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MEMORANDUM OF THE CHAIRMAN

To members and c,r officio members of the Semite Committee on Inte-
rior and IA[15su/Iar Affairs' National Fuels and Kiterat/ Polici/ Study

Fes.

On May 31, 1973. 1 asked the Federal Trade Commission to pie
pare a report on the role of the petroleum industry in the develop—
ment of the present fuel shortages. The FTC study, entitled “Piolimi
nary Federal Trade Commission Staff Report on Its Investigation
of the Petroleum Industry,"” was forwarded to me on July < 1973.

In his transmittal letter of July *. 1973. Commission Chairman
Lewis A. Engmnn stated that he would not release this report to the
public because of FTC policy not to release studies whicn relate to
matters pending before the FTC. In my letter of July 9 to Chairman
Engmun, |1 requested specific ivasons why this report should not lie
made public. 1lis response of July 11. 1973. again restated the Com —
mission®s general po 7icy of nondisclosure.

My review of the report and the analysis provided to me by stall
does not disclose any specific information about identifiable compa—
nies, events. or activities which, in my view, could reasonably be con—
strued to either jeopardize Commission law enforcement activities
or to prejudice in any manner the rights or legm defenses of any
company or individual against whom legal action might be taken in
the future.

Theref. re. in the interest of full disclosure of all the facts relevant
to current and pending fuel shortages. | have directed that the FTC
report he published at this time in the K in of a committee print for
the use of interested Senators and as background for the committee"s
consideration of energy policy issues.

IfENItv M. Jackson. Chairman.

mu
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U.S. Senate,
Committee on | nterior and I nsular A ffairs,
. Washington./AC., J/r/y J37. /,97].
lion. Lewis A. Enoman.
Chairman. Federal Trade Commission.
Washington. D.C.

Dear Mr. Chairman :Over the past six months every section of tlie
nation has experienced serious shortages of heating oil. gasoline, diesel
fuel and propane. These shortages— especially gasoline and diesel
shortages—threaten to hecome critical within ‘thé next few months.
Shortages of fuel oil next fall and winter are certain. They may he the
most Serious ever experlenced in this country. . . .

You are undoubtedly aware of the growing and increasingly wide-
spread conviction that'the fuel shortage is a deliberate, eomeions eon-
trivanee 0f the major integrated petroleum companies to destroy the
independent refiners and marketers, to capture new markets, to in-
crease gasoline prices, and to obtain the repeal *environmental pro-
tection "legislation. Allegations and some circumstantial evidence of
this sort are comm? increasingly from oil independents, consumer or-
?amza_nons. ndents of the mdustr%/, Members of Congress, and from

he chief legal ollicers of local and State governments.

As Chairman of the National Fuels and Energy Policy Study au—
thorized by S. Res. L1, | recognize that tlieorigins of the current fuels
shortages are complex. They involve, among 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, and mariv other factors.

<)ne major cause of the shortage which should not lie overlooked or
ish reliance last summer on tin* clearly incorrect and self serving rec-
oiiimeiidations of major oil companies that import cuntnils should be
maintained; that refined products should not lie imported:ami the as—
surance tlint refinery capacity would lie adequate to meet all demands
for pet loleum plodnetsover Ilienext \ear.

We know, for example, that Texaco"s Chairman of the Hoard wrote
(iciieral Lincoln, then the Director of the ()llice of Emergency 1lre
paredness, last July objecting to tlio granting of iiioit import quotas
for finished products and stating that there is “Sufficient refining ra—
pacity available in the | .S. to meet anticipated demand for clean
products over the balance of this year.” We know that the President
of 1lmilldo Oil (now Exxon, U.S.A.) assured (iciieral 1Jneoln in Sep
truilier that "1 fumble could llot speak for the remainder of the indlis-
try but fell in a liglit situation tlie imliist rv would do itsbest including
going beyond its contract commitments if it were capable of doing
so ..."

\\ liile Iam not yet ready to definitely conclude lhat lhe current crisis
ran Inlfully explained in terms of “tonspiracies” lietween or “&xcessive

)
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market power"1lexercised by a relatively few oil companies this does
pose a major question of public policy which deserves careful review
and analysis. The very fact that the so-called “tonspiracy theory" is
supported by circumstantial evidence and that it does have credibility
amonjr knowledgeable observers of the industry makes an in-depth
investigation mandatory. |If investigation shows that the current
shortages have been calculated and engineered for private profit or
advantage, legislation will he required to effectuate fundamental
changes in the structure and operation of the petroleum industry.

Later in this letter I will bo requesting the Federal Trade Commis-
sion to undertake an investigation of this matter.

Whatever the ultimate cause or causes of the shortages it is indis—
putable that they threaten to extinguish the independent refining and
marketing sectors as a viable competit ive force in the petroleum indus—
try. It is furthermore a fact that retail gasoline and fuel prices- the
price consumers pay- have risen drastically and will continue to rise.
At the same lime. the earnings of the live biggest oil companies jumped
hv ¢! percent between the first quarters of I>7Z and 107b.

The earnings of Kxxon, the largest oil company in the | nitcd States,
jumped by an amazing Ib percent. The earnings for *J7 smaller oil com
patties jumped by gj percent during the same period.

The fact that oil company earnings show startling increases during
a period of time when the companies are under price controls, when
independents arc being put out of business, and when the American
<onsumer cannot gel gasoline also raises fundamental questions of
public policy. This is partimlnrly lIrue in view of tliedisturhing signs
ihat the present shortages are being accompanied and perhaps paused
by major structural changes in petroleum marketing which could
seriously limit competition.

The strength. oflicicticx. ami economy of America®s oil industry has
been based on the high degree of compel ition at the retail level a lfort"ed
In numerous companies supplying the same market. It is a classical
first step of any small group of <ompanics who wish to restrain trade
and raise prices to lirst centrnlizc their marketing areas so as to reduce
compel ition. litdeed it is tlie purpose of tin* I"'ederal Ant itrust Laws to
assure that lhere isadequate compel ition. Some of the disquiet ing mar
kot limiting instances all wit ltin the past few months areas follows:

(litfi witlidrawing in Mulligan. Maryland. lowa. Wisconsin, Mela
ware, Minnesota. North Makotu. South Ihikola, Kansas. Nebraska
Montana. Wvoitiing. Washington. Oregon. ldaho. 1 tali. Nevada anil
Nort hern Cali fonti.i. They are just getling out of thost* ateas aml ha ve
a S"J.MUXOLt.IKMI withdrawal program under way.

Kxxon isselling ] Ml "elailsen ice siat lotis in Ilidiatut. Illinois, \\ is
cousin and Michigan and possibly an addil ional .30 slat ions.

Phillips by October I. |U7b. iswithdrawing from New Kttglaml all
the wav as farsonth a* Marx land and .Northern Virginia.

Hritish Petroleum lias sold its New York State marketing network
(11 nited Heliiierv. West of Hudson. New York, @i isgiving no new
supplies to its jnbliers. HP has mu died its jobbers in Nexx Jersey.
Khode Mainland part of Massachusetts that their contracts will soon
he cancelled.

Atlantic Itichtield Compaiix 1is selling its terminal and bulk plant
in M tsissippi, A ITfPO is also dixrsting itself of a IUF.Q0It barrel a tlay
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refinery in Sinclair. Wyoming. It isdropping 2.400 retail outlets in
Colorado, ldaho, Wyoming, North Dakota, South Dakota, Nebraska,
Kansas, Minnesota, lowa. Missouri and parts of Louisiana, Alabama
and Oklahoma.

Amoco, according to trade reports, plans to pull out of the Western
I nited States with the exception of Washington and Oregon,

Sunoco is withdrawing from Xorth Dakota, South Dakota, Ne —
braska, Wisconsin, Minnesota. Kansas. Tennessee and the Metropoli—
tan Chicago area. However, it isexcluding certain other metropolitan
ureas s.:"h as Omaha, Eastern Kansas, Memphis and its Interstate
Highway outlets.

Kina will purchase tlie I1P marketing properties in (Jeorgiu and
Florida and part of those in North Carolina and South Carolina.

Thera are instances of other oil companies which are abandoning
certain “uneconomical" areas. Moreover, many of these and other
major oil companies are apparently terminating existing dealer fran—
chises and. ut the mmu time, establishing new chains of dealerships
under new second and third name “1ighting brands."

It is highly suggestive, to those who have studied the dynamics and
structure of the national and international oil corporations which
dominate the industry and the patterns of marketing that all of these
factors and results are not happenstance. In major respects they may
represent conscious, knowing decisions to shift traditional profit cen—
ters from “Pproduction”” in historically, low cost, profitable Mid-east
sources to the downstream sources of “Yefining” and “Mmarketin,;”>”both
in the I"nited States and Europe. This shift in profit taking sources
was compelled by the nationalistic altitude of Mid East nations to
control their own resources and to maximize host government reve—
nues. On the basis of available evidence 1 do not charge or allege con
spirucy; |1 do. however, charge that corporate self-interest, acting in
response to friendly, timid and often incompetent Administration
policy, has led to a situation in which oil industry corporate man
agers without meeting, without collusion, without conspiracy are
led, invited, and encouraged " (1) to squeeze out the independents;and
(2) to force the price of gasoline and other petroleum products up
and up.

It is not clear to me or to other Members of Congress what all of
these fast moving c\cuts and changes mean, nor w hut mint ionship fhey
bear to the shortages of crude oil and petroleum products. The sole
purpose of this letter is to get a detailed, objective, and judicial judg—
ment on the issues which have been raised inconnection with the cur—
rent fuels crisis. It is in the national interest to have a strong, viable
and competitive industry that is privately owned and bus the conli
deuce of the public.

I am hereby requesting the Federal Trade Commission to prepare
a report within thirty days regarding the relationship between the
structure of the petroleum industry and related industries and the
current and prospective shortages of petroleum products. This report
should be accompanied by such stall reports, investigations and dncu
mentarv materials as the Commission may have made or obtained
which are relevant to comprehension of this issue by the Congress.

ljaler today, Senator Lluiuphrry mid 1w ill be hitinducing ail amend
incut to s. If*»tt, the “Emergency I"etroleimi Allocation Act of inf."t,”
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which will authorize and direr® amore detailed six-month study by the
Federal Trade Commission of thisand other important questions con—
cerning the petroleum industry, itschanging structure and operation,
and the causes of the current shortages. I am enclosing a copy of the
amendment and a table from the May 14. 19/3 Oil and Gat Journal,
showing earnings and profit performance of 32 oil companies in the
first quarter of 1973.
Sincerely yours,
Henry M Jackson,
Chairman, Senate. Study of a
National Fueln and Energy Policy.

"low 32 companies performed in the 1lst quarter

Net profit i (11000)
iy Pereqigitep
Company 1 Im% CIeh
Exxon. ... 508, 000 ‘%43.
Texaco R 204, 010 =l 14. é
Gulf 105, 000 (-18. 7
Mobil 155, 800 10, 1
California Standard 152, 800 l24. 2
Subtotal JR— 1, 215, 010 *20. 0
Indiana Star lard 121, 100 e21 ?
Shell so, ana 40. 2
‘Wew(;n 511, 113 14 4
50, 303 | 52. 2
sSun 40, 140 142 3
Conoco. 47, 500 i 115
Phillip* 43, 445S i22. 1
Union 38, 300 128 1
Amerada II'"" 30, 700 t25. 1
(‘itlea Servic 34, 400 t 17 4
Getty * 27, 00(1 120. 0
Marathon 24 105 140 O
Petiftisnll 10, 024 e
Soliin 17, 500 %
Signal 10, 202 i
Ashland 1 OOP t40 7
Kerr McGee 11 870 i 20.
Skellv 0 001 1 -
(lecident d 8. 034 157 S
Murphy 0, 452 157 7
Clark 4, 810 t
American Petroliua 4. 735 > 105
Tc*oro 4, 271 1SO H
Quaker Stale 3, 001 1-
Kewntiee 3. (117 (
( lorco 2, 800 |
Apco HHO 34 0
Subtotal 7.30, 337 132 1
Total 1, 0S1 053 128. 2

1°V Tiiiim reliiMir HHeW 1Unii*
*NPF< lo* <Mt Vv* Mitifr of t of P, .lint .Shelly (Il I n
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Federal Trade Commission.
Washington, D.C., June 5.1979.
Hon. Henry w. Jackson,
Chairman, Committee on Interior and | svlar Affairs, U.S. Senate,
Washington, D.C.

