulate

enthusiastic new exploration inside America soon

proved illusory. In 1974 the oil companies were al-

lowed to double the price of "new oil" from the United
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States, but the production still fell during the year by
600,000 barrels a day. The prospect of exploiting oU
shale from Colorado and elsewhere soon appeared far

more expensive than had been predicted. Nuclear ener-

gy was still deadlocked with problems of safety, and
Gulf and Shell, who had an ambitious joint nuclear

project in California, suffered large losses. Other am-
bitious plans, from windmills to solar energy, were
likely to provide only a fraction of energy needs. These
setbacks suggested that, in the context of free trade and
a free market, the price of imported oil was not too

expensive, but too cheap. And the investors in energy,

including the oil companies, now dreaded that the Ar-
abs could suddenly bring the price of oil right down
again, in the old Rockefeller tradition of price wars, to

undercut potential rivals.

In February 1975 Dr. Kissinger came out with an-

other brand-new policy, formulated by his new energy

expert at the State Department, Thomas Enders, an
outspoken giant of a man with few inhibitions. Kissin-

ger now proposed that there should be an agreed

"floor price" below which the industrialized countries

would not allow oil to be sold, so that new investments

and alternative fuels would be safeguarded. The scheme
had powerful logic behind it, but it was very difficult

to decide where the floor should be. While a floor of

$6 to $7 seemed appropriate to protect coal or do-

mestic oil, a figure of $12 seemed necessary to protect

such innovations as oil shale: so that the floor seemed
in danger of meeting the ceiling. And this came dan-

gerously near to supporting the Shah's own theory, that

the price of oil must be kept high for the sake of the

West. In any case there was little chance of agreement

from most Europeans, who saw little prospect of de-

veloping serious alternatives. The definition of the floor

price was never fully worked out, and the idea was
virtually shelved by March 1975.

In the meantime, President Ford had proclaimed in

January 1975 a new policy; to establish tariffs on im-

ported oil, rising from $1 a barrel, as a means of cutting
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down consumption while encouraging internal produc-
tion. But this policy, as Senator Church complained,
marked a complete contradiction of previous state-

ments. Having said that the price rise was catastrophic,

the administration now proposed to add a further price

rise, which gave OPEC a useful argument to raise

prices still further. Church proposed instead a direct

cutback of oil imports from OPEC of 2.5 million bar-
rels a day, with gasoline rationing if necessary. Neither
Ford's policy nor Church's was approved, and Ameri-
cans remained as dependent as ever on OPEC oil.

United States oil policy, as Anthony Lewis described it

in the New York Times, had become "as clear as

sludge."

Sheikh Yamani, in Saudi Arabia, professed himself

to be totally confused by the contradictions of Ameri-
can policy. "On the one hand," he told Ray Vicker of

the Wall Street Journal, "the United States says oil

prices are too high, and that it cannot afford the present

level . . . Then you try to impose new taxes and
measures to increase the price of oil on your domestic

market. You contradict yourself." Yamani was quite

willing, he said, to cooperate "when we can find out

what that policy really is."1

In Britain, the confusion about the price was rather

more straightforward. For the next five years Britain,

like the rest of Europe and Japan, would suffer a huge
extra bill for imported oil. But after five years, the

British expected to be largely self-sufficient from the

North Sea, and by the spring of 1975 the Department
of Energy was coming around to the view that Britain

could and should become a net exporter (that is,

should export more oil than she imported). America
and Britain thus appeared to be exchanging their his-

torical roles, with Britain becoming the exporter, Amer-
ica the importer. Clearly this implied that Britain would

have an interest in maintaining or increasing the price;

as one minister put it, "We'll be propping up OPEC

international Herald Tribune, March 20, 1975.
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as hard as we can." In Japan and the rest of Europe,

except Norway, there was no such confusion: without

alternative sources, they wanted the oil as cheap as

possible. But the British and United States oil policies

were now again moving in parallel, having turned

around 180 degrees: both were determined not to let

oil get too cheap.

While the public protests and even threats against

the wicked OPEC cartel continued, many pressures

were converging in favor of keeping high prices

—

which could only be achieved by keeping the cartel.

The British and American governments, the Seven

Sisters, the Texan oil lobby and the independent com-
panies, the investors in alternative energy, the conser-

vationists, and OPEC all agreed on the dangers of a

price reduction. Only the consumers disagreed—and
the governments without hope of alternatives, most of

all the countries of the Third World. It was a sudden
and tragic new alignment in the endless battle between
the haves and the have-nots: the have-nots, having

staked their future on the cheap fuel, were confronted

with a solid alliance to keep it expensive.

THE COMPANIES

Where, in this confusion of turnabouts, was the role

or character of the sisters? Could the real companies

stand up? At the beginning of the crisis the sisters ap-

peared to be rapidly losing their world role. "Actually

they're paper tigers," said Senator Church: "they don't

know what they own until they read it on the tickertape

next morning." They had, as they admitted, no leverage

over prices: their concessions were rapidly being taken

over or nationalized; and they were buffeted as never

before between producers and consumers. While the

producing countries were now able to secure their sub-

mission at one end, the consuming countries were de-

termined to control them more closely at the other end.

The companies were being shorn of much of their

profits from the oilfields "upstream" and would thus
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have to look for more profits "downstream," from the

business of distributing and selling oil. It would be a
painful adjustment, for the companies had been much
less efficient at the selling end (except for Shell, who
had always been better at selling oil than finding it).

And the companies could only make more profits from
consumers with the permission of the governments who
controlled prices, which in turn gave home governments
more potential control. Thus restricted, many oilmen

in private depicted their future role as being similar

to that of international utilities, like airlines, subject

to constant oversight by national and international au-

thorities.

