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M E M O R A N D U M  O F  T H E  C H A I R M A N

To members and c,r officio members o f the Semite Committee on In te ­
rio r and In su la r Affairs' N ational Fuels and Kite rat/ Polici/ S tudy  
(&  Fes. 45) /
O n  M a y  31, 1973. 1 asked the Federal T r a d e  C o m m i s s i o n  to pie 

pare a report o n  the role of the petroleum industry in the develop­

m e n t  of the present fuel shortages. T h e  F T C  study, entitled “Piolimi 

n a r y  Federal T r a d e  C o m m i s s i o n  Staff Report on Its Investigation 

of the Pe tr oleum Industry," w a s  f o rw ar de d to m e  on July <’> 1973.

In his transmittal letter of July *>. 1973. C o m m i s s i o n  C h a i r m a n  

Le wi s A. E n g m n n  stated that he w o u l d  not release this report to the 

public because of F T C  policy not to release studies w h i c n  relate to 

matters p e n d i n g  before the F T C .  In m y  letter of July 9 to C h a i r m a n  

E n g m u n ,  I requested specific ivasons w h y  this report should not lie 

m a d e  public. 11 is response of J uly 11. 1973. again restated the C o m ­

mission's general p o’icy of nondisclosure.

M y  review of the report a n d  the analysis provided to m e  by stall 

does not disclose a n y  specific information about identifiable c o m p a ­

nies, events. or activities which, in m y  view, could reasonably be c o n­

strued to either jeopardize C o m m i s s i o n  law enforcement activities 

or to prejudice in a n y  m a n n e r  the rights or legm defenses of a n y  

c o m p a n y  or individual against w h o m  legal action might be taken in 
the future.

Theref. re. in the interest of full disclosure of all the facts relevant 

to current a n d  p e n d i n g  fuel shortages. I have directed that the F T C  

report he published at this time in the f< in of a committee print for 

the use of interested Senators a n d  as b a c k g r o u n d  for the committee's 
consideration of energy policy issues.

IfENItv M .  J a c k s o n . Chairman. 

m u
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U .S . S e n a t e , 
C o m m it t e e  on  I n ter io r  and  I n su la r  A ffa ir s ,

Washington. /AC., J/r/y J7. /,97J.

l ion .  L ewis A. E no m an .
Chairman. Federal Trade Commission.
Washington. D.C.

D e a r  M r. C h a i rm a n  : O v e r  the past six mon th s every section o f  tlie 
na t ion  has experienced  serious sho r tage s  o f  h ea t in g  oil. gasoline, diesel 
fuel and  p ropane . These sho r tage s— especially  gasoline and  diesel 
sho r tage s— th re a te n  to  become cr i t ica l w ith in  th e  nex t few months. 
S ho r ta g e s  o f  fuel oil next fa ll and  w in te r  a re ce r ta in . T hey  may he the 
most serious ever experienced  in th is  country .

You are  undoub ted ly  aw are  o f  th e  g row ing  and  increas ing ly  w ide­
sp re ad  convic tion t h a t  the fuel sho r tage  is a deliberate, eomeions eon- 
trivanee o f  th e  m a jo r  in teg ra ted  petro leum  compan ies to  des troy  the  
independen t refiners and m arketers ,  to c ap tu re  new markets, to  in ­
crease gasoline prices, and  to ob ta in  the repeal >i‘ env ironmen ta l p ro ­
tection legisla tion. A lleg a t ion s  a nd  some c ircum stan t ia l  evidence o f 
th is  sort a re com ing  inc reas ing ly  f rom  oil independen ts, consumer o r ­
gan iza tions. . In d en ts  o f  the  indus try ,  Members o f  Congress, a nd  from 
the ch ie f legal ollicers o f  local and  S ta te  governments .

A s  C h a i r m a n  of the National Fuels a n d  E n e r g y  Policy S t u d y  a u­
thorized by S. Res. I.'i, I recognize that tlie origins of the current fuels 

shortages are complex. T h e y  involve, a m o n g  other things, stringent 

environmental regulations, a lack of refining capacity, an incentive 

system that i- not producing desired results, the need for deep water 

port facilities, a n d  mariv other factors.

< )ne m a j o r  cause of the shortage which should not lie overlooked or 

minimized is the present Adiiiinist rat ion’s incomprehensible a n d  fool 

ish reliance last s u m m e r  on tin* clearly incorrect a n d  self serving rec- 

oiiimeiidat ions of m a j o r  oil c o m p a n i e s  that import cunt nils should be 

m a i n t a i n e d ; that refined products should not lie i m p o r t e d : a m i  the as­

surance tlint refinery capacity w ou l d  lie adequate to meet all d e m a n d s  
for pet loleum plod nets over I lie next \ ear.

W e  kn o w ,  for example, that Texaco's C h a i r m a n  of the H o a r d  wrote 

(iciieral Lincoln, then the Director of the ( )llice of E m e r g e n c y  11 re 

pa redness, last July objecting to tlio granting of i i i o i t  import quotas 
for finished products a n d  stating that there is “sufficient refining r a­

pacity available in the I .S. to meet anticipated d e m a n d  for clean 

products over the balance of this year." W e  k n o w  that the President 

of 11 mill do Oil ( now E x x o n ,  U . S . A . ) assured (iciieral I Jneoln in S e p  

truilier that "1 fu mb le  could llot speak for the r em ainder of the indlis- 

t ry but fell in a I iglit situation tlie imliist rv w ou l d  d o  its best including 

going b ey on d its contract c o m m i t m e n t s  if it were capable of doing 
so . . . "

\\ liile I a m  not yet ready to definitely conclude I hat I he current crisis 

ran In1 fully explained in terms of “conspiracies" liet w e e n  or “excessive

IV)
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VI

m a r k e t  power'1 exercised b y  a relatively f e w  oil co mp a n i e s  this does 

pose a m a j o r  question of public policy w hi c h  deserves careful review 

a n d  analysis. T h e  very fact that the so-called “conspiracy theory" is 

supported by  circumstantial evidence a n d  that it does have credibility 

amonjr knowledgeable observers of the industry m a k e s  an in-depth 

investigation m a nd at or y.  If investigation s h o w s  that the current 

shortages h av e been calculated a n d  engineered for private profit or 

advantage, legislation will he required to effectuate fu nd am en ta l 

changes in the structure a n d  operation of the petroleum industry.

Later in this letter I will bo requesting the Federal T r a d e  C o m m i s -  

. sion to undertake an investigation of this matter.

W h a t e v e r  the ultimate cause or causes of the shortages it is indis­

putable that they threaten to extinguish the independent refining a n d  

m a r k e t i n g  sectors as a viable competit ive force in the petroleum indus­

try. It is furthermore a fact that retail gasoline a nd  fuel prices— the 

price c on su me rs  p a y — have risen drastically a n d  will continue to rise. 

At the s a m e  I ime. the earnings of t he live biggest oil co mp a n i e s  j u m p e d  

h v  g<! percent between the first quarters of l!>7‘2 a n d  107b.

T h e  earnings of K x x o n ,  the largest oil c o m p a n y  in the I 'nitcd States, 

j u m p e d  by an a m a z i n g  lb percent. T h e  earnings for *J7 smaller oil c o m  

patties j u m p e d  by bg.j percent d uring the s a m e  period.
T h e  fact that oil c o m p a n y  earnings s h o w  startling increases during 

a period of time w h e n  the c om panies are unde r price controls, w h e n  

independents arc being put out of business, a n d  w h e n  the A m e r i c a n  

<o n s u m e r  cannot gel gasoline also raises fundamental questions of 

public policy. This is part imInrly I rue in view of t lie dist urhing signs 

ihat the present shortages are being a c c om pa ni ed  a n d  perhaps paused 

by m a j o r  structural changes in petroleum marketing which could 

seriously limit competition.
T h e  strength. oflicicticx. am i e c o n o m y  of America's oil industry has 

been based on the high degree of compel it ion at the retail level a Ifort'ed 

In n u m e r o u s  c om pa ni es  supplying the s a m e  market. It is a classical 

first step of a ny  small g r o u p  of < o m p a n i c s  w h o  wish to restrain trade 

a n d  raise prices to lirst centrnlizc their marketing areas so as to reduce 

c ompel it ion. I it deed it is t lie purpose of tin* I' ederal Ant it rust L a w s  to 

assure that I here is adequate compel it ion. S o m e  of the disquiet ing m a r  

kot limiting instances all wit It in the past few m o n t h s  areas follows:

(lit! f i w it lidra w i n g  in Mulligan. M ar yland. Iowa. Wisconsin, Mela 

ware, Minnesota. North Makotu. So ut h Ihikola, Kansas. N ebraska 

M o n t an a.  Wvoitiing. Wa sh in gt on . Oregon. Idaho. 1 tali. N e v a d a  anil 

Nort hern Cali font i.i. They are just get I ing out of t host* at eas a ml ha ve 

a S'J.MU>01 t.IKMI withdrawal p r o g r a m  under way.

K x x o n  is sell ing ] .‘ill 'el a i I s e n  ice si at lot is in I lid ia tut. I llinois, \\ is 

cousin a n d  M i c hi ga n a n d  possibly an addil ional ii.’>0 slat ions.

Phillips by October I. |!l7b. is w i t h d r a w i n g  f rom N e w  Kttglaml all 

the w a v  as farsonth a* M a r x  land a n d  .Northern Virginia.
Hritish Petroleum lias sold its N e w  Y o r k  State marketing n et wo rk  

( i I 'nited Heliiierv. W e st  of Hu d s o n .  N e w  York, ii is giving n o  n e w  

supplies to its jnbliers. H P  has m u  died its jobbers in Nexx Jersey. 

K h o d e  M a i n l a n d  part of Massachusetts that their contracts will soon 

he cancelled.
Atlantic Itichtield Compaiix is selling its terminal an d bulk plant 

in M  tsissippi, A I f P O  is also dixrsting itself of a lUf.OOlt barrel a tlay
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refinery in Sinclair. W y o m i n g .  It is d r o p p i n g  2.400 retail outlets in 

Colorado, Idaho, W y o m i n g ,  N o r t h  Dakota, S o u t h  Dakota, Nebraska, 

Kansas, Minnesota, Iowa. Missouri a n d  parts of Louisiana, A l a b a m a  
a n d  O k l a h o m a .

A m o c o ,  according to trade reports, plans to pull out of the W e s t e r n  

I nited States with the exception of W a s h i n g t o n  a n d  Orego n,

S u n o c o  is w i t h d r a w i n g  f r o m  X or t h  Dakota, S o u t h  Dakota, N e ­

braska, Wisconsin, Minnesota. Kansas. Tennessee a n d  the Metropoli­

tan C h i c a g o  area. H o w e v e r ,  it is excluding certain other metropolitan 

ureas s.:"h as O m a h a ,  Eastern Kansas, M e m p h i s  a n d  its Interstate 
H i g h w a y  outlets.

Kina will purchase tlie IIP m ar ke ti ng  properties in (Jeorgiu a n d  

Florida a n d  part of those in Nor t h  Carolina a n d  S o u t h  Carolina.

T h e r a  are instances of other oil c om pa ni es  w h i c h  are a b a n d o n i n g  

certain “uneconomical" areas. Moreover, m a n y  of these a n d  other 
m a j o r  oil c o m p a n i e s  are apparently terminating existing dealer fran­

chises and. ut the mmu time, establishing n e w  chains of dealerships 
un d e r  n e w  second a n d  third n a m e  “lighting brands."

It is highly suggestive, to those w h o  have studied the d y n a m i c s  a n d  

structure of the national a n d  international oil corporations w hi c h  
d o m i n a t e  the industry a n d  the patterns of ma rk eting that all of these 

factors a n d  results are not happenstance. In m a j o r  respects they m a y  

represent conscious, k n o w i n g  decisions to shift traditional profit c e n­

ters f r o m  “production” in historically, low cost, profitable Mid-east 

sources to the d o w n s t r e a m  sources of “refining" a n d  “marketin,;” both 

in the I'nited States a n d  Europe. This shift in profit taking sources 

w a s  compelled b y  the nationalistic altitude of M i d  East nations to 

control their o w n  resources a n d  to m a x i m i z e  host g o v e r n m e n t  reve­

nues. O n  the basis of available evidence I d o  not charge or allege con 

spirucy; I do. however, charge that corporate self-interest, acting in 

response to friendly, timid a n d  often incompetent Administration 

policy, has led to a situation in whi ch  oil industry corporate m a n  

agers without meeting, without collusion, without conspiracy are 

led, invited, a n d  encouraged ' ( I ) to squeeze out the i ndependents; a n d  

(2) to force the price of gasoline a n d  other petroleum products u p  
a n d  up.

It is not clear to m e  or to other M e m b e r s  of Cong re ss  w hat all of 

these fast m o v i n g  c\ cuts a n d  changes me an , nor w hut mint ionship f hey 

bear to the shortages of crude oil a nd  petroleum products. T h e  sole 

purpose of this letter is to get a detailed, objective, a n d  judicial j u d g­

me n t  on the issues which have been raised in connection with the c u r­

rent fuels crisis. It is in the national interest to have a strong, viable 

a n d  competitive industry that is privately o w n e d  a n d  bus the conli 

deuce of the public.

I a m  hereby requesting the Federal T r a d e  C o m m i s s i o n  to prepare 

a report within thirty days regarding the relationship between the 

structure of the petroleum industry a n d  related industries a n d  the 

current a n d  prospective shortages of petroleum products. This report 

should be a c c o m p a n i e d  by such stall reports, investigations a n d  dncu 

m e n t a r v  materials as the C o m m i s s i o n  m a y  have m a d e  or obtained 

which are relevant to comprehension of this issue by the Congress.

I j aler today, Senator 11 uiuphrry m i d  I w ill be hit inducing ail a m e n d  

incut to s. l f*» tt, the “E m e r g e n c y  I'etroleimi Allocation Act of inf.'t,"
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w h i c h  will authorize a n d  direr' a m o r e  detailed six-month study b y  the 

Federal T r a d e  C o m m i s s i o n  of this a n d  other important questions c o n­

cerning the petroleum industry, its c h a ng in g structure a n d  operation, 

a n d  the causes of the current shortages. I a m  enclosing a c o p y  of the 

a m e n d m e n t  a n d  a table f r om  the M a y  14. 19/3 Oil and Gat Journal, 
s h o w i n g  earnings a n d  profit performance of 3*2 oil co mp an ie s in the 

first quarter of 1973.

Sincerely yours,

H enry  M J ackson,
Chairman, Senate. Study of a 

National Fueln and Energy Policy.

!low 32 companies performed in the 1st quarterNet profit i (11,000)
Company 1st 'luiutrr 1M73 Percent elitvnjte troin IW.'

E x x o n . . . . 508, 000 -4 43. 1

T exaco  . . 204, 010 -f 14. 8
G u lf 105, 000 (-18. 7

M o b il 155, 800 t- 10, 1

Californ ia  S tan d ard 152, 800 i- 24. 2

Su b to ta l ------- 1, 215, 010 * 20. 0

Ind ian a  S ta r  lard 121, 100 • 21 :>
Shell so, ana 1 40. 2

Teiuiecn 511, 113 I 14 4

\I<C(> 50, 303 I 52. 2

Su n 40, 140 1 42 3

Conoco . 47, 500 i 1 1 5

Phillip* 43, 4 4 S i 22. 1

U n ion 38, 300 ! 28 1

A m erada I I '" ' 30, 700 t 25. 1

( 'it  lea S e rv ic 34, 400 t 17 4

G e t ty  * 27, 00(1 1 20. 0
M ara th o n 24 105 1 40 0

Petiftisnll 10, 024 1 --------
So li in 17, 500 t
Signal 10, 202 i

Ashland 1 OOP t 40 7

K err  M c G e e 1 1. 870 i 20.

Skellv 0 001 1 -

( lecident d 8. 034 1 57 S

M u rp h y 0, 452 1 57 7

C la rk 4, 810 t

Am erican Petroliua 4. 735 > 105

Tc*oro 4, 271 1 SO H

Q uaker S ta le 3, 001 1 -

Kew ntiee 3. (117 (

( lorco 2, 800 I

Apco HH0 34 0

Su b to ta l 7.30, 337 I 32 1

T ota l 1, OS 1, 053 1 28. 2

I'V’liiiim rtliiMir'llft'Uv IUmii*
* 111* < !•** < M t v '* Mltifr of t of P , .lint .Shelly (III I n
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EX

F ederal T rade C o m m is s io n .
Washington, D.C., June 5.1979.

•
 H o n . H e n r y  M .  J a c k s o n ,

Chairman, Committee on Interior and I  isvlar Affairs, U.S. Senate, 
Washington, D.C.

D e a r .  M r . C h a i r m a n :  T h a n k  y o u  for y o u r  letter of M a y  31, 1073, 

concerning the present shortage of petroleum products.

A s  I a m  sure y o u  are aware, for m o r e  than a year the C o m m i s s i o n  

staff has been conduct .g an intensive investigation into the structure, 

conduct a n d  pe rf or ma nc e of the petroleum industry. T h i s  investiga­

tion is close to completion. T he r e  are a n u m b e r  of important hearings 

scheduled throughout the m o n t h  of June, a n d  the staff will continue 

to utilize every available resource to expedite the completion of the 

hearings a n d  the assimilation a n d  analysis of the latest evidence.

I h ave asked the staff to report its findings to m e  n o  later than J u ly  1. 

a n d  the C o m m i s s i o n  will certainly endeavor to provide y o u  with the 

information w h i c h  y o u  seek as soon us possible.
Sincerely yours,

L e w is  A. E n o m a n .

F e d e r a l  T r a d e  C om m iss io n , 
Washington, D.C., Jutg Ct, 1973.

H o n .  H e n r y  M .  . J a c k so n ,
Chairman, interior and Insular Affairs Committee, U.S. Senate.

Washington, D.C.

D e a r  M r. C h a i rm a n  : A s  C h a i r m a n  of the Senate Interior a n d  In­

sular Affairs C o m m i t t e e  a n d  the Senate P e r m a n e n t  S u b c o m m i t t e e  on 

Investigations of the C o m m i t  lee on (o n  emin en t Operations, y o u  have 

’•equested a report on  the relationship between the structure of the 

petroleum a n d  related industries a n d  the current shortage of petro­
l e u m  products.

•
 In response to that request, i a m  enclosing a c o py of a preliminary 

stuff report to the C o m m i s s i o n  prepared at m y  direction. Th i s  report 

is based u p o n  the comprehensive investigation of the petroleum indus 

try w h i c h  the stall' be g a n  in late 11)71. This report lias not been evalu 

ated or a p p r o v e d  by I he C om mission, a nd  I lie findings a n d  conclusions 

contained in the report d o  not necessarily relied the views of the 

( 'ommission.

W h i l e  the ( 'ommission recognizes its obligation lo ho nor  yo u r  C o m  

in it tee’s request for informal ion, I must emphasize (hut the C o m m i s ­

sion w o u l d  not m a k e  this report public m i d  therefore w e  ask that care 

be taken to avoid unnecessary publicity wh ic h could jeopardize a n y  

future law enforceinon'. action by the C o m m i s s i o n  in this area.
Sincerely yours,

L ew is  A. E n i im a n .  Chairman.

AGO 5337*0
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U.S. S e n a t e ,
C o m m ittee  ox  G o v er n m en t  O pe r a t io n s ,

S en a t e  P e r m a n e n t  S u b c o m m ittee  on I n instigations,
Washbtyton, J>.C.../uhj 9.1973.

H o n .  L ewis A. E n o m a n .
Choi, /nav, Federal Trade Commimon.
Wash itiy tan, D.C.

M \  H e a r  M r . E n o m a n :  1 have received n n d  reviewed y o u r  staff re­
port o n  the relationship between the structure of the petroleum a n d  

related industries a n d  the current shortage of petroleum products.

Y o u r  cover letter of July (i, I a c c o m p a n y i n g  this report, e m p h a ­

sizes “that 'lie C o m m i s s i o n  w o u l d  not m a k e  this report public a n d  

therefore w e  ask that care be taken to avoid unnecessary publicity 

w h i c h  could jeopardize a ny  future law enforcement action b y  the 

C o m m i s s i o n  in this urea."

A  detailed examination of the repori w a s  m a d e  not only b y  m e  but 

also b y  staff attorneys a n d  i onomists with this caveat in mind. U n f o r  

tunalely, press accounts on July T a n d  s. 11 ►7A. indicate that the report 

has already been m a d e  available by unidentified sources to one of ti e 

n e w s  services. Consistent with our understanding «>u this important 

matter, no release w a s  m a d e  of this report bv m y  office or m y  stuff.

H o w e v e r ,  I must candidlv a c k n ow le dg e that m y  review of tin* 

report a m i  the analysis pro.ided to m e  by lawyers a n d  economists of 

the Interior C o m m  it tee a n d  the P e r m a n e n t  Invest igat 'ons S u b c o m m i t  

tee staffs does not disclose an y specific information about identifiable 

companies, events, or activities which, in m y  view, could reasonably be 

construed to either jeopardize C o m m i s s i o n  law enforcement activities 

or to prejudice in a ny  m a n n e r  the rights or legal defenses of any c o m  

p u n v  or individual against w h o m  legal action might lie taken in the 

future. 'I bis is especially true w h e n  the report is read in the light of 

recent testimony by staff of the C o m m i s s i o n  before Congressional 

C o m m i t t e e s  on related matters.

Nevertheless, as 1 have related to yo u both personally an d by letter. 

w e  wish to proceed on this matter in a spirit of coop. ralion wh ich  will 

lie most benelicial to the A m e r i c a n  public, lint, w e  m ust balance y o u r  

needs to proceed lo a successful conclusion of this long investigation 

with the needs of the (’ongress and the public to be fully informed on 

an issue which  affects the well being a nd  the budget of every citizen.

Accordingly. I a m  reipiesting that yo u  transmit to me, no later than 

b h o o  a.m. on Friday. July Iff. H>7ff. specific reasons w h v  the release 

of this report w o u l d  jeopardize future legal action hy  tin C o m m i s s i o n  

or prejudice in any m a n n e r  the rights or legal defenses of a n y  indi 

viduul or c o m p a n y  against w h o m  legal action might he taken in the 

future. Y o u r  reply should identify the specific portions of the report 

y o u  feel should not be m a d e  public. Y o u r  response will, of course, 

remain confidential so as to further protect y our future legal actions.

1 an assure y o n  that I will carefully consider y o u r  suggestions 

in m a k i n g  inv determination as to wether all or only a portion of this 

report should be released to the public.

I appreciate voiii continued assistance in this important investiga­

tion.

Sincerely.

11 i m p  M. J \< KsoN.

< ’/idinti'ih.
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XI

F e d e r a l  T r a d e  C om m iss io n , 
W a s h i n g t o n ,  D . C ., J u l y  I I .  1 9 7 4 .

H o n .  I J e n r v  jM .  J a c k s o n ,
Chairman, Senate Permanent Subcommittee on Investigations, 
Committee on Government Operations,
C.,v. Senate,

D.C.
D e a r  M r. C h a i r m a n : T h is  is in response to y o u r  letter of Ju l y  !), 

1!>7J, concerning a C o m m i s s i o n  staff report o n  the relationship between 

the structure of the petroleum a n d  related industries a n d  the current 

shortage of petroleum products, a c o p y  of w h i c h  w e  provided y o u  at 

y o u r  request on J u l y  0.

In m y  letter a c c o m p a n y i n g  that report, I e m p h a s i z e d  that “the 

C o m m i s s i o n  wo u l d  not m a k e  this report public a n d  therefore w e  ask 

that care he taken to avoid unnecessary publicity w h i c h  could jeop­

ardize a n y  future law enforcement action by the C o m m i s s i o n  in this 

it ’vu.” Y o u  ask the C o m m i s s i o n  to justify this statement, a n d  to identify 

the specific portions of the report w h i c h  w e  feel should not he m a d e  

public.
T h e  a n s w e r  to y o u r  question lies in the basic role of the C o m m i s s i o n  

as a law enforcement a gency charg ed  by  Con gre ss  with the responsi­

bility for insuring compliance with the antitrust laws, a n d  the fact 

that the stuif report in question is 1111 internal staff m e m o r a n d u m  pre­

pared in the context of a currently p e n d i n g  investigation. T h e  C o m ­

mission recognizes its obligation to h o n o r  the legitimate requests of 

congressional committees for information. Disclosure of such a d o c u­

m e n t  to Congress, however, m ust lie contrasted with its public release, 

wh i c h  the C o m m i s s i o n  views as inconsistent with its d u t y  to proceed 

judiciously a n d  responsibly in determining what, if any, action should 

be taken o n  the basis of the staff investigation.

T h e  C o m m i s s i o n  has al w ay s taken the position, therefore, that, as 

a matter of policy, every effort should be m a d e  to prevent unnecessary 

public disclosure of staff conclusions a n d  r e c o m m e n d a t i o n s  pertain 

m g  to matters involving potential C o m m i s s i o n  l aw  enforcement action.

Please, hd m e  k n o w  if 1 can U> of further assistance.

Sincerely,

L e w i s  A. K n o m a n .
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PRELIMINARY FEDERAL TRADE COMMISSION 
STAFF REPORT ON ITS INVESTIGATION OF 
THE PETROLEUM INDUSTRY

I N T R O D U C T I O N

D u r i n g  the last 22 years, the U.S. energy d e m a n d  lias exploded. 

Total energy c o n s u m p t i o n  m o r e  than doubled f r o m  37 trillion B T U s  

in 1050 to 70 trillion B T U s  in 11)72. Petrol eu m a n d  natural gas, w hi c h  

provided 45 percent of all energy needs in 1950. n o w  account for 70 

percent of the energy supply. A n d  the co ns u m p t i o n  of gasoline, w hi c h  

h a d  risen steadily at about 3 to 5 percent a year since W o r l d  W a r  II, 

is n o w  increasing at a 7 percent annual rate.

T hi s  recent acceleration in relined product c o n s um pt io n can la' 

attributed to a n u m b e r  of factors. F o r  years, coal w a s  the d o m i n a n t  

heating fuel. But with the d e m a n d  for m o r e  convenient operation an d 

regulations requiring cleaner fuel to reduce environmental c o n t a m i n a­

tion, factories, electric utilities an d h o m e s  have turned to oil a n d  

natural gas. Because natural gas w a s  in limited supply initially, an 

even greater overall energy d e m a n d  has lieen placed o n  supplies of oil.

A n o t h e r  important factor account ing for increased gasoline con 

s u m p ti on  is that A m e r i c a n s  are driving heavier a n d  m o r e  powerful 

cars am i are a d d i n g  m o r e  power-assisted devices, such as air condition­

ers, that result in greater fuel con su mp ti on  per mile. Additionally, the 

changes that auto manufacturers have m a d e  a n d  must continue to m a k e  

in engines to meet air pollution control standards are further reducing 
gasoline mileage.