Dear. m r.Chairman: thank you for your letter of May 31, 1073,
concerning the present shortage of petroleum products.

As | am sure you are aware, for more than a year the Commission
staff has been conduct .gan intensive investigation into the structure,
conduct and performance of the petroleum industry. This investiga—
tion is close to completion. There are a number of important hearings
scheduled throughout the month of June, and the staff will continue
to utilize every available resource to expedite the completion of the
hearings and the assimilation and analysis of the latest evidence.

I have asked the staff to report itsfindings tome no later than July 1.
and the Commission will certainly endeavor to provide you with the
information which you seek as soon us possible.

Sincerely yours, ]
Lewis a. Enoman.

Federal Trade Commission,
Washington, D.C., Jutg @, 1973.
Hon. Henry w. .Jackson,
Chairman, interior and Insular Affairs Committee, U.S. Senate.
Washington, D.C.

Dear Mr. Chairman :As chairman of the Senate Interior and In—
sular Affairs Committee and the Senate Permanent Subcommittee on
Investigations of the Commit lee on (on eminent Operations, you have
3equested a report on the relationship between the structure of the
petroleum and related industries and the current shortage of petro—
leum products.

In response to that request, 1 am enclosing a copy of a preliminary
stuff report to the Commission prepared at my direction. This report
isbased upon the comprehensive investigation of the petroleum indus
try which the stall* began in late 11)71. This report lias not been evalu
ated or approved by lhe Commission, and llie findings and conclusions
contained in the report do not necessarily relied the views of the
("ommission.

While the ("ommission recognizes itsobligation lo honor your Com
inittee 3 request for informal ion, | must emphasize (hut the Commis —
sion would not make this report public mid therefore we ask that care
be taken to avoid unnecessary publicity which could jeopardize any
future law enforceinon®. action by the Commission in this area.

Sincerely yours, ) .
Lewis . Eniiman. Chairman.

AGO 5337*0



u.s. Senate,
Committee ox Government Operations,
Senate Permanent Subcommittee on In instigations,
Washbtyton, J>.C.../uhj 9.1973.
Hon. Lewis A. Enoman.
Choi, /nav, Federal Trade Commimon.
Washitiytan, D.C.

M\ Hearw r.Enoman: 1nhave received nnd reviewed your staff re—
port on the relationship between the structure of the petroleum and
related industries and the current shortage of petroleum products.

Your cover letterof July @G, laccompanying this report, empha—
sizes “that “lie Commission would not make this report public and
therefore we ask that care be taken to avoid unnecessary publicity
which could jeopardize any future law enforcement action by the
Commission in this urea.”

A detailed examination of the repori was made not only by me but
also by staff attorneys and 1 onomists with this caveat inmind. Unfor
tunalely, press accounts on July T and s. 11»7A. indicate that the report
has already been made available by unidentified sources to one of tie
news services. Consistent with our understanding «u this important
matter, no release was made of this report bv my office or my stuff.

However, | must candidlv acknowledge that my review of tin*
report ami the analysis pro.ided to me by lawyers and economists of
the Interior Comm ittee and the Permanent Invest igat "ons Subcommit
tee staffs does not disclose any specific information about identifiable
companies, events, or activities which, inmy view, could reasonably be
construed to either jeopardize Commission law enforcement activities
or to prejudice in any manner the rights or legal defenses of any com
punv or individual against whom legal action might lie taken in the
future. "I bis is especially true when the report is read in the light of
recent testimony by staff of the Commission before Congressional
Committees on related matters.

Nevertheless, as 1 have related to you both personally and by letter.
we wish to proceed on this matter in a spirit of coop. ralion which will
lie most benelicial to the American public, lint, we must balance your
needs to proceed lo a successful conclusion of this long investigation
with the needs of the (3ngress and the public to be fully informed on
an issue which affects the well being and the budget of every citizen.

Accordingly. lam reipiesting that you transmit to me, no later than
bhoo a.m. on Friday. July HF. H>7ff. specific reasons whv the release
of this report would jeopardize future legal action hy tin Commission
or prejudice in any manner the rights or legal defenses of any indi
viduul or company against whom legal action might he taken in the
future. Your reply should identify the specific portions of the report
you feel should not be made public. Your response will, of course,
remain confidential so as to further protect your future legal actions.

1 an assure yon that 1 will carefully consider your suggestions
in making inv determination as to wether all or only a portion of this
report should be released to the public.

I appreciate voili continued assistance in this important investiga—
tion.

Sincerely.
NWimp M. J XKKsoN.
</idinti'ih.

AGO 533749



X1

Federal Trade Commission,
W ashington, D.C., July Il. 1974
Hon. IJenrv y. Jackson,
Chairman, Senate Permanent Subcommittee on Investigations,
Committee on Government Operations,
C.,v. Senate,
D.C.

Dear Mr. Chairman:this is in response to your letter of July ),
11>7J, concerning a Commission staff report on the relationship between
the structure of the petroleum and related industries and the current
shortage of petroleum products, a copy of which we provided you at
your request on July 0.

In my letter accompanying that report, | emphasized that “the
Commission would not make this report public and therefore we ask
that care he taken to avoid unnecessary publicity which could jeop—
ardize any future law enforcement action by the Commission in this
EVu.”?’You ask the Commission to justify thisstatement, and to identify
the specific portions of the report which we feel should not he made
public.

The answer toyour question lies in the basic role of the Commission
as a law enforcement agency charged by Congress with the responsi—
bility for insuring compliance with the antitrust laws, and the fact
that the stuif report in question is M internal staff memorandum pre—
pared in the context of a currently pending investigation. The Com —
mission recognizes its obligation to honor the legitimate requests of
congressional committees for information. Disclosure of such a docu—
ment to Congress, however, must liecontrasted with its public release,
which the Commission views as inconsistent with its duty to proceed
judiciously and responsibly indetermining what, ifany, action should
be taken on the basis of the staff investigation.

The Commission has always taken the position, therefore, that, as
a matter of policy, every effort should be made to prevent unnecessary
public disclosure of staff conclusions and recommendations pertain
mg tomatters involving potential Commission law enforcement action.

Please, hd me know 1if 1can U> of further assistance.

Sincerely,
Lewis A. Knoman.
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PRELIMINARY FEDERAL TRADE COMMISSION
STAFF REPORT ON ITS INVESTIGATION OF
THE PETROLEUM INDUSTRY

INTRODUCTION

During the last 22 years, the U.S. energy demand lias exploded.
Total energy consumption more than doubled from 37 trillion BTUs
in 1050 to 70 trillion BTUs in 11)72. Petroleum and natural gas, which
provided 45 percent of all energy needs in 1950. now account for 70
percent of the energy supply. And the consumption of gasoline, which
had risen steadily at about 3 to 5 percent a year since World War II,
isnow increasing at a 7 percent annual rate.

This recent acceleration in relined product consumption can Ia"
attributed to a number of factors. For years, coal was the dominant
heating fuel. But with the demand for more convenient operation and
regulations requiring cleaner fuel to reduce environmental contamina—
tion, factories, electric utilities and homes have turned to oil and
natural gas. Because natural gas was in limited supply initially, an
even greater overall energy demand has lieen placed on supplies of oil.

Another important factor account ing for increased gasoline con
sumption 1is that Americans are driving heavier and more powerful
cars ami are adding more power-assisted devices, such as air condition—
ers, that result in greater fuel consumption per mile. Additionally, the
changes that auto manufacturers have made and must continue tomake
in engines to meet air pollution control standards are further reducing
gasoline mileage.

Because of these factors, in early 1973 a number of energy experts
and oil companies began predicting shortages of gasoline and other
petroleum products by midyear. In April of 1973, i any major oil
companies stopped soliciting business from new customers and began
allocating product to existing customers. As of May 80, 1973. 1.200 gas
stations had dosed due & lack of product, and all Imt a handful of
these were huhpvti'hnin. Man = of the majors "branded stations have
been forced to curtail their hours of operation or limit the gullonuge
to each customer.

Despite an increase in g isoline consumption of approximately (10
percent over the past 15 years, there lias not been one new entrant into
refining of any significant size since 1950. “There is just not suflieient
refining capacity in tlu U.S. to meet vhe total needs of the American
public for petroleum products,™ Frank N. lknrd, the president of the
American IVtmlcuiu Instil te, which is the lending association of
major oil cnmi»nni< s, told a Senate Committee last May. The oil com —
panies claim that they In. re not been able to construe! new refineries
I cause of environmental censtmints. preventing them from using
certain supplies of crude oil and from locating refineries at the most

in
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efficient sites. Delay in construction of the Alaska pipeline isalso cited
ns a hindrance to new refinery construction. Evidence gathered by the
Commission staff tends to raise questions about the sufficiency of these
explanations.

Independent gasoline marketers and other contract buyers, who buy
much of their gasoline from all but the largest major companies, claim
that the present shortage has been created by the largest major oil
companies to drive the independents out of business and to raise the
majors *prices. They point tosharp increases in the profits of the major
companies this year as un indication that the squeeze has been success—
ful. The major oil companies counter that they were unable to forecast
the tremendous increase in the demand for gasoline that has occurred
this year and that they plan toexpand their refining capacity substan—
tially ever the next few years. Since May of this year. Exxon, Mobil,
and Standard Oil Company of California have all announced signifi—
cant new refinery construction. However, it may well be three years
before these refineries are in production.

There can be little doubt that the independent sector of the petro—
leum industry, especially at the marketing level, has suffered most ns
a result of tin* present gasoline shortage. In the final analysis, it is
gasoline consumers who will eventually pay higher prices and are
presently inconvenienced due to evening and weekend closings of gaso—
line stations.

The petroleum industry isone of the largest and most complex in the
world, and there are no simple expinlintions of industry behavior. The
origins and nature of the present gasoline shortage can onh be under —
stood with reference to the structure, conduct and performance of the
entire industry. Our focus accordingly turns to a discussion of these
topics.

In the following sietions. we will discuss in turn .

Hackgron id and Methodology of the Current Petroleum In—
vest igat ion.

Structure. Conduct. .ml Performance of the Petroleum Indus—
try.

St a lIf ("onclusioiis.

AGO T J3753



I. HISTORY AND METHODOLOGY OF THE CURRENT
PETROLEUM INVESTIGATION

A. Background of Federal Trade Commission Activity in
the Petroleum Industry

The current investigationl of the structure, conduct, and perfor—
mance of tlu* petroleum industry is by no means the first time the
Federal Trade Commission lias investigated the petroleum industry.
During the past 50 years, the Commission staff has been involved in
a continuing examinat ion of the market ing practices in the gasoline in—
dustry, primarily initiated in response to thousands of complaints
received from members of Congress, government agencies, state and
local officials, independent gasoline refiners, associations of both major
nnd independent gasoline marketers, as well as members of the public.
Over .100 formal investigations have been docketed during these
years and almost all of tlu* integrated major oil companies have been
the subject of one or more of these* investigations. Two Trade. Practice
Conferences have resulted, m addition to 22 formal complaints involv—
ing restraint of trade matters and numerous deceptive practices.

In 1010, the Commission presented lo the Temporary National
Economic Committee a summary - of the complaints it had received
regarding marketing practices in the retailing of petroleum products,
including the following:

Unjustified price difference and discrimination;

Use of tying and exclusive dealing contracts;

Retail price fixing in gasoline;

Contracts with tire and auto accessories manufacturers; nnd
Exchange or intersale of gasoline by the major marketers.