But were they really so powerless? After all, the

companies were still far the biggest global organizations

in the world, with their great fleets, their pipelines,

refineries and chains of filling stations, which no coun-

try could hope to replace. More than ever, the great

companies were now the archetypal giant multination-

als, controlling huge interests across the world, not only

in oil, but in petrochemicals and alternative energy,

from coal to nuclear power. After the energy crisis the

higher oil price had pushed them still further up the

league of giant companies. In Fortune's list of the big-

gest U.S. corporations, published in May 1975, Exxon
had overtaken General Motors to be the world's biggest

corporation, by sales; and the five American sisters

were each among the seven biggest American compa-
nies, with only General Motors and Ford as their rivals.

With these great resources, why should the compa-
nies not again reassert their control of the market?

If they gave up any share in the concessions, might

they not become stronger rather than weaker? For with

no special commitments to particular countries, they

could divide and rule the producers without constraint,

like other international operators, to beat down their

prices. Rockefeller, after all, was able to establish his

monopoly not by owning the sources of crude oil, but

by controlling the markets without which the oil could

not be sold. And the Seven Sisters, as any motorist can
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see, remain the kings of the market. The new national

companies of the producers, like Petromin in Saudi

Arabia or Sonatrach in Algeria, have not as yet dared

to sell oil direct to the consumer.

But the size and scope of the great companies had
now made them weaker rather than stronger in their

battles with the Arabs. Their integrated structure, from
selling to producing, made them more vulnerable to the

concerted pressures from the producers, as access to

preferential oil became more precious. The companies

may yet divorce themselves from the concessions, vol-

untarily or involuntarily. They may be forced to by
the consumer governments, or by a more militant

mood in the producer countries, which may call for

total nationalization. But for the time being the com-
panies seem trapped in participation, their eyes trans-

fixed by their hunger for preferential oil. Behind all

their American or British panoply, and their solemn

statements about consumers and competition, their first

interest lies in satisfying foreign producers.

It is difficult, as it has always been difficult, to see

the big companies for what they are, to look through

the emperor's clothes. They are so long-established and
far-reaching, their executives so well-paid and well-

equipped, that the home governments are apt to

forget that they are simply trading companies with

shifting allegiances whose overriding aim is to make
money. The mystique of the great companies, which
so successfully intimidated the sheikhs and the Shah,

intimidated also the Western governments, and many
of their own employees. They have talked the language

of statesmen and sovereigns, encouraged by their long

years of dominance over the producers. Exxon pro-

claimed its dedication to the American philosophy; BP
has basked in its patriotic image. But behind all these

fine facades, they have been basically committees of

engineers and accountants preoccupied like most busi-

nessmen with profit margins, safeguarding investments

and avoiding taxation.
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For some of the men at the top, the limitations are

evident enough: "We were just tiny companies drill-

ing for oil," said one Shell director, "who have been
simply caught up in world politics." But many compa-
ny men were apt to be fooled by their own image,

easily assuming the arrogance of world rulers. And the

home governments, funking the problem, were content

to let them lord it. It might have been better for the

West if the companies had all been, like Texaco,

straightforward buccaneers. If each had been flying the

skull-and-crossbones, the need for patrolling navies

would have been obvious. As it was, their high-sound-

ing assumptions of global responsibility helped to

deceive both the governments and themselves.

Could the companies, with more imagination and
foresight, have transformed themselves into quite dif-

ferent organisms, representing a far wider interest and
thus able to avert or soften the eventual crisis? They
have had the limitations, of course, of any private com-
pany responsible to shareholders in a few countries.

But the shareholders' interest is a long-term and global

one, and the sisters have been way ahead of other

companies in their world experience; Exxon, as they

boasted, was a multinational corporation fifty years be-

fore the term was generally used. The big companies,

as they revealed when they shared out the oil during

the embargo, had a unique machinery to enable them
to be the world's oil controllers; but they were basically

so predominantly American or British that other na-

tions could never allow them that role over the long

run. If they had lived up to their rhetoric they might

have transformed their board and top management to

reflect an awareness of both producing and consuming
countries: thus they might well have avoided the initial

confrontation with OPEC, which was born in the Ex-
xon boardroom. As it was, Exxon, like most of the

others, remained ruled by the Texan engineers, with a
sadly limited political vision. (Dr. Kissinger, after one
meeting with the oilmen, was heard to complain that
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they were a living disproof of the maxim of Marx,

that the captains of industry always know in the end

where their true political interest lies.)

Since the political uproar of 1973 the companies

have made a few gestures toward wider representation.

Exxon in May 1974 elected their first woman to the

board, Martha Peterson of Barnard College. Gulf, un-

der heavy fire for their large-scale bribery, took the

ingenious step in April 1975 of electing a nun to the

board, Sister Jane of Pittsburgh. BP admitted a trade

unionist, Tom Jackson of the Post Office Workers, as

one of its two government directors. But these innova-

tions had little effect on the insulation of the companies,

and in the meantime there was little sign of any re-

straint in the boardrooms' self-advancement, in the

midst of a world recession: in 1974 all the American
chief executives spectacularly pushed up their own sala-

ries, with bonus payments up by an average of 33 per-

cent. The salary of the chairman of Exxon, Ken
Jamieson, went up to $677,000 a year, followed by the

chairman of Mobil, Rawleigh Warner, with $596,000.