Because of these factors, in early 1973 a n u m b e r  of energy experts 

a n d  oil c om pa n i e s  b eg a n  predicting shortages of gasoline a n d  other 

petroleum products by midyear. In April of 1973, i an y m a j o r  oil 

c o m p a n i e s  stopped soliciting business f r o m  n e w  customers a n d  began 

allocating product to existing customers. A s  of M a y  80, 1973. 1.200 gas 

stations h a d  d o s e d  d ue  t< lack of product, a n d  all lmt a handful of 

these were huhpvti'hnln. M a n ’ of the m aj or s’ br a n d e d  stations have 

been forced to curtail their hours of operation or limit the gullonuge 
to each customer.

Despite a n  increase in g isoline cons um pt io n of approximately (10 

percent over the past 15 years, there lias not been one n e w  entrant into 

refining of a n y  significant size since 1950. ‘’Th e r e  is just not suflieient 

refining capacity in tlu U.S. to meet vhe total needs of the A m e r i c a n  

public for petroleum products," F r a n k  N. Iknrd, the president of the 

A m e r i c a n  I Vt mlcuiu Instil te, whic h is the lending association of 

m a j o r  oil cnmi»nni< s, told a Senate C o m m i t t e e  last M a y .  T h e  oil c o m ­

panies claim that they In. re not been able to construe! n ew  refineries 

I cause of environmental censt mints. preventing t h e m  f r o m  using 

certain supplies of crude oil a n d  f ro m locating refineries at the most

il)
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efficient sites. D e l a y  in construction of the Al a s k a  pipeline is also cited 

ns a hindrance to n e w  refinery construction. Ev id en ce  gathered b y  the 

C o m m i s s i o n  staff tends to raise questions about the sufficiency of these 

explanations.
Inde pen de nt  gasoline marketers a n d  other contract buyers, w h o  b u y  

m u c h  of their gasoline f r o m  all but the largest m a j o r  companies, claim 

that the present shortage has been created b y  the largest m a j o r  oil 

c o m p an ie s to drive the independents out of business a n d  to raise the 

ma jo rs’ prices. T h e y  point to sharp increases in the profits of the m a j o r  

c o m p a n i e s  this year as un indication that the squeeze has been success­

ful. T h e  m a j o r  oil c o m p a n i e s  counter that they were unable to forecast 

the t r e m e n d o u s  increase in the d e m a n d  for gasoline that has occurred 

this year a n d  that they plan to e x p a n d  their refining capacity substan­

tially ever the next f ew  years. Since M a y  of this year. E x x o n ,  Mobil, 

a n d  S t a n d a r d  Oil C o m p a n y  of California have all a n n o u n c e d  signifi­

cant n e w  refinery construction. H o w e v e r ,  it m a y  well be three years 

before these refineries are in production.

T h e r e  can be little doubt that the independent sector of the petro­

leu m  industry, especially at the m a r k e t i n g  level, has suffered most ns 

a result of tin* present gasoline shortage. In the final analysis, it is 

gasoline co ns u m e r s  w h o  will eventually pa y higher prices a n d  are 

presently inconvenienced d u e  to evening a n d  w e e k e n d  closings of g a s o­

line stations.

T h e  petroleum indust ry is one of the largest a n d  most c o m p l e x  in the 

world, a n d  there are no simple ex pin lint ions of industry behavior. T h e  

origins a n d  nature of the present gasoline shortage can o n h  be u n d e r­

stood with reference to the structure, conduct a n d  pe rfo rm an ce  of the 

entire industry. O u r  focus accordingly turns to a discussion of these 
topics.

In the following si etions. w e  will discuss in turn .

H a c k g r o n  id a n d  M e t h o d o l o g y  of the Current Petroleum I n­

vest igat ion.

Structure. Conduct. . m l  P e r f o r m a n c e  of the Petroleum I nd u s­

try.
St a If ( 'onclusioiis.
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I. H I S T O R Y  A N D  M E T H O D O L O G Y  O F  T H E  C U R R E N T  

P E T R O L E U M  I N V E S T I G A T I O N

A .  B a c k g r o u n d  of F e d e r a l  T r a d e  C o m m i s s i o n  Activity in 

the P e t r o l e u m  I n d u s t r y

T h e  current investigation1 of the structure, conduct, a n d  perfor­

m a n c e  of tlu* petroleum industry is b y  n o  m e a n s  the first time the 

Federal T r a d e  C o m m i s s i o n  lias investigated the petroleum industry. 

D u r i n g  the past 50 years, the C o m m i s s i o n  staff has been involved in 

a continuing ex aminat ion of the market ing practices in the gasoline in­

dustry, primarily initiated in response to thousands of complaints 

received f r o m  m e m b e r s  of Congress, g o v e r n m e n t  agencies, state a n d  

local officials, independent gasoline refiners, associations of both m a j o r  

n n d  independent gasoline marketers, as well as m e m b e r s  of the public. 

O v e r  .100 formal investigations h a v e  been docketed du ri ng  these 

years a n d  almost all of tlu* integrated m a j o r  oil c om pa ni es  ha v e  been 

the subject of one or m o r e  of these* investigations. T w o  Trade. Practice 

Conferences h av e resulted, m  addition to 22 formal complaints involv­

ing restraint of trade matters a n d  n u m e r o u s  deceptive practices.

In 1010, the C o m m i s s i o n  presented lo the T e m p o r a r y  National 

E c o n o m i c  C o m m i t t e e  a s u m m a r y  - of the complaints it h a d  received 

regarding m a r k e ti ng  practices in the retailing of petroleum products, 

including the following:

Unjustified price difference a n d  discrimination;

U s e  of tying a n d  exclusive dealing contracts;

Retail price fixing in gasoline;

Contracts with tire a n d  auto accessories manufacturers; n n d  

E x c h a n g e  or intersale of gasoline by  the m a j o r  marketers.

I. O v k k v i k w  o p  Priiott F T C  A x T t n t r s T  L i t i o a t i o x  In  Prriioi.tu xi

1N o r s n t Y

Since 1010 the Federal I'rade C o m  mission lias brought three basic 

types of cases against co mp an ie s  in the oil industry. First, cases were 

directed at price discrimination w h e r e b y  tin* m a j o r  oil c o m p a n i e s  use 

selective wholesale price cuts to enable certain of their marketers to 

reduce their retail prices in order to co m b a t  ail independent retailer

■The J 'o m m lM ln n  mithorUiitlon fu r  tin* In v p -t ln m io n  mix i i « f o l lo w ,
I ho I *<» in ml mmI . • ii u tiiirov ixl. niln|ili<il m ill on lrro .1  o f  r r n ir i l  r . -u l t i l lm i  on M ib in ltH o l liv 

flu* U tiron li o f  I m i , ,11 w ith  liM -ni.irnikIiiiii Ilf  S o o lo m l» T  I I .  1071 .llro o lliiii llio  iihp of
. .. i i i i h i l -o r v   ...... ..  f.i> In v i-o lR iif i*  On* >“ ■ to m o l |.rm   ......... U rn .-  oniroiro.l I i , llio  n m 'l i i r 'ln n
o f  I'. 'fltiln i! o f  i t h . I i ' " I I  o r llio  i llx ir llo il lo n  of |>rtri>lcnni p ro iliic lx  lo  ilo lo rio ln o  llio  off pot ..f 
vo rlli'.il In lP i -r m io n  m o l lo ln f o w io r > M |,  m o l o |io r,illio .’ n rrm iin  oo n l -  oo llio  M r o r lo r o  omi 
<ln.*f nm l i.o rfo r iiim in - o f ih o  |>oiro looio  w o lu -trv  m ol w lo 'lh o r  m irli l lr in .  tiro p Iil’i i k p i I In 
o n fn lr  no lh.Mlx of o o m o o lll lo o  - r  o n fn lr  m l ,  o r  |ir i lp t lrp ,  w lilo li n ro  In v lo ln tlo n  o f lio n  
.1 or llio  I ,. lo rn  I T rio h - I 'o m n i l - l o o  A r t

’ PTC  "A  Survov Of i*oii(r<>,orxioi Mnrkpilor I ’m p I Ippm In Mo- IVlrolrim i I’ro.luoto Holnll 
In.limtry, i.roi.onio.l to llio TNr.f*. o n  in. iii:;n

(3)
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w h o  poses a threat to the m a j o r’s share of the market.3 T w o  parties 

are inju re d: the independent retailer a n d  the m a j o r’s marketers w h o  do 

not receive a wholesale price cut but, because of geographical p r o x i m­

ity. m u s t  c o m p e t e  with the marketer w h o  does.
Secondly, cases w e re  prosecuted w h i c h  w er e  directed at vertical price 

fixing, w h i c h  g r e w  out of the s a m e  circumstances ns the price discrimi­

nation eases.* T o  insure that tne m a j o r  marketers w o u l d  reduce their 

retail prices w h e n  they received a wholesale price cut. the m a j o r  e m ­

ployed price fixing agreements to enforce the wholesale price reduc­

tions in he retail market. Several of these cases.5 as well as s o m e  of 

those di ected at price dis.crimination were dismissed without final 

adjudication as .t prelude to the Commission's Conference o n  .Market­

ing of automotive Gasoline.0

Thirdly, eases w ere brou gh t w h i c h  w ere directed at. commission- 

overrides o n  tires, batteries a n d  accessories ( T R A )  agreements, 

w h e r e b y  the m a j o r  oil c o m p a n i e s  Acre forcing their retailers to p u r­

chase a certain b r a n d  of T R A ,  an d in return the oil c o m p a n i e s  w o u l d  

receive a co mmission oil all net sales.7

T h e  history of the Federal T r a d e  C o m m i s s i o n’s activity in the p e­

troleum industry hns been characterized by a case-by-case attack on 

specific anti-eompetitive m ar keting practices. T his a p p r o a c h  has, in 

general, Ik s n of limited success in controlling wasteful ma rk et in g prac­

tices, dealer coercion, a n d  the lack of eompetition in the petroleum in 

dusfry. I tespito the stall's success in bringing a n d  w i n n i n g  cases before 

the C o m m i s s i o n  a n d  in the courts, as well as obtaining compliance 

orders, the petroleum iudus tn  over the last .‘><1 years has m a n a g e d  to 

circumvent the ord< s in m a n y  cases by subtle changes in policy or 

praet ices.

2. Tin: \i-:t:o nut N e w  A i t h o a c h  t o  t h i: l’rntoi.Er.M 

I’ltoni.u.M

T h e  reason for the limited success of I he earl v pel rolcum cases is not 

to Ito found in the cases or remedies themselves. T h e  stall' did a thorough 

job in researching, developing a n d  prosecuting the iudi idtial eases. 

T h o  remedies applied in each case were directed al I he part icular abuse. 

Rill t he praet ice by-praet ice ap pr oa ch  to ant it rust attack, w hi c h  sought 

to correct specific anti competitive conduct at the ma rk eting level, 

did not adequately address the industry's vertically integrated strue 

ture or its mull level behavior. T h e  m a j o r  oil co mp an ie s operate on 

four levels -crude production, refining, transportation, a n d  market 

ing. T o  fashion a r e m e d y  for one level without considering the per 

f o m u m c c  of a c o m p a n y ,  or the industry, at the other levels, ignores' o f p r lr r  «llH«*rlmltuit|«»n com1* simulant Hit f 'o  \ t'ritrml ’Tnttlr f ‘out mfMfoft,
i l l  H IK II)  :i III I ’ s  1? '< i ( l i m n ,  it tf it 111 lit'fu it' Hit* S n p r r i i i r  ( 'o t ir l  til .'Ififl I ’ S  ril>7 « IIIR N I
afthn in tf  K I M  4 fit Ii I ' l r  I l lM I I  I 'r t lra il I'tm h  i'tnninl»*ton  v Sun m l f 'o ,  "(71 I '  S
Mlft tlllim . rrniMino V.1M !•* V«l I«I T» * r%l Ii Hr  . IlHil I. iihimuiu f.o ITf llft.'t f I IMS.'l i

* l'*iittii|i|«aM of vi’rllr/ tl p fln *  flx llig  o»*o*> : Sun  O il v T u ln a l  Vnnlr I'ottn, tltmloH, 41 *
tli4.il I. r a t i  IIU I iT H i t ’l r .  I H U M  t/rn ln l, l ' S  11*11 • I IMS#; I T h r At/until
U rPnin i/  f 'o  \ I n i t i a l  I'nu lt' I'am mitininii, 4 1 • 71711. . " il l  l,% 1M M ill (f l l ll  I ' l r  . l lt ll.M ,
afftrm ino, fl.'i F T i '  I I•»7 t tliil.'ii

r Sri* r u n  n il  »'•< t l*  tin in  1 T tr a *  f'o . tl>  » l* li* i S ta m ln n l n il  { Im l  > t i t  7*417» 
S h i l l  O il I t ,  l | l  Nfi.'tT I \ 11 arr»* ill* IOIm-«m| mi h fi'iM tllilT  114411

* Itrco r il o f  l i f i i r l l i r  ” F T l ‘ 111 • 1 * * *-1 r > 4 'o i i f i - rn h i  0 I1 Mn r k r l lllp  o f .\lllo llM »tlvr
I I  r tu  I If f *  l l r f o r r  S t ih ro u iliill  fro  No I <01  1 i M  r llttillo it r r t iM m ii*  of I lit* N r lr r l  f N tinitill It t* oil 
H inn ll K n ^ ln rtt* . IIdum * of H r p r r - r u n iH v r v  r i m y  M n v  n * * * 1 I " "  •, ,tis

1 IC lfini|i)t»* o f T M A  raw ** T h r  A lla n  H r  lirfln tn ii v b 'n tm il I'rnit, f 'om  m 4jmio»i '1^1
1' S  :$:»* ( I  Him I nrntnm u, H.'tl I ’ l ' l  :il*l ( 7 f Ii 4 '11 11*t. • » T h r  II I '  l i in n h ih  C o a m i Th, 
I r fa n  f ’o « I » I1 4 *M  . 'Thr Ham liuai T lrr  anil Kuhhrt f ’o an,I Th, M la n tir  H r fin mu Tn
I I I  114*11) Thr TirrMhm v T in  anil Huhh*r f ’o unit S tu l l  O il f 'o  4 1 • II 1*7 I
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the m a r k e t  p o w e r  associated with vertical integration a n d  limited 

competition.

B. T h e  C u r r e n t  Investigation of the P e t r o l e u m  I n d u s t r y

Pu rs u a n t  to the Commission's resolution, the staff of l !v B u r e a u  of 

Competition issued subpoenas to nine integrated petroleum firms for 

the purpose of obtaining basic preliminary information about each 

c o m p a n y .  T h e  subpoenas w e re  narrowly d r a w n ,  requiring the p r o d u c­

tion of data w h i c h  should have been readily available to the firms. 

H o w e v e r ,  m a n y  of the c o m p a n i e s  indicated that they w ou l d  resist the 

subpoenas. F r o m  previous experiences, the staff w a s  acquainted with 

the extended litigation w h i c h  normally ensued w h e n  large linns chal­

lenged subpoenas. R ather than delay the investigation a* this pre­

liminary stage, the decision w a s  m a d e  to w i t h d r a w  the subpoenas a n d  

re-examine alternative investigative strategies. ( T h e  staff h a d  already 

obtained the exchange agreements of the co mp an ie s hy m e a n s  of a 
separate set of subpoenas.)

1. A ppro a ch  to  t h e  I nvestio ation

T h e  investigation into possible antitrust activities on the part of 

the m a j o r  oil com p anies w a s  thus conducted using tin* most expedient 

approach. T o  avoid protracted m a j o r  firm resistance to providing in­

formation, an alternative a p p r o a c h  w a s  used to gather data relating 

to industrial praet ices of I lie m a j o r  oil companies.* T h e  a p p r o a c h  con 

centrated on  obtaining information from the largest independent crude 

producers, refiners, a n d  marketers. Extensive investigative w o r k  w a s  

done b y  the (’oniiuission staIT which  began w it.lt detailed questionnaires 

to crude producers, reliners, a n d  marketers whi ch were designed to 

elicit in depth the nature of the independents' relationships with 

m a j o r  oil co mp an ie s for the years 11)117- 11>71, the last years in w hi c h  

complete data were available. In addition, a large n u m b e r  of firms in 

each category (crude producers, refiners, marketers) were requested 

to permit searches of their tiles hy Federal T r a d e  C o m m i s s i o n  eco­

nomist a n d  attorneys. Because not every c o m p a n y  cooperated, data 

contained in this s u m m a r y  reflects only that wh ic h c a m e  f ro m  the 

m o r e  than ’>() cooperating companies. I lata were collected on a national 

basis, but it w a s  later decided tbat the investigation should focus 

primarily on Districts I a n d  .'t whi ch  could be identified as a separate 

identifiable market. In general, the surveyed firms weiv larger on  tin* 

average than other independent entities in the industry.

In addition to these data, tin* stair obtained substantial information 

on tlu* petroleum industry f r o m  published public a n d  governmental 

sources. T h e  stall collected further valuable information f r o m  the 

De pa r t m e n t  of Interior. I la* Oil Import Appeals Hoard, the Interstate 

C o m m e r c e  Com mi ss io n,  a n d  other federal agencies. Various stale tax 

ing authorities a n d  several state agencies such as the T e x a s  Railroad 

C o m m i s s i o n  were contacted. These governmental n g e m  iea were co* 
operative in providing the requested information.u«e nf ih«* *»*rin “ major" Include* limns ftrnm H'ltnii nre vertically Inteirratctl ontf employ vurloil* method* of lion price nimpefltlfili We have ld< niHU d Jm .,f fhe*e firm* Tin*v nre Kiion. UitJf. Standard find », Taia«*«. Hhell AtU’O, Mobil, Nneal. Nun. I'nlnn. I'lillllpf* t 'on 1 1  tit ii I it I, rifle* Her vice, f.'etty. Sliindttrd (Ohio), AJiierndu Hem*, Skilly, mid Mnntthoii
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T o  su pplement the staff's understanding of the structure a n d  o pe r­

ation of the oil industry, the Federal T r a d e  C o m m i s s i o n  on April *20. 

1 !>73. again issued subpoenas, this time ad testificandum su bp oenas to 

corporate officials of the m a j o r  oil companies. R a t h e r  than merely s u b­

poena documents, tlie strategy w a s  to develop the fac.ual information 

through testimony of petroleum c o m p a n y  executives, identify relevant 

d o c u m e n t s  a nd  m a k e  on-the-record requests for submission of such 

d o c u m e n t s  to the Com mi ss io n.  T h e s e  investigative hearings be g a n  M a y  
•21, 11)73, a n d  are n o w  ah  >st completed.

2 S n t v K V  D a t a :  T a b l e s  a n d  D i s c u s s io n

C R U D E  PRO D U C ERS

Table I 1 provides u s u m m a r y  of the survey results for the i n d e p e n d­

ent crude producers for 11M»7 11*71. The daia indicate that the eight 

largest firms purcha s'd a n  average of 42.5 percent of independently 

produced crude oil du r i n g  the survey period (average of T a b l e  i, 

c o l u m n  1). In most cnsos w h e r e  the eight largest firms purchased crude 

f r o m  independents, they also o w n e d  the gathering lines used to trans 

|Hirt it (Table 1). O t h e r  results of our survey further indicate that 

once gathering lines are erected, there are f e w  other buyers of crude 

f r o m  that particular field. Control of these gathering lines, in a d d i­

tion to ow ne rship of approximately 52 percent of crude sources, gives 

the eight largest firms substantial control of domestically produced 

crude oil."

REFINERS

Table 2 presents a s u m m a r y  of the survey results for independent 

refiners f ro m 11)117 11)71. W h i l e  most of the measures are self e x p l a n a­

tory, a few need s o m e  clarification:

(a) Self sufficiency ratio- the percentage of crude inputs in: 

quired by a refiner f r o m  o w n e d  production facilities,

|/>) C r u d e  oil e x c ha ng e ratio the percentage of crude inputs 

obtained from other firms via e x c h an ge  agreements,

(»•) Gasoline ex ch an ge  ratio the percentage of gasoline out 

put obtained fr o m  other linns via exc ha n g e  agreements.

T a i i i . e  I 1. hideiirttilt tit rriiilr /malucrr summary, IM>7 71

t 'fiidti m lc *  io < ’ lllllr Miff) to IV P 'iM l I of UrttltPl
H lufgrsl ntlii'r timlofii lug llnrx o|irrittPtl I'. t. .-ill ut .« i h p i

ax jN'ivnitl nf It* |H 'I I'IMlI Ilf t*V M Uryril Ini: llmv, ntwrneiil

tot ul ««l*H till III ’lillt'X tdftJtlfX liv ..i n c . m a j o o

I I I n) tin (41

11*117 *10. 2 2 5 . : « i .  a s .  a

Ititls 4 i 2ft. :i 4 0 .  7 3 1 .  7

i tint) 4 2 .  II 2 4 .  s a ?  it :t. 8

1 0 7 0 4 4  ft 2 7 .  1 4 2  «.i 2 4 .  11

1 0 7 1 4 4  4 2 5 .  S :u i .  0 2 4 .  8

• Tin- nM-ilmi mi iniliinin Kine lurr <N/rii. »•*•*» Hi" oIhIiI Inrie-M ilrina rnt.irolI |»«*r«*»*<»f of till* <TUll«* 111 TOM*
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Percen t Pe rcen t
Percent of percent of Percent of Percent of of crude of gas

Percent of crude secured crude secured gasoline sold ga-ollne Percent of Self- Crude oil exchanged Gasoline exchanged
cat* lty from S from other to s sold l o gas sold to sufficiency exchange with B exchange with 8

operations larges; majors majors targes; majors other majors Independents ratio ratio largest majors ratio largest majors
(1) (2) til Ml (S) <«> ( 7 ) (8) (9) GO) 01)

1 9 6 7 _________ 91. 1 28. 5 26. 3 10. 6 3. 2 8 6 . 2 4. 3 15. 3 8. 2 4 6 . 9 11. 8
1 9 6 8 _________ 93. 2 29  7 20. 2 14. 2 3. 1 8 2 . 7 2. 0 14. 5 16. 1 5 3  6 10. 8
1 9 6 9 ................ 93. 3 28. 2 1 9 .9 13. 4 2. 1 8 4 . 5 2. 5 15. 2 8. 3 52 . 2 11. 8
1 9 7 0 _________ 93. 7 29. 2 19. 0 11. 9 2. 7 8 5 . 4 4. 5 15. 5 12. 1 5 1 . 7 13. 7
1 9 7 1 _________ 9 5 . 0 30. 9 17. 0 6. 8 2. 9 90. 3 4. 3 15. 3 13. 3 50. 7 16. 7

■
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Independent refiners supplied very little of their o w n  crude oil (an 

average of 3.5 percent) du r in g the years 1967-1971 (average of Table

1-2, c o l u m n  7). H o w e v e r ,  they a p p e a r  to h av e h a d  little difficulty oh- 

taining crude f r o m  other sources; 29 percent of their crude w a s  ob- 

tained f r o m  the eight largest firms: 21 percent w a s  obtained from 

other m a j o r  firms (average of Table 2, c o l u m n s  2 a n d  3).

A l t h o u g h  largely dependent on all m a j o r  firms for their crude s u p­

ply. the independents sold only 14 percent of their gasoline output back 

to the majors (average of c o l u m n s  4 a n d  5, Tab le  2). T h e  bulk of their 

refined product w a s  sold to independent retailers m a n y  of w h o m  
relied exclusively u p o n  independent refiners for their gasoline supplies 

(Table 2. c o l u m n  (i).
W h e n  firms ha v e  a surplus of crude oil or refined product, exchanges 

are often conducted with other refiners. T h e  recipient either provides 

product or oil w h e r e  the first c o m p a n y  has a shortage, or agrees to pr o­

vide a like a m o u n t  of the product or oil in the future. M o s t  of the inile- 

pent refiners in our s am pl e ex c ha ng ed  crude oil a n d  gasoline with both 

in; jor a n d  independent oil companies: 15 percent of their crude inputs 

were obtained via ex change an d 51 percent of their gasoline output 

w a s  accounted for by ex ch an ge  agreements (average of Table 1-2, 

c o l u m n s  8 a n d  10). O f  thesi totals, the eight largest c o m p a n i e s  ac­

counted for 12 percent of the crude a n d  13 percent of the gasoline e x­

changes (average of Table 1-2. c o l u m n s  9 a n d  II).

A l t h o u g h  independent refiners usually sell final product to inde­

pendent marketers, the eight largest firms a ppe ar  willing to supply 

independent refiners with crude oil. T h e  eight majors, however, are 

reluctant to en g a g e  in crude ex change agreements with the indepen 

dents, a n d  have used processing arraugenauils as a m e a n s  of control­

ling independent capacity an d the availability of gasoline to indepen 

dent marketers. It is possible that as crude oil becomes less ab undant 

the m a j o r  integrated linns m a y  begin to exercise even m o r e  control.

M A K K K T K N S  ^

Tab le  I 3 su mmit ri/.es the relationship between surveyed market 

ers a n d  m a j o r  firms for the period I9H7 1971. A n  examination of indc 

pendent marketers'data reveals that surveyed independent marketers 

purchased an average of only 1.1 percent of their gasoline (average 

of Table I 3, c o l u m n  1) from the eight largest majors during the 

period 19(17 to 1971 ; purchases of independent marketers f ro m other 

majors averaged Id percent (average of Table I 3. c o l u m n  2). This 

i m m e n s e  disparity w o u l d  tend tn indicate that the eight largest majors 

have limited gasoline supplies In independent marketers.

Altlmugl the eight largest firms are unwilling to sell gasoline to 

independent marketers, th v do  a pp ea r willing to sell to other majors.

In 1971. in Hist riels I a n d  3. they sold over Id percent of their refined 

gasoline toother m a  jors (net 9(1 as a percent of 750) but less than one 

percent (four as a percent of 75ll) lo independent marketers (see 

Figure I 2 H o w  chart).
T h e  data clearly indicate that the eight largest firms have dealt 

only nominally with independent marketers. Several have testified 

in investigative hearings that thex will not sell to independents, re 

ganlless of price. T his behavior m a y  be contrasted with that of the 

oilier m a j o r  c om pa n i e s  \\ ho. in 1971, provided 12.9 percent (100 as a
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percent of 223) of independent gasoline requirements in Districts 1 
a n d  3 (see F igure 2-flow chart).

3. I m pl ic a t io n s  for  t h e  P etroleum  I nd ustry

T o  present a general overview of the data, flow d i a g r a m s  have been 

prepared. Figure 1-1 bel ow  indicates that m a g n i t u d e  of crude flows 

from producers to refiners in Districts 1 a n d  3. F i g u r e  1-2 represents 

the flows of gasoline a n d  natural gas liquids f r o m  refiners to m a r ­
keters in these districts.

All total figures (imports, crude production,exports, refinery input 

a n d  output, refinery capacity, a n d  consum pt io n)  are derived f r o m  t w o  

U.S. D e p a r t m e n t  of Interior, B u r e a u  of Mines, Mineral Industry 
S u r v e y s :

(a) “Pet r o l e u m  Refineries in the U ni te d States a n d  Puerto 
Rico,” J a n u a r y  1,1971.