I. O vkkvikw op Priiott FTC AxTtntrsT Litioatiox In Prriioi.tu xi
INorsntyY

Since 1010 the Federal I"rade Com mission lias brought three basic
types of cases against companies in the oil industry. First, cases were
directed at price discrimination whereby tin* major oil companies use
selective wholesale price cuts to enable certain of their marketers to
reduce their retail prices in order to combat ail independent retailer

mThe JJommIMInn mithorUiitlon fur tin* Invp-tlInmion mMix ii« follow,

lho I*sinmlmm.«ii utiiirovixl. nilnfili<il mill onlrro.1 of rrniril r.-ultillmi on MibinltHol liv
flu* Utironli of | m i, 11 with liM-ni.irnikliiiii IIf SoolomI»T [I1. 1071 .llroolliiii llio iihp of
. ..iiihil-orv coeee.. Ri>Invi-olRiifi* On* *mo mol [.rm ... Urn.- oniroiro.l li, Illio nm'liir'lnn
of I'fltilni! of ith.li" "Il or Ilio illxirlloillon of |>rtri>lcnni proiliiclx lo iloloriolno llio offpot ..f
vorlli‘.il InlPi-rmion mol loInf owior>M]|, mol olior,illio.” nrrmiin oo nl- oo Ilio Mrorloro omi
<In*f nml i.orforiiimin- of iho [>o0irolooio wolu-trv mol wlo‘'lhor mirli llrin. tiro plil’iikpil In
onfnilr no Ih.MIx of oomoolllloo -r onfnlr m I, or Jirilptlrp, wliloli nro In vloIlntlon of lion
dor Ilio I ,.lornl Trioh- I'omnil-loo Art
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In.limtry, i.roi.onio.l to llio TNr.f*. on in. iii;;n

©)

AGO 533754



4

who poses a threat to the major 3 share of the market.3 Two parties

are injured:the independent retailer and themajor 3marketerswho do

not receive a wholesale price cut but, because of geographical proxim—
ity. must compete with the marketer who does.

Secondly, caseswere prosecuted which were directed at vertical price
fixing, which grew out of the same circumstances ns the price discrimi—
nation eases.* To insure that tne major marketers would reduce their
retail prices when they received a wholesale price cut. the major em —
ployed price fixing agreements to enforce the wholesale price reduc—
tions in he retail market. Several of these cases.5as well as some of
those di ected at price discrimination were dismissed without final
adjudication as tprelude to the Commission®s Conference on .Market—
ing of automotive Gasoline.0

Thirdly, eases were brought which were directed at. commission-
overrides on tires, batteries and accessories (TRA) agreements,
whereby the major oil companies Acre forcing their retailers to pur —
chase a certain brand of TRA, and 1in return the oil companies would
receive a commission oil all net sales.7

The history of the Federal Trade Commission 3 activity in the pe—
troleum industry hns been characterized by a case-by-case attack on
specific anti-eompetitive marketing practices. This approach has, in
general, lks n of limited success in controlling wasteful marketing prac—
tices, dealer coercion, and the lack of eompetition in the petroleum in
dusfry. ltespito the stall"s success in bringing and winning cases before
the Commission and in the courts, as well as obtaining compliance
orders, the petroleum iudustn over the last Xl years has managed to
circumvent the ord< s in many cases by subtle changes in policy or
praet ices.

2. Tin: \i-:t:o nut New Aithoach to th i: l¥ntoi.Er.M
1 Ttoni.u.M

The reason for the limited success of lhe earlv pel rolcum cases is not
to Ito found in the casesor remedies themselves. The stall*did a thorough
job in researching, developing and prosecuting the 1iudi idtial eases.
Tho remedies applied ineach case were directed al lhe part icular abuse.
Rill the praet ice by-praet ice approach to ant itrust attack, which sought
to correct specific anti competitive conduct at the marketing level,
did not adequately address the industry®s vertically integrated strue
ture or its mull level behavior. The major oil companies operate on
four levels -crude production, refining, transportation, and market
ing. To fashion a remedy for one level without considering the per
fomumcc of a company, or the industry, at the other levels, ignores

' of prirr «llH«* rImItmtI(Oﬂ comt SlmJlant Ht f'o \t rltrm Tnttlr f‘out mefof't,

il HIKII AL s 12%i | , ittfitiln lit'fuit’ Hit* Snprriiir (Cotirl til VIfifl 1’ S I‘I|>7 «IIIRNI
afthnintf i'm Oitli |Ir |IIM|| I'rtlrail I'tmh itnninl»*ton v Sun ml f'o, 8
wre tittim . TTAINANO Vi Bevar”' Vb oati B i 1. WAImLiU Fo 1T nree £ 16T

* I'™iittiilil«aM of vi'rllr/tl pfin* fixllig o»*o*>: Sun Oil v Tulnal Vnnlr [I'ottn,titmloH, 41*
tlid.il 1. rati Ul iTHi t’lr. ITHUM t/rninl, I'S 11*11 < 1IMS# | Thr At/until
UrPnini/f'o \ Initial I'nult" I'ammitininii, 41« 71711. CEHI%AM S ML (FHEIE 1D o HHElMm
afftrmino, fl'i FTi' | le7 ttliil."ii

rSri* run nil »e< tI* tinin1 Ttra* fo. tI> »I*li*i StamlInnl nil {Iml > tit 7*417»
Shill Oil It, Il Nfi'tT 1 \IL arr»* ill* I0Im-«m| mi hfi'iMtIilT 114411

* Itrcoril of lifiirllir "ET I 1uel®*1r> 4'oiifi-rnhi 011 Mnrkrlllip of \lllolIM»tlvr
Irtu lIff* llrforr Stihrouiliill fro No | <01 1iM rlittilloit rrtiMmii* of Ilit* Nrirrl fNtinitill It t* oil
Hinnll Kn~Inrtt*. lldum* of Hrprr-runiHvrv rimy Mnv n# I"" e tis

1ICIfinili)t»* of TMA raw** Thr Allan Hr lirflntnii vb'ntmil I'rnit, f'om m4jmio»i ‘1M
1''S :$»* (I Him 1l nrntnmu, H.'tl 1’ 1'l :il*l (7fli 411 1% e» Thr Il 1I' liinnhih Co ami Th,
Irfan f'o «lI» 114*M . 'Thr Hamliuai TIrr anil Kuhhrt f'o an,l Th, Mlantir Hrfinmu Tn

111 114*11) Thr TirrMhmv Tin anil Huhh*r f'o unit Stull Oil f'o 41 11 1*7 |
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the market power associated with vertical integration and limited
competition.

B. The Current Investigation of the Petroleum Industry

Pursuant to the Commission®s resolution, the staff of I'v Bureau of
Competition issued subpoenas to nine integrated petroleum firms for
the purpose of obtaining basic preliminary information about each
company. The subpoenas were narrowly drawn, requiring the produc—
tion of data which should have been readily available to the firms.
However, many of the companies indicated that they would resist the
subpoenas. From previous experiences, the staff was acquainted with
the extended litigation which normally ensued when large linns chal —
lenged subpoenas. Rather than delay the investigation a* this pre—
liminary stage, the decision was made to withdraw the subpoenas and
re-examine alternative investigative strategies. (The staff had already
obtained the exchange agreements of the companies hy means of a
separate set of subpoenas.)

1 Approach to the Investioation

The investigation into possible antitrust activities on the part of
the major oil companies was thus conducted using tin* most expedient
approach. To avoid protracted major firm resistance to providing in—
formation, an alternative approach was used to gather data relating
to industrial praetices of Iliemajor oil companies.* The approach con
centrated on obtaining information from the largest independent crude
producers, refiners, and marketers. Extensive investigative work was
done by the ( Bniiuission stalT which began w itltdetailed questionnaires
to crude producers, reliners, and marketers which were designed to
elicit in depth the nature of the independents® relationships with
major oil companies for the years 1DI7- 11>71, the last years in which
complete data were available. In addition, a large number of firms in
each category (crude producers, refiners, marketers) were requested
to permit searches of their tiles hy Federal Trade Commission eco—
nomist and attorneys. Because not every company cooperated, data
contained in this summary reflects only that which came from the
more than X)cooperating companies. llata were collected on a national
basis, but it was later decided that the investigation should focus
primarily on Districts I and Xwhich 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 from published public and governmental
sources. The stall collected further valuable information from the
Department of Interior. lla*0il Import Appeals Hoard, the Interstate
Commerce Commission, and other federal agencies. Various stale tax
ing authorities and several state agencies such as the Texas Railroad
Commission were contacted. These governmental ngem iea were co*
operative in providing the requested information.

employ vu}r(lmr methJ?d té?aiu%ﬁ' ;)'HEL“%‘?E]"E?P?nFmK‘R/eHH”'L'J Ore “ﬁ[ﬁ'ﬁa,\ﬁl e;]?tefgrgtct}nqy
l\)ﬂ retor|1|1?tr1]t ||Ht} il Ifgrwclen 4 i(uﬁd'rtrcje (OhIO) A]uerndu i ’\y(nl y,nrrlllnd
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To supplement the staff's understanding of the structure and oper—
ation of the oil industry, the Federal Trade Commission on April *20.
11>73. again issued subpoenas, this time ad testificandum subpoenas to
corporate officials of the major oil companies. Rather than merely sub—
poena documents, tlie strategy was to develop the fac.ual information
through testimony of petroleum company executives, identify relevant
documents and make on-the-record requests for submission of such
documents to the Commission. These investigative hearings began May
*21, 11)73, and are now ah >st completed.

2 sntvkv Data: Tables and Discussion
CRUDE PRODUCERS

Table I 1providesusummary of the survey results for the independ —
ent crude producers for 1IM»7 11*71. The daia indicate that the eight
largest firms purcha s*d an average of 42.5 percent of independently
produced crude oil during the survey period (average of Table 1,
column 1). In most cnsos where the eight largest firms purchased crude
from independents, they also owned the gathering lines used to trans
[Hirt it (Table 1). Other results of our survey further indicate that
once gathering lines are erected, there are few other buyers of crude
from that particular field. Control of these gathering lines, in addi—
tion to ownership of approximately 52 percent of crude sources, gives
the eight largest firms substantial control of domestically produced
crude oil."

REFINERS

Table 2 presents a summary of the survey results for independent
refiners from 11117 11)71. While most of the measures are self explana—
tory, a few need some clarification:

(a) Self sufficiency ratio- the percentage of crude inputs in:
quired by a refiner from owned production facilities,

|72) Crude oil exchange ratio the percentage of crude inputs
obtained from other firms via exchange agreements,

() Gasoline exchange ratio the percentage of gasoline out
put obtained from other linns via exchange agreements.

Taiii.e 1 1. hideiirttilt tit rriiilr /malucrr summary, IM>7 71

t'fiidti mlc* io <’ HIr Miff) to IVP'iM 11 of UrtddtPl

H lufgrsl ntlii'r timlofii lug Hlnrx oirrittPtl 1" -ill ut .«ihpi

ax jNivnitl nf ™V MUryril Imv, ntwrneiil

totul ««l*H ftJtifX ..inc. majoo

1 n) tin 41

11*117 *10. 2 25. i<l a s. a
Ititls 4i 2ft. i 40. 7 31. 7
i tint) 42. 11 24. s a? it . 8
1070 44 ft 27. 1 42 «i 24. 11
1071 44 25. s ui. 0 24. 8
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Independent refiners supplied very little of their own crude oil (an
average of 3.5 percent) during the years 1967-1971 (average of Table
1-2, column 7). However, they appear to have had little difficulty oh-
taining crude from other sources; 29 percent of their crude was ob-
tained from the eight largest firms: 21 percent was obtained from
other major firms (average of Table 2, columns 2 and 3).

Although largely dependent on all major firms for their crude sup—
ply. the independents sold only 14 percent of their gasoline output back
to the majors (average of columns 4 and 5, Table 2). The bulk of their
refined product was sold to independent retailers many of whom
relied exclusively upon independent refiners for their gasoline supplies
(Table 2. column (i).

When firms have a surplusof crude oil or refined product, exchanges
are often conducted with other refiners. The recipient either provides
product or oil where the first company has a shortage, or agrees to pro—
vide a like amount of the product or oil in the future. Most of the inile-
pent refiners in our sample exchanged crude oil and gasoline with both
in; jor and independent oil companies: 15 percent of their crude inputs
were obtained via exchange and 51 percent of their gasoline output
was accounted for by exchange agreements (average of Table 1-2,
columns 8 and 10). Of thesi totals, the eight largest companies ac—
counted for 12 percent of the crude and 13 percent of the gasoline ex—
changes (average of Table 1-2. columns 9 and II).