The major shareholders in some companies may
eventually insist on breaking up the self-perpetuating

oligarchies of the oilmen. The bankers who control

the largest blocks of shares are more globally minded
and politically conscious than the engineers: were they

to intervene, they might be able to insist on new man-
agement and new objectives, to make the companies
the visible representatives of the consumers' interests,

which must be their only long-term political justifica-

tion. But for the present, the companies are not seen

to represent anything much more than their own in-

terests. In this situation, the Western governments will

have an obligation to impose far greater supervision

over the companies, for the delegation of the responsi-

bility for oil is intolerable, so long as the companies
are not seen to represent the consumer. The awareness
that the companies are supporting the OPEC cartel will

be a continual source of indignation to the public; and
even though some Western governments may decide
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that the oil price must be high, it will remain unac-
ceptable that the price should be fixed in Teheran or

Riyadh.

The task will not be an easy one. The new state

organizations, like the Federal Energy Agency in

Washington or the British National Oil Corporation in

Glasgow, may succeed in acquiring more effective in-

formation in the future; but the governments will have
to make the companies accountable on a much wider

basis, exposing them to Congress or to Parliament in a

permanent dialogue. (Since the producers now know
as much as they do, or more, about the business, much
of the historical justification for secrecy is outdated.)

WHO CONTROLS?

The need both to supervise the companies and to

widen their representation goes far beyond questions of

foreign policy and commitments abroad. For the West's

dependence on energy is now so fundamental and so

expensive in terms of investment that the planning

and forecasting cannot be left primarily in the hands of

private corporations. The decisions made in the compa-
nies' boardrooms affect not only the future of Abu
Dhabi or Iran, but the whole character of the future

Western life-style. According to the Chase Manhattan
Bank's estimate in May 1975, the world oil industry

will need $2.2 trillion ($2,200,000,000,000) be-

tween 1970 and 1985 for its optimal development, al-

lowing for a growth of 4.5 percent a year in oil

consumption: the best way to raise this huge capital,

advises the Chase, is to allow banks to expand rapidly.

But this assumption begs the question of whether the

Western countries should be encouraged to become still

more extravagantly dependent on oil. If the big com-
panies are allowed to follow their projections, there is

a real danger that the Western countries will become
crippled by their indebtedness to this one seductive and

fickle source of energy.

The failure of the Western governments to keep
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track of the companies and control them has marked
their history since Rockefeller. It was never cle#r who
was using who. As the business became more global in

the forties and fifties, so governments thought they

were using their companies by encouraging them
abroad, with antitrust clearances, tax advantages and

diplomatic support, while the companies were in fact

far better at using them, in ways that were often

against their governments' interest. Thus Harold Ickes,

having safeguarded Socal and Texaco in wartime, soon

found them overcharging the U.S. Navy for oil. Thus
the tax concession given to Aramco in 1951 became
the instrument of the companies' growing dependence

on the Middle East producers. Thus BP, having been

set up by Churchill as a more patriotic alternative to

Shell, soon became equally uncontrollable, and landed

the British government with the Abadan fiasco of 1951.

It was only in extreme crises that governments con-

sidered intervening, as Ickes did with the wartime Pe-

troleum Reserves Corporation; or as the British pro-

posed in the Anglo-American talks in 1953, when they

suggested an International Petroleum Council, includ-

ing both consumers and producers. But such a get-

together did not suit the American companies or the

State Department, and the discussions were abandoned
when the oil again flowed freely and cheaply. For the

subsequent evasions, the Western governments were at

least as much to blame as the companies. The govern-

ments were content to let the companies operate their

own policies, even while the cartels were confronting

each other—a situation which an international council

should have avoided. The more intelligent company
men now knew that they were encouraging a "fool's

paradise" that could not continue, and that the cartel

that was working on the side of the consumers could

soon be turned quickly against them. A few, most nota-

bly in Shell, warned of the danger. But the govern-

ments did not care to involve themselves until they had
to, and most oil companies preferred to keep the

burden to themselves. After the final clash and the
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showdown in 1973, the governments were left to pick

up the pieces, and to try to think out, for the first time

in twenty years, a coherent oil policy.

But the formulation of a policy now depends on
deciding who should be the controllers, and the prob-

lem of control is now a much more difficult one, for it

involves agreement between nations. That oil must be
controlled by some kind of organization appears to be
indicated by its whole astonishing history, when it has

so consistently flowed into the hands of a monopoly or

a cartel. But the present system of control has the

worst of two worlds. The two rival cartels with which

this book begins and ends, of the companies and the

countries, are equally unsatisfactory and partial. They
basically have represented two extremes of Anglo-

American consumers, and of Arab producers. Even
though OPEC may maintain its hold on its members
for some time, it is a fragile alliance which will be

acutely vulnerable to political pressures all around it.

However much the members of OPEC may seek to

buy off the discontent of their neighbors or the Third

World, the sole control of such a concentration of

wealth and power will be a perpetual provocation to

needier countries.

To establish any acceptable international control

system has been made much harder by the polariza-

tion of the past history. If the oil companies had

evolved in the sixties into more genuinely international

companies they might have helped to serve as a bridge

between the two sides. As it was, they first confronted

the producers as a solid cartel, then provoked the pro-

ducers' cartel, and then virtually joined it. The attempts

by the consuming countries to form a new countercar-

tel, through the International Energy Agency, seem

likely only to help OPEC to unite by forming a

common bogey: "The IEA is the real cartel of sover-

eign states," said Ali Atiga of OAPEC: "they want

to fix the posted price in Brussels or Paris. The trouble

is, that the West and the Arabs have now got a mutual

complex about each other." "If you insist on a con-
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frontation," said Yamani, "you'll stop us from helping

you."

The conjunction of the price rise with the embargo
made the problem of establishing a fair system much
more difficult. Without the embargo, the price would

certainly have gone up, but less precipitately, allowing

a gradual adjustment to the increase. As it was, the

embargo, which constituted an intolerable use of oil

as a political weapon, became confused with the quite

separate question of prices, making the confrontation

with OPEC more emotional and bitter.