(b) “C r u d e  Petroleum, P et ro le u m Products a n d  Natural G a s  

Liquids, 1971” (Final S u m m a r y ) .

T h e  latter source w a s  also used for calculation of transfers to other 

districts; the f or me r w a s  used for calculation of shares of refinery 
capacity.

The National Petroluem News Fact-book Mid-Max/ 11)72 w a s  used 
to calculate m arket shares of retailers for 1971. T hi s int roduces a n  u p ­

w a r d  bias in the independent m a r k e t  shares, a n d  a d o w n w a r d  bias in 

m aj o r  slum's (particularly the smaller majors) since, only m a r k e t  

shares of firms with m arket shares greater than one percent were 
listed. W e  a s s u m e d  that those below one percent were, independents, 

but occasionally a m a j o r  firm will h av e such a share.

Shares of crude production were calculated by extrapolating f r o m  

Oil Directory and Production Surrey, 1973, R. \V. B y r a m s  a n d  C o m ­

pany, Austin, Texas.

Shares of C r u d e  Oil Imports were calculated f r o m  the 1973 Oil 
Import Digest, Oil I mport A p p e a l s  B o a r d

In the following sections, these data are analyzed to present a m o r e  

comprehensive picture of the structure, conduct, a n d  p e r f o r m a n c e  of 

the petroleum industry. Following these analytic sections are the 

C o m m i s s i o n  stall's conclusions with respect to the nature of cornpeti 
tion in the petroleum industry.

T h e  following assumptions w ere m a d e  in the construction of the 
flow diagrams:

1, In the refining sector, shares of crude oil input a n d  gasoline out­

put were, a s s u m e d  identical to shares of crude oil input capacity, a n d  

gasoline output capacity.

Taiii.e 1-3. Purchases of independent marketers

OojMilitiP |ttin IttuM- Uaaolltm titiirhiuwv'fmm 8 l*nto*t fri'in Otfltf muj"i I
major* iut u iN'H-rut ic« it iwicmit of

of total purchiuw total purc.>ASm

1 9 6 7        l.fi SI. 0
1908 .... .6 4 f t  2
1 0 6 9    . .  .  . 7  4 1 1 . 6

1 9 7 0       1 . 0  4 4 . 9

1971 .. . 1.6 42.7
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2. T h e  survey sa m p l e  w a s  a s s u m e d  to be representative of all inde­

pendents. A s  noted above, o ur  initial objective w a s  to survey the larg­

est firms in each sector, rather t han to s a m p l e  r a n d o m l y  all firms in 
the industry. Therefore, the results are representative of the lass, 

“large independents"' rather t han the class, “all independents." H o w ­

ever. since, for example, the m a j o r s  supply m o r e  gasoline to large in­

dependents than to small independents, the estimates in this study 

tend to overstate the importance of majors as sources of gasoline to 
the independent sector.

3. Since data on concentration of gasoline imports were not avail­

able. these ma r k e t  shares were n>.-umed to be identical to shares of 

crude imports.

4. Relative transfer shares (the eight largest m aj or s vis-a-vis the 

other majors) were a s s u m e d  to be identical to relative production 

shares.
It appears that the eight largest firms h a v e  avoided m a r k e t  forces 

in their policy of limited dealings with independent marketers. H o w ­

ever. F ig ur e 1-1 suggests that the market is less restrained in other 

sectors of the industry. F o r  example, our s n m n l e d  refiners purchase 30 

percent of their crude inputs f r o m  the eight largest majors (305 as a 

percent of 1.233).10

Figure 1-2 indicates that the eight largest m a  jors h ave dealt hardly 

at all with independent marketers. O n l y  I million of 233 million b ar­

rels of gasoline used by independents were supplied h y  eight m a  jors. 

H o w e v e r ,  the eight largest supplied the other majors with ap p r o x i­

mately half of their re<|iiirements. The other majors a p p e a r  to act its 

buffers betwe en  the eight largest majors a nd  the independent m a r k ­

eters. In li»71. they were net buyers of !>•'■ million barrels of gasoline 

f r o m  the eight largest m a  jors, a n d  net sellers of hi million barrels to 

the independents. Therefore, although the eight largest m a  jors d o  not 

sell to independent marketers, they can impose shortages u p o n  inde­

pendent sellers b y  reducing sales to smaller majors.

"Muir m m  pled m i m i m  nreountrd fur iilimml half of nil Inilepo-iilcnt minim: rnpnelty 
In lUHirk-tH 1 nut) a.
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Other Major: rrJcccndeats

Eight 
Largest flajers Transfers to 

Other Districts

Exports
527

Eight 
Largest Major:

1233

Other Majors Independents

389 365

F igu re  1-1 - D istrict 1 ar.J 3 Crude to Refiners, 1971 
trillions of baTrols)

Crude Production

reports

273

N o t f , . — O i i h t i i i l  l i n e s  i m l l c a l e  n e t  s a l e s  ..r t h e  l a r g e s t  m a j o r s  t o  o t h e r  m a j o r s
ami of other majors to the eight largest, Total sales of II Ighi largest majors
to other majors ami sales of other majors to the eight largest were not available.

REFINER INPUT

r.-.«;u*o l - l  strict I 3 C.i:*linc II  :*> v . . ; v , 
( i r i l i i t - M  c l  i r s r e Z i j

Refiner Cui;iut

Hi if i ' l  'Hi lilV ( i •»> i
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T h e  petroleum industry is functionally divided into four basic lev­

els: crude oil production, refining, ma rk eting a n d  transportation. 

W h i l e  varying n u m b e r s  of independent co mp a n i e s  operate at each 

level, the industry is d o m i n a t e d  b y  18 vertically integrated c o m p a n i e s  

that operate at all levels. T he s e  firms are large a n d  generally have 

leading m a r k e t  positions at each level vis-a-vis independents. All 18. 

according to the Fortune f><>0 sales ranking, arc a m o n g  the 200 largest 

industrial corporations. T e n  are within the top 40, a n d  seven are within 

the top 20. Industry concentration has resulted both f ro m  the d o m i­

nant positions of these firms a n d  f r o m  institutional constraints p e c u­

liar lo this industry. In order to e x a m i n e  the industry, each level of 

activity a n d  each relevant institutional factor on a national basis will 

be discussed."

A.  C r u d e  Oil P r o d u c t i o n

Concentration in crude oil production b y  the majors has increased 

m a r k e d l y  since MMitl. W h i l e  it has been estimated that the n u m b e r  of 

oil producers in the I’nited States is s o m e w h e r e  between 10.000 to 

J 2.000, t lie T o p  I. s a n d  20 oil producing c om pa ni es  in l’.MJi) accounted 

respectively for JJ1, a I a n d  To percent of the average daily barrels of 

crude produced domestically. (See Table II I, Infru,) In 10(10. the 

T o p  I 8 a n d  20 linns accounted for 20. 10 a n d  02 percent respect ively.4 

A  clear trend t ow ar d  even greater concentration is thus borne out b y  
these comp ar at  ive statistics.

II. INDUSTRY STRUCTURE 1

‘Tin* illMctivAton of Imhndry Hlructurr which Col own will provide an overview of tin* 
petroleum ImlUNtrv within a national framework TIiIm, ' • .vi»ver. la not tiia*iiTil to Imply that 
tin* relevant economic markers fn|* fill'll' nil jtll'l refitted prmlneth lire national tn •cope
• Vrlalnlv, the market for i iii.nl product- |* less than htillotiiil ill -cope while the market 
for ennle oil may he national or lew than national hollnhli' regional ecutiomli market** 
precisely t* not enr*y : we hat•*, Imwever, provhletl xonie Hint' tural data at P*h« than the
mi t Until I level, ami. .*f   Hv. have awinPled Hieae ilala according to I'ctrnlcti.n Admin
Mrallnti for heleitve tl'AlM #11v|rl<*lm nttli/ed hy tin* Ihireiltl nf .Mllies TIjIh Inforinatloli It* 
attached at- Appendix A to this rcpoM

-t'nmpauy *.tntMlcr< presented »11r• mî I><MIf th.* meiimramlain unit tend t•• la* ntivvvfrm 
ullcall.v billed downward with regard to IItelr real world rcpreKcntllHofl Till** I** he.'.tuve It 
In not completely known to what extent Joint ventures, exeliidve lm>Ing Melting contraelH 
and outright n\uter«ddp nr«* represented In Hu-c rdatl tP |*«»r r*uiu|de, iS«*tt> nil owim 
7'J percent of skeilv till, hut imod of the present tatPthal rmtiri'e-. represent them ns 
veparntc rnmpnnlev

/t'cpocf on ('null (ill mul fliwollnr / nn /ni'rrnit'/t of \ovcnihti. t'Jio: I Jtni'kvronmt 
s i  w in. N ov  :t, 1P71. p I *  ( ( to v e r i im i iil m o n o g ra p h t 

* Nee (tie Mr- I footnote at the ‘intloni of Tithlc II I

(12)
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T a b l e  II— 1.— Company share of domestic net crude production, 1969 and
1960

Production 
tank in 1969 Company

Company share 
1969 (percent) Company 1960 ‘

1 . . .................. Standard (Now Jersey)______________ 9. 76 6. 53
2 ______________ Texaco______ _____________________ 8. 47 8. 933. ...................... G u lf_____________ ___________ 6. 78 5. 13
4 _____________ S h e ll ......... ........... .. . 0. 08 4. 785______________ Standard (California)........................... 5. 31 4. 756 _ _ .................... A R C O  3____________________________ 5. 11 5. 92
7 Standard (Indiana)................... ............. 5. 09 4. 30s _____________ M obil........................ 3. 94 3. 42!t . . Gettv J_____ _______ 3. 38 2. 9210____________ Union________________________ 2. 88 2. 3211____________ Sun 1________________ 2. 47 2. 6512....................... Continental.......................... 2. 21 2. 5413. .  _______ M arathon____________________  . 1. 64 1. 381 4 ............ .. Phillips_______________ 1. 55 1. 7915....................... Cities Se rv ice .. I. 28 I. 2910...................... Amerada Hess 1 04 1 2217...................... Tenneco........  ......................... . 99 NA18 .................... Skelly................................... .......... . 88 . 9410____________ Superior 74 1 3921)____________ Louisiana Land A- Exploration C o . . 61 . 45Top 4 ............................. 31. 09 26. 51Fop 8 __________  . . ____ 50. 54 43. 76Top 20______________ 70. 21 63. 02

• lufio romhlniul ptodiii (ion of A iU otlr K.'flr.lng, Kichfh'ld oinl Slm liilr. Irulivldtinl company (lulu were 
not nyjilliihli* Hituum* of tin* I(XV) coiicetitmtlon for tho Top i ,  h and ftnni may !>«• MlglUly ovn - 
Mi.-d, moofdlriKlv, tivnd toward greater am m unition slnrr UHJO may Iwovcn grottier.

1 Company production iiu lm h .« tomo foreign production, nniinly C uiumIu.

N o t i.. Individual company production data ol»ialn«*d from the fdlnmtas of Itlcc, Kerr A Co.. Rngt- 
niM’ft. Universe data obtained from lt« pnrt mi Crude o il and Uivudlfie Price IncrcuMA, cited supra.

W h i l e  average daily oil production data m a y  yield short-run in­

sight into the stru ct me  of the crude producing industry, it is not par­

ticular! y relevant for long run considerations. A s  oil is pumped f ro m  
a well, its technically ellieient rate of production falls. Eventually it 

b e co me s a “stripper well”'' a n d  is operated until the p u m p i n g  costs 

m a k e  it un ec o n o m i c  to d o  so. A  m o r e  relevant long-run m e a s u r e  of 

concentration at the crude level is the a m o u n t  of domestic proven re­

serves o w n e d  h y  firms in the industry.

W h i l e  considerable difficulty has been encountered in obtaining 
proved reserve data, our best estimates, presented in Ta b l e  II ‘2. in­

dicate that in 1J)70, the 'Pop I, H a n d  ‘20 firms ha d approximately 37, 
tVl a n d  Of |K>reent respectively of domestic crude proven reserves. O n  

the basis of these data, the industry structure viewed in a long-run 

sense is even m o r e  concentrated than short-run statistics have indi­

cated.

T h e  structure of this industry, a n d  hence its conduct a n d  p e r f o r m­

ance, is strongly influenced by certain institutional factors. Basically, 

these are the import <|iiota, p ro m t i n n i n g  a n d  special tax regulations.

* A lthough  M ato  ift-flill( Iohn mnv vary  nvi<1 may *»»• related to both production nml well 
<h*p(li, ti «tripper w rll or inn ry ln il well muv lio gom Tnlly I'hiNwllled na u w rll (hut produre*
Ipm thtio lo  h n rrrU  n tiny I mil tic production accounted for hy r tr litp rr  widla hire
• ii'toMlv «*«*«*!I«««**I mI iic i* 11)11.% I ii It)7o. they u«*c«»iiiit«*«| for <>r do iiim llc pro
ductton. H im* /Mtf„ p Mi
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T a b l e  II-2 .— Company shares of proved domestic erode reserves, 1970

Share of 
domestic proved 

reserves
Rank Company (percent), 1970

 I____________Standard (N.J.)_________  1 J 9. 92
2. ......... .T e x a c o ..........    '»9. 31
 3............. Gulf__________    8. 97
 4____________Standard (Calif.)___________________ ______ _________ 1 > 8. 97
 5............Standard (Ind.)_______________ ___ ________ _________ 41 8. 46
 6........... A R C O  _____________    >>7. 48
 7........ . Shell________ ______ _______ ____________________  1 5. 90
 8............ Mobil______ _____         ' »4. 87
 9............ Gettv_________       >3.85
10.. _______ Phillips      » > • 3. 55
I I......... . Signal.............................................  3. 28
12 ________ Union  __________ _____ _________ ____________  » 3. 18
1 3 .........  . Continental.............. .... .     * • 2. 77
1 4 __________ S un..........  ....  ..  ................... . **2.61
1 5 _________ _ Amerada Hess_____________ ____ _________ 1 * 2. 49
16. . ........ Cities Service. .  ........    '>2.49
17..........  Marathon...........      **2.37
1 8 ____ _____  Skelly  ...    1.09
1 9 ........ . Superior................      **1.03
20... Tenneco.....   on

T o p  4.    37.17
T o p  8.. .. 63. 88
T o p  20. .. 93. 65

< Includes natural out liquids.
> Inrlinln* Alaska.
• Includes C'nnada
• Ofllrlnl. Including natural givs liquid*
• Official.
• Mtrludr.s nmtrollnd reserve*.
T Includes equity In Canadian affiliate.
• Kicludcs "probably additional" rwrrvp,
Throe explanatory tiotm nrrum)>AUlrd thr reserve r: tliuiit«vt.
Notr Individual company rtocrvM obtiUned from rotlmativt of Hire. Krrr»V to. Knginnen Unlvcnm 

data oMai.ird from "Itrport on ('rude Oil ami tttvwillue Price Ilirrn4*c*,M cited aupra. This figure woa taken 
na approximately XMMO.UOU.tlOO barrel*, Including A link a. Concentration data would br lower the more thl* 
figure undrrvtat* 8 actual proven renervcv < oncenlraUon data should br takru to In*, id Ih*i|, only rough 
enUmatM. It i» not known to what extent both the uni very* otllmatc ami thr individual company rtwrivo 
data Include crude production from oecomlary recovery leclmltpie.v

T h e  single most important federal intervention into the petroleum 

industry w a s  through m a n d a t o r y  oil import quotas. In order to exer 

eise m o n o p o l y  power, a linn or linns must he aide to control the supply 

of the industry's produel. In the traditional tight oligopoly ease, that 

control is exercised through a combination of few sellers acting in an 

'interdependent fashion a n d  'dfeelively erecting harriers to entry 

against n o w  suppliers. In the petroleum industry, however, that c o n­

trol of supply is importunity influenced by public policy. B e t w e e n  

1it.ri!> w h i m  the import <|iiota system b e c a m e  m a n d a t o r y  a n d  M a y  1. 

1973 w h e n  the quotas were removed, (he entry of foreign pro du ced  

crude oil w a s  severely limited in the I’nited States. Tims, one of the 

chief sources of competitive supply w a s  curtailed, a n d  domestic in 

legrated linns were operating in an environment w he r e  their d o  

meslie prices were protected against large scale alternative sources 

of supply, namely, imports.

14
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It is interesting to observe that the m a n d a t o r y  quotas we r e  enacted 

at a time w h e n  events h a d  conspired to cause s o m e  of the previous 

m e t h o d s  of supply control to break do w n .  Until the lhfiO’s control of 

supply of crude oil w a s  maintained largely by a system of state p ro­

rationing. U n d e r  that system the states that h a d  enacted prorationing 

legislation w o u l d  limit supply with the goal of maintaining crude 

prices. S u c h  legislation w a s  particularly effective w h e n  imports were 

unimportant a n d  w h e n  states with prorat ion ing (Texas. Louisiana, 

a n d  O k l a h o m a )  accounted for almost all domestic production. Hut. 

in the lik'iO's foreign supplies f r o m  the M id dl e Hast a n d  domestic 

supplies f rom non-prorationed states b e c a m e  increasingly important. 

In l!t.r»7 voluntary import-controls were initiated, a nd  in l!).r>!t the 

m a n d a t o r y  controls were imposed. Thus, at a time w h e n  supply w a s  

b e c o m i n g  increasingly loose, n e w  controls to the advantage of the 

existing petroleum oligopoly were imposed. It is noteworthy that 

complaints of financial distress f r o m  independent refiners a n a  m a r ­

keters lieeame m o r e  prevalent after the imposition of quotas n n d  that 

m a n y  of those firms trace tie i. difficulties to the international 

arrangement.

T h e  m a j o r  oil firms have h u d  the advantage of other federal provi­

sions which have served to buttress their control over the supply of 

crude oil available in domestic markets. T h e  impact of quotas on the 

price of domes! ie crude oil w a s  snhstnnt ink T h e  domestic price of crude 
has in recent years averaged !>!.«•» to tjd.JiO per barrel above the world 

price, a n d  most ot the difference is attributable to the import quota. 

T h e  import quota clearly eontrilaited to profits earned in producing 

crude oil by elevating prices, but the quota increased profits to the 

m a j o r  in another way. T h e  right to import went only to existing re 

fineries. Thus, the ma j o r  eom p un ic s through inqmrt tickets were able 

to purchase oil at the world pi n e as a n  input for their refineries, w h i c h  

produced final products ill elevated domestic prices. A  further benefit 

accruing to the m ajors w a s  that lliev were aide frequently to obtain 

profits by trading at fu\oriihb* terms domcst ie crude for the independ 

cuts’ allotted foreign crude because s o m e  independents located inland 

were not in a position t o  n o m n n l l y  utilize imports.

W h i l e  the import quota w a s  m  effect, it w a s  nil important source of 

control of crude oil supply. but there are others that must he con 

sidcrcd. T h e  states, with an assist f ro m  the fede.al government, also 
placed limits on the production of domestic crude oil through 
prorat ion ing.

I'rorat ioning wn. originally instituted as a m e a n s  of conserving the 

supply of domestic petroleum reserves and avoiding'“wasteful" pruc 

I ices sin'll as t hose that resulted f rom I lie rule of capture/' I lowevcr, it 

functions as a m e a n s  of controlling supply a n d  selling price. Essen 

t in 11 %. the technologically m a x i m u m  efficient rate of recovery ( M K I O  

is determined for eaeli well. Th e n,  d e m a n d  forecasts for crude oil are 

examined, ami eaeh well is permitted lo p u m p  as m u c h  crude (sub

* lliMitii«r rrtnlr jmmi| » trun««’**n't Ia iu I iMiiintlnrlm l» o  nr ttmrr • 1 • ff*n'in Imnl im m rr* 
• •Ullil In* ti«|i|im| lu lu  tin* - ih iii ' fmill M m  i* •ni»- moH m {..•» um iM  |»r n imll<*r'« guln ll !»• »«|il 
flint n u ll  m * til I tl iiiiuifi f a * I a • Tint nr a  form  nf Jttinf • n r im n lin lrn f Ion.
iih IIIM IIm ii, I* i *• 11•*riiII> rn  9«• l*r n lunfr i-fflilr ni iiirnuii of rpiili *11 furnri'ry III
fnrf. It |« orgm  l if pminvr* flu* . f r N r K « i i i n * i i i  f«ir |»f«»ri«IIo iiI iiic
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ject to its M K R )  us will clear the innrket in the aggregate ut the m ar ke t 

price.
In the U.S. today, prorationing is used in the states of Texas. Louisi­

ana, O k l a h o m a .  N e w  M e x i c o  a n d  Kansas.' (although these states n o w  

claim that they are p e r m u t i n g  100 percent well production during 

the present shortage). E a c h  state has its o w n  prorationing agency 

to m a k e  state supply determinations. Together, these five states a c­

counted for approximately 71 percent of domestic crude production 

in lilTl).* T ex a s  alone accounted for approximately 'M\ percent.* Hence, 
the supply a n d  price of the vast majority of domestic crude are deter­

m i n e d  b y  forces outside t lie marketplace.

T h e  Federal G o v e r n m e n t  gave teeth to prorationing with the pa s­

sage of the (’onnally “Hot Oil" Act in llWft. This act prohihts inter­

state shipments of crude oil produced in violation of state prorationing 

laws. H o w e v e r ,  the Federal G o v e r n m e n t  has the p o w e r  to “suspend 

its operation— pr es u m a b l y  both enforcement activity us well as basic 

consent legalizing state action— if state action should unduly b u rd en  

interstate commerce.**"' T h e  Attorney General is responsible for an 

annual review, und er  the Interstate ( )il C o m p a c t ,  to determine if such 

legislation is consistent with its intent, a n d  if not. to suspend it. Its 

intent is set forth in Art iele V  of the Interstate < )il ('onipact:

It is not the p u r p o s e o f  this couipuet to nuthorize the states 

joining herein to limit the production of oil a n d  gas for the 

purpose of stabilizing or fixing the price thereof, or create 

or perpetuate monopoly, or to p r o m o t e  regimentation, hut. is 

limited to the purpose of conserving oil a n d  gas an d prevent 

ing the avoidable waste thereof within reasonable limita­

tions.11

T h u s  far. A  rt iele V  has not lieen invoi d.

T h e  set of federal laws remaining to he discussed are those pe r­

taining to the efleet of certain tax regulations on industry incentives.

Special tax provisions permit oil co mp an ie s to expense m a n y  of 

t heir explorat ion a nd  drilling eosls rat her t Inin depreeiat ing ! h e m  over 

a n  extended period. Tln-sc prov isions tend to lend to a n understate­

ment of gross income a n d  to a reduction in tax liability. In addition, 

the oil co mp a n i e s  are permitted to treat royalties paid to foreign 

g o v e r n m e n t s  for drilling rights as an income tax. T he se  "luxes*' m a y  

then I ie used as a dollar for dollar utTset against I S. corporate income 

lux liability.These meu.siuvs act as a subsidy to crude oil production 

and. Ihc/rfnrc. stimulate increased allocation of ivsniircrs In the do-

" T h r  I 'r f m lr t im  l iit |« i» m  "  TlH'lli/t* •• Moon*. lit Thr Nb'SM 'tutr o f  Im r n i 'i ln  Indm aitV, 
\N H ltrr AOfittin. I «t 1‘m irth  I 'lU t lo u  m t I .  M u riiilllitu  • *t»nt|««iiiv. p t i n

• f'rw i/r /V/ni/tMtrt l ,rh o h u tn  1‘toiltn  t* nm f \ n lo tn l  thin /.It/uuf* 197*1 I/ 'ln o f  K»i*n 
M M iry), H t if M t i  o f  M l  no* l lr r r n itw r  If It. 1071 p M T h in  lljftirc I I r a o r  «oinl**iu»i»lr 
It  m il* ! lw  pohihnt ••ill Mint till of tin- <Tl|i1»* p rm lih  t lo u  I II  em  h wtnli* In  liwl Itm -nnrtrll>  
ri'in ilnYrd  bv  pfofiH  lo llin g  I I I  l Y l I t *  r t r lp p ir  w r lb  tin* tint p ro m t lun*<t, Hint "IT n ln ifr |ir»* 
«lu« lion , at* In  I.M ulnian ii. |«  innh-r the m lm lM - t i  nM<*t «.f tin  H e<rrtu r>  of th r  In te r io r  In 
T r l i i -  In IIMtft n !r ip p * r w r l l*  net oiiiiIimI fo r IV  p e r m i t  <>f l ll r  N ta lr  n o iitp u l I I'r lta tru io  
A'tirf* .in .f h u iu n * .  V iiie rlio h  I 'c lm lr u m  1 u rn Iftif«• IH71 p .Ml m i.I p 7 0 ) Ii U  not fcim un
lo  e i t r i i l  I .o i i In I i i i i i i  <Ih I u re lte rt*  oYTnliorr prtMlin'l toil o r tn  m Ii i i i  r t f r n l  I .••ill «tn im 
p ro r r t ln n ll iK  I Hltr*|t*«1 h> th r  H n - r r ln n  o f I n l r r l o r 1* Jiirlm llf’ tlo ii . .v r r  n ffnhon  p ro .nn  tlo ii

•M l •tlnnihl ( d o  lie tltr i|l|o |» r« | Mini - p e t l t l  tux I t r u l  u n it  I*  h i tin* pef m lrtllli ttl'h l-tr.V Hillin' 
It •llffli • 11 f o f  t ltilM m lllll ' tn H x m a  n il 'l l  % m lu t i lr  | | |  m i) i i| .»•

* T ftro h  ant f'ot'ta  iim#/ / UfUtrn, t*l|
I If i 'f im t  of th i SI tot m il  fh flr iiil , /'i/'ihumI /.* S f r t tu n  f  o f th r  J o in t  h 'ru ilu  t in n  of 

N r j i t im t f f  h, / /fit. Fttn*i nfinu tu no  /H /m h ifr  I'umpur r h  ( 'u n t r n r  Ml I o ntf tJna Ju ly
IIM I7 p II

II thil p I
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e m e r y  a n d  recovery of crude oil. Hence, it is not surprising that the 

oil lirnis seek to integrate b a c k w a r d s  to take advantage of the favor­

able tax provisions. It is. however, the oil depletion allowance that has 

b a d  the greatest impact u p o n  resource allocation a m o n g  production 

stages a n d  relative price structure m  the petroleum industry in past 

years.

Oil depletion allowances were passed originally as a m e t h o d  of 

encouraging oil exploration." It w a s  argued that since oil wits a scarce 

a n d  valuable natural resource, it w o u l d  not be advisable to permit n a­

tional reserves to he depleted. Therefore an incentive w a s  granted to 

oil producers through a special tax deduction in the hope that m o r e  

resources w o u l d  be devoted u» the discovery of additional crude oil 

sources. A  crude oil producing linn is permitted to subtract from its 

gross i ncome before taxes an a m o u n t  equal to i11 percent of its total 
revenues from crude production (i.e.. actual production times posted 

price at the wellhead) u p  to j(l percent of the lirnis net pretax income. 