Although 1independent refiners usually sell final product to inde—
pendent marketers, the eight largest firms appear willing to supply
independent refiners with crude oil. The eight majors, however, are
reluctant to engage in crude exchange agreements with the indepen
dents, and have used processing arraugenauils as a means of control —
ling independent capacity and the availability of gasoline to indepen
dent marketers. It is possible that as crude oil becomes less abundant
the major integrated linns may begin to exercise even more control.

MAKKKTKNS

Table 1 3 summitri/.es the relationship between surveyed market
ers and major firms for the period 19H7 1971. An 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 1 3, column 1) from the eight largest majors during the
period 19(17 to 1971 ; purchases of independent marketers from other
majors averaged Id percent (average of Table 1 3. column 2). This
immense disparity would tend tn indicate that the eight largest majors
have limited gasoline supplies In independent marketers.

Altimugl the eight largest firms are unwilling to sell gasoline to
independent marketers, th v do appear willing to sell to other majors.
In 1971. in Histriels I and 3. they sold over Id percent of their refined
gasoline toother ma jors (net 9(1 as a percent of 750) but less than one
percent (four as a percent of 751I) lo independent marketers (see
Figure 1 2 How chart).

The 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. This behavior may be contrasted with that of the
oilier major companies \W\ho. in 1971, provided 12.9 percent (100 as a
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percent of 223) of independent gasoline requirements in Districts 1
and 3 (see Figure 2-flow chart).

3. Implications for the Petroleum Industry

To present a general overview of the data, flow diagrams have been
prepared. Figure 1-1 below indicates that magnitude of crude flows
from producers to refiners in Districts 1 and 3. Figure 1-2 represents
the flows of gasoline and natural gas liquids from refiners to mar —
keters in these districts.

All total figures (imports, crude production,exports, refinery input
and output, refinery capacity, and consumption) are derived from two
U.S. Department of Interior, Bureau of Mines, Mineral Industry
Surveys:

(a) “Petroleum Refineries in the United States and Puerto
Rico,””January 1,1971.
(b) “Trude Petroleum, Petroleum Products and Natural Gas
Liquids, 1971>” (Final Summary) .
The latter source was also used for calculation of transfers to other
districts; the former was used for calculation of shares of refinery
capacity.

The National Petroluem News Fact-book Mid-Max/ 11)72 was used
to calculate market shares of retailers for 1971. This introduces an up —
ward bias in the independent market shares, and a downward bias in
major slum®s (particularly the smaller majors) since, only market
shares of firms with market shares greater than one percent were
listed. We assumed that those below one percent were, independents,
but occasionally amajor firm will have such a share.

Shares of crude production were calculated by extrapolating from
Oil Directory and Production Surrey, 1973, R. \V. Byrams and Com —
pany, Austin, Texas.

Shares of Crude Oil Imports were calculated from the 1973 Oil
Import Digest, 0il Import Appeals Board

In the following sections, these data are analyzed to present a more
comprehensive picture of the structure, conduct, and performance of
the petroleum industry. Following these analytic sections are the
Commission stall's conclusions with respect to the nature of cornpeti
tion in the petroleum industry.

The following assumptions were made in the construction of the
flow diagrams:

1, In the refining sector, shares of crude oil input and gasoline out—
put were, assumed identical to shares of crude oil input capacity, and
gasoline output capacity.

Taiii.e 1-3. Purchases of independent marketers

OojMiIf'tiP ttin IttuM- Uaaolltm titiirhiuwn
8 I*nto*t fri'in Otfitf muj"i 1

major* iut u iN'H-rut i it iwicmit of

of total purchiuw total purc.>ASm

1967 L.fi SI. O
1908 . .6 4t 2
1069 o . .7 411.6
1970 1.0 44 .9
1971 - 1.6 42.7
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2. The survey sample was assumed to be representative of all inde—
pendents. As noted above, our initial objective was to survey the larg—
est firms in each sector, rather than to sample randomly all firms in
the industry. Therefore, the results are representative of the lass,
“9arge independents"" rather than the class, “all independents.” How —
ever. since, for example, the majors supply more 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 market shares were n>.-umed to be identical to shares of
crude imports.

4. Relative transfer shares (the eight largest majors vis-a-vis the
other majors) were assumed to be identical to relative production
shares.

It appears that the eight largest firms have avoided market forces
in their policy of limited dealings with independent marketers. How —
ever. Figure 1-1 suggests that the market is less restrained in other
sectors of the industry. For example, our snmnled refiners purchase 30
percent of their crude inputs from the eight largest majors (305 as a
percent of 1.233).10

Figure 1-2 indicates that the eight largest ma jors have dealt hardly
at all with independent marketers. Only I million of 233 million bar—
rels of gasoline used by independents were supplied hy eight ma jors.
However, the eight largest supplied the other majors with approxi—
mately half of their re<]iiirements. The other majors appear to act its
buffers between the eight largest majors and the independent mark —
eters. In li»7l. they were net buyers of bmmillion barrels of gasoline
from the eight largest ma jors, and net sellers of hi million barrels to
the independents. Therefore, although the eight largest ma jors do not
sell to independent marketers, they can impose shortages upon inde—
pendent sellersby reducing sales to smaller majors.

"Muir mm pled mimim nreountrd fur iilimml half of nil Inilepo-iilent minim: rnpnelty
In IUHirk-tH 1 nut) a.
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Figure 1-1 - District 1 arJ 3 Crude to Refiners, 1971
trillions of baTrols)

Crude Production
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Largest Major:
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(iriliit-M ¢l irsrezij
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Il. INDUSTRY STRUCTURE 1

The petroleum industry is functionally divided into four basic lev—
els: crude oil production, refining, marketing and transportation.
While varying numbers of independent companies operate at each
level, the industry isdominated by 18 vertically integrated companies
that operate at all levels. These firms are large and generally have
leading market positions at each level vis-a-vis independents. All 18.
according to the Fortune f=<0sales ranking, arc among the 200 largest
industrial corporations. Ten are within the top 40, and seven are within
the top 20. Industry concentration has resulted both from the domi —
nant positions of these firms and from institutional constraints pecu—
liar lo this industry. In order to examine the industry, each level of
activity and each relevant institutional factor on a national basis will
be discussed."”

A. Crude Oil Production

Concentration in crude oil production by the majors has increased
markedly since Mitl. While it has been estimated that the number of
oil producers in the | Tited States 1is somewhere between 10.000 to
J2.000, tlieTop Il.s and 20 oil producing companies in IXi)accounted
respectively for JJ1, al and To percent of the average daily barrels of
crude produced domestically. (See Table Il I, Infru,) In 10(10. the
Top | 8 and 20 linns accounted for 20. 10 and 02 percent respect ively.4
A clear trend toward even greater concentration is thus borne out by
these comparat ive statistics.

“Tin* illctivAton of Imhndry Hlructurr which @l own will provide an overview of ti*
%etrol um ImIUNtrv within a natignal fr?mew(l)rl_( Tlik, "= virer. la not gl © Im&ly that

™ relevant economic markers ff* fill'll* ni Il refitted prmineth lire nationa
<Vrlalnlv, the market for 1 mi.nl product- [* Iess than halloanl ill
for ennle oil may he national or lew than national hollnhli
p[emsel¥ t* not enr*y : we hate Imwever, provhletl xonie Hint" tura « 1
mithtll leel, ani. >f Hv. have awinPled Hieae ilala according t I"ctmicti.n Admin
Mrallnti for heleitye I AIV_#Avjricdn nttli/ed hy tr Thireild nf Mlies Tljh Inforinatioli I
attached a- Api)endlx A to this rcpo)l . . ) . j

-t nmpauy *.tntMlcr< presented »UrmiM>AF th.* meiimramlain unit tend te B ntivwim
ullcall.v billed downward with regard to Ilelr real world rcprekKentllHofl TilP* P ke " tue It
In not completely known to what extent Joint ventures, exeliidve Im>Ing Melting contraelH
and outright n\uter«ddp nr¢* represented In Hu-c rdatl tP For ruiudé, isét> nil owim

rcent of skeilv tll, hut 'imod of the present tatPthal mtin‘e-. represent them ns

veparntc rnmpnnlev

feqocf an (null (ill md fliwollnr /nn /i'nmitA of \ovenihti. tJio: 1 Jnikvromnt

(1]
=
o]
=
P
o)
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siwin. Nov :t, 1P71. p I* ((toveriimi iil monographt
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Table 11-1— Company share of domestic net crude production, 1969 and

1960

Production Company share
tank in 1969 Company 1969 (percent) Company 1960 *
1ot Standard (Now Jersey) 9. 76 6. 53
2 Texaco 8. 47 8. 93
3.. 6. 78 5. 13
a o Shellan 0. 08 4. 78
5 Standard (Callfornla) ........................... 5 31 4. 75
[ ARCO 3 5 11 5. 92
7 Standard (INAiana)......o ooveeens 5. 09 4. 30
Mobil......ees 3.9 3. 42
Gettv J 3.38 2.92
Unio, 2. 88 2.32
Sun 2.47 2. 65
Continental......oounnn. e 22 2.54
Marathon 164 138
Phillips 155 179
Cities Service.. 1. 28 l. 29
Amerada Hess 104 122
Tenneco........ .99 NA
Skelly . 88 .94
Superior 74 139
Louisiana Land A Exploration Co. .61 .45
TOp 4. 31 09 26. 51
Fop 8 o 50. 54 43. 76
Top 20 70. 21 63. 02

«lufio romhlniul ptodiii (ion of AiUotlr K.flr.Ing, Kichfh'ld oinl SIm liilr. Irulividtinl company (lulu were
not nyjilliihli* Hituum* of tin* I(XV) coiicetitmtlon for tho Top i, h and ftnni may e MIglUly ovn-
Mi.-d, moofdIriKlv, tivnd toward greater ammunition sinrr UHIO may lwovcn grottier.

1Company production iiulmh .« tomo foreign production, nniinly C uiumlu.

Noti.. Individual company production data ol»ialn<*d from the fdlnmtas of Itlcc, Kerr A Co.. Hgt'
niMft. Universe data obtained from It« pnrt mi Crude oil and UivudlIfie Price IncrcuMA, cited supra.

While average daily oil production data may yield short-run in—
sight into the structme of the crude producing industry, it isnot par—
ticularly relevant for long run considerations. As oil is pumped from
a well, its technically ellieient rate of production falls. Eventually it
becomes a “Stripper well”” and is operated until the pumping costs
make It uneconomic to do so. A more relevant long-run measure of
concentration at the crude level is the amount of domestic proven re—
servesowned hy firms in the industry.

While considerable difficulty has been encountered in obtaining
proved reserve data, our best estimates, presented in Table Il Z in—
dicate that in 1J)70, the "Pop I, Hand 20 firms had approximately 37,
tVl and Of |K>reent respectively of domestic crude proven reserves. On
the basis of these data, the industry structure viewed in a long-run
sense Is even more concentrated than short-run statistics have indi—
cated.

The structure of this industry, and hence its conduct and perform—
ance, is strongly influenced by certain institutional factors. Basically,
these are the import <]iiota, promtinning and special tax regulations.

* Although Mato ift-flill(lohn mnv vary mvi<lt may *» related to both production nml well
<h*p(li, ti «tripper wrll or innrylnil well muv lio gomTnlly I'hiNwllled na u wrll (hut produre*
Ipm thtio lo hnrrrU n tiny Imil tic production accounted for hy rtrlitprr widla hire
eii'toMIv «l«e™ mliici* 1)11% lii It)70. they u«<cwiiiit<*« for <r doiiimllc pro
ductton. Him*/Mtf,, p Mi
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Tab Ie -2 — Company shares of proved domestic erode reserves, 1970
_ Share of
domestic proved
Rank Company (peroent), 1970
1 Standard (N.J.) 1J9.92
2. .. ... .Texaco0.....oun.. "»9. 31
K Gulf 8. 97
4 Standard (Calif.) 1>8. 97
| Standard (Ind.) _ 41 8. 46
B i ARCO >>7. 48
Toveann - Shell 15. 90
< Mobil “»4. 87
< R Gettv >3.85
10.. Phillips »>e3 55
| [ I LoShignal . 3. 28
12 Union »3. 18
13 ...t .Continental.............. ceee . *e2. 77
14 SunN..oooeao.n e e e B **2.61
15 _ Amerada Hess 1*2. 49
16. . cooaints Cities Service. .  ........ ">2.49
17 it Marathon........... **2.37
18 Skelly 1.09
19 ... . Superior................ **1.03
20... Tenneco..... on
Top 4. 37.17
Top 8.. .. 63. 88
Top 20. .. 93. 65

N

< Incluges C
U R il gies i

e \trfudr.s nmtrolInd reserne*.
TIncludes equity In Canadian affiliate.
«Kicludcs “probably additional’” rarmp,

Throe explanatory tiotm nrrum)>AUlrd thr resenve r- tiulikt.