But the interests of OPEC and the consuming coun-

tries are likely to come closer together. On the Western

side, as we have seen, there are important elements now
in favor of the high oil price, and governments and
bankers are seeking to connect up the OPEC surplus

funds with the industrial economy. On the OPEC side,

the producers realize that their stability, and the se-

curity of their investments, are dependent on the in-

dustrialized countries who alone can safeguard them.

The producers cannot afford to live too long in a hostile

world; and they must seek to give their cartel the le-

gitimacy of acceptance by the rest of the world.

They are likely to find it easier to be accepted by
the industrialized countries than by the countries whose
economies are much more seriously threatened, the

countries of the Third World. There will never be fair-

ness in the world of oil, for in no commodity has the

contrast in distribution been more extreme, between the

haves and have-nots. But a more equitable means of

control may emerge, not through the clash of two
cartels, but through the establishment of some kind of

international council, such as was put forward twenty

years ago, which could begin to produce some kind of

synthesis between the aspirations of the chief parties in

the triangle—the producers, Western consumers and
the Third World. It is possible that OPEC, which does

not need all its new money, may prove a more effec-

tive bridge between the rich and poor countries than all

the earlier aid-giving institutions of the West. And with-
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out the middlemen of the oil companies the West will

have to face more urgently the problem of sharing re-

sources.

The only moral justification for the existence of

OPEC, as its members (led by Algeria) have realized,

is to present themselves as the representatives of the

rest of the Third World. And though they may play

this role with a good deal of humbug and false piety,

it may prove a useful performance. For as OPEC be-

comes more deeply involved in questions of food and

other commodities, so the first harsh purpose of the

cartel is likely to be softened. Both producers and con-

sumers will be trying to enlist the support of the Third

World, in a new version of the earlier battles for the

uncommitted world.

The long bitter battles for the control of oil, with

which this book has been concerned, have not been

without their compensating side. For as the first in-

justices of the Standard Oil monopoly played a part in

forming the national consciousness of the United States,

and building up federal controls, so the subsequent

conflicts have played a role in arousing a global aware-

ness. And though oil companies have contributed to

some very disagreeable episodes in history, from the

support of dictators to the bludgeoning Arab embargo
against Israel, they have also helped to bring the world

closer together and, partly through their sheer excesses,

have compelled governments to interest themselves in

wider perspectives.

In his apologia for the first Rockefeller, Allan Nevins

likened him, together with the other "heroic" indus-

trialists in nineteenth-century America, to the Eliza-

bethan sea captains, like Drake, Hawkins and Cabot,

who roamed the world in search of their booty. The
comparison is apt, and the subsequent companies, op-

erating across the globe out of sight of their govern-

ments, still retained some of the independence of the

old adventurers (like Drake with Queen Elizabeth)

working sometimes on behalf of their home govern-

ments, often in defiance of them. The governments
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have gradually tried to catch up with the runaway
industry. But in the meantime the mysterious fluid

which appeared in Pennsylvania has become the life-

blood of each industrial country, and the companies

which purvey it have become the very centerpiece of

the economic system. It is an appropriate symbol of

this dependence that one of the present Rockefeller

family should now be the head of one of the biggest

banks, the Chase Manhattan, and another the vice-

president of the United States.

From the beginning the extraordinary substance

created unique new problems and new kinds of or-

ganization. Its erratic production encouraged cartels

and centralized control. Its unequal distribution, its

fluid state and its dependence on transport gave it a

special ability to bring closer, first the United States,

then the rest of the world. The pipelines and tankers

that carried it became the arteries of the industrial

world, but in doing so rapidly changed the political

balances. For a time the old "Coal Powers" which
dominated the nineteenth-century world seemed able to

dominate the new "Oil Powers" through technology

and cunning: but the new balance was bound to follow,

as the oil powers discovered their strength. Often

enough the effects of the first exploitation of oil,

whether in Mexico, Iraq or Venezuela, were dangerous-

ly disruptive, leaving a legacy of bitterness that still

jeopardizes relationships. But oil can be a solvent as

well as an explosive ingredient, once it has been inte-

grated into the political system of nations, as it helped

to unify the United States, or to reconcile Iran and
Iraq. Whether destructively or constructively, oil has

encouraged extremes.

It would be quite wrong, I believe, for the Western
nations to regard the change in the balance of oil

power as a sudden new external threat to the essential

Western civilization. For it is clear from the history of

oil that much of the opposition to the companies, and
the formation of OPEC, was the result of liberal ten-

dencies within the United States and Europe, as much
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as the emergent nationalism in the Middle East and
Latin America. The 1952 report by the Federal Trade
Commission was the textbook for Arab technocrats to

understand the oil cartel: the Labor government's na-

tionalizations in Britain were the cue for Dr. Mossadeq
to nationalize Iranian oil, and thus increase the Middle

East militancy. The antitrust movement, which was
both magnificent and muddled, effectively prevented

long-term coordination between the companies and
Washington. The Western governments had decided

—

without perhaps fully realizing it—that they were not

prepared to sanction a thoroughgoing cartel or to use

force if necessary, as the means to ensure cheap oil

supplies, and the brutal tactics of the twenties and
thirties were no longer acceptable. Thus OPEC, from

the beginning, was armed with ammunition from lib-

erals and trust-busters, and the Shah could count on
some sympathy from Western public opinion, when he

attacked the wastefulness of the Western way of life, or

the connivance of the sisters. The suddenness of the

transition, when it came in 1973, took the West com-
pletely by surprise; but the seeds of the change were

already present in the Libyan episode of 1970, when it

was clear that the big companies could not boycott

nationalized oil as they had done in Iran two decades

earlier.