I’nder this system, the m a j o r  integrated linns have un incentive to 

seek high crude prices. T h e  high crude prices are. however, a cost to 

the m a j o r  linns' refineries. Thus, an increase in crude prices implies 

a n  increase in crude prolits but a decrease in refinery profits. T h e  

integrated oil c om pa n i e s  gain because the depletion allowance reduces 

the tax on crude profits, while refinery profits are not subject to the 

s a m e  a dvantageous depletion deduction. A  simple model developed 

by the F T C  suggests that for A m e r i c a n  integrated lirmsthat typically 

produce between Id a n d  so percent <d’ their crude needs, it pays to raise 

crude prices u p  to a point w h e r e  refinery profits have been reduced to 

Zero." B e y o n d  that point, net income after taxes for the integrated 

oil firm begins to fall.

Thus, the m a j o r  integrated oil co mp a n i e s  have item able to capi 

tnli/.e u p o n  the existence of import quotas, state prorationing, a nd  oil 

depletion allowances lo limit ell'ectivelv the supply of crude oil to a 

point whic h reduces their relinerv profits to zero, ('learlv, such a svs- 

tern creates a hazardous existence tor independent reliners, w h o  have 

lit I Ie or n o  ernde product ion. In such a n  e n v i r o n m e n t , only those i title 

pendent refiners w h o  have: < I ) lower costs through locational or 

other advantages: (if) s o m e  m o n o p o l y  p o w e r  in a local m a r k e t ; or ('!) 

siilliciriit access to inexpensive imported oil, can survive,

It is important to note that no technological imperative renders 

crude product ion inherently profitable a n d  relinerv a n d  marketing o p  

e n d  ions inherent I v unprnlitable. Bather, the tax laws h a v e  m a d e  d 

highly remunerative for integrated lirnis to nrlifieiillv shift profits 

a w a y  f r o m  d o w n s t r e a m  activities t o w a r d  the ernde e nd  of integrated 

business. This g  ml i> accomplished by raising crude prices through 

various emit ruls o n  supply.

Ii. H e l m i n g

T h e  petroleum relining industry is the pivotal point in the petro­

leum industry. It is virtually the sole buyer of ernde "  a n d  it trans­

•• Hrr Appnullt It for n limn' «ltt/illr«l r«|ilAl»«ttlon Ilf how the nil dfplFlloti it I l«iv\ it lift* 
w o r k *

•• iiiihM  N«*nnit-« m i»rrf«*r(|y In rU M Ir d«*m«mf for crmlr nil it ml iirodort* mol
r**ljj I r t ' f l l i r r  profit- llornrlt f<» m ill*  oil |»fh>-

,a \ «niitll Amount of t'rutl* oil l« on rittfMloQ u im I dlrrrtljr tin l i n i ln i  fu**| w|i*n tnvufll 
rival fnrl oil In m \ m 11 n I * 1 «*
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f o r m s  crude into m o r e  oflieii nt particular e nergy products. In 10(59, the 

domestic refinery yield w a s  as follows:
Percent(insollne _________________________________________________________________________________ 45.5Distillate fuel o il .__________    21.0

Jet fuel________________________________________________________________  s. 2Residual fuel oil__________________________________  ____________________________________ (5. KKerosene_________________________________________________________________________________  2. ti
Lubricants ________________________________________________________ 1.7

A s  of J a n u a r y  1, 1972, there were 2*2 domestic refineries a n d  a p ­

proximately 129 refining companies.'7 T h e  1970 crude nil refining 

capacity ns s h o w n  in Tahl e 1 I-.'5. accounted for h y  the lending 4. s a n d  

2 0  firms, w a s  .'5:5. f»s a n d  sti percent respectively. Th es e s a m e  firms ac­

counted for:54, 59 a n d  sT percent of gasoline refining capacity.”1

T a b l e  11—3 .— Company share of domestic truth oil ttntl gasoline refining
capacity, t!>70

Hunk In crude Slmn> <it crude oil Shorn ot yasollne
oil capacity Company rapacity (ponent) capacity UKiremit)

1 . Standard (N.J.) 8. 59 9. 220 Standard (Ind.). 8. 22 7. 94
a Texaco 8. 1.1 9 19
■1 . Shell.... 7. 99 7. 00
5— Standard (Calif.) 7. or. 0. 72
tl Mobil. tl. 28 0. 30
7 Gulf . .. 5. 78 0 47
8 A R C O 5. 42 0. 25
■i Sun... 0(1 4. 54

10 Union. 3. 51 3. 24
11 S'undnrd (Ohio) 3. 47 3. 00
12. PI :t. 14 4. 24
Ill Ashland 2 51 2 11
14 Continental 2. 30 2 03
1ft. Cit ch Service 0 22 2. 26
10 Ge tv I. 04 1 70
17 M n  at lion 1 12 1 92
IK C..ik8(al Staten 1. 00 73
ID Amerada Ileus . UK . 79
20 Cliainpliti 07 03

To p 4 32. 93 34. 01
T o p  K 58. 07 58. 7K
T o p  20 Kti 15 ' 87, 38

■ Tli.' inn .11 lirttin 111 itiwolmi' nioiu oy in. ' i nk ml il 
Am.t I c h ii  IVto.tlim (DM iwnwil), In II. o n| In .11 itlmv.' Jl pi'omm, T.'iims’o il AS percent), anil

Not*' I tatutitilnluim| from Mlm-rul Indudry Snr v r > . Iltirnui ut M ini**,"! oil < uiwily,”  Jun I, W7I

*• S t n n i l i i r i l  n i t i l  I'nor*** In d u s try  Nurvrw** J in n *  •*. 11*71. |» IHIH T in *  W u n l n d r r  r n n » l » l «of jiMiiliuit unit |n'irut lii'iuti*fiImJfrjiorf on Cry iff Oil oml (/iiau/Jhi /'rfir /MfTrant'n of Yoi rtnhn I'Jlo, |». -Id, rltnl 
ku i nil

nf .In hours I I ml I . Hutu ivrn* iinin uxltnn luly .'ill «f |«* |H*f rolionti rrflnrrlru 
uinl npnMlniNtuly 17?» r**fliklii|f •"inimnn- \v|ili«« cnid** tvflnliiy: cm | nulls liicn*«t»rd by 24.*1 
|mt< vn i frnin Intninrv I lull in .liinuiir\ H»TI Hu *hnir nn utihhol for tin* lending four
uinl idghl it fin.» I lir run wit ii|i|irn\lniiih<l> t I mol I 'J I |HT«rnf r I \ ««ly Cur i!ii*o||iii'
»n|M. in .  tin* liu r»tn*f 7 c nnd In I iwrcioi TIiiih iiii ln>nmoIuk trend In ninrrnirii 
Him inuy Ik* •dorrvnl Cor Hmim duiu. •»«*»• "Mlnornl liiftiiMry Murvrv,*' Jitnimry I Ififll 
rlfrd nti fint M urn iU f, dtu In llio r lM en i't ' "f | »r« *  - 1 il*; it rrtt ligitiuttl»» liflWiu'li liinjtir nil 
• t.tti|*.»nli'- mul lndi>|i« tid«ut It Iliu r- 1 V» 1 iMtuti nlm  li niujur «dl romimiiloH »ii|Mii) crude nil Mi 
m u m  for rrllind |ir<mtnil. tb it figure inns HiliHfutillally nndin*lQtr cfTm'live refinery 
rourt'iHrfilloii
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A com par ison  of firm rank in g s  in re fin ing  nnd p roduc tion  (Table
11—4) y ie lds some in te re s t in g  results. W hile  th e re  are  some m ino r 
deviations, th re e  o f the ton  f o u r  refiners a re  am ong  the. to p  fou r c rude  
p roducers  nnd the  top  e igh t refiners are nlso th e  to p  e ig h t  c rude  p ro ­
ducers. F u r th e r ,  1(5 o f  the to p  20 refiners a re  am ong  the to p  1(5 c rude 
producers. Hence, independen t monopsonis tic  pu rchas ing  pow er  con­
ducive to d ow nw a rd  p ressu re  on c rude  prices is v i r tu a l ly  absent.

T a b l e  11—4 .— A  comparison of company rank ing in crude production 
and crude refining capacity 1

Rank in crude Rank i. crude oil
Company production refining capacity

Standard (New Jersey)................. ............ ........Texaco____________________________ . . .  .
Gulf....................................................................
Shell.............. ....................................................
Standard (California! ..................... .....
ARCO................................................................
Standard (Indiana) .............................Mobil................... ...........................................
Getty ________ ________ ____________
Union ........... ............................. ...............
Sun  ....... ................. .......... ....................
Continental . _____________________
Marathon  ______  ____________ ______
Phillips _______     . .. ...............
Cities Service. _
Amerada Hew.................
Tennoro . ........ ........... .......................
Skelly   ...................  _ . . .  ....................
Superior  . . . . . .
Louisiana Land and Exploration
Standard (Ohio).. _____
Ashland  _ . . . . . .  . . . .  __

19

1 1
u

ii
3
7

4 4
5 5
e 8
7 2
8 0
t) 10

10 10
11 9
12 14
13 17
11 12
1.1 15
10 19
17
18 (>
10 (>)
20 (*)
(») 11
(•) 13

> Hoard on ranking, of Ionian 2 and It Production rdiuri* in lor Uav.*. ( 'rude rrlining diarc In for 1970.
1 Ned ranked within the top '■» llrrtu In crude refining rapacity.

T h e r e  could, of course, still be s o m e  d o w n w a r d  pressure o n  crude 

prices, despite the integration of the leading firms, if there were a 

m i s m a t c h  between a c o m p a n y ' s  ernde pi idiiction n n d  its refining 

rapacity,"* T h e  c,\trnt of this w o u l d  d e p e n d  u p o n  the degree of self- 

sufficiency a n d  the marginal rUVrl of higher crude prices o n  total re­

venue due to the interrelationship of self sufficiency a n d  the marginal 

effect of higher crude prices o n  total revenue du e to the interrelation* 

ship of self Millicirnry a n d  the oil depletion allowance. lie (’’lui/.eini 

a n d  K a h n  developed a simple model to e x a m i n e  this relationship.10 

T h e y  determined that it c o m p a n y  with a self .sufficiency greater than 

77 percent w ou l d  benefit front a crude price increase even if this in­
crease w e r e  not passed on in the pi ie of products ut nil. I f Ml percent 

of the price iticrense were passed on, a c o m p a n y  with a degree of self 

suflicienc) in excess of .'5K.fi percent w o u l d  Itcnotit from a price increase.

"* l» lnii»! Im* Ift pt In inlml Unit Mtc iitwrnritfi' ^UMHy mut (IpIUHimI of t'flltlr nr** 
if i\ ifUfii |»»I» t^mnjrli |«ror*tft»nli>i*

lor tin* •*«iiii|*l«'it* ii "lil •i*' I <'tinfmii mill lift tin. lntttfraU»n *»«•/ i'o«i|iffifln« in fhr 
I'rtrulrum hutu*t*u. \ <l<* I'tilvifftlh I'frKt. 11lf*tl. |i)» 221 222
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Their estimates were based o n  the 27^> percent depletion allowance 
w h i c h  w n s  in effect at that time.

Tising the identical m od e l  a n d  substituting the present 22 percent, 

depletion allowance only alters their conclusions slightly. If the price 
increase is not passed on, a c o m p a n y  with a self-sufficiency in excess 

of 40.4 percent w o u l d  benefit f r o m  a price increase. T h e  greater the 

percentage of the price increase passed on, the lower the self-sufficiency 
required to benefit f r o m  a crude price increase.

A s  can be seen f r o m  Ta bl e ft, all of the T o p  8 a n d  15 of the T o p  17 

refining c o m p a n i e s  h a v e  self-sufficiency greater than 40 percent. T h r e e  

of the T o p  8 a n d  5 of the T o p  17 h a v e  self-sufficiency greater than 81 

percent. Thus, vertical integration c o m b i n e d  with the depiction allow­
ance places u p w a r d  pressure o n  crude prices.

It is vitally important to keep in m i n d  that while the recent re­

mov a l  of the oil import quota m a y  to s o m e  extent exert slight d o w n ­

w a r d  pressure o n  crude prices ns the I’.S. price reaches an equilibrium 

with wo r l d  prices, il will not necessarily substantially alter the struc­

ture of the refining level of the petroleum industry. This is true for 

t w o  reasons. First, the m a j o r  integrated c om panies have substantial 

interests in crude nil production world-wide. Second, a n d  most i m ­

portant, it is questionable that n e w  independent refiners w ou l d  enter 

the market, even with available supplies of foreign crude T h e  reason 

is quite simple— the uncertainty of the continual availability of for­

eign crude. .Inst as the federal gover nm en t first restricted imports 
a n d  then r e m o v e d  them, they m a y  be restored at a m o m e n t ' s  notice. 

A n d  since refining is the pivotal point in the p i l r o h u m  industry, the 

implications are that removal of the import quotas alone m a y  not he 

sufficient to cure the present ills of the industry or alter its n o n c o m -  

pet it ive p er f o r m a n c e  significant ly.

Tutl.r 11 f». /fo/Hi xt/r srlf-Huflii'iriir// of tin It hm/intf n  fhtfrx 19(11)

Hr If *ufnrl< tint il'rrrrnt 
of run* to ( 

«7 4

rio.n < 1  

81.0 «•
02.108.8 (I42.2 n
87.0 tl. f04.0 4(1.7 h04.3 it 0.7 .101.8 it
12.004.0
too137.2 f
88.1

I e ( r.»i i hi ii i cm
O i  m . U i . l . -  rrlali* |i r m ‘ . a-i'tl f**f u m i h m i i

• i 'i ni.miMin in Si'iiIimiiIm'i an. lima
•  Im -lu ili* *  • i |l i > |i l l i i r l i »

N o t c  oh ln lliv il fr'im  i*«t m iitm  n( Krtr. Illfe  met **" , ttni(liii*i-w

Company:
Standard < N ew  .lorxcy l Standard (Indiana)
TexacoShell
Standard (< 'atifnrida )
Mold I .. _____
Calf 
A  It C O  
San 
Union
Standard (Ohi o 
Phillips 
Asldaad 1 
Continental 
CltlcH Service 
Geliy'Marathon

In I lliticr 111111111“ liii ln (i’ll In ri’Olii’n  ran*
O il I ’rnrti' iirMilnrtlnn c id in lri ' Citmnlii 
o p  O ilie r  lliiiiM * In ii i ie n l I ii crailc  |iriMtiii'Uiin
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T a b l e  II-6 .— Worldwide self-sufficiency of the 17 leading U.S. 
refiners 1969 and 1959

0.8 . ra nk  l u  
crude re f in ing  
capac it y C o m p a n y

Self-sufficiency 
1909 (percent)

Self-suff iciency 
1959 (percent)

1 . . . .................. Standard (New Jersey)......... 88. 3 77. 1
2._....... . Standard (Indiana)._______ ______ C6. 4 51. 5
3 _________ . Texaco......... .............. ... 106. 7 92. 4
•1_________. Shell Gr o u p................... .. 72. 5 74. 2
5 _________ . Standard (California)__________  . 138. 1 105. 4
6 . Mobil_________________  ________ 75. 5 09. 5
7_. ... . Gulf .......................... 193. 0 172. 7
8.. ____ A R C O ..... .................. 96. 7 04. 6
! ) ............................ S u n ____________________________ 87. 4 55. 7

10 Union..... ...................... 85. 6 50, 0
11 , .... . Standard (Ohio) 1_______  . ____ 28. 9 28. 1
12_________ . Phillips......................... 65. 4 71. 3
13......... Ashland.... ___ ....... _____ 13. 9 8, 8
14 . Continental. ...______ ___ 158. 4 104. 0
l.ri ........................ Cities Service. . 89. 5 44. 6
10......... Gettv_______ _____ ______ ___ . 241. 1 71. 8
17 . .  . Marathon ______  ___  ___ 163. 2 109. 0

T o p  4 ........................... ............ 84. 8 » 76. 5
T o p  8 . . . .............. .................................................. 90. 2 1 84. 2
All 17 .......... 97. 1 > 96. 8
5 largest United States interna­

tional companies.1
108, 9 » 93. 5

• Dow not Include British Petroleum which hid a vlf-MifTMoncy In I9&)and IMOof 131.1 parctntiind IW.4 
pfrcont rrsinvlively.

1 hat a lor tho same « .ft. 8, and 17 loading eompanlw In 1’8V.».
• Tlnv«' are Slumlord oil (New Jemey), Uulf, IVturo, SUuidard Oil (California), nnd Mobil.

Note: Il:itliw obtained from the '*« *11 nnd Oiia Journal," Jan IH, lU7t»pp. 22-21 Miiltlcompany mansure* 
were computed from production and capacity data con tain ml In the same source.

('. Gasoline Marketing

Gasoline m a r k e t i n g  is the most, competitive areas of the petroleum 

industry a n d  has the largest n u m b e r  of independent companies.*1 

M a r k e t i n g  consists primarily of joht>crs purchasing refined g a s o­

line a m i  supplying retail gasoline stations. The se  jobliers m a y  be c o m ­

pletely independent, m a y  o w n  their o w n  retail stations, or m a y  be 

vertically tied to refinery operations. T h e y  also m a y  carry b r a n d e d  or 

unbranded products.
T h e  1070 gasoline market shares of the T o p  tit) c o m p a n i e s  are pre­

sented in Table 7. 'Flu* 'Fop !, M, a n d  20 companies accounted for a p ­

proximately HI. 55 a n d  70 percent, respectfully, of domestic gasoline 

sales. T h e  'Fop 1 a n d  S gasoline marketers correspond with the F o p  I 

a n d  s refiners, a n d  the Fop s crude producers are identical with the 

T o p  8 marketers a n d  refiners (See 'Fable 8).

T h e  dm'inction between the m a j o r  branded retail gasoline stations 

a n d  the independent stations is one of the p r i m a r y  reasons for price 
competition at tiiis level.51

f* firmin'* gnmllnr rnnntltufrM tho primary output of tlu* rrflnory, wo havo lltnltrd our 
illftooofttoii lioro :o kanoIIoo funrkrttni?

n It miiat hr polntod «) I || that while thin phvnlrrit «tlHtlnrt|o|| rtlnt*. flu* nrfunl rffoot on 
romprtltloii I* liKiimlnif lncron«li»irl> more difficult t«» !*»•. nn*«* of iho trontl toward
lnlnf ownor*hlp Mn»or nil rn m pit utr* may own both irntjor brand and no ••allod “ Independent 
bland" giioolIfi»* -ijifh'O- In (h<- »am«' rii.'rkot area Independent Million* ilrn  tony own oilier 
Independent Htatlnna. under n different brand name. In the mine market Thin, rom prlltlvr 
pre«*ure* lii Moinr mnrketM m«> lie r Igrdflrantlv lens than the Independent m ajor lira ad 
rivalry would welii to Indlenle
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T a b l e  II- 7.—Company gasoline market share* 1970

Rank Company
Market share' 

(percent ot)

1_______  . - Texaco... ........... 8. 13
2 __________  Shell.............. . 7. 87
3 __________  Standard (N e w  Jersev). 7. 42
4 ________ Standard (Indiana). .. 7. 30
5 .........  Gulf................. 7. 12
I».________ Mobil................ ti. 60
7 _________  A R C O .  ____  _____ 5. 55
8 . _________  Standard (California). 5. 02
9 . .... .... Su n ............ ..... . 4. 15
10 ____ ... Phillips.. _ ........... 3. 97
11_____ ... Union—  .......... 3. 29
12 ....... Continental_____ 2. 35
13 ________  Cities Service.. ______ 1. 96
14 . Marathon...... . 1. 73

1. 46
Hi___  . BP. 1. 41
17.........Ashland. . 1. 27
18____  __ Tcnneco______  ______ . . 93 

. 77
20... _____ M u r p h v ............ .. . 75

Topi.. 30. 72
To p 8 .................
To p  20...............

55. 01
79. 05

1 Ilnst-il nn irnlluiiDRi* suIch.
Noti:.— Market uliaro# i»t>tnlin*<l from Xatiowil I'rtrohutn ,\n»•*, "Kaftbonk Inhiic," tnlil

M ay  1W71, p 127

Taiile II-s. A comparison of <company rank in*/ in ernde production,
crude refining capacity, and yanorme sale#

Hunk in crude
Hunk in crude ml rclmliiK Knlik In gMOUlie

Company production capacity sales

Standard ( N e w  Jersey) 1 l 3
Texaco •i ;t 1
Gulf it i 5
Shell i 4 2

Standard italifornia) a 5 8
A R C O ti s 7
Standard 11 ndiana) * 2 •1
Mobil H a Ii(le.tt v (I in (*)
Union III in II
Sun 1 1 •i 9(tout menial 12 14 12
Marathon 13 17 14
Phillips 14 12 II)('it ies Service 15 15 13
Amerada Him* Hi 19 (*)
Tenneco 17 (»> 18
Skdlv 18 (■) <»)
Superti r 19 I ' ) (•)Ixoiisiaiia l.and A Uxploratiou 20 i*l I')Standard M )|0o) .*) 11 15Ashland 1') 13 17IIP l s l i >l H i

Ki rr-McC le e i«l (') 111Murphy I*) i») 20

• llwusl nn ili<< rankniiia oi tnliloi 1 unit 7 Hunk III It (or l'*W Hank tor ni|i.*i ity mi l inuoUnekale« i fur 1**70 
' Nnl miik. 1 willini tlie l.ip At 1 1 1 1 1 1 9

AGO 533773



T h e  m a j o r  br a n d e d  stati' his differentiate their products a n d  c on ve y a 

national image. TI esc retail stations generally offer a full line of serv­

ices, including c ro c k  cards, automobile repair, etc. T h e  independents, 

o n  the other hand, differentiate their products primarily o n  a price 

basis a n d  offer few serv ces other than p u m p i n g  gasoline. This, of 

course, gives the e o i s u i m r  a choice between purchasing gasoline a n d  

services at a higher price, anil purchasing only gasoline at a lower 

price. If, in a given area consumers s h o w  a strong preference for the 

latter, a n d / o r  if indop •ndents m o v e  into a market, vigorous price c o m ­

petition between the m  ij irs a n d  independents m a y  resuh.

( >f course s o m e  price o m p e t  it ion m a y  result directly f ro m  the m a j o r  

c o m p a n i e s  themselves, ’.'his m a y  occur w h e n  a m a j o r  c o m p a n y  decides 

to m o v e  into a ma r k e t  a ea d o m i n a t e d  by other m a j o r s  or possibly in­

dependents. A s  a n e w  e it rant, this m a j o r  c o m p a n y  m a y  begin as a 

vigorous price cutter; b  i , as his price cuts are m a t c h e d  b y  other c o m ­
panies. the retail gasol 11 ■ price will eventually stabilize s o m e w h e r e  
near the old level. If le- is strong enough, lie m a y  achieve his desired 

market share. Hut. in d  ling so. he will have obtained it at the expense 

of the weakest segment of the market, the independent portion. 1C in­

dependents are diversi ied geographically, however, they m a y  w i t h­

stand price compet'dini . If 11 it, they will be f he first to be eliminated."'
I lowever, today a pr ec wai is unnecessary for the elimiuat ion of the 

independent marketer. Hecnusc the m a j o r  oil c omp a n i e s  control the 

lion's share of doinest c crude oil a n d  relinerv capacity u n d e r  co nd i­

tions of excess d o m a i n  . they In ve been able to direct the M o w  of g as o­

line to their o w n  servii e station: first. 1 Inis de n y i n g  to the independent 
marketer access to a substantial portion of tin1 gasoline supply. In 

fact, independent gasoline m a r k  ‘tors receive only about 2 percent of 

their supply of product fr o m  the eight largest oil companies.

I). Transportation
Hecause crude oil is low in vuhii relative to its weight a n d  the re­

linerv process rei pi ires a relatively constant M o w  of crude a m i  product, 

pipelines are generally the most economical f orm of bulk laud trans­
portation in this industry. Ap p r o x i m a t e l y  7.f» percent of crude a n d  27 

percent of refinery product are carried by p i p c l m v '

(iattiering pipelines collect crude f r o m  the well, a n d  transport it to 

a m a i n  I rank line stat ion. I'Tom t lie I ri ink line stat ion, it M o w s  t h rough 

a larger diameter pipeline to the ivlincr . Product pipelines carry gas 

olinc a n d  other products from the refinery to local <>r regional storage 

facilities f r o m  whi ch  jobbers a n d  ultimately retailers purchase their 
product.

T he s e  pipelines f o r m a  vast, c o m p l e x  int astale a nd  interstate trails 

port at ion net work. Hern iim* of the high con t m e t  m u  costs, most of the 

pipelines are o w n e d  directly by individual m a j o r  petroleum e o m p a  

nies or by several of these c om pa ni es  through joint vent lire. H o w e v e r ,

"  A rw rvittio it hIioiiM I#r made at thin point No claim \* holng niiide that a || [trio1 
w at* ate tin* froiill of I tie roHNotiltig provided altove or ilint major** nlwa.VH *fnrl price 

Indeed, econoinlatH tfeioTJllly agree lliat cohMliucr* I «*n««flt from lower Price* iinxu 
cm led wlvli price war* In fact, price war* an- often the remit of dMagrerment nloail the 
orop. r price *11 (fere olio I between Independent and major Motion price- They are einrtod 
Ii) majors, major "ton vetick*" t i e ,  (hone who re J net Nlnten company price policy l. and 
Independenti' The point I*, however, that non*rtimrt nrtrr ira • irpr««*rif n tm/h ;/adopted lw ma/arM Io avoid thr oltvtoaliVr of nrlHni/ f/iMu/iwr to l.ulr prmlrnt*. Thai retail! !*»
« h u r ly  e ir l i iN lo tia ry

• According to Moore p |24 12ft, rtted «w|iro. approximate! 7fi percent of crude flown
to the relinerv hv pipeline. 17 per cent hy (tinker ami h |M>ri<*iit ny truck Kor refined 
petrrdeino approximately *27 percent u carried hy pipeline. 10 percent l»v water carrier 
olid III percent hv truck
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tin nature of the interstate lines causes t h e m  to c o m e  u n d e r  the “c o m ­

m o n  carrier” regulatory jurisdiction of the Interstate C o m m e r c e  C o m ­

mission.

O u r  investigation disclosed charges leveled against these pipeline 

o w i n r s  b y  non-owners w h o  claim that they have been excluded f r o m  

using the eommon-carrier lines. T h e  inherent technological nature ol 

the pipeline system a n d  the petroleum industry provides the basis for 

such exclusionary practices.
T h r o u g h  the. pipeline system, ernde oil is transported m o r e  or less on 

a constant flow-pressure basis. Trunkline stations ran p u m p - i n  a hatch 

of crude only w h e n  there is a slot in the H o w  for it a n d  then line pres­

sure m u s t  he increased or decreased to adjust for the desired H o w  

speed. T h e  scheduling of pipeline input is ,ory c o m p l e x  a n d  m u s t  he 

w o r k e d  out in advance of the shipment Because of this process, an 

independent crude producer m a y  have great difficulty in securing a 
place in the (I >\v. especially if he does not h ave storage tanks at the 

trunkline stati >n a nd  or ships a relatively small a m o u n t  of ernde. 