Notr Individual company rtocn obtiUned from rotlativt of Eire. KrrmwV to. _Knginnen Unlvcnm
data ovai. ird from "'Itrport.on (“rude Ol ami tttwille Price i ¢t M citedaupra. ThiS figure woa taken
na roxmatel_y XW0.UOU_t100 barrel*, Including A Tinka. Concentration data would br lower” the more thl*
ﬁ@?g undrrviat*8actual proven renervev <oncenlralon data should br takru to I, id Ii|, only rough
enUmatM. It »not known to what extent both the uni very* ot Imatc ami thr individual company” rtwrivo
data Include crude production from oecomlary recovery lecimitpie.v

The single most important federal intervention into the petroleum
industry was through mandatory oil import quotas. In order to exer
eise monopoly power, a linnor linns must he aide to control the supply
of the industry"s produel. In the traditional tight oligopoly ease, that
control isexercised through a combination of few sellers acting in an
"interdependent fashion and “dfeelively erecting harriers to entry
against now suppliers. In the petroleum industry, however, that con—
trol of supply is importunity influenced by public policy. Between
td™> whim the import <|iiota system became mandatory and May 1
1973 when the quotas were removed, (he entry of foreign produced
crude oil was severely limited in the | hited States. Tims, one of the
chief sources of competitive supply was curtailed, and domestic in
legrated linns were operating in an environment where their do
meslie prices were protected against large scale alternative sources
of supply, namely, imports.
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It is interesting to observe that the mandatory quotas were enacted
at a time when events had conspired to cause some of the previous
methods of supply control to break down. Until the Ihfi0O3 control of
supply of crude oil was maintained largely by a system of state pro—
rationing. Under that system the states that had enacted prorationing
legislation would limit supply with the goal of maintaining crude
prices. Such legislation was particularly effective when imports were
unimportant and when states with prorationing (Texas. Louisiana,
and Oklahoma) accounted for almost all domestic production. Hut.
in the Nik"i0's foreign supplies from the Middle Hast and domestic
supplies from non-prorationed states became increasingly important.
In Itw7 voluntary import-controls were initiated, and in I)plt the
mandatory controls were imposed. Thus, at a time when supply was
becoming increasingly loose, new controls to the advantage of the
existing petroleum oligopoly were imposed. It is noteworthy that
complaints of financial distress from independent refiners ana mar —
keters lieeame more prevalent after the imposition of quotas nnd that
many of those firms trace tiei. difficulties to the international
arrangement.

The major oil firms have hud the advantage of other federal provi—
sions which have served to buttress their control over the supply of
crude oil available in domestic markets. The impact of quotas on the
price of domes! iecrude oil was snhstnnt ink The domestic price of crude
has in recent years averaged I>l.«e» to tjd.JiO per barrel above the world
price, and most ot the difference is attributable to the import quota.
The import quota clearly eontrilaited to profits earned in producing
crude oil by elevating prices, but the quota increased profits to the
major in another way. The right to import went only to existing re
fineries. Thus, the major eompunics through ingmrt tickets were able
to purchase oil at the world pineasan input for their refineries, which
produced final products ill elevated domestic prices. A further benefit
accruing to the majors was that lliev were aide frequently to obtain
profits by trading at fuloriihb* terms domcst iecrude for the independ
cuts "allotted foreign crude because some independents located inland
were not in a position to nomnnlly utilize imports.

While the import quota was m effect, it was nil important source of
control of crude oil supply. but there are others that must he con
sidcrcd. The states, with an assist from the fede.al government, also
placed limits on the production of domestic crude oil through
prorat ioning.

I"rorat ioning wn. originally instituted as a means of conserving the
supply of domestic petroleum reserves and avoiding® “fasteful” pruc
lices sin"ll as those that resulted from llie rule of capture/® Ilowevcr, it
functions as a means of controlling supply and selling price. Essen
tinll%. the technologically maximum efficient rate of recovery (MKI1O
isdetermined for eaeli well. Then, demand forecasts for crude oil are
examined, ami eaeh well 1is permitted lo pump as much crude (sub

* HiMitiicr rrtnlr  jmmi|» trun««™n't laiul iMiiintinrim I»o nr ttmrr <ff*n‘in  Imnl immrr*

e<Ullil In* ti|ilim| lulu tin* -iniii' fmill Mm * en> MoH m {..e» umiM [»r nimll<*r'« guln Il b= »«|il
flint null m*lid diiiuvifi fa*l ae Tintnr a form nf Jttinf « rimnlinlrnflon.
iihtIMImii, 1* i =leriill> rn Se I*r n lunfr i-fflilr ni iiirnuii of rpiili *11 furnri‘ry Il
fnrf. It |« orgm | if pminvr* flu* . frNrK«iiin*iii f«ir |»fericlloiiliiic
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ject to itsM KR ) us will clear the innrket in the aggregate ut the market
price.

In the U.S. today, prorationing isused in the statesof Texas. Louisi—
ana, Oklahoma. New Mexico and Kansas." (although these states now
claim that they are permuting 100 percent well production during
the present shortage). Each state has its own prorationing agency
to make state supply determinations. Together, these five states ac—
counted for approximately 71 percent of domestic crude production
in LilMN).* Texas alone accounted for approximately 'M percent.* Hence,
the supply and price of the vast majority of domestic crude are deter—
mined by forces outside tliemarketplace.

The Federal Government gave teeth to prorationing with the pas—
sage of the (dnnally “Hot Oil"™ Act in IIWft. This act prohihts inter—
state shipments of crude oil produced in violation of state prorationing
laws. However, the Federal Government has the power to “Suspend
its operation- presumably both enforcement activity us well as basic
consent legalizing state action- if state action should unduly burden
interstate commerce.**"" The Attorney General 1is responsible for an
annual review, under the Interstate ()il Compact, to determine ifsuch
legislation is consistent with its intent, and if not. to suspend it. Its
intent isset forth in Art ieleV of the Interstate <)il ("onipact:

It is not the purposeof this couipuet to nuthorize the states
joining herein to limit the production of oil and gas for the
purpose of stabilizing or fixing the price thereof, or create
or perpetuate monopoly, or to promote regimentation, hut. is
limited to the purpose of conserving oil and gas and prevent
ing the avoidable waste thereof within reasonable limita—
tions. 11

Thus far. A rtieleV has not lieen invoi d.

The set of federal laws remaining to he discussed are those per—
taining to the efleet of certain tax regulations on industry incentives.

Special tax provisions permit oil companies to expense many of
their explorat ion and drilling eosls rather tlnin depreeiat ing 'hem over
an extended period. TIn-sc prov isions tend to lend to an understate—
ment of gross income and to a reduction in tax liability. In addition,
the oil companies are permitted to treat royalties paid to foreign
governments for drilling rights as an income tax. These "luxes*" may
then lie used as a dollar for dollar utTset against | 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-

“Thr I'rfmirtim  liitj<i»>m " TIH'Ni/te - Moon*. it Th' Nb'SM'tutr of Imrni‘iln IndmaitV,

W HItrr AOfittin. | « 1'mirth I'lUtlou m tl. Muriiilllitu <*t»nt|««iiiv. p tin

e frwi/r /V/ni/tMtrt  l,rhohutn Itoiltn t* nmf \nlotnl thin /.1t/uuf* 197*1 1/'Inof K»i*n
MMiry), HtifMti of MIno* Illrrrnitwr Iflt. 1071 p M Thin Hjftirc I I r a o r «oinl**ju»i»Ir
It mil*! lw pohihnt eeill Mint till of tin- <Tllil»* prmlih tlou Ill em h wtnli* In liwl Itm-nnrtril>
ri‘inilnYrd bv pfofiH lolling 11l IYIlIt* rtrippir wrlb tin* tint promtlun*<t, Hint "ITnInifr [ir»*
«lu« lion, at* In I.Mulnianii. |« innh-r the mImIM-ti nM<*t «f tin He<rrtur> of thr Interior In
Trlii- In UMtft nlripp*r wrll* netoiiiiliml for IV permit <f Illr Ntalr n oiitpul Il'rltatruio
A'tirf* .in.f huiun*. Viiierlioh I'clmlrum 1urnlftife IH71 p .M mi.l p 70) Ili U not fcimun
lo eitriil l.oiilnliiiiii <lhlu reltert* oYTnliorr prtMlin‘ltoil or tn mliiii rtfrnl | e=ill«tnim
prorrtinnlliK 1 Hltr*[t*«1 h> thr Hn-rrinn of Inlrrlor? Jiirimllf' tloii ..vrr nffnhon pro.nn tloii

M1 <tinnihl (d o lie tltrilllo|»r«| Mini -petltl tux Itrulunitl* hi tin* pefmlrtllli ttI'hl-tr.v Hillin'
It =lIffli <If of tItiIMm I tn Hxma nil'll %m lutilr [[| mi) ii| »

* Tftroh ant f'ot'ta iim# /7 UfUtrn, t*I|

I Ifi'fimt of thi Sltotmil fhflriiil, /'i/'ihuml /* Sfrttun f of thr Joint h'ruilutinn of
N rjitim tff h, //fit. Fttn*i nfinu tu no /H/mhifr l'umpurr h (‘'untrnr MIl ontf thna July
1M1z 1

I p 1
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emery and recovery of crude oil. Hence, it is not surprising that the

oil lirnis seek to integrate backwards to take advantage of the favor—
able tax provisions. It is. however, the oil depletion allowance that has

bad the greatest impact upon resource allocation among production

stages and relative price structure m the petroleum industry in past

years.

01l depletion allowances were passed originally as a method of
encouraging oil exploration.”™ It was argued that since oil wits a scarce
and valuable natural resource, it would not be advisable to permit na—
tional reserves to he depleted. Therefore an incentive was granted to
oil producers through a special tax deduction in the hope that more
resources would be devoted u» the discovery of additional crude oil
sources. A crude oil producing linn is permitted to subtract from its
gross income before taxes an amount equal to ill percent of its total
revenues from crude production (i.e.. actual production times posted
price at the wellhead) up to j(I percent of the lirnis net pretax income.
I hder this system, the major integrated linns have un incentive to
seek high crude prices. The high crude prices are. however, a cost to
the major linns® refineries. Thus, an increase in crude prices implies
an 1increase in crude prolits but a decrease in refinery profits. The
integrated oil companies gain because the depletion allowance reduces
the tax on crude profits, while refinery profits are not subject to the
same advantageous depletion deduction. A simple model developed
by the FTC suggests that for American integrated lirmsthat typically
produce between Id and so percent <d™heir crude needs, it pays to raise
crude prices up to a point where refinery profits have been reduced to
Zero." Beyond that point, net income after taxes for the integrated
oil firm begins to fall.