OPEC thus owes its success in large measure to the

internal divisions in the West, and to the democratic

instincts behind the antitrust movement. There is al-

ways a great difference, in oil as in labor negotiations,

between advocating the sharing of power, and having

power wrested away: but the suddenness of the con-

frontation and the transition was partly due to the

West's inability to face up to a new situation until

forced to. Having faced it, the West has now, like any
farsighted management, to reach an understanding with

the producers on their many points of common in-

terest. But the danger is that, as in union agreements,

it will be the consumers and the outsiders that will

suffer; the object of the Western liberal conscience must
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be no longer OPEC but the underdogs of the Third

World.

The Western governments can no longer evade the

problem of control of the companies, which they have

evaded so often in the past. Politicians and diplomats

have to face the full implications of the fuel that has

helped to build up their world, and to relate the op-

erations of the companies to systems of democratic

choice and control. The public must know the full cost,

both economic and political, of their dependence on
the energy which they have come to take for granted. It

would be absurd to present this as a simple question of

congressional inquiries and parliamentary debates, or

of high-minded statesmen confronting greedy tycoons.

It is a long and difficult process of making a bridge

between a highly technical global industry and the ordi-

nary lives of consumers. But this task if essential, if the

Western public is not to find itself lured into a tech-

nological trap, becoming caught up in an extravagant

life-style which they will not be able to afford, either

economically or politically: and no purely profit-

oriented industry can be expected to portray objectively

the full implications.
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For four years after 1974, the world's oil supplies

seemed to have reached some kind of uneasy stabil-

ity. OPEC continued to meet, year after year, to put up
the oil price; but the Saudis continued to play a mod-
erating role, as they had promised, and the increases

did not keep pace with world inflation. The Western
nations still encouraged the image of OPEC as an Arab
cartel which had succeeded in holding them to ran-

som; but the reality was really very different. For the

OPEC system, supported by the Seven Sisters, had
provided a mechanism in many ways more secure than

the companies' cartel which preceded it, since it rest-

ed on the assent of the producing countries. The old

saying about the Sisters could now almost be adapted

to: "If OPEC did not exist, it would be necessary to

invent it."

The producing countries' demands were modified

partly by the fears of Western inflation and disruption

from the moderate members, and partly by the aware-

ness that there was a margin of surplus oil production,

some of which came from outside the club. In North

America the Alaskan oil supplies, coming down through

the pipeline to the United States, had helped to ease

the worries about a shortage; and by 1978 Mexico

was proclaiming vast new oil discoveries by their state

oil company Pemex which, according to some experts,

were on a scale approaching the Saudi reserves. It now

381
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seemed possible that the United States, having devoted

so much diplomacy, arms-dealing and compromising
to maintain its influence with the Saudis and Iranians,

might find its energy salvation in closer relations with
its southern neighbor, whose earlier oil reserves the

West had previously ruthlessly exploited.

The most spectacular new source of Western oil was
in the North Sea where Britain was able, partly as a

result of the higher oil price, to develop the oilfields so

that by the end of 1978 they were providing three-

quarters of her home consumption. The cost of this

self-sufficiency, both financial and political, was very

high: 60 percent of the North Sea oil was controlled

by foreign companies, most of them American; and the

generous tax concessions devised to encourage explora-

tion resulted in an unexpectedly low tax revenue for

the British government: BP had made an operating

profit of over two billion dollars from the single Forties

Field in 1978, but the tax yield amounted to only 18

percent. The state oil company, the British National

Oil Corporation, had acquired participation in the

North Sea fields but still had great difficulty in discov-

ering the true profits of the companies, or even the des-

tination of the oil; as its chairman, Lord Kearton, com-
plained in 1979, "The oil companies don't like to

have an informed government."

Moreover the economic benefits to Britain of this

new bonanza proved in many ways illusory: the se-

curity of the oil enabled the pound sterling to improve

its value against the world's currencies, but the very

strength of the pound was a major obstacle to Britain's

industrial exports, and there was little sign of the oil

profits being used to provide the industrial revival on

which Britain's long-term future depended. It was as if

the old curse of oil, which had so often ruined other

nations, was now working its spell once again. But in

spite of all these dangers, Britain had the temporary ad-

vantage of being, alone among major industrial nations,

the only one with the prospect of self-sufficiency in the
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most valuable fuel. And the North Sea oil was a valu-

able addition to the world's energy balance.

But in the United States, which was by far the big-

gest factor in the energy equation, the inbalance was
becoming still more dangerous. The higher oil price had
failed to produce the incentives for domestic oil ex-

ploration and developing alternative fuels; the con-

sumption of gasoline continued as extravagantly as ever;

and even though industrial companies had achieved

some saving, the dependence on imported oil contin-

ued to increase. The arrival of President Carter and
his Energy Secretary, James Schlesinger, promised ma-
jor initiatives to reduce consumption and to encourage

domestic energy; they proclaimed a new policy, to allow

higher prices together with higher taxation of compa-
nies, explaining that the energy challenge was the

"moral equivalent of war." But the new policy soon

came up against the full weight of opposition of both

Congress and the oil companies. Congress was resistant

to any policy which would produce higher prices for

the consumers and increase oil company profits, and

they were doubtful of their ability to impose a compen-
sating windfall tax on company profits. The oil compa-
nies were publicly opposed to any windfall tax (even

though privately they accepted the need for it), and

the smaller Independents (whose political clout in

Washington was stronger than the giants') lobbied

ruthlessly to oppose any such tax.