T h e  result of this pipeline system is to place the m a j o r  firms w h o  o w n  

the pipelines in in excellent position to discriminate against the indc- 

pendent produce.*. T h e  opporl unity to require the independent to enter 

into an agreement to sell his product at the well head in order to obtain 

regular sale a n d  t •ansportation of ernde clearly exists for the majors.
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III. B A R R I E R S  TO E N T R Y

In addition to being n highly integrated industry, the petroleum 
industry, nnd refining in partieulnr, is also characterized hv high 
barriers to entry. Without such harriers, excess profits would attract 
n e w  firms into the market, increasing the supply, and eliminating the 
excess profits.

Because of the lack of substantial entry hy new independent re­
finers over the last lit> years, we turn our attention to factors in the 
petroleum industry which tend to act as harriers to entry. In most in­
stances, the factors leading to further concentration, e.g. import quotas, 
prorationing, depletion allowances, also serve to inhibit new entrants 
into the industry or component segments of the industry.

T he most obvious harrier is the high capital cost of entering the 
re,fining industry. A  refinery large enough to achieve m a x i m u m  scale 
economies in the production of gasoline costs approximately $2’»fl 
million.1 The operation of the capital market is such that the nutnl>er 
of firms which can borrow that amount of money is relatively small, 
Even for those firms which Imvc access to the required capital, the 
risks which they face vis-a-vis the major pet roleum companies are such 
as to discourage cut ry.

Several of those risks are associated with the ability of the refiner 
to obtain a dependable source of supplv of its major input, crude oil. 
In the past, refiners have hud to depend on their major oil company 
competitors for access to this crucial input. This lias occurred because 
the major oil companies directly o w n  substantial amounts of the 
crude oil, and because they control the vast majority of the remainder 
of the crude (primarily through control of pipeline transportation). 
Thus, in any short supply situation, the independent refiner would he 
the lirst linn to lose aeiess to crude oil and the last lo regain access. 
Having refinery output subject to great variation liccuu.sc of variation 
in crude inputs imposes substantial co>ls upon non integrated refiners. 
The alternative of entering Hie petroleum industry as a vertically in 
tegruted firm raises capital costs to even greater proportions.

Pile plight of the would he entrant at the refining stage lias to some 
extent I mm* n alleviated through the recent Presidential removal of the 
oil import quotas. However, this does not eliminate the problems 
faced hy the independent refiners in this context. All students of flic 
petroleum industr\ (surely unvoiie planning to expend $2f<0 million 
as a capital investment would become 11 serious student of the. indus­
try) are well aware that the major firms have always turned fd gov 
eminentul entities to help (hem rationalize excess supply situations. 
T h e  v would I in vc to assume t hat i f t lie inflow of foreign crude became 
sufficient to cause a reduction in the current price of domestic crude,

1 H i  Ul N l r f f l  J u t n n u l ,  A p r il  17 I1I7JI, p lf» Th**»»n i lu ln  it r«< H 'p p o r I «•« I ltt\ I*! K i ir lR * l iy .  
»•< u l " W h it t  W il l  l^ i fu n *  l l r f l i i i ' r l r a  llu*lro*'t>rhon M ay, 1 pp
l«tA l.'ift. ‘ *

(2ft)
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the major companies would again turn to the. governn m t  to request 
limitations on imports. Their past success in obtaining such actions 
is such that one might infer a high probability of future success. I bus. 
a linn which had built a $250 million relinerv might suddenly find 
that its access to crude oil was greatly reduced. The nature of refinery 
cost functions, i.e. sharply declining average costs as a refinery nears 
capacity operation, would muke any reduction in the availability of 
crude oil a traumatic and possibly bankrupting experience for the 

new entrant.
Since pipelines transporting crude oil across state lines are c o m m o n  

carriers subject to Interstate C o m m e r c e  Commission regulation, it 
might seem strange to classify pipeline control as a barrier to entry 
to new refinery capacity. However, there are two reasons to suppose 
that pipeline control does, in fact, constitute, a legitimate barrier. F :est. 
the owners of pipelines seek approval from the I C C  of rates that pro­
vide sufficient returns from their pipeline investment. However, the 
rate approved m a y  he well above the competitive cost of transporting 
crude oil. I’or the vertically integrated owners the excessive rate is no 
burden. Those linns simply transfer funds from the Refinery Depart­
ment to the Pipeline Department: a bookkeeping transaction of no 
moment ie made. N o n  integrated independent refiners, though, must 
pay the excessive pipeline charge. For these firms a real cost is in­
curred, T o  | he extent that major-linn owners of pipelines earn greater 
than competitive returns on investments, the independent rofiiuus are 
put at a cost disadvantage relative to their major competitors, and a 
harrier to entry is imposed. T o  a lesser extent control of product 
pipelines can he used lo erect a harrier to < lit ry.

Second, pipelines can he employed as a Imrrier to entry if the own 
crs can exclude or limit flows of ernde oil to independents. In fact, 
this can he done hy (I) requiring shipments of m i n i m u m  size, (2) 
granting independents irregular shipping dales, (!$) limiting avail 
able storage at tIn- pipeline terminal. ( I) imposing unreasonable prod 
net standards upon independent customers of pipelines, and (5) e m  
ploying o| her harassing or delaying tact ies.

A harrier of >iilislnntial importance in the past existed lieenuse of 
the vertical integration in the industry and the federal tax laws. The 
depletion allowance worked lo encourage vertically integrated firms 
to report all nrolits at tin- crude oil - luge rather than at later stages 
such as refining or marketing. The effect was to raise the price of 
i rude oil for refining operat ions, w In-1 her \ ert ieallv integrated or not. 
l-'m the vertically integrated com-crn the price was simply a book  
keeping one and raising it resulted in decreasing refining profits, in 
creasing profits on crude, reducing lav payments, and increasing total 
profit. For the independent refiner the result was to deerease refilling 
profits w hich were total profits.

I In- system contained all the elements essential to a squeeze on re 
lining profits atid could he overcome only if the potential refining 
entrant could enter on a ertieally integrated basis. However, entry 
on this basis substantially increases the already high capital cost of 
entry, F,veil with the freeing of imports (lie system will still work to 
the disadvantage of independent refiners unless the world price of 
pet roleiim sett Ies to a compel itive level.
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A  final barrier to entry results from the recent, emphasis 0 1 1 environ­
mental impact. Even firms who can overcome the high barriers m a y  
find either that they cannot obtain government permission to build 
at the optimal locution or that additional capital is required to elimi­
nate possible adverse environmental impacts. In any case they m a y  lie 
at a disadvantage relative to existing plants which were located with­
out respect to such emit mints.

S u m m a r y

Recapitulation, the major oil firms hu * considerable market power.
T h e  industry operates m u c h  like a cartel with In to 20 integrated 

lirnis being the beneficiaries of muc h  federal and state policy. Thus, 
the federal and state governments with the force of law do for the 
major companies that which would be illegal for the companies to 
do themselves. Further, the tax laws induce the major companies to 
seek high crude prices, which tend to increase crude profits and 
squeeze refincrv profits to the detriment of and exclusion of independ­
ent refiners. While the recent removal of the oil .mport quota m a y  
lessen the ability to obtain higher crude oil prices, i> will do so only 
to the extent that the leading I:.S. oil companies arc not able to exert 
significant influence over the world oil market. At any rate, the un ­
certainty of prorntiouing reducing domestic erode output in response 
to imports, together with the uncertainty of the oil import quota bring 
icinstituted at some point in time, both of which occurred in flic 
I Half's, arc quite likely to retard the entry and expansion of signili 
cant independent refining capacity, and lienee m a y  have a similar effect 
011 independent gasoline marketing.

The major lirnis seek to consolidate market power by various exchi- 
sinmin tactics. These firms basically at tempt tosharpiy limit the slip 
ply of crude available in independent refiners and refined product 
available to independent wholesalers and retailers. This is nccoiii 
plished h\ minimizing use of formal market sales and thus avoiding 
Hows uf product from wiibm the majors' vertically integrated stria 
lure to tin- market. Il is also accomplished through control of pipe 
lines, exchange agreements, processing agreements, and price prote« 
tum coupled with price wars. A n  c' dmrate network of devices to deny 
independents access to product has been erected. Tin* resulting system 
endangers existing independents, makes new mtr\ difficult or impns 
sible. ami yields serious economic losses to American consumers.
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IV. C O N D U C T :  C O O P E R A T I V E  R A T H E R  T H A N  

C O M P E T I T I V E

Conduct in the large, complex, multifaceted petroleum industry is 
difficult to evaluate. Basically, we must frame hypotheses about the 
structure and performance of the industry under the assumption of 
reasonably competitive conduct. Since a competitive model of struc­
ture and performance differs significantly from actual structure and 
performance in the industry, we shall attempt to isolate those aspects 
of conduct which have contributed to this disparity. S o m e  types of 
conduct which m a y  not be anticompetitive in competitive industries, 
or when practiced by small firms, become anticompetitive in concen­
trated industries or when practiced by firms that possess market power.

W e  find anticompetitive conduct on all levels in which the large 
integrated firms interrelate. In fact, their behavior should properly he 
characterized as cooperative, rather than competitive, with respect 
to:

Iidlucncing legislation 
Ridding for crude leases 
Establishing the purchase price of crude oil 
Transporting crude oil 
Refining crude oil 
Market ing gasoline 

There is no way to determine the degree of influence exercised by 
industry lobbies in affect ing petroleum legislation. However, we do 
know that major linns have been strong advocates of the Oil import 
Control program, and also state proralioning legislation. Tin* Import 
<'outml program, according to industry sources, lias been largel’ re­
sponsible for the present shortage of ; -finery capacity. In addition, it 
bus effectively created barriers to entry in the industry. The program 
lias been exploited by llic major integrated linns to protect (be indus­
try’s oligopoly position witli respect to refined products. Broriitioniug 
lias been exploited by the majors to raise crude prices above their 
compel it ive level and results in a major misallorution of i lie economy's 
resources. Morris Adelmnn, one of the world's leading authorities on 
the industry, claims that "the great bulk of oil wells are superfluous 
a political curiosity, not an economic asset."' They are strictly a re 
suit of prorut inning legislation and import controls, which artiticiallv 
raise the price uf domestic crude, and encourage the development of 
otherwise uneconomic wells.

A m o n g  the choicest v f domestic oil fields are those contained in off 
shore government owned land. The oil leases for these fields are sold 
through “competitive" bidding. It lias b e en  c o m m o n  practice, h o w ­
ever, for oil firms to submit joint bids on these lenses. T h e  result is a

1 M A A U i'lit in ii. T h r  IV iu M  I ’r l r n l r a m  U i t r k r t ,  J o lm  llt> |ik lim  I ’ rmm, l l i i l t l i n i i r i ' ,  11*71. 
I> 4*1

• M  A . A d i' l l t l f l l i ,  "K U e li 'i ic y  i»f lti'HoM rn. 1 7h«> In  C n itln  I 't - irn l i'U m ,"  < u u th i 'm  Kco 
n/imic J o u r n a l ,  V o l. .'II. pp. 101 ISO.
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small number of bidders for each lease. Joint bidding, and joint ven­
tures in general, m a y  promote competition in certain kinds of situa­
tions.'1 but such conduct by large petroleum firms, given the concentra­
tion already existing in the industry, is decidedly anticompetitive. 
Walter M e a d  has shown that, with respect to Alaskan Oil and gas 
leases, firms w h o  were partners in joint bidding for one tract tended 
not to compete with their former partners in bidding for other tracts.1

T h e  lack of competition a m o n g  major oil firms is particularly ap­
parent in the prices paid for crude oil. In a competitive market, prices 
are set by the interaction of supply and demand. However, in crude 
transactions the price is established entirely by the buyers. A  price is 
"posted" in a particular lield for a particular gravity of crude by the 
buyer. Within a few days tiiis price is followed and similarly ‘‘posted" 
by other buyers in similar fields.5 The seller of crude does not dispute 
or offer alternative prices to the buyer.0

Since the posted price is the prevailing price for crude in a part an 
I:,r area, it is in the interest of the integrated lirnis to post a price high­
er tlmn marginal costs consistent with each linn's self sufficiency ratio 
(the ratio of crude production to refilling capacity), and the elasticity 
of dem a n d  for gasoline,7 This is so for two reasons. Remembering, 
that for tin* integrated firm, tlu* posted price is the price it both pays 
itself nnd uses for tax purposes, the existence of the depletion allow­
ance for crude production means that profits based on high prices at 
the crude level are “worth" more to the integrated firm than profits at 
other levels. Second, the integrated linns can “squeeze" those firms 
which do not have I heir o w n  crude. A n integrated firm, when using its 
own crude, in effect, pays not the posted price to itself, but rather the 
real cost of producing the crude. W h e n  the non integrated refiner pur­
chases crude, however, the posted price is. in fact, the “real" price he 
is always put at a cost disadvantage if tin* posted price deviates from 
marginal cost."

Lack of competition a m o n g  the major firms is also evidenced by tin* 
a b s e n c e  of bidding for crude produced by independents. (hire a major 
integrated firm erects gathering lines leading from the crude lield, it 
purchases most of the crude from that field and I m 'c o iu c s  the field's 
price leader, Kurtlierrnore, our survey of independents has shown that

W a lle r  J . M nud, "T in ,  C o m p e tit iv e  K lk 'iil lh 'n n re  o f J o in t  V e n tu re * .' A n l t t r u i t  l lu ll i 
t in .  Vol. X I I .  KnII 1007. 1>|). ICIH Hi.'*

• thirl., pp . a l l  SOI
' S,*e. fo r  IlM latUT*. “ S T o o n . C rude  O lvon  l l la l t e r  I'oh IIm k*.* ' O il l if t , /  Han J o u r n a l .

.lone -I. 107U. p. V".
• \O r li i ia n  «ug|{r*tK  i l in i  " th e re  I*  ve ry  l i t t l e  room  fo r  lin lo p o n ile n t l ii in tn ln lf iK  over 

m u le  o il  prleen w l t i l  Independent re fin e r*  d e * lro u * , a n il eapnhle. o f e iir iT id ly  e tu m ln lU ti 
Oo- ra n ife  o f o ffe r* , ehnm dni: the  lie x f, u in l f r y lo ir  (o  p la y  one aelle t m in ium  a no th e r. In  a 
m arket w here  p rice  I*  ao fa r  nhove coal, the  n lu ie iire  o f lnito|H*ni1ohl h n rito ln ln jc  c e il t r r *  
l it  the  va rliiiiM  leve l* o f p ro d u c tio n  * |n w *  dow n th e  a t t r a c t io n  o f  p rice  to w a rd  corn I 'e r  
Im p* even more Im p o rta n t, th e  c o m p iiiile * . w ho  to  mime e ite t l t  co o rd in a te  t h r l r  p rodnc
H "0 p la n * , ....... a tta in  u« r iv a l*  lo  re t ln l l i j :  and  i i iu rk e ll i iK  "  A de linnn  f p r r U l in lh  re fe r .
to  Ole w o r ld  m arket fo r  o il .  hut h i*  re m a rk *  c le a r ly  a p p ly  In  th e  ilo ine a tle  m arke t See 
A de lm an , op  r t f . , a  1-lfl.

’ See M 0 .  KeC b a teau  and A. H K a lin , I n t r a r a i i o n  an4  O o m p rftf b in fa  t h r  I ' r t r n l r u ni 
Im l u n t n t  (New  H aven  Vale 1 ln lv e r* ltv  l're *» , in f i l l .  pp i:*J1 'J|

"T h e re  I*  evidence to  »m ii:e«l D ia l th e  no-ted  p r ic e  d ev ia te * hi iI i h t u ii t In 11 - fro m  lo u t. 'ru n  
m ar j ila a l e i * l .  even when In e re n ic o la l deve lopm ent co»t I*  Ine luded In  ’n ia r i i lu n l eo*l». 
M lr l l i in i i  e a tlm n te * l l i a l  to ta l deve lopm ent and n p e ra tln i;  eoat* fu r  O S, c ru d e  u.-t* 9 1 .2 " 

per b a rre l w h ile  I lie  uveriiae  p rice  t**r ba rre l w a * *2 .Hit In  1IH10 l il t  In  i id d ll ln n , m any 
o f not H iirvey  erode eom pan le* appea re il In  lie e n rn ln it  n u p e r iii ir ii in l p ro ttth . See \ i le ln in l i ,  
up el f  , n 7H fo r  da In  on m a r ii lo a l • •ru in . nnd I S  IV n l  o t In te r io r ,  U nm an  o f M ine* 
I t i  eera l In i l im t r v  N u n  i yn C r u i t r  I ' r t r n t n im .  I ' r t r n l r u  in I ' ro i lu i  tn, nn i l  N a t u r a l  Han  / . lo a n t*  
|iMiO ll. i. 'I ti 1*1 «• il •!<• I ii <iii lilt*  I •»(411 vnlUi* |»»T Iw trrr l t i f  f f i i i l i
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there appears to be no competition for the right to erect gathering 
lines: although a crude lield m a y  be geographically convenient to sev­
eral it*fillers, only one refiner asks to install gathering lines. Only in 
the smaller fields is there some semblance of competition—there, major 
firms appear to compete with smaller trucking firms in order to secure 
the crude.

F r o m  the gathering lines, crude proceeds to large pipelines. These 
pipelines are generally owned jointly by a number of major integrated 
petroleum companies. Although the pipelines are. by law, c o m m o n  car­
riers and are regulated by the Interstate C o m m e r c e  Commission, the 
major firms w h o  o w n  them nevertheless engage in m a n y  discrimina­
tory and exclusionary practices with respect to smaller firms w h o  wish 
to use the pipelines.1’ In addition, cooperative ownership of pipelines 
provides one more plane on whico major integrated firms avoid the 
rigors of competition.

It is normally the case that in the neighborhood of their refineries, 
petroleum firms produce less than enough crude oil to meet through­
put requirements, but more than enough gasoline to meet the demands 
of their branded marketers. Therefore, they engage in two kinds of 
practices designed to keep refineries running at near capac’ty. while 
at the same time avoiding cweis costs for transporting < .tide oil and 
if fined products:

(1) E v rh a n q e  <i<freeiitt:nlx.—C o m p a n y  A  with refinery in area 
X  will supply crude oil to company II with refinery in area Y. 
.Meanwhile, company It will supply his crude oil in area X  to 
company A. Sindh Hy, A  will supply gasoliiw to It's marketers 
in aiva X. while It supplies gasoline to A ’s marketers in area Y.

(‘. I 1 roccxnhi>j tt(/ree»tentx.— A  will refine It's crude oil in area 
X  under contract. In other words. It owns both the crude oil and 
the final product. I Ie simply pays A  for refining it.

Not all exchange and processing agreements are anticompetitive. 
However, the eight largest linns prefer to keep exchange agreements 
in the family. 'I bis reliance on barter, rather than direct market sales, 
limits the availability of crude oil to independent refiners ill 1 gasoline 
to independent marketers. As a result, in 1 !>7’ less than two percent 
of the eight largest linns’output was sold to independent marketers. 
W e  shall s>c that these exclusionary practices, in addition to increas 
ing refinery margins, have emd.l.d the major integrated firms to ex­
ploit the present shortage of domestic crude oil and relinerv capacity. 
I Inis t h rent ruing the m n t  in uni viability of t he independent marketing 
sector.

Even prior to the current shortage, anticompetitive conduct, as 
practiced hy the largest firms. clFectivelv limited the independent 
share of the market. For example, in !!•“! independents controlled 
it 1 percent of the market in I >is! riot •.. iiowe\cr. in .Maine, where there 
ire no  nearby independent refiners, independent market rs accounted 
for only 1.7' percent of ales."’

Independent marketers have been exceptionally innovative in their 
market ing sly Ies. Therefore, m  rest rid ing t heir access to gasoline tlie 
majors have created major misa I local ions id' tr.sources. This is par

** K*ir ii 'IH i it lfV l tll»n i»r< l»n o f .H"»r p rin  t in ** . “ * r  iM 't lo n  «»li l in rr li» rn  t«» R titf.v  
J | l |2 ,  \ a t i u m i t  fV fro /m w i N n r *  I 'Uflhnok
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ticulu. ly true in view of the majors' failure to innovate and meaning­
fully compete a m o n g  themselves at the retail level. In fact, it appears

*
t’iat tlm majors have tacitly agreed not to compete with respect to 
retail prices. They appear willing to compete in secondary respects 
(appearance of stations, location of stations, giveaways, etc.) but the 
result is a remarkable homogeneity in the final product and prices 
offered to consumers.

In the m a n y  levels in which they interrelate, the majors demonstrate 
a clear preference for avoiding competition through mutual coopera­
tion and the use of exclusionary practices. Together they dictate a 
c o m m o n  price for raw material and seek to stabilize price for refined 
product. Their c o m m o n  conduct with respect to pipelines and their 
tendency to bypass the market mechanism through the use of exchange 
and processing arrangements, has been clearly exclusionary. These 
exclusionary practices are directed at a c o m m o n  target—the inde­
pendent sector of the industry. In sum, the majors continually engage 
in <'(>inmon courses of action f >r their c o m m o n  benefit.

AGO



V. I N D U S T R Y  P E R F O R M A N C E

A  thorough analysis of industry performance for specific levels of 
operation is not possible at this time ns the industry is dominated hy 
integrated international companies w h o  do not report profits in any 
consistent form for less than the company operations as a whole. H o w ­
ever, some indications of industry performance m a y  be derived from 
the data presently available.

As shown in Table 1, the weighted average rate of return on stock­
holder's equity for these firms for the period U * M  11*71 was above the 
average rate of return for all manufacturers for all years but five. Il 
declined from a high of l.r>,3 percent in H I M  to !*.(> percent in l!*r>N, and 
rose to 1*2.4- percent in 11*1)7, In the period I!>(*!> 11*71, it remained rela­
tively stable, with a 11*71 average rate of 11.1 percent.

For this *21 year period, the median difference between the weighted 
average rate of return for these companies and for all manufacturing 
was a positive 1.1 percentage points. That is, for approximately one- 
half of this period, the weighted average rate of return for these c o m ­
panies was more than 1.1 percentage points above that of all 
manufacturing.

(32)
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T a b l e  \ - 1  — A  et income ait, r  taxes as a percent o f stockholders equity for the eight largest in tegrated petroleum  firms

iv r i WTO 1969 I96s 1967 1966 IMS 1961 1*103 1962

E x x o n____________ 12. 6 12. 0 10 4 13. 0 13. 0 12. 1 11. 9 12. 0 12. 8 1 1 . 1...... ......... 1 1. 2 10. 6 li . 1 10. 5 10. 0 9. 7 9. 2 8. 8 8. fi 8. 2
Tc-xaco...._____ 13. 4 13. I 13. 1 15. 4 15. 3 15. 9 15. 5 15. 2 15. 5 14. 8
Gulf....... ......... 10. 2 10. 4 12. 1 13. 2 13. 1 12. 3 1 1. 2 1 1. 0 10. 9 10. 0
Shell____ _____ ________ S. 7 S. 7 10. 9 12. 3 13. 8 13. 4 13. 4 12. 3 12. 0 11 2
Standard Indiana'___ 9 6 9. 3 10. 0 10. 1 9. 5 9. 1 8. 1 7. 5 7. 3 0. 6
A R C O . .............. 6 9 7. 4 8. 4 1 1. 0 10. 2 9. 4 8. 1 7. 3 7. 0 7 7
S O C  A L ______ _______ 10. 4 9. 8 10. 2 10. 7 10. 8 12. 1 11. 9 11. 3 11. 2 1 1. 6
Weighted average.___ 11 1 10. 8 10 S 12. 4 12. 4 12. 1 1 1. 6 1 1. ft 11. 5 10. 7
Return on equitv in all

manufacturing 3. 9. 7 9. 3 11. 5 12 1 11. 7 13. 4 13. 0 1 1. 0 10 3 9 8
Net difference *...... 1. 4 1 5 t . 3 . 7 -1. 3 — 1. 4 1 1. 2 . 9

m i t«r> I'Vi m  l a v s 1957 1956 1953 la s t 1953 1952 1951

Exa un____________________ 10. 4 10. 1 9. 4 8. 7 14. 0 15. 8 15. 2 13. 6 10. 2 10. 0 18. 4
Mot.il.................. 7. 8 7. 0 6. 5 0. 4 9. 3 12 0 1 1. 2 10.7 1 1 . 6 11. 3 12. 4
Texaco................. 14. 4 14. 3 14. 1 13. 6 16. 2 16. 3 15. 7 14. 8 13. 7 13. 6 14. 6
Gulf........... 10. 9 1 1 . 0 11 0 13.5 10. 2 14. 8 14. 3 13. 4 14. 4 13. 0 14. 1
shell............... 9. 5 10. 3 1 1. 1 S .  8 13. 8 15. 0 15. 4 16. 3 17. 2 15. 2 17. 8
standard Indiana ..... 6. 5 6. 4 6. 5 5. 7 7. 5 7. 9 9. 2 7. 4 S. 7 8. 8 11. 7
A R C O . . . ____ ______ S. 1 8. 6 5. 8 6. S 7. 4 10. 1 9. 0 9. 6 12. 2 10. 7 12. 6
S O C A L _____ __________ 11. 7 1 1. 8 12. 0 13. 0 15. 5 15. 8 15. 1 15. 3 15. 0 15. 0 10. 2
Weighted average. 10. 4 in 2 9. 8 9. 0 13 1 14. 1 13. 7 12.8 13.9 13. 0 15. 3
Return on equity in ail manufactur-

S. 9 9. 2 10. I 8. 6 10. 9 12. 3 12. G 9. 9 10. 5 10. 3 12 1
Xet difference '...... i. 5 1 0 -. 6 1. 0 2. 2 1. 8 1. 1 2. 9 3. 4 3. 3 3. 2

i *£$£& M l  p. >0. Th. F«*» l T rv l. Com- ’ W '“h,*<1 **‘0rn ,W th#* C°mpani<,S " "  ,htt‘°f
mission is cited u  the source
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Ordinarily such a rate of return pattern would not be m u c h  cause 
for concern; however, the petroleum industry has been given a plethora 
of special tax advantages not equally available to all other manufac­
turing firms. For example, the oil depletion allowance enables petro­
leum companies to deduct '22 percent of the value of crude production 
from gross income. T o  the extent that this procedure leads to “writing­
ot!'v assets more than once, it provides crude producers with substan­
tial “ 1111 reported profits.” A  preliminary attempt to adjust company 
rates of return for the impact of the depletion allowance showed that 
it raised rates of return by about .4 percent. In addition, these c o m ­
panies m a y  expense, on a current basis, investments ma d e  in hilling 
operations rather than treating such investments as long-term capital 
which would be depreciated over time. Further, they receive a foreign 
investment tax credit and foreign royalty credit which m a y  be used 
to offset their domestic tax liability. N o  quantitative adjustment to 
rates of return to allow for these factors has been possible. However, 
again these tax provisions tend to cause an important understatement 
of profitability. Thus, there is considerable reason to believe that, the 
after tax profit shown understates the true profit of the companies.