Thus, the major integrated oil companies have item able to capi
tnli/.e upon the existence of import quotas, state prorationing, and oil
depletion allowances lo limit ell"ectivelv the supply of crude oil to a
point which reduces their relinerv profits to zero, ("learlv, such a svs-
tern creates a hazardous existence tor independent reliners, who have
Iiti le or no ernde product ion. In such an environment,only those ititle
pendent refiners who have: <1) lower costs through locational or
other advantages: (if) some monopoly power in a local market;or (')
siilliciriit access to inexpensive imported oil, can survive,

It is important to note that no technological imperative renders
crude product ion inherently profitable and relinerv and marketing op
end ions inherent Iv unprnlitable. Bather, the tax laws have made d
highly remunerative for integrated lirnis to nrlifieiillv shift profits
away from downstream activities toward the ernde end of integrated
business. This g ml i>accomplished by raising crude prices through
various emit ruls on supply.

li. Helming

The petroleum relining industry is the pivotal point in the petro—
leum industry. It is virtually the sole buyer of ernde " and it trans—

eHrr Appnullt It for n lim" dt/ilird rqilAbxttion Iif how the nil dfplFlloti ilkaAitlift:
work*
iiiihM  N«*nnit-« m i»rrf«*r(ly InrUMir d«*m«mf for crmlr nil itml iirodort* mol
r**lulrt fllirr profit- llornrit femill* oil [»fh
,a \ «niitll Amount of t'rutl* oil l« on rltthIoQ uim | dlrrrtljr tin linilni fu*| w|i*n tnvufll
rival fnrl oil In m\mIinl*
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forms crude into more oflieii nt particular energy products. In 10(59, the
domestic refinery yield was as follows:

Percent

(insollne 455
Distillate fuel oil. 21.0
Jet fuel s.2
Residual fuel oil %5K
Kerosene i
UBI’IC&HIS 1.%

As of January 1, 1972, there were 2*2 domestic refineries and ap —
proximately 129 refining companies."7 The 1970 crude nil refining
capacity ns shown in Tahle 11-."5. accounted for hy the lending 4. s and
20 firms, was .B5 fss and sti percent respectively. These same firms ac—
counted for:54, 59 and sT percent of gasoline refining capacity.”1

T ab Ie 11-3.—com pany share of domestic truth oil ttntl gasoline refining
capacity, tI>70

Hunk Incrude SlImn> <itcrude ol Shomot e
alcypecity  Company rapacity (ponent)  capacity (Kiremit)
d_ Standard (N.J.) 8. 59 9. 22

Standard (Ind.). 8. 22 7. 94

a Texaco 8. 11 9 19

i . Shell.... 7.99 7. 00

5- Standard (Calif.) 7. 0r. 0. 72

d Mobil. . 28 0. 30

7 Gulf R 5. 78 0 47

8 ARCO 5. 42 0. 25

- Sun... 0@ 4. 54

10 Union. 3.51 3.24
1 S*undnrd (Ohio) 3. 417 3. 00
. PI t 14 4. 24
] Ashland 2 51 2 1
14 Continental 6 ?Q 2 03
it Cit ch Service 2. 26
10 Ge tv 1. 04 170
17 Mn at lion 112 192
IK C..ik8(al Staten 100 73
ID Amerada lleus -UK .79
20 Cliainpliti 07 03
Top 4 32. 93 34. 01

Top K 58. 07 58. 7K

Top 20 Ka 15 " 87, 38

m 11 Kirttin 10 ol nigiu oy . k mI il I piomm, T."iims3 il AS percent), anil

mili.”
Am. tlchu IVID thim (DM wnwil), Inlo n| In ]lltlrv

Not*' | tatutitilnluim| from MIm-rul Indudry Snrvr> . lItirnui ut Mini**," oil <uiwily,” Jun I, W71
*o Stoniliiril nitj) |ﬂ0[***#’_}dustry Nurvew** Jinn* & 11*71 |» [HIH Tin* Wunindrr rnn»l»l«
of jiMiiluit unltnl Hl &ﬂ A\/ﬂ'raf . h |'J|
wirgiort on Crylff (fiiaw/hi /'rfir Nor voilthNN 10, 1 -1d, ritni
nf .Inhours | Imll. Hutu ivrn* iininuxltnnluly ill & | |H*frolionti rrflnrriru
uinl npnMIniNtuly 172 r*flikliilf ="inimnn- \v]ilicc cnid** tvflnliiy: anjnulls liicn*«t»rd by 24.*L
Imt<vni frnin Intninrv [lull in .liinuiir\ H»TI Hu *hnir nn utihhol for tin* lending four
uinl idghl itfin» Ilirrunwit iilijlirn\Iniiih<l> t 1 mol 131 |[HT«rnf r I\ «dy Cur ilii*o[iii"
»n|M. in. tin* liu r»tn*f 7 cnnd In | iwrcioi Tliiih iiii In>nmoluk trend In ninrrnirii
Him inuy Ik* edorrvnl Cor Hmim duiu. = "MInornl liiftiiMry Murvrv,*' Jitnimry 1| Ififll
rifrd ntifint MurniUf, dtu In llio rlTi it "f [»re * -0 itrrttligitiutth» lifIwiu'li - liinjtir nil
«t.ttij*.»nli'- mul Indi>li« tid«ut It lliu r- IwliMtuti nIm i nivjur «dl romimiiloH »ii|Mii) crude nil M

mum for rrllind [ir<mtnil. tbit figure inns HiliHfutillally nndin*IQtr cfTm'live refinery
rourt'iHrfilloii
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A comparison of firm rankings in ref|n|r_1|g nnd production (Table
11-4) yields some interesting results. While there are some minor
deviations, three of the ton four refiners are among the. top four crude
producers nnd the top eight refiners are nlso the top eight crude pro-
ducers. Further, 1ot the top 20 refiners are amonﬁ the top 1bcrude
producers. Hence, independent monopsonistic purchasing power con-
ducive to downward pressure on crude prices is virtually absent.

Table 14— a comparison of company rankin]q- in crude production
and crude refining capacity

Rank in crude Rank i. crude oil

Company production refining capacity
tandard (NEw JErSEY)...ooreees vovvevrrnnne veneeens 1 1
u
-------------------------------------------------------------------- ii 3
Sf'd"(Cé'I|'f(')'r'r'fi'é'!"""""ZZZZ'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'ZZZZ """" . .
........................................................... e
a%drard (VidiaRg) S 5
1] 0| TN 8 o
et% ) 10
10N s e 10 10
D i roaeetn e ; 1 5
ntipental 12 14
alfa on 13 17
olhps . —— T 1 12
Ifies Seryice—— 11 15
merada AeW. e, 10 19
n“or e s 17
perior = " e
e s . 10 >
ol g nd.and” Exploratio 20 o
taﬂ ar 10).. ) 1"
shiand _ T e i 13

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

There could, of course, still be some downward pressure on crude
prices, despite the integration of the leading firms, if there were a
mismatch between a company®s ernde pi idiiction nnd its refining
rapacity,™ The c,\trnt of this would depend upon the degree of self-
sufficiency and the marginal rUVrl of higher crude prices on total re—
venue due to the interrelationship of self sufficiency and the marginal
effect of higher crude prices on total revenue due to the interrelation*
ship of self Millicirnry and the oil depletion allowance. lie (™ui/.eini
and Kahn developed a simple model to examine this relationship.10
They determined that itcompany with a self .sufficiency greater than
77 percent would benefit front a crude price increase even if this in—
crease wWere not passed on in the pi ie of products ut nil. 1Ml percent
of the price iticrense were passed on, a company with a degree of self
suflicienc) in excess of ."Kfipercent would Itcnotit from a price increase.

" I» Inii»! In¥ ftpt In inlml Unit Mtc iitwrnritfi'* AUMHy mut (IplUHiml of t'flitlr nr=

if N\ jFUFii_|»l»__t» jrii |«ror*tfonli>i*
T O biiiiEFflaF&rH S i nill fifttin, Intttfralbn e/ iodi|iffifine in fhr
Frerdirum N\ < Pl ke 2P, fip 221 222
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Their estimates were based on the 27”> percent depletion allowance
which wns in effect at that time.

Tising the identical model and substituting the present 22 percent,
depletion allowance only alters their conclusions slightly. If the price
increase is not passed on, a company with a self-sufficiency in excess
of 40.4 percent would benefit from a price increase. The greater the
percentage of the price increase passed on, the lower the self-sufficiency
required to benefit from acrude price increase.

As can be seen from Table ft, all of the Top 8 and 15 of the Top 17
refining companies have self-sufficiency greater than 40 percent. Three
of the Top 8 and 5 of the Top 17 have self-sufficiency greater than 81
percent. Thus, vertical integration combined with the depiction allow—
ance placesupward pressure on crude prices.

It is vitally important to keep in mind that while the recent re—
moval of the oil import quota may to some extent exert slight down —
ward pressure on crude prices ns the | =S. price reaches an equilibrium
with world prices, il will not necessarily substantially alter the struc—
ture of the refining level of the petroleum industry. This is true for
two reasons. First, the major integrated companies have substantial
interests in crude nil production world-wide. Second, and most im—
portant, it is questionable that new independent refiners would enter
the market, even with available supplies of foreign crude The reason
is quite simple- the uncertainty of the continual availability of for—
eign crude. .Inst as the federal government first restricted imports
and then removed them, they may be restored at a moment*®s notice.
And since refining is the pivotal point in the pilrohum industry, the
implications are that removal of the import quotas alone may not he
sufficient to cure the present ills of the industry or alter its noncom-
petitive performance significant ly.

Tutl.r 11 & /fo/Hi xt/r srif-Huflii"iriir// of tin It hm/intf n fhtfrx 19(11)

Hrif *ufnri<tint il'rrrrnt

Company: of run* to
Standard <new .lorxcy! «74
Standard (Indiana) nan..
Texaco 81.0 <
Shell 02.1
Standard (<"atifnrida) 08.8 (
Moldl .. 422 n
calf 87.0 tl. f
A HCO 04.0
San 417 h
Union 043 it
Standard (Ohi o 07.1
Phillips 018 it
Asldaad 1 12.0
Continental 04.0
CItlcH Service too
Geliy" 1372 f
Marathon 8.1

In | Hiticr 1M111111° liii In @'l In ri’Olii'n  ran*

Qil I'rnrti" iirMilnrtinn cidinlri' Citmnlii

op Oilier IliiiiM* Iniiiienl lii crailc |iriMtiii'Uiin

le( rx»iiniiiicm

oi m.Ui.l rri umihmii
i T nimiMin in S

Notc ohInllivil friim i*«t miitm n( Krtr. Ilife met *** | ttni(liii*i-w
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Table 11-6.—Worldwide self-sufficiency of the 17 leading U.S.
refiners 1969 and 1959

o Bl Self-suffic f-syffic
: -sufficien -
capacity g Company %mgs(uperccgna/ Si&igs(upelrcclgﬂgy
1. . .. Standard (New Jersey)........ B, 88. 3 77. 1
20 ... . Standard (Indiana). C6. 4 51. 5
3 B = - o o 106. 7 2. 4
el . Shell Group.cce oo eeeae e - 72.5 74. 2
5 . Standard (California) . 138. 1 105. 4
6 . Mobil 75.5 09. 5
7. oo S Gulf i 193. 0 172. 7
8.. ARCO coies et %. 7 04. 6
D) st . SUN 87. 4 55. 7
10 LU 0 1 85. 6 50, 0
n , .... . Standard (0Ohio) 1 . 28.9 28.1
12 L Phillips.. oo 65. 4 71. 3
13......... Ashland.... _ ....... 13. 9 8,8
14 . Continental. ... - 158. 4 104. 0
i ... Cities Service. . 89. 5 44. 6
0 I Gettv . 241. 1 71.8
17 .. . Marathon o 163. 2 109. 0
TOP 4 s eeeeeaaaan 84. 8 »76. 5
Top 8... 0. 2 184. 2
Al 17 Ll 97. 1 >06. 8
5 largest United States interna— 108, 9 »93. 5

tional companies.1

«Dow not Include British Petroleum which hid avif-MifTMoncy In 19&)and IMOof 1311 parctntiind IW.4
pfrcont rrsinvlively.

1 hata lor tho same «.ft 8, and 17 loading eompaniw In I8/

«TInv«' are Slumlord oil (New Jemey), Uulf, IVturo, SUuidard Oil (California), nnd Mobil.

Note: Il:itliw obtained from the "«*Lnnd Oiia Journal,” Jan [H, lU7t»pp. 22-21 Miilticompany mansure*
were computed from production and capacity data containml In the same source.