The cheapness of American oil continued to be an

obstacle to any rational conservation policy, and the

price of gasoline at the pumps continued to be half

that in Europe, which led to increasing transatlantic

friction. But Congress ruled out the imposition of a

direct tax on gasoline as politically unacceptable; and

the public distrust and hatred of the companies got in

the way of a more long-term solution.

The Seven Sisters and the other big companies in the

meantime did little to diminish that distrust. They still

insisted that they needed higher profits to finance fur-
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ther exploration and development of alternative fuels,

but their operations did not inspire much confidence.

Since the 1973 oil crisis they were investing less in oil

operations abroad, and they also had diminishing con-
fidence in America's own energy prospects; so they

began to move more heavily into alternative industries.

Gulf moved more heavily into chemicals, Occidental

moved into coal, Atlantic Richfield bought the second
biggest American copper company, Anaconda. Mobil
extended its ancillary activities, Exxon bought into elec-

tronics, culminating in a billion-dollar bid in 1979 to

buy the Reliance electrical company, on the excuse

that it was developing energy-saving motors. All the

Seven Sisters in the meantime stepped up their pub-
licity and patronage to make themselves politically more
acceptable; and Mobil, proclaiming itself defiantly as

the "Big Mouth" of the oil industry, became the Mae-
cenas of oil, financing television series, exhibitions

and theater while continuing to lecture the public, both

in America and Europe, about the indispensability of

the oil giants. All the oil companies insisted that only

they could undertake the necessary investment to solve

the world's energy shortage; and when in 1978 the

World Bank initiated a modest plan to finance explora-

tion on the Third World, Exxon protested indig-

nantly to then Treasury Secretary Michael Blumenthal

about this trespassing on their territory. Yet behind

their public confidence, there were signs that the Sisters

were beginning to lose faith in the future of their fuel.

The Seven Sisters remained the dominant corporate

powers in the United States and in 1978 they provided

four of the six biggest companies (by sales) in the

Fortune directory. The movement to break up the

giants grew stronger after the 1973 crisis, and both

the Senate and the House of Representatives initiated

hearings. Many Senators supported divestiture, wheth-

er "horizontal" (requiring the oil companies to sell

off their non-oil investments) or "vertical" (break-

ing up the big companies into smaller units responsible
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for different sectors—exploration, pipelines, refining or

marketing). There is little evidence, I believe, to sug-

gest that divestiture would in itself increase the supplies

of American domestic oil, and the rhetoric of the di-

vestiture campaign conceded a good deal of populist

deception. But I believe there remain strong arguments

for vertical divestiture (as I testified to the Senate in

February 1976): firstly because the size and power
of the giants has served to obstruct rational policies in-

side the United States, producing a deadlock which can

only be broken by antitrust action; and secondly be-

cause the links between the big companies and the

OPEC producers have provided contractual relation-

ships, creating a new kind of joint cartel, with no
real incentive to compete with lower prices and with

a dangerous confusion of purpose. I believe that this

close relationship with OPEC, the continuation of

Sheikh Yamani's "indissoluble marriage," helped to

conceal the true facts of the continuing energy crisis.

The companies were continuing to earn easy profits

from their long-term contracts, but the security of that

supply was very uncertain, and a sudden cutback of

two or three million barrels a day could create a world

shortage.

It was the fall of the Shah at the end of 1978 that

precipitated the new oil crisis: as so often in oil history

it was an unexpected political event—like the Suez war

in 1956 or the Arab-Israel war in 1973—which trans-

formed the world market and created a new context.

The revolution in Iran was full of diplomatic ironies.

The Shah had in the end become the victim of his own
financial success; the huge new revenues that came
from his quadrupling of the oil price in 1973 had

helped to generate a web of corruption, inflation and

dissatisfaction which led to his downfall. And the five

years of OPEC unity which had begun with the Shah's

victory in December 1973 ended with his departure

from Iran.
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But even after the exile of the Shah and the closing

down of the Iranian oilfields the danger was slow to

register in the capitals of the West: partly because of

Western oil stocks, but partly because of the faith in

Saudi Arabia. The four Aramco partners had for long

expected that the Saudis could, when necessary, increase

their production from the regular 8.5 million barrels

a day to perhaps as much as 12 million; but when
the crisis came the Saudis stayed at around 8.5 million.

Partly it was because of technical difficulties, which
had been suspected but indignantly denied by the com-
panies, but partly because the Saudis had discreetly

changed their own internal policy. They had become
exasperated by the Western wastage of oil, and the con-

tinued demands to produce more; the internal pressures

for conservation were becoming stronger; and they had
decided that spare capacity could no longer be the

means of maintaining their leadership of OPEC. They
kept down their production, and in the long, cold winter

of 1978-79 the oil companies ran down their stocks,

without Western consumers realizing it. Even when the

Iranian oilfields were reopened they did not make up
the difference.

The change in Saudi policy, together with the un-

predictable new regime in Iran, were at the heart of

the new world oil crisis. But neither were part of any

OPEC conspiracy on prices. In fact the Saudis reso-

lutely kept their price down, and the first sign of rising

prices early in the new year came not from the Arabs
but from the British oilfields in the North Sea, which,

being closer to the market, with short-term contracts,

reacted more rapidly than OPEC; and the oil companies
as usual found the opportunity of higher profits irre-

sistible.

At the same time there was frenzied activity on the

Rotterdam "spot" market, which rapidly achieved a

special importance as the indicator of the crisis and the

extreme price levels; and this market for short-term

deals on the margins became the wild frontier of the oil
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trade. The market is called Rotterdam because it is

in that huge harbor that oil can quickly be bought from
the tankers, and Dutch brokers have specialized in

quick bargains. But the "spot" market can operate
wherever there are banks, big money and clever men
with an international telephone and the right contacts.