Evidence accummulated thus far— including materials obtained 
through surveys of independent crude producers, refiners, and m a r ­
keters indicates that ( 1) crude oil production is highly profitable al­
though profits are undoubtedly overstated because the oil depletion al­
lowance leads companies to try to "report” refinery profits at the crude 
level since crude profits are effectively taxed at a lower rale; (ii) re­
finery profits have been during the past decade below the competitive 
level at least for independents so that entry lias been deterred; and 
(.'$) marketing profits appear to lie highly variable with the major 
firms doing less well than large independents although the present 
gasoline shortage is imperiling the existence of some independent 
marketers.

T w o  additional observations about industry performance need to 
be made. First, the pattern of refinery margins over the past t wo dec 
ades is analyzed with the relationship between refinery margins and 
cut rv especially scrut inized. Second, I lie cost to consumers in terms of 
inefficient marketing operations is examined,

Refinery margins were generally lower in the sixties Ilian thee had 
been in the fifties. In the early fifties refinery margins were well over 
$1 per barrel, While we cannot compute completely accurately the 
margin required to ea in a compel it i re rate of ret urn in t his period, t he 
range n 1st have been on the order of I I I  to 7n cents a barrel. I bus, 
there is little doubt that in a normal industry entry would have Ik'cii 
profitable and would have taken place. Toward the late fifties and 
throughout the sixties rising crude prices were not fully offset by ris­
ing product prices and margins were “squeezed." Margins in the six 
ties were generally below $1. w bile capital costs had probably doubled. 
Estimated refinery investment costs per daily barrel were $8.hs in 
IiUH),1 By l!>7n the figure had risen to Sf.hoo. Annual capital costs rose 
sharply from P.ltitl In I*.*7<•. Il is also likely that operating costs have 
risen with rising fuel prices and wage rates. Thus, while we cannot 
say with eoniplcti riainly whether refinery margin'- in the sixties

A tli'lifu tn  up. f i t  1* :i77
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were sufficient to yield ;i competitive rate of return on refinery opera­
tions. we can say that entry into refining was lesn attractive in the six­
ties than the fifties for lion-integrated firms.

Tims, during the term of the import (piota which gave the majors 
greater control over crude oi I prices, refinery margins diminished even 
though demand for refined product was growing rapidly and the econ­
o m y  was enjoying rapid. recession-free growth. Average margins for 
refined products from l'.t.Vj through 1072 are given in "Fable It). It has 
been widely reported that independent refiners were not earning c o m ­
petitive profits during the 1 (M ill's. Therefore, the absence of independ­
ent entry during the ltltiO's is not at all surprising. In fact, the changes 
in margins suggest that the majors were capable of exercising a “prod­
uct squeeze" on independent refiners to create a barrier to entry.

' F a h i . k  1(1. Rt'-fiiirni i/roxs indnjinfi, 1952-72'

I v o r

Avi'Ulgn phnllli'l prlii' p e r  barrel
in

Average cruiln IK'inili'imi price 
iht barrel

l‘>

Margin u ;■>
(»)

Ml'il! sa. (12 $2. .12(1 SI. (1(14
iu.r.:i. :i. 7n 2. (184 1. 0711
10.14 :i. 7a 2, 77.'. ll.l.l
1 tl.Vi ;(. si 2. 711.1 1. 1)4.1
1 til'll) a. tin 2. 7SS 1. 172
I!l.ri7 ' 4. 24 a, us? 1. i.ia
MI'iS sit a. nia . S77
111,Ml * :t. s7 2. tioa (M17
1 ill'll 1 a. s i 2. 882 . 11.18
Mllit a. s7 2. SSli , 1184MM12 a. s i 2. (Mg) . (ia.i
itm.t a. 7a 2. 8(14 sou
111(14 a. 7i 2. s77 saa
111(1,1 a. sa 2. 8(11 . (Mil!
ltttili a. s i 2. SK2 0.18
MII17 a. t)2 2. lll.'i 1. (1(1,1
10(18 a. s4 2. 1)4 1 . Slid
lillttl a. sa a. 11(12 , " so
1(17(1 4. 1(1 a. 177 osa
1071 4 4a a. as.'i i ut.,
IW72 I -to a. inn 1 0(10

•!4imIrvv  " I '  M W h o lo ftn lr  I ’ r lt  c K o l I T »h|i» I V * r t u  u in l f * r l in  l | ' t i l  I'nm Iim In , I
m l  I ' * • ! i n \ I  1 ( Ion o f V ttio rhn  111*11 )t«*<*aadim* luvo H tn l < n | i lh i l  rn p lt l ly  »v»*r I In*
p r r lo i l,  iiu trg liiH  uh n  p o rco iil o f  i l l  p it  t i l  M l  m u r li  im m - ilrn in i ifP  i i l l ) .

1 V v o lu n ta ry  llu |M irf t| iio ln  | >ri»ix r  it in wiih lu l l  1 n ?••*! In I1».%7 
• A iiin iu ln to ry  Im p o rt iju o tn  p rog ram  uhk lu ll ln i« * ii l i t  it r f t ii

I 'ei baps I lie most serious deficiency in perforiiiaiice, however, iccurs 
al the niiirke!mg level. The largest miljoi companies (1) tend not to 
sell gasoline lo independent marketers, and (ii) seek to gain brand 
identification by operating or leasing m a n y  stations so t Inn motorist- 
"ill al wavs be wit bin dose proximit \ of l lie major company's slat ions. 
’Flu. result is l lull I lie niruber of independent stilt ions is limited by the 
i i  vii i I iib 11 it \ of refined product from sources other than the leading 
major firms, particularly independent refiners. If no independent re 
finer exists in a particular area, there nil invariabU lie fewer m d r

AGO 5 33 786



36

pendent retail outlets than in areas where considerable independent 
refining capacity is present. O n  the other hand, major integrated c o m ­
panies apparently seek to expand sales through their branded outlets 
partly by locating stations nensely through their natural marketing 
areas. This strategy means that motorists will on average encounter 
more of a company's branded stations than a given independents’ out­
lets for any given distance along a street or highway. Presumably the 
proliferation of branded stations encourages motorists to obtain major 
company credit cards since the probability of encountering a particular 
type of branded station of any given type is increased. By  inducing 
consumers to obtain credit cards and by locating stations densely, the 
majors are able to increase total sales.2

Ibis strategy, however, leads to the erection of m a n y  branded 
stations with low volumes, it is clear that some of these stations have 
such small volumes of gasoline sales that they are neither eflicient 
nor profitable. This supposition is supported by the very high t umover 
rate a m o n g  major station dealers ( approximately 25 percent tier year), 
by the fact that the majors are closing small stations and building 
large-volume “lighting brand"outlets now that there are strong incen­
tives lo earn profits at the relining and marketing levels rather than at 
the crude oil level,‘ At the same time that low volume branded sta­
tions proliferated, eflicient independent operations were limited by 
the lack of availability of refined gasoline. In l!»7it, over iff* percent of 
major station-, had volumes less than 17,000 gallons per month while 
independents averaged a m u c h  higher volume sometimes rising to the 
IMI.oon gallons per month.'

At any given time consumers will dem a n d  a certain mix of branded 
and iinbranded stations. S o m e  will seek a combination of low-priced 
gasoline and lilt Ie sen ice by going to independent outlets, (filters will 
wish a different consumption package including high priced gasoline 
and more service and amenities. These consumers will grant their cus­
tom to branded stations. In recent \ears, consumers have increasingly 
demanded the package provided hv independents as evidenced by tin 
rapid growl Ii of I hcse t vpes of out lets. I lowever, t hut growl h Inis been 
limited especially in areas where little independent refining capacity 
exists. Therefore, consumers arc provided less of the independent prmi 
m l  mix than they want in certain geographic areas (e.g. Maine and 
ot her N e w  Knghnid states) and more of the branded product than 
they desire, Thus, real cost is imposed upon consumers by denying 
them the product mix they seek.

Ii Ih 1 tnt»«»r(Aut to point "lit. however. tin* prt.n iuhlllty «»f Integrated oil rumpanlfa In 
tpitfohiH* marketing not m < «•* .nrll.v «? high a* Independent marketer* Tfil*  U no heriiiiMe 
tliere art' Inrilrntlon* fllAt > ll«* I fit pgr A tad oil <oili|Mftl«'« nn- I.mh etlU'leiil Hum the llllle 
pendent K'il*ol||M* marketer* To Noim* •' 1 1 «'it t , III*' link of e«plnl la* \ m m  to* rillr to fill
l i l«lnrii'o) lark »f I'fTrrtlvi* prlre rompofit lim unions the major Integrated urniv. v* Imle 
I•<*ti«l**nI gHMilltir marketer* hronillr more of •» eii ll lprftlHe threat to the tiinjor oil Him 
panto*. tneee ni'ijur rompnnle*. In addition in  r ra l f l c l l r f  device* prevloimly dlACiiaarri, 
began i»i elow* lnrttli'lefit etntlotiN. retre.it In marketing territory. un.| even market mule 
it«t»olliie through 'inrie|M'ririe|1t" l\pe  high volume, III I ii I fit il fn Kervlee gasoline NlnttoliM 
However. It In iiu* e l in r  flint even Under rompetl tlve r lf f iH n i lH l i ’iit, file major oil COW 
pmilea i*4 ut I cf operate na efficient |y un Inriepenrient gitnollrtf nmrketafK Iwraiihr of ihe  large 
niiinlier of retail Mtaflnn* which thev operate That  In. It l« iiovatblr that tieyonri a certain 
IxiiiiImt of retail iMlllef*. rilftevolinlllli'M of lliaintlfelhelil llllri Nkltltf frailHil'lloll* iOMt* I'llllHi* 
the per outlet coat of operation to rl*e MiihHnntlnl lv  Thun, the ii l i l l l ly of I In* major oil 
io inpniilen lo earn rale* of return In gn»nllue marketing eipial to InrieiK'iirieiitn exlatn otil.v 
to Ihe ektent ftinV they ean he forced to operate i»* efficiently

• - . . i i  ■ ii • • i.o i o f c h a n g in g  lu c e n t I ve* in  ( In  id l  I n ih ia l f i  i t / n i  n l \  I • t »«</
1 Fred t* A llv lue aori Jnmt* M I'atternuii, t ’ o m p r l l h u f i  I h i  I h r  Wurkifinf/ u f  H u a o l i n r  

i Itloomtngtim. hot lMTBt, p|> lit, 7*. anri Ml
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< )idinurilv when consumers wish more of a particular product, they 
hid its price up and thereby induce suppliers to produce more of the

•
 product. In gasoline marketing, though, independents cannot fully re­

spond to consumer d e m a n d  unless they can obtain access to additional 
gasoline. In an open market the independents would tret more gasoline 
by bidding up its price. In the petroleum industry, however, transac­
tions are typically not ‘•arm’s length" open market transactions. Kuther, 
gasoline and crude oil are transferred largely by exchange agreements 
or processing agreements or are simply retained within the confines of 
vertically integrated firms. Thus, the misallocation of resources asso­
ciated with having ton few independents and too m a n y  branded sta­
tions is a result of (1) the eight major integrated companies' refusal to 
deal with independent marketers and (ti) the absence of a genuine 
market.

In the next section, attention will be given to recent developments 
in the industry which have changed the profit incentives of major in­
tegrated firms and have seriously imperiled the existence of indcpeud 
cut marketers.
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VI. T H E  C A U S E S  O F  T H E  F ' R E S E N T  S H O R T A G E

In previous sections we provided u general analysis of tlie petroleum 
industry. W e  n o w  relate the structure, and performance of the oil in­
dustry to the causes of the shortage of gasoline.

The current petroleum shortage can he traced to six separate, hut 
interrelated factors:

1. The Oil Iminirt Control Program;
Interdependent and cooperative hehavior hy the largest oil 

linns;
3. T h e  failure of these firms to construct relinerv capacity sulli- 

cient to meet current needs;
1. (ioveriunent induced harriers to entry which have inhibited 

non-inte^rated firms from entering into refining;
h. A n  insufficient supply of domestic crude for independe ‘ re-, 

liners; and
(i. The fact that major station giiaoliuc prices have not hern 

allowed to reach their natural lev I during; tIn* period of shortage 
in certain areas of tin* country.

T h e  Oil Import Control Program was abolished by the President 
on M a y  1, 1073. However, it created, and leaves in its wake, a shortage 
of domestic refinery capacity which will last for at least three or four 
years. T h e  program restricted crude <»il imports and limited imports 
of refined gasoline practically to zero. In conjunction with other bar 
r..*rs which prevented entry into refining, it created a near monopoly 
over refining for the huge integrated firms w h o  control the industry.

Those major firms, which consistently appear to cooperate rather 
than compete in all phases of their operation, have behaved in a simi­
lar fashion as would a classical monopolist : they have attempted to 
increase profits by restricting output With their advanced econo 
metric models and computer simulations, the major oil companies 
should have been able to predict the current increase in dem a n d  for 
ixvtmleum products. Whatever their forecasts showed, however, they 
failed to expand relinerv capacity sufficiently lo meet this demand 
Spokesmen for several majors argue that the lack of expansion can la* 
attributed directly to environmental problems. However, n o w  that 
import controls have lieen removed, and governmental intervention 
into the industry Inis become u strong threat these companies have 
suddenly overcome their environmental problems, Kxxon has an 
nounceil plans to build additional refining capacity of titm.tWWi barrels 
per day. Other large firms also plan new refineries in the near future.

Normally, we would e x p e c t  ibis situation of limited refinery c.ipac 
itv to encourage new cutty into refining. However, this has not Imp 
petted. In fact, there has oeen no new entry of a non integrated guso 
line producing refinery in the Eastern and tinlf Coast states since 
HIM*. This is tine to the exceptionally high barriers dismissed earlier.

(as)
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O n  the one hand, import controls and major firm ownership of pipe­
lines has m a d e  sources of crude supply for potential n e w  entrants un-

•
 certain. O n  the otln r hand, slate prorationing legislation and the fed­
eral oil depletion allowance have created a “refinery squeeze,” making 
refinery' operations unprofitable and thereby discouraging entry at 
that level.*

Another element which lias contributed to the present shortage, has 
been the decrease (approximately 2 percent a year) in domestic crude 
production. Most foreign crude oil is exceptionally rich in sulfur con­
tent. M a n y  refineries, particularly those situated inland, are not equip­
ped to process this “sour" crude. T h e  major firms, which control most 
of the domestic crude supply, appear to he preventing m a n y  independ­
ent refinei es, particularly those in the Midwest, from obtaining suffi­
cient supplies of “sweet” crude. Therefore these refineries are running 
far below capacity,* and the gasoline shortage thus has become further 
aggravated.

A  final cause of the shortage is the fact that efforts by the majors 
to squeeze the independents’ market share have kept retail gasoline 
prices from responding to exc- vsive demand. In a normal competitive 
market the “cure” for a shortage would Itc for prices to increase. The 
higher prices would cause producers to increase supply and at the 
same time it would discourage some amount of consumption. Thus 
supply and dem a n d  would Ite brought into equilibrium. Hut what has 
happened here is that the majors have used the shortage as an occasion 
to attempt to debilitate, if not eradicate, the independent marketing 
sector. They are doing this not by lowering prices in those a m i s  where 
they compete with independents out simply by not permitting their 
prices to rise. T h e  inde|N>udents. cf course, simply do not have avail 
aide supplies of gasoline in deal with such a tactic. As the shortage 
forces them lo curtail sales they must raise prices. T h e  sole basis on 
which they can compete with the majors is destroyed. T h e  effect is the 
same as if the majors had all dmp|>cd their prices in those market-

•
 where t hi y compete with independents. The consumer m a y  In- realizing 
some temporary advantage (in the midst of great inconvenience) in 
tin' form of somewhat lower prices from tin1 majors' stations. H o w  
ever, if this pricing tactic is at all successful in diniii shing the 
market shares of independents the consumer will pay dearly for this 
advantage. T h e  results of the major companies discouraging their 
dealer from raising prices have had some serious consequences:

t<») Iudcpciidcnt marketers have Isiriie the brunt of the short 
age Im'chiisc the largest majors will not supply them, and because 
iiiuttv of their normal suppliers (independent refiners) are utter- 
ating under capacity. \» a result, over 1.2(H) independent stations 
11ad been forced to close by M u  V !|0.

I/>) Itceausc what gasoline that is available to ihdc|>chdcnt mar 
holers has Itcenmr 'cry expensive, t lie 11 aditiniiiil 2 to it cent price 
differential Itelwcen the majors and the independents lias Im-cii 
eroding and in some areas of the country the majors are aetuiillv

1 Kof n ilefiilltM mImmiI ||dw fill* nitertllN, Her \|t|»eh«tl\ It
f 'r o M ii  lY i i f n t l  IV f r o l r u t t i  f 'n f|»  Im llra li 'H  In  I f *  ' In te r im  I t I  «•» afut k l it t l t le r *  •1at«**l

I I  IW7-I f l in t  lt»  r«*nn**rt "o|»efrttr«| ut it|*|»r«»%liti«ifa*ly fin  |»rf«»nf n f < lr* lr r * t l»*t»»U' 
In  t lie  f i r • I i |n n f f iT  n f ll*J  t i lu r  f i t  m i t n u l i l l l l i  f i t  n li ln ln  ir in l* *  n il
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pricing Ijelow the independents.3 In Northern Virginia, Alert reg­
ular gasoline (Exxon's “fighting brand”) is 1 to 2 cents below 
Scot and some Mobil and ordinary E x x o n  stations are priced at 

the same level as Scot.
D u e  to all these developments, the prospects for the next three or 

four years (the period needed for construction of n e w  refineries) 
appears bleak. As  dem a n d  increases more rapidly than refinery capa­
city, shortages of petroleum products will become more acute. The 
degree of severity will depend upon prices: the lower the retail prices, 
the more critical will be the shortage of products.

Assuming that crude import quotas are not reinstituted, we are 
likely to see some new entry into refining during the next few years. 
Pittston and Pennzoil have already announced plans to build large 
coastal refineries. W e  can also expect to see a continued disappearance 
of independent marketers. ()n the other hand, it is likely that the major 
firms will increasingly emulate the independents' style of marketing. 
In order to capitalize on excess demand for gasoline, and assuming that 
prices are frozen or otherwise maintained below market clearing levels, 
they will turn to more eflicient (less costly) styles of marketing.

This change in the majors’ style of marketing has already begun. 
M a i n  majors are withdrawing from their least lucrative markets fa 
partial list is provided in Table 11 j. These developments at the market 
ing level have been caused in part by significant changes in other sec­
tors of the industry.

<iuir<>:i

Phillips Petroleum t ’

Arco.

Koliln/lir

Sun <ii| i ’o

Molill Oil Co 
Kxxon
Standard i Iml i

Tabic II.—Murkrtiny changm
On Ort«>l>er IH72. announced a $250 million write  

off of 'marginal ami uniirolUiihle" operations. 
Included In th e  announcement was Its p lans  to 
sell o r  close 3,50(1 service sta tions In th e  upis>r 
.Mid-west and Northwest

In J u ne  11)72 announced plans to w i thd raw  It' 
service s ta tion anil home heating oil operations 
In tin* Northeast. 1,10(1 service s iu t lons are 
Involved

Announced plans lo w ithdraw  from retail market 
Ing operations in the South. Southwest. Rocky 
Mountain and P lains s ta te s

Sold soine 1,1.70 service s ta t ion s  to American Pet 
roflmi, which Included all of Its marke t ing  o|M>rn 
Hons In Flor ida and Meorgla as well ns selected 
marke t ing o|sTiit lons In North and South Far- 
ollnn and p a r t s  of liOttltdnna. Alabama, and 
< tklalionm

In Fehrnnr) 15*775 announced that It w as with 
d raw ing from marke t ing  otsTiitlona In eight 
Midwestern Stales, l iv e r  30(1 service s ta tions 
wen* Involved. The S la te s  are Illinois, Nebraska, 
Kansas, the I In kolas. Wisconsin. Minnesota and 
Tennessee

In tends to close 575 service siutlons In 11*73.
Pulled out of Indiana. Illinois. Wisconsin, nnd 

Michigan
Pulled out of Western s la tes  with the ex.option 

of Washington and Oregon
■ Warding P> F.riii'-t McCle l land. Asaorlnte Kdltor <if Platt's migrant Price Kerrpe  '*»

I la  V '- ru t d lfT r r s n r r "  i i in ln r .  and tnde|>cndrnls Is  n n m n o n  now "c n m ita red w ith  .'I
lo  a rents nine months ng» "

AGO 533791



41
At the crude level, oil companies are making record high bids 011 

off-shore Louisiana and North Slope Alaskan tracts. O n  the interna­
tional front, the press frequently reports accounts of successful de­
mands on the part of the O P E C ’ nations for increased royalty takes 
and ownership interests in crude production. T h e  Shah of Iran de­
manded that crude production he increased by (50 percent or the West­
ern oil companies would have to 'cave wh e n  their current contracts 
expire. The Iraqi government demanded (successfully) a “sharp” (but 
undisclosed) increase in crude production. Saudi Arabia and Algeria 
also plan substantial increases in crude production.

T h e  gist of all these press reports is that (1) there appears to be 
a fundamental change in marketing strategy on the part of the m a ­
jors; (2) the majors are being forced to accept much lower profits 
on O P E C  crude oil and on domestic off-shore and Alaskan crude oil 
a m  (-1) they are losing control over the production rates of O P E C  
oil. These events are not unrelated. T h e  trends in crude oil production 
are at least part of the reason for the change in marketing strategy. 
There is n o w  no doubt that a large and increasing fraction of C.S. 
crude oil consumption will come from crude, oil produced abroad.

1'he removal of the mandatory import quota on M a y  1 of this year 
not only allows for a large absolute and percentage increase in imports, 
it also mentis the end of state prorationing as a device to successfully 
restrict domestic crude nil production. Restriction of domestic produc­
tion will not be an effective way of maintaining crude oil prices, so 
long as imports are available. Thus, the major IT.S. oil companies face 
the prospect of filling I heir crude oil needs with an increasing fraction 
of decreasing! \ profitable foreign oil. Profits on I*.S. crude produc­
tion will (for the first time) depend heavily on world etude prices. If 
world crude prices decline, as at leant one expert predicts.4 then profits 
on domestic on-shore crude production will erode as well. Thus, the 
majors' profits on foreign crude will continue to fall and profits on 
domestic crude will la- subject to new uncertainly. Heretofore, target 
(and realized) rates of return have been higher 011 crude production 
than on refining and marketing, T h e  depletion allowance gives inte 
grated oil companies an incentive to concentrate their profits at the 
crude level since (within limits) their Federal income tax liability falls 
with increasing crude prices. The wish is not necessarily the fact. T o  
succeed, the companies must Ih- able to keep crude prices artificially 
high, In the past, crude prices have been maintained at high levels 
bv a combination of the devices discussed earlier. In the future, the 
size of the tax subsidy from the depletion allowance will he nore 
uncertain since domestic crude prices will no longer Ik- insulated from 
the world market.

Thus, the successful demands for a larger and larger share of the 
profits from foreign crude oil production by the O P E C  nations, the 
increasing share of domestic crude oil consumption that will be met 
from foreign production, nnd the new uncertainty regarding domestic 
crude prices lead to the conclusion that rates of return at the crude 
level will is- lower in the future than in the past and that these lower 
profit s will la- subject to greater uncertaint y.

• Sr«- MorrU A dH iilrtO . T h r  W’nrfrf l i a t k r t  iJ o tn i  I I L i l t l t i m r r
| t » T 2 t  liillv |>I> iMt’.' i n
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Tho oil industry, in order to maintain or moderate tin* fall in rates 
of return at the crude level, must increase rates of return at the trans­
portation. refining and marketing levels. T o  do so, refined product 
prices must rise relative to crude prices. Since gasoline eotnprises about 
in to .'»(> percent of the volume of relined product and C..r> to 70 percent 
of the revenue, increased gasoline prices at the retail level are likely 
and are an important factor in the situation. Hut the majors cannot 
r .ise gasoline price margins in markets where there is increasing entry 
and expansion hy price competing independents and in this sense the 
independents serve to prevent out of control price increases.
T h e  recent regional marketing withdrawals announced by the majors 

will increase regional gasoline market concentration if the existing 
major can transfer its market share to another major. A R C O  has sold 
most of its Florida marketing operations to Mobil Oil Co.. for ex­
ample. All the majors can increase their regional market concentration 
simultaneously hy pulling out of markets where their share is lower 
than their national average and selling their operations to those majors 
w h o  remain. This strategy will only work, however, if the majors can 
retain or expand their regional market shares. T o  do so. I hey must pre­
vent the further entry and expansion of independent marketers. I'lti- 
mutely, the only way to contain or reduce the independents' market 
shares is through monopoly power at the relining or crude pipeline 
stages. Kliiiiiiiating the price differential between majors and inde­
pendents. while at the same time raising the tank wagon price, cun 
force the independents out, in the short run. Similarly, whatever the 
mot causes of the current product “shortage'' (mismanagement, poor 
forecasts, price controls, import ipiotu or contrivance), the independ­
ents will he hurt more than the majors. T h e  eight largest linns can keep 
their o w n  stations supplied, while at the same time, indirectly reduc­
ing the independents' suppl ies by reducing t heir sales tot he next larg 
cst lit integrated companies. They alsoelfcctivelv reduce the indcpcnd 
cuts’ supply by buying gasoline for thci*' secondary branding 
operations from independent refiners w h o  have traditionally sold t<>^^ 
independents.

In Ihe longer run, however, strategies sin u as those explored above 
cannot work for more than four or live v irs unless independents are 
prevented from entering at the refining level. In addition to capital 
harriers, transportation harriers, etc. (see ulmvc), there is the major
(piestion of crude availability. Il lias I   estimated that eight firms
p r o d u c e d  over s*' percent of world crude oil (excluding I .S. ami Ca 
mtdian product toil) in I lie lirst ha IF of IU(l)). Sev eu of t he eight ( I , won.
HI*. Snell, (iulf. Texaco. Standard |('nliforniu | and Mnhil) 
wen* either I S. companies or allilialed with I S. companies, Kven if 
in the future, these companies make little profit on crude production, 
t hey st ill have a si rohg interest in prevent ing I heir crude from (lowing 
into independent refineries. A n  important part of the majors* strategy 
will lie to attempt .o exclude independent refiners and new entrants 
from an ndctpiutc crude supply even though ernde protits are no more 
Ilian eompetitive.