(". Gasoline Marketing

Gasoline marketing 1is the most, competitive areas of the petroleum
industry and has the largest number of independent companies.*1
Marketing consists primarily of joht>crs purchasing refined gaso—
line ami supplying retail gasoline stations. These jobliersmay becom —
pletely independent, may own their own retail stations, or may be
vertically tied to refinery operations. They alsomay carry branded or
unbranded products.

The 1070 gasoline market shares of the Top tit) companies are pre—
sented in Table 7. "Flu* "Fop !, M, and 20 companies accounted for ap —
proximately HI. 55 and 70 percent, respectfully, of domestic gasoline
sales. The "Fop 1and S gasoline marketers correspond with the Fop |
and s refiners, and the Fop s crude producers are identical with the
Top 8 marketers and refiners (See "Fable 8).

The dm"inction between the major branded retail gasoline stations
and the independent stations is one of the primary reasons for price
competition at tiiis level.51

f*firmin'™ gnmlinr rnnntltufrM tho primary output of tlu* rrflnory, wo havo lltnltrd our
illftooofttoii lioro :0 kanolloo funrkrttni?

N It miiat hr polntod «)l|| that while thin phvnlrrit «tIHtInrt|o|| rtint*. flu* nrfunl rffoot on
romprtltloii I* liKiimInif Incron«li»irl> more difficult te = nn*«* of iho trontl toward
InInf ownor*hlp Mn»or nil rn mpitutr* may own both irntjor brand and no eeallod “Independent
bland" giioollfi»* -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, romprlitivr
pre«*ure* lii Moinr mnrketM m«> lie rigrdflrantlv lens than the Independent major liraad
rivalry would welii to Indlenle
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Table Il-7.—Company gasoline market share* 1970

Market share®

Rank Company (percent o)

1 - Texaco.c. ccuen o oann- 8. 13
2 Shell.............. . 7. 87
3 Standard (New Jersev). 7. 42
4 _ Standard (Indiana). .. 7. 30
Y [CIV] I 7. 12
I» Mobil ... ... ........ 1. 60
7 ARCO. 5. 55
8. Standard (California). 5. 02
[ SUN L een i e .. 4. 15
10 ... Phillips.._ ._.......... 3.97
11 ... Union- ... 3. 29
12 ... Continental 2. 35
13 Cities Service.. 196
14 . Marathon...... . 173
1 46

Hi__ . BP. 14
17 . ... Ashland. . 127
18 __Tcnneco . .93
.77

20... Murphv._ .. ......... .. .75
Topi-. 30. 72

TOPp 8 iiieaeeea 55. 01

Top 20 cceeeoao 79. 05

1 lirst=l nn imIIUsicRi* sukh.

Noti:.— Market uliaro# bttnlid from Xatiowdl I'rtrohutn ,\n»*, "' Kaftbonk |nhiic," tnlil
May 1wW71, p 127

Taiile Il-s. A om?arison of acgmpa% rank ins in e%[nde production,

Cruae rerining capacity, ant yanorme sal

Hunk in crude _

Hunk in crude mi relmliik Knlik 1n gMOULje
Company production capacity sales
Standard (New Jersey) 1 1 3
Texaco 4 t 1
Gulf it i 5
Shell i 4 2
Standard italifornia) a 5 8
ARCO ti S 7
Standard lindiana) * 2 4
Mobi | H d li
(lettv ( in T?

Union 1l in
Sun 11 o 9
(toutmenial 12 14 12
Marathon 13 17 14
Phillips 14 12 1)}
(ities Service 15 15 13
Amerada Him* Hi 19 (@)
Tenneco g 0= 18
Skdlv 18 = <)
Superti r 19 1) (?
Ixoiisiaiia l.and A Uxploratiou 20 i*l I
Standard M)|0o) ) n 15
Ashland 17 13 17
1P Isl i>l Hi
Ki rr-McCiee il O m
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The major branded stati® his differentiate their products and convey a
national image. TI esc retail stations generally offer a full line of serv—
ices, including crock cards, automobile repair, etc. The independents,
on the other hand, differentiate their products primarily on a price
basis and offer few serv ces other than pumping gasoline. This, of
course, gives the eoisuimr a choice between purchasing gasoline and
services at a higher price, anil purchasing only gasoline at a lower
price. If, in a given area consumers show a strong preference for the
latter, and/or if indop endents move into a market, vigorous pricecom —
petition between the m ijirsand independents may resuh.

(>fcourse some price ompet ition may result directly from themajor
companies themselves, Z'hismay occur when a major company decides
to move into a market a ea dominated by other majors or possibly in—
dependents. As a new eitrant, this major company may begin as a
vigorous price cutter; b i ,as his price cuts are matched by othercom —
panies. the retail gasol ]lq)rice will eventually stabilize somewhere
near the old level. If le- is strong enough, liemay achieve his desired
market share. Hut. ind 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 may with—
stand price compet®dini . If Il it, they will be fhe first to be eliminated.""

Ilowever, today a pr ec wai isunnecessary for the elimiuat ion of the
independent marketer. Hecnusc the major oil companies control the
lion"s share of doinest c crude oil and relinerv capacity under condi—
tions of excess domain .they In ve been able to direct the Mow of gaso—
line to their own servii e station: first. linis denying to the independent
marketer access to a substantial portion of tinl gasoline supply. In
fact, independent gasoline mark ftors receive only about 2 percent of
their supply of product from the eight largest oil companies.

[). Transportation

Hecause crude oil is low in vuhii relative to its weight and the re—
linerv process reipiires a relatively constant Mow of crude ami product,
pipelines are generally the most economical form of bulk laud trans—
portation in this industry. Approximately 7.5 percent of crude and 27
percent of refinery product are carried by pipclmv*

(iattiering pipelines collect crude from the well, and transport it to
a main lIrank line station. 1°Tom tlie Iriink line stat ion, it Mows through
a larger diameter pipeline to the ivlincr .Product pipelines carry gas
olinc and other products from the refinery to local <r regional storage
facilities from which jobbers and ultimately retailers purchase their
product.

These pipelines forma vast, complex int astale and interstate trails
portation network. Herniim*of the high con tmet mu costs, most of the
pipelines are owned directly by individual major petroleum eompa
nies or by several of these companies through joint vent lire. However,

" A rwrvittioit hlioiiM #r made at thin point No claim \* holng niiide that a|| [triol
wat* ate tin* froiill of Itie roHNotiltig provided altove or ilint major** nlwa.VH *fnrl price
Indeed, econoinlatH tfeioTJllly agree lliat cohMliucr* | ««fit from lower Price* iinxu
CMmled wilvli price war* In fact, price war* an- often the remit of dMagrerment nloail the
orop. r price *:Il(fereollol between Independent and major Motion price- They are einrtod
li) majors, major “tonvetick*" tie @ who reJnet NInten company price policy l. and
T 1™ rfimrt nrtrr ¢ika n tm/h ;/adopted
|W WIO mlﬁb thr OlWM f/|Mu/|wr tU |.urmﬁm* Thai retan?l B
«h urly eirliiNlotiary
‘ACCOI’dII’lg to Moore p |24 1ft, rtted «iro. approximate! 7fi percent of crude flom
to the _reli t[xil*z 17 petioent hy etdlnher amll_h |M>|i|5‘lrt nyttrijck %or refined
104 roxma rcent u carri 1pelire. rcen v water carrier
ﬁlgrﬂ? perceﬂ% vtmc?(y pe Y pipe pe
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tin nature of the interstate lines causes them tocome under the “tom —
mon carrier”’regulatory jurisdiction of the Interstate Commerce Com —
mission.

Our investigation disclosed charges leveled against these pipeline
owinrs by non-owners who claim that they have been excluded from
using the eommon-carrier lines. The inherent technological nature ol
the pipeline system and the petroleum industry provides the basis for
such exclusionary practices.

Through the. pipeline system, ernde oil istransported more or lesson
a constant flow-pressure basis. Trunkline stations ran pump-1in a hatch
of crude only when there isa slot in the How for it and then line pres—
sure must he increased or decreased to adjust for the desired How
speed. The scheduling of pipeline input is ,ory complex and must he
worked out in advance of the shipment Because of this process, an
independent crude producer may have great difficulty in securing a
place in the ( >Ww. especially if he does not have storage tanks at the
trunkline stati >n and or ships a relatively small amount of ernde.
The result of this pipeline system is to place the major firms who own
the pipelines in in excellent position to discriminate against the indc-
pendent produce.*. The opporl unity to require the independent toenter
into an agreement to sell his product at the well head inorder toobtain
regular sale and t eansportation of ernde clearly exists for the majors.
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Il. BARRIERS TO ENTRY

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
new 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 lityears, 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.

The most obvious harrier is the high capital cost of entering the
re,fining industry. A refinery large enough to achieve maximum scale
economies in the production of gasoline costs approximately $2 3
million.1The operation of the capital market issuch 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 petroleum 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 itsmajor 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 own 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 Im*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 u 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.
Thev would linvc to assume that if tlie inflow of foreign crude became
sufficient to cause a reduction in the current price of domestic crude,

1HiUl NIrffl Jutnnul, aprit 17 173, p if» T**»;?i] ilyin itr< H'pporl«d Itk M K iirlR *liy.
»< ul  "Whitt Will Irifun* lrfliii'rlra lu*[ro*'t>rhon May, 1 pp

l<tA  1Lift.
()
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the major companies would again turn to the. governn mt to request
limitations on imports. Their past success In obtaining such actions
issuch that one might infer a high probability of future success. Ibus.
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 common
carriers subject to Interstate Commerce 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 1CC of rates that pro-
vide sufficient returns from their pipeline investment. However, the
rate approved may he well above the competitive cost of transporting
crude oil. 13r the vertically integrated owners the excessive rate isno
burden. Those linns simply transfer funds from the Refinery Depart-
ment to the Pipeline Department: a bookkeeping transaction of no
moment ie made. Non integrated independent refiners, though, must
pay the excessive pipeline charge. For these firms a real cost is in-
curred, To |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. To a lesser extent control of product
pipelines can he used loerect a harrier to<litry.

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 (1) requiring shipments of minimum size, (2)
granting independents irregular shipping dales, (13 limiting avail
able storage at tin- pipeline terminal. (1) imposing unreasonable prod
net standards upon independent customers of pipelines, and (5) em
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
irude oil for refining operat ions, w Inllher \ertieallv integrated or not.
I-'m the vertically integrated com-crn the price was simply a hook
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 les to a compel itive level.
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A final barrier to entry results from the recent, emphasis o1 environ-
mental impact. Even firms who can overcome the high barriers may
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 may lie

at a disadvantage relative to existing plants which were located with-
out respect to such emitmints.

Summary

Recapitulation, the major oil firms hu *considerable market power.

The industry operates much like a cartel with In to 20 integrated
limis being the beneficiaries of much 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 may
lessen the ability to obtain higher crude oil prices, & 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
IHalf's, arc quite likely to retard the entry and expansion of signili
cant independent refining capacity, and lienee may have a similar effect
o1z independent gasoline marketing.

The major limisseek to consolidate market power by various exchi-
sinmin tactics. These firms basically attempt tosharpiy limit the slip
ply of crude available in independent refiners and refined product
available to independent wholesalers and retailers. This Iis 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. 1l is also accomplished through control of pipe
lines, exchange agreements, processing agreements, and price prote«
tum coupled with price wars. An 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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IVv. CONDUCT: COOPERATIVE RATHER THAN
COMPETITIVE

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. Some types of
conduct which may 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.

We 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:

lidlucncing 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 affecting 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 progranm
lias been exploited by lic major integrated linns to protect (be indus-
try 3 oligopoly position witli respect to refined products. Broriitioniug
lias been exploited by the majors to raise crude prices above their
compel itive level and results in a major misallorution of ilieeconomy®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.

Among the choicest Vf domestic oil fields are those contained in off
shore government owned land. The oil leases for these fields are sold
through <“tompetitive” bidding. It lias heen common practice, how-
ever, for oil firms to submit joint bids on these lenses. The result isa

I w A auititinii. Thr wviem Prlenlram  Uitrkrt, Joim liesjiklim Urmm, Hiiltliniiri', 11%71.
> .