Today the most important center is probably Geneva,
where oil traders can buy and sell oil with the support

of the Swiss banks who can provide loans in total discre-

tion, and the bribes and payoffs through secret bank
accounts which are essential for adventurous oil deals.

As the world shortage became more serious in early

1979 other factors combined to make the spot market
more excitable. Two countries, South Africa and Is-

rael, were desperately anxious to buy oil, for they had
been boycotted by all the Arab producers and by the

new Iranian regime; and they were both prepared to

pay above the OPEC prices. And in the meantime the

new Iranian regime decided to sell more and more oil

on a day-to-day basis, instead of on long-term contracts,

so that they in effect became part of the spot market.

The telephones between Teheran and Geneva became
hectic, and at Kargh island, where Iranian oil was taken,

the situation was increasingly tense: the tankers wait-

ing for oil on contract remained anchored, while tankers

buying the expensive oil at spot prices went to the head
of the line.

Through the cold spring of 1979 the oil shortage be-

gan to be felt across the industrial world, and by the

week beginning May 14 the spot market first began to

go crazy. On the Monday the price of Iranian oil was

$23 a barrel—already far above the normal OPEC
price. On Tuesday it rushed up to $28. By the end of

the week it had hit $34. The first reaction to these exor-

bitant demands from Iran was that no one would buy;

but it was soon clear to brokers that there were very

big buyers. One deal was made for 2 million barrels

at $34 a barrel which turned out to be on behalf of

Texaco; and Mobil and Shell at Rotterdam were both
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known to be buying at over $30. The huge sums
could only be paid by the Seven Sisters, or other big

companies, and it was evident that they were playing

a large role in bidding up the Iranian oil. As one broker

in Geneva put it to me: "The Iranians and the Seven

Sisters understand each other very well." The basis of

their understanding was simple; they were both happy
to see the oil price go up. And at the same time the

companies were selling cargoes of their own cheap oil

bought at the long-term contract prices, making huge
profits. For the Saudis, who were trying to keep prices

down, the situation was becoming humiliating.

The spot market became still more excited as the

Europeans tried to replenish their diminishing oil

stocks: the Italians had only about two weeks' stocks

in their tanks, and the Spaniards and Swedes were in

similar difficulties. The high prices began attracting oil

from other parts of the world, and American compa-
nies with refined oil in the Caribbean began sending it

to Rotterdam instead of the East Coast of America.

Washington, already acutely worried by the American
shortage, suddenly offered a subsidy of $5 a barrel

for heating oil, to lure the oil from the Caribbean back

to the States. The subsidy did not (according to Ge-
neva sources) stop American oil coming to Europe; but

it helped to bid up the Rotterdam price.

At this point the spot market became the focus of a

major diplomatic row. The Europeans were now furious

at a subsidy which competed with them without (they

complained) doing anything to mitigate the real prob-

lem—the wastage and lack of exploration within the

United States. The rift between the two sides of the At-

lantic on energy policy had never been wider. But the

Europeans were divided, as so often on energy prob-

lems before. The French wanted all European coun-

tries to abstain from high bidding, but other countries

were too desperate to agree. The Germans offered the

British industrial investment in return for a share of the

North Sea oil, but the British were increasingly deter-
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mined to keep hold of their own oil supplies. Only the

Japanese had successfully cut back their demand since

1973, reducing their oil imports by as much as 120
million barrels a year. The scramble for oil had set all

nations against each other, as it had six years before.

But the Rotterdam market had revealed that this was a

different kind of crisis from the 1975 crisis. It was
based on a more serious shortage, after the cutback in

Iran, and it was no longer a straightforward battle

between the countries of OPEC and the industrial na-

tions. For OPEC, as well as for the West, the situation

was dangerously out of control. One Geneva broker told

me: "Here, we think OPEC has nothing to do with it."

By mid-June the oil shortage was becoming still more
acute. In the United States the lines of cars waiting

for gasoline, with all the extra wastage involved, were

the outward sign of a wider panic than in 1974, while

the questions of price levels or rationing were still unre-

solved. Nor could the Europeans reach any sensible

agreement: the competition for the marginal oil was not

simply between the companies; behind them, in many
cases, the national governments were negotiating and

pushing, conscious that they would be blamed for any

shortage at the tanks.

In this tense atmosphere, the members of OPEC as-

sembled at the end of June for a critical meeting to

settle the oil price, appropriately enough in Geneva.

While the Swiss oil-traders were still making their quick

bargains for spot oil, from their bleak little offices in

downtown Geneva, the Arabs, Iranians and Latin

Americans were gathering in the Intercontinental hotel

up the hill, surrounded by Swiss police and intensive

security precautions, to try to work out an agreed price

that could stabilize the system.

The scene at the Intercontinental hotel had much in

common with the OPEC meeting in Vienna four and a

half years before: once again the world's press had

flown in, conscious that the decision would aftect every

country's economy. Once again Sheikh Yamani was
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the star of the show, immaculately bearded and dressed,

thoroughly attuned to his international repercussions.

But the awareness of the economic and diplomatic im-
portance of oil now went much deeper, since the re-

cession of 1974-75 which had been partly caused by it.

The two meanings of the word "power"—in both the

physical and the political senses—had come much
closer. The critical importance of energy was under-

lined at the simultaneous meeting in Tokyo of the sev-

en Western leaders from the United States, Canada, Ja-

pan, Britain, France, West Germany and Italy.

At the same time the instability of the oil system

was much more evident, and the arrival of the unknown
delegation from the new Iranian regime was a remind-

er to all the others of the fragility of the oil powers.