Il is I here lore dillieiill to accurately forecast t lie complexion of the 
industry live years from now. M u c h  will depend upon the d e m a n d  foi 
and supply of petroleiim substitutes, technological advances, and the
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progress of the Alaskan pipeline. T h e  most important factor, however, 
will he the shape of governmental policy towards the oil industry.

M u c h  has been said in this report nlxmt the role played by the giant 
integrated petroleum firms in creating the current shortage. There 
also has been a significant contribution m a d e  by the I’nited States 
government. I he government has established a climate which encour­
ages cooperative and exclusionary behu' ior by these firms. The Oil 
Import Program, the Depletion Allowance, the foreign tax credit, 
price controls, and prorationing legislation are all creations of the 
government. S o m e  forms of joint ventures ar auctioned by govern­
ment agencies. These policies have all contributed to the current gaso­
line shortage. The major integrated oil companies are. however, taking 
advantage of the present shortage to drive the only viable long-term 
source of price competition, I be independent marketer, out of market 
after market.

Conclusions
The survey dal a lead to certain tent at i ve conclusions about t lie opera 

turn of the various markets of the petroleum industry:
1. The eight largest majors have effectively controlled tlu  put of

m a n y  of t he independent crude producers.
-• A  high degree of control over crude is matched by relatively few 

crude exchange? with independents, an exclusionary practice which 
denies a high degree of flexibility to the independent sector while re 
serving il to the majors.

Independent reliners are large hi dependent on the majors for 
their crude supply, but independents sell very little of their gasoline 
output back to m a  jor oil companies. 1 ndcpcmleiil refiners sell the Inrg 
esl amount of their output to independent gasoline marketers and to 
iheir o w n  stations. I Inis, the welfare of the independent marketing 
sector is largely dependent on the well living of independent refiners.

I. I he continued existence and viability of the independent refiner 
is necessary for I lie survival of t be independent marketer. Tins is espc 
I'ialh. true since the eight largest majors rarely sell gasoline to the 
independent marketers.
fi. The major ml companies in general and il iglii largest majors

in particular have engaged in conduct which cxciupldicr •! cii market 
power and has served to squeeze independents at loth the relining ami 
market m g  levels. Such conduct ami associated Market power Inis its 
origin in the struct urn I pcciilint it ies of the petrol -mu industry and lias 
bunted the independents shale of the market to approximately one 
quarter of the total, especially m  Districts I and t, resulting in a threat 
to the emitiiiucd viability of the independent sector in this market.

AGO 533794



A P P E N D I X  A

S T R U C T U R A L  C H A R A C T E R I S T I C S  O F  R E G I O N A L  P A D
D I S T R I C T S

The petroleum induBtrv mi 11 na t iona l basis lias been discussed ir. ihe body of 
this report. The purpose of th is  npjiendix is to provide addit ional s t ruc tu ra l 
da ta  presently available In a regional framework. Bemuse mueh of tiie da ta  in 
this industry a re  published according to BAI) li'e tro leu in Administration for 
Defense) dis tr ic ts by the I department of Interior, Bureau of Mines, It Is accord­
ing to this geographical definition that these s ta t is t ic s  a re  presented. However, as 
will become evident U|>on examining the following data, to a large extent, these 
geographical designations may bo reasonable approx imations for regional eco­
nomic marke ts

The Department of Interior. Bureau of Mines, identities live Petroleum Ad­
ministra tion for Defense (PAD) Districts In Ole I'nited Slates. District 1 In­
cludes the Mast Coast and  the Appalachian area  . District 2 includes the mid 
western s ta les as well a s  Oklahoma, Kentucky, Tennessee, and M issou r i ; District 
.'t had the largest crude oil production of any of the Districts. Sltnllinrly, the 
lioeky Mountain s la te s ;  and District fi Includes the West Coast s ta tes  Including 
Alaska and Hawaii.'

U tU A T Iv r  iM C o ltT A N cr ot- F i v r  D i s i n t e r s

The live Districts will Is- compared in Ihe following three re levant a re a s  of 
production and con sump tion : i l l  production of domestic crude n i l : HD number 
and m pac l t j  of re llneries; and (III motor gasoline consumption

I 'Kol ll' l TION o r  I Itl l l l l (III

Total P S. production of crude oil was till million Imrrels per day In til'll. Be 
illliae " f  Hie large amount of c rude oil prodll I in To v i s  and Isiitislailll. District
,’t bad the largest crude oil production of any of the Districts. Similarly, the 
large production of California raised District f> to second place among the Ids 
Irb-ls. The total for all D istricts Is shown below In Table  1 In Table  2, tin 
I I I I enlist riel and Imported sh ipments of c rude  oil a re  set forth

Taiii.k I P ro d u c tio n  o f c n id i  o il hy d is tr ic t , IH7I)
l td  ttniiisntid* nt tm rri'b dully)

INalrtrt I'lmlllcUbli I ’eri i ' i i t  s 11uti' 
id Ini III

1. 111 . H22 1. Itilt 12. lit:\ ti. fttm Ii7. ftli

Total 1, 2, a m i  11 7. 70H 711. UK
4 t!7ft 7 DU
f t . i ,  a ft4 III I I I

Tota l it, «:i7

Ilium  ot itto ln i

N o n  I'rneiiUytw limy nut itdil to tun Im-iuis nl muiidlny 
tfSeia,f I s I •o|MUti»vnt id till' Intrtliir, lluir ill ul Mini-, M in t m l /iidintry .S»n*y«. "I'ruitn I'ctui 

leum. IvUelHim I'mliuts, unit N ul in ul 11 *» I .lijiilit* into," Utils an. |. in

• s .  l l l n r m l  l i n l t i t h u  U m io n ,  • I 'e l r i i l i i i i i i  l l i l lm - r l i .  In  I I k  t 'n l t r i l  H ls tim  Mint P u e rto
I t l in  J h o u iid  l .  H i?.I H int iln O In i n ' l 'n r i  l lo r i ' i i i i  o f  M ' i k , I ' s  I >i'|ni r  I men I n t tin
lu ln r lo t

(4ft)
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T a b l e  2.—Supply of crude oil by district, 1970

(In thousands of barrels dally]

D istrict
Traduc­

tion

S upp ly—DomoatT receipts from d is tr tc t-

Im porta 1 3

1 ..............................

2............
 3...........................
 4.............................................

 5________ ______
T o t a l____

31 
1, 169 
6, 508 

075 
1, 254

579 ............... 19 651 10
317  ........ ................ 1,454 274

 ........  3   3
48 ...............................................................

380 __________________ 8 30
9, 637 1. 324

Source- U.S. Department of the .n te rio r, Bureau of Mines, Mineral In d u s try  Surveys, "C rude  Tetroleum 
"  table 3D, p. 30.

NtTMBEK OF CAPACITY OF KEFINF.81E8

Total c rude oil th roughout capacity fo r operat ing refineries In the United 
S tutes was 12.7 million ba rre ls  |**r day In 11)70 Alternatively, gasoline output 
rapac i ty  fo r operating refineries w a s  six million barre ls  tier day in 1970.’ The 
total number of opera t ing  reflnerlea In the  United SUttes was 253. District 3 lias 
the greates t number of refineries and amount of c rude oil and ga inline capacity. 
District 2 and District 5 follow In order. The total for all Districts Is shown In 
Table 3.

MOTOR OAHOIJNK CONSUMPTION

Total U.S. consumption of gasoline was 5.8 million barre ls per day In 1970. 
The large tsipulatlon cen ters of District I and District 2 had the largest con­
sumption. District 5 was If) th i rd  place w ith 800,000 barre ls  a day consumed 
The to ta l for all Districts Is shown M o w  in Table 4. Jnterdls trlc t gasoline sh ip  
menls and sh ipments of Imisirted gasoline a re  provided In Table 5.

T a h i . k  A 'u m b e r  uv< l c a p a c i t y  o f  p e t r o le u m  r e f in e r ie s  b y  district,
1970

| 111 ffli«»iiwnii«1m  o f  K w r r r U .  tlnllyj

1 iln trli-t

N um lie i of 
petroleum 
rrlb iv ilw i

( rude " It 
•-nlMat-.lt y

Percent 
share 

nt to ta l
UoMiUtie
oaparlty

Percent 
shore 

nt to ta l
Itauk nt dtatrtr!

1 30 1, 501 11 9 035 111. 5 4
2 70 3, 493 27. fl 1, 680 28. 0 2
3 82 5, 227 41 3 2, 453 40. 7 1

To ta l  1
and
3 112 «. 728 53 2 3, 088 51. 2

4 26 425 3 4 193 3 2 5
5 45 2, 012 15 9 1, 062 17 0 3

Tota l 253 12, 058 (I. 029

N ot KlfUrr/l himy nut u<l<1 to  lo U ti Im m u r  of mumtliiK

Htnirrm I '  H I)* |m u tm ritl of l l i r  InU 'tio i. MiirmU of M litn , M ln r r t l Ih tluo lry  H u rv ry i, " I 'r lr o lr t l fn  H r 
H lir l!•**» Ill tin1 I i i l l r t l  NtMt'ftMlHl I 'lW to  ItlCO," UM** I. 4

•For IClflM, AD'HiC1 l!li|lr<1 Nfulrn |M*r«-t'liltiffr ylrltl of tfilMollnr Iter Imrrrl of <rtn1r ot) 
HNH ii PI >r< • m I tn m («* I v 4*7 fu fr rn l  Amrrli'Nii iV lro lrt iin  Innf lh i lr ,  J ' i i r o l f n m  t o r f t  ontf t i l t  

Htt'i, I !• 7 1 i m I K I o i i , I'oM <*lf) I'r It iru rfM irA fo tl. I ln l t l t i t o r r ,  M n ry ln m l, |» 204
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T a b l e  4 .— Motor gasoline consumption by district, 1970
| ln  thousands ot barrels dally)

D is tric t
Gasoline

consumption
Percent share 

ot total
Rank of 
d is tric t

1 1 
t 

1 1 
t 

• 
1, 

1 
1 

f 
1 

1 
• 

1 
t 

1 1 
1 1 1 
1 1 1 
1 1 1 
1 

I 
1 

< 
1 1 

1 1 1 
1 1 1 
1 
• 

1 ro

. ________ 2,001 34. 0 
34. 7 
12. 8

2
I
4

Total 1, 2, and 3
4 .......................
G ........................

...........  4, 749

.... ......  17ft

....  . .  860

82. 1 
3. 0 
14. 9

5
3

Total..... ...........  ft, 784 .

Source: U.S. Deportment ot the In te rio r, Bureau of Mines, Mineral Industry  Surveys, "C rude  Petro­
leum . . . "  table 80, p. 33.

T able  5. Supply of gasoline by district, 1970
(Thousand barrels dally)

Refinery
output

Domes th receipts by districts

District Im ianbs From 1 Prom 2 From 3 From a From  &

1
o

0 4  ft 
1. Oi l

66 38 
93

1,333 ..
243 11

1
it
1

1, 737 
IH7

G3
10 12

5 .
Total, I'nited 

St nUm.. .

736 

4, 9111

I

67

29 43

Koutre: U.H. Department of In te rio r, llu ie itu  u t M lltrs, Mineral Indus try  Surveys, " ( 'ru d e  1'etroleuu. 
"  table So, |>. S3.

IIVKRVIKW OP I I I N T K U T N  t ' I ' l l  K i l l  K i l l  ,r>

IL  In  n p p n r c u l  f r o n t  f l 'n h lc s  I th r o u g h  fi t l i l i t  t in  D is t r i c t  c m c rg c N  un m < i t n | M > r  
lu n t  In  n i l  t h r e e  o f  tIn *  1' i i t r ‘K o rlt 'N . I>Im Irl< t It  In  in n n t I m i io r ln n t  In  th e  p r o d u c t io n  
m id  r e f i l l i n g  o f  c r u d e  o i l ; h o w e v e r  I t  In  f o u r t h  II I  m o to r  r i in o I I i ip  c o l iH i i l i ip l lo n .  In  
c o lit l 'H H t, I >IhI r b  i I In | | f i h  n n d  f o u r t h  In  p r o d u c t io n  m id  r e f i l l i n g  o f  c r u d e  o i l  h u t 
se c o n d  In  K U N o iiiie  e o i iM in ip l lo i i  I i  In  a ln o  i ip p n r e n t  i h u t  D ln t r l c l  I i i i i in I  h c n v l lv  
Im p o r t  c r u d e  n n d  k i im i I I i i c  f r o m  I H n t r i d  i t  o r  f r o m  fo r d K u  nou rccN . F u r t h e r ,  
I d N t r l d  'J u ii iN t i i  I no im p o r t  c r u d e  f r o m  l l l n i r l e t  i i  o r  f r o m  fo r e ig n  s o u rc e a . In d e e d . 
I f  Ih e  •’ m ily n lM  o f  Ih e  In d lin t r . v  In  lo  In c lu d e  u c o m p le te  e x u iu ln n l lo n  o f  v e r l l c l l l  
I n le g r i i l l o i , .  i l .  e . p r o d t ic l ln n ,  r e l ln l i iK ,  I rn iiM |M > rtn tIo n . m id  d lH i lh u t lo n I .  u  p ro p e r  
( I c l l n l l lo i i  o f  th e  g c o g r a i ih lc  m n r k c l  n I i im iI iI  In c lu d e  l l l r d r le t x  I ,  ‘J, n n d  i l  In  th e  
c ru d e  m a r k e t ,  m id  IM n t r lc tn  I n n d  i l  In  th e  ttu N o lln e  m n r k e t .  I t in t  r l c t  m I m id f iM c c m  
lo  l ie  1111I<111<< In  I h u t  K ll N oll l ie  c i ut n ii n ip t  Io n  r e q u ir e m e n ts  c u n  l ie  a p p r o x im a te ly  m e t 
Id  In te r n n ll . v  p ro d u c e d  c r u d e  o i l  m i l l  r e l ln e i i  g U H o lln e .*  I n  T a b le  II. th e  c ru d e  n i l  
m id  p r iK lu d  p ip e l in e  m llc u ic c  h y  d lN l r le l  p ro v id e s  f u r t h e r  d l s t r i d  d is t in c t  Io n  II I 
Hint Ih e  la rg e s t  c r u d e  o i l  p lp e llm <  m ile a g e  o c c u rs  In I d N l r l d s  it .  Ii. m id  I res|«<c 
l iv e ly ,  w h i le  th e  h irg c H l p r o d u c t  p l|> e l l i ie  i i i I I c i i k o  o c c u rN  In  l i l a t r l r t a  1!, i t ,  m id  I 
r is |H < c llv e ly

• I*l»t r le I  f. il i ics I m p o r t  n l s x i l  IK* |H<rc<<iii o f  I ts  c ru d e  oil, how ever T h is  prccentaRe ton) 
d r o p  c o i i s h l e r n l d y  u p o n  (he like o f  A la n k a u  o i l  III l U a t r l e l  ft
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T a b le  6.— Pipeline mileage by district, 1969
D is tr ic t Crude o il Percent ot to ta l Product Percent ot to ta l

 1  2 ,512 4.1 10,176 18.1
 2...........................  23, 060 37.3 26,712 47. 7
 3..........     29,656 47.9 13,252 23.6
 4...................   5,873 9.5 2,775 4.9
 5...........................  786 1. 2 3, 181 5. 7

Note: T o ta l U.S. mileage operated: Crude o il, 61,887: product, 66,006. Percentages m ay not add to  100.0 
because of rounding.

Source: Interstate Commerce Commission. Bureau ot Accounts, “ Transport Statistics In the United 
States," Dec 31,1999, U.S. Government P rin ting  CHlce, Washington. D  C. (1970). p. 6

D i s t r i c t s  1 a n d  3, a n d  D i s t r i c t  2

c r u d e  o n .

Crude oil production s ta tis t ics  by company un* not presently ava i lab le  for Dis­
trict 2; however, such s ta tis t ics  a re  ava i lab le  for the s ta te  of Texas, in D istr ic t
3. which In 1971 accounted for 51.4 percent of c rude oil production in the  com­
bined 1 and  3 districts, As cun be seen in Table 7, the Top 4 and Top 8 tlrms 
accounted fo r  an est imated 35.1 and  51.3 percent of c rude oil production in Texas  
in 1971

T a b le  7.—  Market uhareH of h ad in g  firms in crude production, State of 
Texas (in barrels), 1971

Firm Crude production Percent sherr ot tolnl

Kxxon 166, 124, 7M 13. 6
S tanda rd  i Indiana) 110,538,780 9. 0
Gulf . 82,397,148 6. 7
Texaco.........  .. 77, 226, 948 ti. 8
SOOAI, 59, 574, 648 4. 9
Mobil 53, 536, 068 4, 4
AlU 'O 111, 780, 728 3. 8
She l l . 37, 451, 586 3. 1

Noir Top 4, JJ6.I prrreni, top h, At percent.
Source K lrm dM a from “ O il D lrv rto rv  iwnl I'rinlucUon Hurvny IU73," It . W. Nyrnuift A Co., A iu t in , T c i.

* Act m il t lu li i y tv rn  iun Hrplrm lwu l i t f l  tlu la m u lt ip le !  bv I.*) T o U l T o i* » t i .  <»*• production r U u  from 
"M ln c rn l Industry S urvey*.<’rude |vtin li<um . iv tr.ilm im  Product*, m nl N uim o l D m  L iqu id* "  D corinbrr 
W7V. Ut»l" 3. p 7.

RUTIN I  NO

As shown In Table  8, Top I concentra tion for 1970 In c rude refining capacity 
In D istr ic ts 1 and 3 Is 39 * ts*rcent while Top 8 concentration Is 64.5 |s*rcent. In  
gasoline sales, tile lop I tlrms control 11.2 |s-rcenl of the murket and the top  8 
control 65 I |M<rccnl <if the market Independent retlnerles ikisscss only 8.7 per 
eeul of c rude oil eapnelly In District I and 18.7 |K*reelit of capacity In Distr ict 3. 
Market shares of Independent gasoline re ta i le rs  a re  also small: 15.5 |S‘reent II I 
District I and 32.4 is-rcent In District 3 Moreover, the market shares of th e  m a ­
jo r  oil coinisiulcs have increased In both rellning and gasoline sales du r ing  the 
past 20 yea rs ;  and new en try  Into retlnliiK bus been virtually non-existent.

In District 2. on the o th e r  band, the Top I tlrms III 1970 accounted fo r 37.1 
and 38 8 iH-r.s-ut of crude and gasoline refinery enisielty respectively, while the 
Top 8 tlrms accounted for 58,9 and  60,11 (s'rcenl respectively (Table 9). Tlius, 
eoliccutration at llie rentier) level ap|M*ars to Is- significantly lower In District 2

33798
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tliiui in tho combined 1 and 3 District. Moreover, in District 2, two companies 
Ashland Oil and Marathon, both considered "independent", rank within the Top 8 
iirrn.s and hence, are significant factors in the market.

T a b l e  8.— Crude and gasoline refining capacity, districts 1 and 3, 1.970
| Barrels per day '

Company
Share o t market 

(percent)
Crude

capacity
Share ot m arket 

(percent)
Gasoline
capacity

Standard (N.J.)_____ ___  14.37 967, 000 15. 11 466, 500
Texaco.......... ... ... 9. 61 646. 500 8. GO 265, 700
Gulf................ 8. 18 550, 500 9. 47 292, 550
Shell_______________ 7. 32 492, 500 7. 97 246, 250
Mobil.............. ___  7.06 475, 300 6. 69 206, 550
Standard (Ind.)_____ ____  ti. 51 437. 900 8. 03 248, 000
S O C A I , ......... ___  6. 29 423, 000 4. 30 132, 750
A R C O  ________ . ____  5. 16 347, 500 5. 25 1G'2, 000

Total crude
capacity.................   (j. 728, 6 7 8 ...........................

Tota l gasoline
capacity      3, 087, 920

Top 4 ......................  39.48.... ............
Top s  ___________  64.50 ............ ............... .......
Top 4 ....................................................................... 4 i. 22
Top  8 ..........     65. 43 . . . .

N orr.: I ’e rrrn lo itrs  may not o ild  to  lUO.tl Irecntisr o i ro iliw lltift.

Sourer. I'.S . Department n l In te rio r. Ili in 'n u  o l Mines. Mineral Industry Surveys, “ Petroleum Henner­
ies. .. table'.’, |>|>.I 12, Jun. I I .  I«7I

T a b l e I).—Crude and gasoline refining capacity, district 2, 1071)
(Uurrt'k per duyj

I 'ompany
Shun1 ut market 

(percent)
Crude 

ea| rarity Share of market 
(liercenl)

Gasoline 
eaporll y

S tanda rd  (Intl.) 15. 19 530, 500 12. 00 203, 3001 .eland 7 52 262, 500 6. 36 107, 250Standa rd  (Ohio) 7. 27 254, 000 7. 77 130, 900Sun 7. 07 247, 000 9. 27 156, 300
Shell 7. i l l 245, (MM) 9. 72 163, 90(1
Texaco 6. 27 219, IMMI 5. 75 96, 900
M u r a t  linn 4 58 160, (MM) 5. 68 95, 770Mnliil. 4. 03 140, 600 4 04 68, 030

Tota l  c rude 
capacity 

Tota l p a a o lin e  
capacityTop 4 

Top 8.
Top t 
Top 8

37. 05 
58 94

3, 492, 671)

38. 82 
60 65

1, 685. 527

N otr; r r r i  4Miiny.t » mny not u«l«l to  |M .o Ixvaiu*  of roundtiiK

Moureit  I ' . s  |)» '|H irtinrrii o f In te rio r, l iu n u u  of Mine*, M iin ru l l iu lu x iry  H urv ry i, " I 'f t iv iW in i l ic it  u 
t i i i ’ir  J, p |i t i i ,  Jmi. n ,  1971
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As indicated in Table 10, the  Top 4 and  8 firms accounted fo r approximately 
36.7 and 58.0 percen t of gasoline ba rre l  sales In 1971 and th e  combined 1 and  3 
districts. In D istr ic t  2, for 1970, the Top 4 and  8 Anns accounted fo r 37.0 and 
60.3 percen t respectively (Table 11).

T a b le  10.— M ark e t  s h a r e  o f  leadin') f i rm* in r e ta i l in g :  11)11
DISTRICTS 1 AND .1 Market share

F i rm :  (percent)
E x x o n   11. 7
T e x n c o   9. 6
Gulf         8. 5
M o b i l  ............ -.........-............................................................   6. 9
S h e l l---------      0.4
S tanda rd  (Ind .)______________________________________________________  5.3
ARCO __________________  — .........-.............................     4. 9
Sun ---------------------------------------------------------------  4.7
S O C A L  --------------     3.8

Top 4.....— ....... -     — 30. 7
Top 8..................  — ...........     58.0

Source: National Petroleum Heirs Factbook Issue, 11*72. |>|>. 118-131.
T a b l e  11.— M arke t  s h a r e  o f lead ing  firms in go sol > n r  r e ta i l in g :  1910

DISTRICT U Market share
F i rm :  (percent)

American __________________________________________________________  15. 1
Shell _________________________________ __________ -..................  8. 4
G u l f __________________________________ ____________ -............... 0 .8
M o b i l ___________________________      6 . 7
Texaco ______  ___________________________________________________  6 . 6
Sun „ „  ________      6.1
I'hillips  ---------------- ---------------------------------------  5, 3
ARCO ............................................    -..................  5.3

T o p  4 _____         3 7 .0
To p 8 _________________________     60.3

Sourer: XaKottal 1‘rtrotrum Hews I aclhnnk Issue, 11*71. |>|* <28 133
PIPELINES

Estimated concent ration in crude oil pipelines for the combined 1 and 3 district 
for 1969 is provided in Table I i . The Top 4 and 8 firms accounted for un estimated
57.2 and 59.7 |>ereent of barrel miles respectively. In terms of product pipelines 
in tin* combined 1 and 3 district (Table IS ) , the Top 4 and 8 firms accounted for 
an estimated 40.6 and 72.4 percent respectively.

T a h l e  12 .—Estimated concentration in crude oil pipelines in Ihe com­
bined / and 8 district 190ft (after percent of ownership)

0A80LLN E  R E T A IL IN G

i 'niilii

f*o tn |in ii) Hank N i|in l* ir  o f barrrl.i ro m p » n > * !m rr

Toxuco, Inc I 24.p>, ttlfi, 7 l(i 21. 5
Mobile Oil Co 2 166.188,600 14.5
Shell Oil Co 3 155,334, 487 13.6
(bill Oil Cn 4 86, 475,196 7.6

Total, 4 largest 693,913,999 57. 2
Exxon 5 14,776,888 1.3
SOCAI, t i  8,347,735 .7
ARCO 7 5,999,279 .5
S tanda rd  Oil (Indiana) S

Total, 8 largest (183, 031, 901 59. 7
Koutri' Oil unit line Jou rna l  Cradr o i l F i i s l in r  Allas, lull unit lu le n lu t r  1 'onunrrc*1 * 'o ian ilv ln r* lean* 

in>rf Xt<UutUi in the I n Uo\ Statet ,  pt ti, "O il 1*1 (m« l. ln M ."  I¥7»»
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T a b l e  1 3 .—  Estimated concentration in product pipelines in the 
combined 1 and 3 district, I960 (after percent of ownership)

1'roducts

N um ber of
Company Rank barrels Company shore

Arco    1 BO, 806,388 10.0
Gulf Oil Co...........................  2 00,170,015 10.5
Mobil Oil C o ..........................  3 55,755,939 9. 7
Exxon    4 55,462,881 9.7

Total, 4 largert.....................  232, 195, 823 40. 6
.Shell Oil C o . . . .......................................... f» 52,085,853 9.1
Texaco, Ine........   0 51,632,141 9.0
Standard Oil C o  (Indiana)_____________ 7 47,504,275 8.3
S O C A L ..........    8 30,524,051 5.3

Total, 8 largest..    414, 002, 743 72. 4

Source; Oil an ilOut Journa l 1’r r ju c t i Pipel ine A lla* . 1970 and In tersta te Commerce Commission, 7>a»»- 
jio rf S ta lU t la  in (hr I ’nited S la in ,  [ it. fi, "O i l  i ’ lpc L ines ," 1070.

District 4 a n d  District 5 

cRunr on.

Crude oil statistics an- not currently available on u company basis for District 
I However, such statistics are available for California, which, la 1970 accounted 
for over Ml percent of crude oil production III District 5. Together with other 
information available for District 5. it is possible to construct some rough esti­
mates of concentration at the crude level.

As shown in Table 14, the Top 4 and Top 7 crude oil producers in 1970 accounted 
for 39.3 and 53.7 |iorecnt of California crude oil production. By Including Dislriei 
5 imports and receipts from other districts (Table 15), estimated Top 4 and Top 7 
concentration increases to 41.9 and 59.1 percent rcsiiectlvely. I Table 10).

T a b l e  14.— Calijom ia crude oil production, 1970
Percent market

Company H arre ll per day alioiu

SOCAL       161,528 14.9
Getty.    104,015 10.3
Union   77,280 7.6
Shell     . . .  06,312 6 .5
Mobil    60,493 5,9
Texaco 44,825 4. 4
A I D 'D  42 ,032  4.1
Total for State ....   1,018,980
Top 4 (percent   30 3
T op  7 1 (percent) 53. 7

» No Inform ation t* uvnllnhlf lor nomptnlea ranked below the  w?en <ir*est. 

Source: “Annu a l  Httieu' of (Mi/ornta Oti anti (Jos Product ion,"  ta b le 1, j». V.
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T a b l e  15.— District 5 imports and receipts j'rom other districts, 1970
| In  barrels per day)

52

Canadian O ther foreign Receipts from
Company im ports im ports other d istricts

S O C A L  .......  - 22,432 ‘9,425
Getty --- ---------------- ------------ ------------- -----
Un ion.................    10,544................
Shell  . ________   84,353 13,021 '9,425
Mobil................. -.......  04,111 7 , 3 1 1 ....... -
Tcxa :o_......................  62,040 12,997..... ..........
A R G O __________  -______  12,009 <3,770

Total.................... 401,467 37,700

1 E stim ated  figures from pipeline shipm ents.
Source: A nnual Heck if of California DU and (far Production . . table 10, p. 7 and tab le 16, p. i».

' F a b l e  16.— District h crude oil production, ll>70 1
I In barre lH  per day)

Barrels Percent m arket
Company per day shore»

SOCAL ......     - . 183, 385 12. 6
G e tty  ........................................................    104,615 7 .2
Union    -     87, 830 6. 0
Shell      173,111 11.9
M ob il  131,915 9.1
Texaco. . .......   - 120,465 8. 3
A R C O ..................................................................... 57,811 4 .0

1 KsUmnted hy summing data contained hi tallies 11 and I.V
i A p iiro iim n to ly  232.(»si barrels of erode per day are |irm lu re il In  th " other d is tric t I  Nlales These ban els 

are not Included In the market share names. Thus, to the eUcnt tha t tlif*e  companies have a ppnn tina led  
Ihe same share ol the otlie i .'32,000 barrels per day, these i onern tra llo ii IlKiuea would Im> leasonaldy accinnle 
lot Ihe d is tric t as a whole

RKTIMNO

(lUHoltlb* nntl eriide oil cupiwUy diitu liuve been uMtilulde for both Dlntrlet I 
iincl Idxtrtet r, fo r 1060, 1061, 11W7, nnd 1070. Tolnl k u h o IIiic oiKput for each 
Hist riel eniiNlNtM of Hie KHNulint* eaimeli.v of Ihe reflnerlen, foreign Input*. nnd 
receipt* from o ther  I)l*trletM.

GnKolliie und erude oil ruimclty d a ta  are hIiowii In Table* 17-21.
Am shown In Tablet* 20-24, Dlntrlet 5 ernde nntl K»Hnlinc en|iucily Iiiin ConidHt- 

ontly been h igher llinn 16* riel 4 from I960 through 1070. Although the capaci ty  
of rellniTleM I i i i n  xtendlly lii 'renned in liotli Districts, Top 4  and Top 8 eo lieentra­
tion ra t Io n  have remained relatively Ktutile.

Dlxtrtet 5 Iium t»een ilomlrmled by the Name neven major* nIiicc lOdo. Tlielr 
Ntuble marke t Mlntre during Hie rapid t'xpnnNlon of the indUNtry demons rnteN 
tlielr nutiMtantlal degree of market jmwer Within t ld x  group of neven majorH, 
S lnndn rd  (ill of ('ullfornb. I i i i n  eoiiKlNlently owned u innrket elm re of 2 0  peroent 
or more of indiixtry output. IliNtrlet I I i i i n  i i I n o  tieen tloiiiinuted by n few oom- 
pniileN. Sluiidard (61 I slid.). S tanda rd  oil (N.J.) and Continental <61 Company 
tiave bud ill leaxt 30 p. reel it of the  market
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T a b l e  17.— Crude refinery capacity , I/strict 4 selected years, largest 8 companies

1090 19M 11167 1970

Com pany
Crude

rapacity

Share r. f 
m arket 

(percent)
Crude 

• apacity

Share ot 
m arket 

((■ercerit)
C rude

capacity

Share ot 
m arket

(percent)
C rude

capacity

Share ot 
m arket

(percent)

Standard / Indiana)_____  . ______ ______ 52, 000 15. 7 65, 000 16. 9 34. 000 8. 5 72, 000 16. 9
Standard ( New Jerscv). _ ___  _____ ______ 34. 000 10. 2 34, 000 8. 8 39, 000 9. 7 40, 000 9. 4
Conoco..............  . ___ ....  27, 000 8. 4 57, 000 14. 8 66, 500 16. 5 67, 500 15. 9
Salt La k e _____________ . ___  ... ._____ 43.000 12. 9 .
Farmer’s Union....__  __  _____ . ______ 22, 000 6. 6 26. 000 6. 8 .
Frontier (Huskv ........ . ___  20. 000 6. 2 20. 500 5. 3 20, 500 5. 0 41, 100 9. 7
Tidewater (Phillips!_ ................ ______ 19. 300 5. 8 20. 000 5. 2 24, 500 6. 1 28, 000 6. 6
Texaco.........  .. ______ ..
Sinclair ............................

17.000 ft. 1
24, 000 6. 2

20, 000 
26, 000 
43, 000

5. 0
6. 5

22, 000 5. 2

S O C  A  L (Chevron) ........ 43, 000 1 1. 2 10. 7 43, 000 10. 1
A R C O _________________ ..... 28, 700 6. 8
Shell. __________ ____________________

Total district 4 capacity.......
T o p  4. . . ______ .

______ 332,367 ...
47. 2

385,050 .
51. 6

402, 580
45. 1

425, 300
51. 9

T o p  ? .......... ........... . _____ 70. 9 75. 1 68. 0 80. 6

S ource  t '.S  I le p o j- tm e n t >f she In te r io r .  B u re a u  o? M in e s , "P e tro le u m  K e fin e rlc s  . . "  J a n u a ry  1061. IOCS, 1068, n m l 1071 : ta b le  2.



*
0
8
£
€

S

T a b l e  IS-— Gasoline rejinery capacity , district 4 selected years, largest 8 companies
1960 I96t 1967 1970

Cora {»*•>'

Share of 
Gasoline m arket
rapac ity  (percent)

Gasoline
capac'ty

Share of 
m arket 

(percent!
Gasoline
rapac ity

i'-hare of 
m arket 

(percent)
Gasoline
capacity

Share of 
m arket 

(percent)

Standard (Indiana)___
Conoco................ .......
Texaco...............Standard New Jersey).
Farmer's Union_______
Sinclair........... ...........
Frontier (Husky).....
Salt Lake.  ....... ...
Phillips...............
Chevron, S O C A L _____
California Oil C o ......
Shell..................
A R C O ................

21, 050 18 2
13. 600 1 1 . 8
10, 400 9. 0
9. 670 8. 4
9, 400 8. 1
8, 700 7. 5
L, 500 5. 6
6, 400 5. 5 .

17, 000 
20, 050

13. 1
15. 5

9, 630 
27, 570 
9, 000 
19, 4 50

5.8 
16. 7 
5. 5

27, 300 
29, 970 
9, 000 

20, 150

14. 2
15. 5 
4. 7

23, 780 
6, 000 
10, 300 
6,0 0 0

18. 3 
4. 6

1 1. 8 10. 5

8. 0 
4. 6

12, 900 
6, 000

7. 8 
3. 6 18, 245 9. 5

8. 050 6. 2 9, 650 
15, 200

5. 9 
9. 2

11, 350 
15, 900

5. 9 
8. 3

1 1 , 100 8. 6

£

16, 450

To p 4 
T o p  S.

Total district 4 capacity______

8. 5

115,850 ........... 129,650    164,905   192,835
.........  47. 4   55. 5   45. 5 ...........
_________  74. 1   78. 9 ____________ 66. 3 ___________

49. 7 
77. 1

Sour:» V  3 L w p a rtm tn t o f i t *  In te rio r Bureau of Minee. "P etro leum  RefinerttJ . . .  January 1991.15*5,1968. and 1971; tab le  2.



T a b l e  19.— Crude refinery capacity, district 5 selected years, largest 8 companies
1961 1964 1967 1970

C<e=p»r,T
Crude

capacity

Share ot 
mark*"
(percent!

Crude
capacity

Share of 
market 

I percent)
Crude

capacity

Share of 
market

(percent)
Crude

capacity

Share of 
market 

(percent)

S O C A L .............................................

Shell_________ _________ _______________ __________ _
U n i o n ..... ........... ........... _ ............... .

M o b i l ...... ................... ............. ........

A R C O  ■ Richfieldi............... ............. ....
T i d e w a t e r  'Phillips)...............................
T e x a c o ..... ......  .................................

v> IS hire Gulf) ........... .......................
C o n o c o .......................... ..... ..... ...........
S t a n d a r d  of N e w  J e r s e r ........  . __ . __ ___

418. 000 
178. 000 
177, 200 
165, 000 
165, 000 
108, 000 
105, 000 
33. 000

27. 6 
11. 7 
11. 7 
: 9 
lo. 9 
7. 1 
6 9 
2. 2

421, 000 
197, 600 
182, 500 
147, 000 
165, 000 
120, 000 
110, 000 
45, 000

26. 5 
12. 4 
11. 5 
9. 2 
10. 4 
7. 6 
6. 9 
2. 8

421, 000 
253, 000 
190, 000 
155, 000 
165, 000 
120, 000 
120, 000

46, 900

24. 4 
14. 7 
1 1. 0 
9. 0 
9. 0 
7. 0 
7. 0

2. 7

503, 000 
274, 000 
199, 000 
179, 000 
165, 000 
110, 000 
142, 000

80, 000

25. 0 
13. 0 
9. 9 
8.9 
8. 2 
5. 5 
7. 1

4. 0

Total district 5 eapacitv_______________
T o p  4. ......... .............. . ........
T o p  S . . ........................ ...... .......

i. 515. 800
61
89. 0

1, 590, 561
~ 60." 8 *. 

87. 2

I, 724, 750
59. 7 
85. 4

2, 0 1 1 , 600
57. 4
82. 2

Socrer r  r. I ̂ rteirr.tsA of i t « !ni*r.ar. Rur*aao! Mir** ’PetroWtcr Refiotriti January 1 9 6 1 . 19 65 , *n4 1971: tab ’* 2.
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T a b l e  20 .  Gasoline refinery capacity, district o. selected years, largest 8 companies
1960 1964 19(57 1970

f  L O ^ S )
Oas

ra**L-.l>

Share of 
m arket

percent I
(las

rapacity

Share of 
m arket

(percent)
Gas

capacity

Share of 
m arket

(percent)
Gas

capacity

Share of 
m arket

(percent)

Shell____ ___________
Uni o n _.______________ _________ -
Mobil............... ......... ....
A R C O  i Richfield)..................
Tidewater ' Phillips)..........  ...
Texaco......................... —
WiLshire Gulf)) .......  .....--- —

147. 000
63 200 
73. 300 
30. 000 
02. 500 
57. 000 
49, 300 
16. 200

26. 2 
11. 3 
13. 1 
S. 9 

11 1 
10. 2 
S. s 
2. 9

150, 000 
61, 600 
81, 000 
49, 080 
65, 500 
74, 900 
39, 300 
22, 800

25. 1 
10. 3
13. 6 

8. 2 
11 0
12. 5 

6. 6 
3. 8

192, 3S0 
134, 500 
87, 45U 
101. 430 
94, 055 
85, 500 
58, 700 
25, 900

22. 9 
16. 0
10. 4 
12. 1
1 1. 2 
10. 2
7. 0 
3. 1

2o6, 580 
•44, 000 
90. 700 
105, 000 
89, 430 
85, 000 
95, 700 
35, 890

24. 2 
13. 6 

8. 6 
9. 9
8. 4 
8 . 0
9. 0 
3. 4

Total district 5 capacity_____ ..... 561. '*45
01. 7 . .

597, 775
62. 2

839, 635
62. 2

1,062 425
56.3

92. 5 .. . 91. 1 .. 92.8 85. 1

T <n irtt V  S Departm ent o f Che In t f f lo r ,  Bur»au of Mirvw • p»*trol^um R rfin fries  January 1^1 . l^ S , 106b. and 1971: table &

•  •



T a b l e  2 1 .—  Crude and gasoline capacity, 1960-70, districts 4  and 5
[In percent]

Top 4 Top 8

District 4:
Crude capacity (share of market) :

1900.......................................  47. 2 70.9
1904      51.6 75.1
1967...............................  45.4 08 0
1960.......................................  51. 0 80.6

Gasoline capacity (share of market):
I960...................................... 47. 4 74. 1
1964........ ..............................  55. 5 78. 9
1967---------------------------------------  45. 5 66.3
1970       49.7 77.1

District 5:
Crude capacity (share of market):

1900..................... ................  61.9 89. 0
1904....... ...............................  60. 8 87. 2
1967.............................._  59.7 85.4
1970............................... 57.4 82.2

Gasoline capacity (share of market):
1960..................... ............... . 61.7 92.fi
1964_____________ _____.. . ___ _____  ____ 62.2 91.1
1967 .   . 62. 2 92. 8
1970.............. ............. ........  50.15 86.1

H oilffr: Tnblo* 20 23.

Concent m l Ion has been higher in District 5 th an  in District 4 Ihmiiuli tin- ten- 
.tear perlist. Indeed, the share of (tie market lield by the six Inrccst l inns in Ids- 
t r b l  5 lias been approx imate ly  eipiill to (lie share  of the market lield by the 
tartiest fluid in I list riet 4.

Inpu ts  of icasolliie In to District "• amounted to 1,000 barre ls tier day in 11*70.* 
Iteeelpts from oilier Districts amounted lo 10,000 barrels dally In District I In 
1970. Iteeelpts from other Districts amounted to 72.000 barre ls dally In District 5 
Without access Ie ■ oiilldentlnl data, It Is not possible to ascer ta in  which com 
pilules a re  s h lp p i i ,'. In te rs ta te  to Districts I ami 5 or which companies a re  tin 
pnrtiiiK ttasollne

HANOI.INK. H K T A II.IM I

A s  shown In Table 22, (lie top I and 8 tlrms In District 5 accounted for 5 o . i i  and
75.2 iiereeul of thill District's uasollne barrel sales la 19*0 res|s>ctlvely. lo District 
I Ihe lop I and 8 tlrms accounted for ltt.lt and III s percent respectively of that 
I dstr ie l 's kusoline sales

•P .M . I ic p t o f In te r io r .  I ln r r im  o f M ta m , M in e ra l I n t l u o t r u  N ii r r r p ,  " t . 'r i ii le  P c tro  
tell 0i "  To lde  Htl, p. flit.
• I hl.l
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T a ble  22.— Retail gasoline sales, districts 4 and 5, 1970
(Thousand barrels jier yearl

58

D is tric t 5 1 D is tric t 4 »

Share o l market Share of market
Company Sales (percent) Sales (percent)

S O C A I . .................  2,379,156 17.1 206,249 7 . 8
Shell.......    2,025,508 14.6 ..........................
Union...................  1, 285, 357 9. 2  -
A R C O .   1,268,414 9.1 141,160 5.3
Toxtioo..................  1,1(13,768 7.9 293,037 1 1 . 0
Mobil   1,114,925 8 . 0  ..........................
Phillips   674,000 4.8 220,368 8.3
Standard N e w  Jersey)... 627, 225 4. 5 110, 521 4. 2
H u s k y          185,209 6.9
Conoco     292,680 10.9
Standard (Indiana)...........   ... 276, 015 10. 4

T o ta l .......................  13, 924, 923    2,663,700

» T o p  4-5U.O percent, top 8-75.2 percent.
> Top 4-40.0 p-rcent, top 8-64.H pr.-cent.

Source: 'filia l* ' o f the Market, 1U70.'* National Petroleum Nears Fact book. m id-May 1071, pp. 12m 133.

PIPELINES
Concentration s tn t is t ic s  in crude oil nnd product pi|x>llnes fo r D is t r ic ts  4 ind 

5 nrc not available nt t h i s  t ime. However, exis t ing pipelines and  pipeline owner­
ship Information, to th e  ex tent Ihut such ownersh ip could lie determined, a re  set 
forth in Tables 23 th rough 26.

T a b l e  23. Product pipelines in district 4 1

l’l|»'Uni> orlKluailiig rcllncrlos In districts l 3 Ty|»' nf pipeline

1. Yellowstone Phillips .......... Interstate.•1 ('ontinentul Texaco .............. Do.
■T Shoshone Continental Do.
4. Cenex U n k n o w n Do.
6. (Ihevron Phillips, SOCAI, Do.
0. I’iolieer A HCt), Sinclair Do.
7. < 'heveime Un k n o w n Do.
s. W v c o do Do.
It. Medicine How ('ontinentul Do.

in. 1‘lilllipu Phillips Do.
II. Sheridan U n k no wn Do.

i I'mmIiiiIx I *| | m* 11 A lux ,il tllill.il Hiatus anil I'mmdii. ‘‘nil and Has Jnutnul," Oct. I.’, IWd. uiipmicd

AGO 533008
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Table 24 ,—Crude oil pipelines in d is tr ic t , ) 1
Pipeline:

•
 1. Continental..

2. A m o c o ____

3. Butte_______
4. Chevron____
5. Phillips_____
C. Shell.......
V. Western____
8. Permian____
I). Mnrnthon___
10. Platte______
11. A R C O ______
12. Belle Fouche

1 "1871 Cru<l«-Oll Pipeline Atlas of U.S. au<! Canada,” Oil  a n d  O a s  Journal, October 11. 
1871. unpaged.

T a b le  25.— Product pipeline in d istric t ft '
Pipeline Owimt Typ*' of pipeline

1. Southern Pacific.. . Southern Pacific RIl* ........  Interstate.
2. Calnev. .... Union Pacific R R.  nnd Williams... Do.
3. Yellowstone.. 40 pcreent I tumble; 40 percent Do.

Continental; 14 percent Union;
0 percent Husky.

4. C hev ron .  . . . .  . . SOCAI, Do.
fi. Shell. Shell. . In lrasta te .
Ii. SOCAI,..  . SOCAI, Do,
7. San Diego .. Southern Pacific RR.; Santa I'Y Do.

RR.
5. Olympic.. Mobil, Shell, Texaco, A R C O   Do.

1 " I ' n H j U C t  I'I|>*IIiip A (Ills "
• OrlRlimtliiR ri'IUirriiH) i»r« ^01 A I. mul TrllMXI.

I'\m,i. 2I>.— C rude  o il pi/tr/incs in d is t r ic t f t1

I *1 iw l l im* O m ir r  T y |* r  of p tp c tliin

1. Four Corners Shell 25 pereenl; SOCAI, 2.‘> percent; tlulf Inlerstnle.
20 percent, Continental. A R C O ,  Superior 
10 percent each.

2. Trans Mountain A R C O ,  M  Oil, Phillips Do.
.1. She l l . .  Shell _ In trns tu te
4 Octty.. Cettv.. Do.I,. A R C O .  AI M ' D  Do.
(i. Texaco Texaco I )n.
7. Union Union Do.
.H. Mobil . Mobil Do.
II. S OCAI. SOCAI,.. Do.

i "1071 C rud i' O il r tp o ll l l i '*

T y p e  o f p ip e l in e  -  Interstate.
Dc.
Do.
Do.
Do.
Do.

. Intrastate.
Do.
Do.
Do.
Do.
Do.

AGO 5 3 3 8 0 9



A P P E N D I X  B

E F F E C T  O F  T H E  OIL D E P L E T I O N  A L L O W A N C E  O N  T H E  
P ROFI T S T R U C T U R E  O F  I N T E G R A T E D  OIL C O M P A N I E S

Tlu* oil depletion allowance may directly encourage the explora tion for nnd 
explo ita tion of domestic c rude oil sources, bu t it may also ind irectly br ing about 
resu lts  which l im it the supply of retined petroleum products by res t ra in ing  
en t ry  in to the refining segment of the Industry by nonintegrated firms. This 
result may occur because the oil depletion allowance c reates an  incentive to 
h igher c rude  oil prices. Higher c rude prices, however, mean h igher costs and 
lower profit margins for non-integruted refiners. But, lower profit ra tes  imply 
less entry into tlie industry. Further, with fewer refiners, o ther th ings tspml, 
the  demand for c rude oil will he reduced so th a t  any incentive the oil depletion 
allowance created for ihe expansion of c rude supply will be offset, a t least in 
part.

To demons tra te  these conclusions, let ns posit a simplified world in which a 
few iidegrateil firms control all domestic c rude production anil all refinery 
capacity. Suppose fu r th e r  that imports a rc  e lim inated by a ipiota o r  prohib it ive 
tariff. Assume that the price and uuan t i ty  exchanged of refined p roducts  is d e te r ­
mined by supply and demand and that the price per herrel of refined product is 
SI.no and the total demanded Is inn barrels. Assume the cost of recovering a 
barrel of c rude oil i* .'too and Unit the cost of refining a barrel of c rude  oil into 
a barrel of refilled product. Is Wo, Assume that the corpora te  income tax ra te  
Is mt percent and that the oil depletion allowance is 'JO percent of gross c rude 
oil receipts. Finally, let us obstruct from any umiu ti ia l ivc lim ita tion on the apt ii 
cation of ihe depletion allowance and from the special depreciation provisions 
which apply to Ha* oil industry. These abstract loan do not invalidate the  follow­
ing arguments.

A s s u m e  that tin- oil companies in tin- first Instance do not report income at 
eaeli level for lax purposes. Suppose that the firms t ra n s fe r  crude oil from the  
well to tin- refinery at the true  cost l.’tin i of recovering tha t product. The com 
bined profit and loss statement for the oil linns would look like Table It I

TAIU.K a l

Total ret clitic Dfl X UHI barrels) .  . . .  ... f i o o
Crude recovery costs I ltd cents X I1*1 barrels) .HO
Helloing costs 1-IOccnlM X 100 barrels) |0

Tota l costs - -. 70
Dross Income before taxes   HO

Depletion allowance CJO percent of crude receipt* i 0
Dross pm ilts la-fore Income tux -I
Income tax loti percent of profit*. before tuxes) 11!

.Vet profit* a f t e r  taxes 11!
Heal net I'folll* (Net profits | depletion allowance) th
Bale of r e tu rn  on revenues: f ix  divided hy loo cipiuls IX iH-reent.

Cinlcr th is ill-counting treatment Da- oil firms earn  .fix ot real profits, and 
n f le r  lax profit as a percent ul total i-ciciuic is IX pereeiil

(fill)

AGO 5338 10



Now, however, assume that the oil firms choose a price of crude oil such that 
refinery profits taken separately are reduced to zero. In this model, the firms 
are clearly free to do this since the crude oil price is simply a transfer or account­
ing price since no crude oil is sold in any market; it is simply transfe' ed from 
one division to another hy an integrated firm. Tahle It-2 shows tic ,-ofit nnd 
loss statements for the oil firms under these new assumptions.

TA1ILK n-2
t'rude oil division:

Total revenues_________________________________________________ $W0
(lost of crude recovery_______________________________________________  30

Gross income before taxes_________________________________________  30
Depletion allowance (20 percent of crude receipts)___________________ 12

Gross profits before taxes__________________________________________  IN
Corporate income tax_______________________________________________  0

Net profits after taxes_____________________________________________  0

Itefiuery division:
Total revenues_______________________________________________________ 100

Crude oil costs________________________________________________________  (10
Re'ming costs_________________________________________________________  40

Total c o s t s _________________________________________________________  100
Cross income before tax e s_____________________________   o
Net profits a f l e r  tu x e s . .  ________________________________    o

Real net profits (net profits plus depletion a llowance)_____________________  21
Rati* of r e tu rn  on revenues: $21 divided by $100 eipials 21 percent,

r u d e r  th is accounting a l lem n t ivc  the oil firms earn $21 of real after-tax profits, 
and afler-tax profits ns a percent of total revenue is 21 percent. Thus, It is c lea r 
that the  oil depletion allowance creates an incentive to higher crude oil prices 
and smalle r refinery margins. In tile example provided, an increased crude price 
leads to n  Hl'-fii percent increase in net profits.

I.et us now in s tages make ou r market more like llie real world. F i r s t . assume 
thill the  in tegrated firms continue to own all domestic crude oil hut only own 
one ha lf  o f  the  refineries. 'Ilie remaining refineries can he termed "independents." 
The independents must buy crude oil from ihe majors. Surely Ihe majors continue 
to have a lax incentive to obtain high c rude prices. However, Ihe majors must not 
choose a c rude price so high that the lui!e|iondcnts go out if business as a result of 
e a rn ing  zero profits, for if Independents shut down, the majors will lose customers 
for one-half o f  tlielr c rude production. Rather, Ihe majors will select a crude oil 
price which perm its refinery profit margins to he large enough lo Induce the
present Independents to stay In Ihe market Inti will not he larg   to Induce
new independents to en te r Ihe industry. I In l e a s e  (In- supply of refined product, 
and cause prices and profits in Ihe oil industry to decline. Thus, the oil depletion 
allowance Induces a refinery margin "sipiee/e” which re ta rd s  entry,

Finally, suppose that the majors no longer control the entire supply of e tude 
ol! and that Independent ernde producers would rend  to h igher crude prices hy 
exploring for new crude and hy expanding output of previously discovered crude. 
The oil depletion allowance xllll piovides an incentive lo higher et ale prices for 
the majors  l a n d  o ther crude producers for that mailer), tail will the majors bo 
able to obtain a higher market price for crude oil? Al first glance, the answer 
.appears to lie. "no." H igher ernde prices w ill elicit g rea te r  supplies, which will, In 
turn, cause prices lo fall to previous l e v e l s .  However, the majors may he lihle to 
routi",t c rude supply and thereby bring about Ihe desired higher prices. They may 
restrict crude supply hy t 1 t restr ict ing access to erode ga thering lilies and plpe- 
'Ines, (2) convincing s ln tc  governments to Impose prorallotting programs, ill) per 
sanding the I'.S (iuvcrumrnl lo adopt s tr ict Import ipmtas, and or t I) siptcezlng 
refinery marg in s S O  mill'll that crude producers have only a limited market for 
1 ln*l|- product All of these slrt llegies have been followed al one lime or ano ther 
li.t the majors In the real world. Therefore, apparen tly  the majors  run  control 
crude supply and can realize higher crude prices
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I t  appears, then, tha t  the  depletion allowance h a s  two impacts upon crude 
supply. F irs t ,  It tends to encourage g rea te r c rude production n t  any given price 
since it consti tu tes n subsidy to c rude oil production. Second, however, it creates 
a n  incentive to higher crude prices fo r  tax reasons. Rut. in o rde r  to realize higher 
c rude prices, the supply of crude oil must lie restra ined. Thus, the s t imulus to 
g rea te r  c rude oil exploration and production provide by the oil depletion allow­
ance may be very small or v ir tually non-existent.o

AGO 5338 12
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