Sheikh Yamani was visibly more worried than he

had been four years earlier, and with good reason; for

the Saudis were in a tense predicament. On the one
hand the Iranian revolution had made them much more
aware of their isolation as a conservative, monarchic na-

tion : they had become much less confident of their rela-

tionship with the United States, which had paid them
in a declining currency, which had failed to curb their

oil consumption, which had been unable to protect

the Shah, and which had encouraged an agreement

between Egypt and Israel to which the Saudis were op-

posed. On the other hand, Yamani and most of his

government still felt very responsible for the world's

economic stability; and the Saudis were desperately

anxious to eliminate the frantic spot trading which the

Iranians had ruthlessly escalated. The old rivalry be-

tween the Saudis and Iranians which had raged through

the sixties was now made more tense by their opposite

political philosophies, at two extremes of Islam.

After long and bitter negotiations the OPEC nations

eventually announced an awkward compromise with a

two-tier system for the pricing of oil; the ceiling price

would be $23.50, but the Saudis would only raise their

official price to $18 in an attempt to restrain the in-



7979 Postscript: The New Crisis 391

creases: "We did our best, but I can't say I'm really

happy," Yamani explained at the Intercontinental ho-

tel: "Probably this high level will gradually come down.
That is my guess. It all depends on you consumers."

The Saudis were very aware that they were no longer in

a position either to make or break OPEC, for they could

only increase their production by around a million bar-

rels: they could no longer play the kind of equalizing

role that Texas had once played inside the United

States. And the OPEC delegates realized that the ef-

fectiveness of their organization was much more uncer-

tain, after the maverick role of Iran and the chaos on
the spot market. "The law of supply and demand will

now decide the price of oil," said Yamani. "Countries

like Britain and Norway are for most of the time ahead

of us in prices."

But the Western leaders in Tokyo, hearing the news
from Geneva, preferred to put all the blame on OPEC
for what they called "unwarranted rises in oil prices . .

.

that will lead to more unemployment, more balance-of-

payment difficulties and will endanger stability in de-

veloping and developed countries alike." They
promptly pledged themselves to limit their oil imports

to the levels of 1978, and to enforce much stricter con-

servation: "We are going to have to change our habits,"

said President Giscard d'Estaing of France, "invent a

lot, improvize a lot." Certainly the effects of the price

increases would be grim for the world economy. The
new prices, which added about 15 percent to the cost of

oil to the West, would add between 1.5 and 2 percent

to the rate of inflation, causing higher unemployment

and lowering the standard of living. For the countries of

the Third World, who were most hit by the increases,

the bill for oil imports would go up by $9 billion to

$27 billion dollars; and although OPEC agreed at Ge-

neva to allocate 800 million dollars to the special fund

for developing countries, this could not compensate for

the disruption of Third World economies.

But in the light of the market chaos that had pre-
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ceded the OPEC meeting, it was naive to blame OPEC
alone for the higher prices. It was the failure of the in-

dustrial powers to tax and restrain imports which had
been the cause of the crisis, as much as the Iranian

revolution and its consequences. The instability that re-

sulted from the shortage was almost as worrying to the

Saudis as to the industrial nations. It had brought up all

the old problems about the control of oil and of the

giant companies, which had once again benefitted from
the crisis with quick bargains and higher long-term

profits. The communique from Tokyo did imply that

the Seven Sisters had played some role in the pushing

up of spot prices: "We agree to take steps to bring into

the open the working of oil markets by setting up a reg-

ister of international oil transactions. We will urge oil

companies and oil-exporting countries to moderate spot

market transactions." And they recognized by impli-

cation that the cheap American oil was distorting the

world system: "We agree on the importance of keeping

domestic oil prices at world market prices or raising

them to this level as soon as possible." The seven pow-
ers in Tokyo were attempting to enforce what was in

effect the beginning of a consumers' cartel, to counter

the power of OPEC. Three weeks later, on July 16th,

after an anguished retreat to Camp David, President

Carter at last came out with a message to the United

States, promising to limit oil imports to 1977 levels, to

enforce strict conservation, and to set up a new En-
ergy Security Corporation to speed up alternative ener-

gy sources. But the Western powers did not really

hold out much prospect, either of effective control of

the oil companies, or of lasting international agreements

between consuming governments.

The crisis had revealed once again the deep ambi-

guity in the characters of the oil companies. On the

one hand they were virtually global utilities, with their

networks of oil rigs, tankers, refineries and filling sta-

tions. On the other hand they were shrewd and ruthless

day-to-day traders, constantly watching down the line
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for where profits could be maximized and shortages
exploited. The Western world was back again with the

problem: "Who controls?" And they faced a growing
nightmare of uncontrolled corporate power: that com-
panies could lead the public still further into a helpless

dependence from which they could not rescue them;
and while they blamed governments, they could frus-

trate them from any intervention. In the difficult years

ahead all the Western nations are likely to be faced

with having to move away from the oil-based, car-

based, air-conditioned economy on which they have
been built. But while the oil companies maintain their

corporate clout, whether in America or Europe, they

will inevitably stand against any such drastic adjust-

ment; and they will continue to promote their chief

product while offering no security for its future or

cheapness. The bold decisions—to reduce consumption

through taxes, to switch to alternative energy sources,

to begin changing the pattern of transport—can only be

taken by governments and voters.

But the problem of controlling the companies is

only part of the broader question of national self-dis-

cipline and restraint. It is convenient for the Western

powers to use OPEC as their scapegoat, and to criticize

the Middle Eastern nations for their reluctance to

increase production. But the insatiable consumption of

the West is putting those nations, particularly Saudi

Arabia, in an impossible position with regard to their

internal and external politics; and the only effective

escape from a future oil crisis will not lie with increased

Middle Eastern production, but with more serious

Western conservation and economies. The real lesson of

the crisis can only be: we have met the enemy—it is us.
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