M _A. Aiji'lltlflli, "KUelilicy i»f Iti'tHOMrn. 1% In  Cnitln  I't-irnli'Um " <uuthi'm Kco
n/imic Journal, vol. i pp. 101 “1s0.
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small number of bidders for each lease. Joint bidding, and joint ven-
tures in general, may promote competition in certain kinds of situa-
tions."1but such conduct by large petroleum firms, given the concentra-
tion already existing in the industry, is decidedly anticompetitive.
Walter Mead has shown that, with respect to Alaskan Oil and gas
leases, firms who were partners in joint bidding for one tract tended
not to compete with their former partners in bidding for other tracts.1

The lack of competition among 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 isestablished 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:,rarea, it is in the interest of the integrated limis to post a price high-
er tImn marginal costs consistent with each linn"s self sufficiency ratio
(the ratio of crude production to refilling capacity), and the elasticity
of demand 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 lewels. Second, the integrated linns can “Squeeze" those firms
which do not have lheirown 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. When the non integrated refiner pur-
chases crude, however, the posted price is. in fact, the “feal” price he
isalways put at a cost disadvantage if tin* posted price deviates from
marginal cost.”

Lack of competition among the major firms isalso evidenced by tin*
absence 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 im'coiucs the field's
price leader, Kurtlierrnore, our survey of independents has shown that

W aller J. Mnud, "Tin, Competmve Kikiillh'nnre of Joint Venture*. Anlttruit lulli
tin. Vol. X 1I. Knll 1007 1>|) ICIH Hi.™*

t If., pp. all SOl

S*e for 1IMlatUT*. “S Toon. Crude Olvon lllalter I'ohlimk*.* Qil lift,/ Han Journal.
Jlone -I. 107U. p. V".
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there appears to be no competition for the right to erect gathering
lines: although a crude lield may be geographically convenient to sev-
eral 1t*fillers, only one refiner asks to install gathering lines. Only in
the smaller fields isthere some semblance of competition—there, major
firms appear to compete with smaller trucking firms in order to secure
the crude.

From 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, common car-
riers and are regulated by the Interstate Commerce Commission, the
major firms who own them nevertheless engage in many discrimina-
tory and exclusionary practices with respect to smaller firms who 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
iffined products: . B

) Evrhange <i<freeiittnlx.—company A with refinery in area
X will supply crude oil to company Il with refinery in area Y.
.Meanwhile, company It will supply his crude oil in area X to
company A. SindhHy, A will supply gasoliiw to It's marketers
in aiva X. while It supplies gasoline to A 3 marketers in area Y.

(= I Tocexnhi>j tt(/reestentX.—A will refine It'scrude oil in area
X under contract. In other words. Itowns both the crude oil and
the final product. llesimply 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 1gasoline
to independent marketers. As a result, in 1!>77 less than two percent
of the eight largest linns "output was sold to independent marketers.
We shall sc 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.
IInisth rentruing the mnt inuni viability of the 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 B4 jindependents controlled
itl percent of the market in I>is! riot = iiowe\cr. in .Maine, where there
ire N0 nearby independent refiners, independent market rs accounted
foronly 1.7° percent of ales."~

Independent marketers have been exceptionally innovative in their
market ing slyles. Therefore, m restrid ing their access to gasoline tlie
majors have created major misa llocal ions id® tr.sources. This 1is par

HK*r i '\HEltIfVl tll»ni»r<i»n of .H"»ilﬁrirh tin**. “*r iM'tlon «li linrrli»rn to Rtitf.v
a2, \atiumit fvfro/mwi Nnrx |'Uflhno
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ticulu. ly true in view of the majors® failure to innovate and meaning-
fully compete among themselves at the retail level. In fact, it appears
t1at 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 themany 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
common price for raw material and seek to stabilize price for refined
product. Their common 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 common target—the inde-
pendent sector of the industry. In sum, the majors continually engage
in <*(>inmon courses of action f > theircommon benefit.
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V. INDUSTRY PERFORMANCE

A thorough analysis of industry performance for specific levels of
operation is not possible at this time ns the industry isdominated hy
integrated international companies who do not report profits in any
consistent form for less than the company operations as a whole. How -
ever, some indications of industry performance may 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. 1l
declined from a high of I»,33percent in HIM to *@percent in IPEN, and
rose to 12.4-percent in 11’7, In the period I1B¢% 11*71, it remained rela-
tively stable, with a 11*71 average rate of 11.1 percent.

For this *2 year period, the median difference between the weighted
average rate of return for these companies and for all manufacturing
was a positive 11 percentage points. That is, for approximately one-
half of this period, the weighted average rate of return for these com-
panies was more than 11 percentage points above that of all
manufacturing.

(€%
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Table \-1 — A et income ait, r taxes as a percent of stockholders equity for the eight largest integrated petroleum firms
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Ordinarily such a rate of return pattern would not be much 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 Y/ percent of the value of crude production
from gross income. To the extent that this procedure leads to “Writing-
ot!®v assets more than once, it provides crude producers with substan-
tial < uureported 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 com-
panies may expense, on a current basis, investments made 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 may be used
to offset their domestic tax liability. No 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 mar-
keters indicates that (1) crude oil production ishighly 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
("9 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.

Two additional observations about industry performance need to
be made. First, the pattern of refinery margins over the past two dec
ades is analyzed with the relationship between refinery margins and
cut rv especially scrut inized. Second, llie cost to consumers in terms of
inefficient marketing operations isexamined,

Refinery margins were generally lower in the sixties llian 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 toeain a compel itire rate of return in this period, the
range n ist have been on the order of Ill to 7n cents a barrel. | 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
1iH),1 By I>7n the figure had risen to Sf.hoo. Annual capital costs rose
sharply from P.lad In I*%= 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

Atlitifutn - up. fit 1w .77
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were sufficient to yield ;icompetitive 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-
omy was enjoying rapid. recession-free growth. Average margins for
refined products from I"t\j through 1072 are given in "Fable ). It has
been widely reported that independent refiners were not earning com-
petitive profits during the 1(Mill's. Therefore, the absence of independ-
ent entry during the Itlti0'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.
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I1'ei baps llie 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 many stations so tinn motorist-
"ill alwavs be witbin dose proximit\ of lliemajor company"s slat ions.
Flu. result is Ilull Ilie niruber of independent stiltions is limited by the
i vililiib.1i\ 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 mdr
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pendent retail outlets than in areas where considerable independent
refining capacity ispresent. On the other hand, major integrated com-
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 ®ut-
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 many branded
stations with low volumes, it isclear that some of these stations have
such small volumes of gasoline sales that they are neither eflicient
nor profitable. This supposition issupported by the very high tumover
rate among major station dealers (approximately 25 percent tieryear),
by the fact that the majors are closing small stations and building
large-volume “1ighting 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 In7it, over ifff percent of
major station-, had volumes less than 17,000 gallons per month while
independents averaged a much higher volume sometimes rising to the
IMI.oon gallons per month.*

At any given time consumers will demand a certain mix of branded
and iinbranded stations. Some will seek a combination of low-priced
gasoline and liltle 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 li of lhcse tvpes of out lets. llowever, thut growl h Inis been
limited especially in areas where little independent refining capacity
exists. Therefore, consumers arc provided less of the independent prmi
ml mix than they want in certain geographic areas (e.g. Maine and
other New 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.
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Qidinurilv 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 demand 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 <=arm3 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 many branded sta-
tions isa 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. THE CAUSES OF THE F*RESENT SHORTAGE

In previous sections we provided u general analysis of tlie petroleum
industry. We now 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 Progranm;

Interdependent and cooperative hehavior hy the largest oil

linns;

3. The 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. An insufficient supply of domestic crude for independe “re-,
liners; and

(. The fact that major station giiaoliuc prices have not hern
allowed to reach their natural lev Iduring; tin* period of shortage
in certain areas of tin* country.

The Oil Import Control Program was abolished by the President
on May 1, 1073. However, itcreated, and leaves in its wake, a shortage
of domestic refinery capacity which will last for at least three or four
years. The 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 who 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 demand 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 l&*
attributed directly to environmental problems. However, now 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.tWi barrels
per day. Other large firms also plan new refineries in the near future.

Normally, we would expect 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.

@)
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On the one hand, import controls and major firm ownership of pipe-
lines has made sources of crude supply for potential new entrants un-
certain. On the otln r hand, slate prorationing legislation and the fed-

@ cral oil depletion allowance have created a “tefinery 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 isexceptionally rich in sulfur con-
tent. Many refineries, particularly those situated inland, are not equip-
ped toprocess this “Sour™ crude. The major firms, which control most
of the domestic crude supply, appear to he preventingmany 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 “ture””for a shortage would It 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 demand would Mebrought into equilibrium. Hut what has
happened here isthat 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 amis where
they compete with independents out simply by not permitting their
prices to rise. The 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. The sole basis on
which they can compete with the majors isdestroyed. The effect is the
same as if the majors had all dmp]|>cd their prices in those market-
where thiy compete with independents. The consumer may In-realizing

@p some temporary advantage (in the midst of great inconvenience) in
tin® form of somewhat lower prices from tinlmajors® stations. How
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. The results of the major companies discouraging their
dealer from raising prices have had some serious consequences:

t») ludcpciident marketers have Isiriie the brunt of the short
age Imtchiisc the largest majors will not supply them, and because
ifiutty of their normal suppliers (independent refiners) are utter-
ating under capacity. \» a result, over 1.2(H) independent stations
Lad been forced toclose by Mu Vv I|0.

1) Itceausc what gasoline that isavailable to ihdc|>chdcnt mar
holers has ltcenmr “cry expensive, tlie l.aditiniiiil 2 to itcent price
differential lItelwcen the majors and the independents lias Im<ii
eroding and in some areas of the country the majors are aetuiillv

1Kof n ilefiillt mimmil | | fill nitertlIN, Her \Jtpena\ It
f'roMii lYiifntl IVfrolrutti fnfl» Imllrali'H In If* ' Interim | t | w» afut klittltler* elat«*|
I IW7-1 flint It» r«*nn**rt "o|»efrttr«| ut it*pre«x%liticifa*ly fin [»rfe»nf nf <lr*lrr*t »*o»U
In tlie firel ilnnffiT nf 1*3 t ilur fit mi tnulilllli fit nlilnin irinl** nil
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pricing ljelow the independents.3 In Northern Virginia, Alert reg-
ular gasoline (Exxon®"s “Tighting brand”?) is 1 to 2 cents below
Scot and some Mobil and ordinary Exxon stations are priced at
the same level as Scot.

Due to all these developments, the prospects for the next three or
four years (the period needed for construction of new refineries)
appears bleak. As demand 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. We 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 lewels,
they will turn to more eflicient (less costly) styles of marketing.

This change in the majors ”style of marketing has already begun.
Main majors are withdrawing from their least lucrative markets fa
partial list isprovided inTable 11j. These developments at the market
ing level have been caused in part by significant changes in other sec-
tors of the industry.

Tabic Il.—Murkrtiny changm

<ivire:i On ?rt«>l>er IH72. announced a $250 million write
mar hna amiuntirolUnihle” ogerfxtlons

Indl uded Inthe announcement was Its plans to
sell or close 350(1 service stations In the upiIs>r

. Mld—west and Northwest

Phillips Petroleum t’ In June 107 annaynce Lans to withdraw. It'
service st t|0n an| ho eating oll o erations

In tin* ‘Northeast. 1 service S|ut0ns are

volved
Arco. Announced plans lo W|thdraw from retail marke(t
%0 eratlons |n the South. Southwest. Roc
M untain and Plains states
Koliln/lir d soine 1170 servme statlons to American Pet
roflml whlch Incl udded all o‘ [ts mar etlng ?Ll\/brn
oni In Florida. ﬁ eor’g a]s we|l ns Selected
a etlngosTntons In Nort South Far-
oI nn and parts of liOttltdnna. Alabama and

Sun <ii| i’ eénrnnrrrS 1575 announced that It was with
a(yvmsg from [n t|n Tntlona In eight
western Stales |ve 1 seryice statigns
wen voIve TheSIates are Jllinois, Nebraska
Kansas the linkolas. Wisconsin. Mimnesota and

Molill Qil Co Intend]s to cIose 575 service siutlons In 11*73
Kxxon uIIed out of Indiana. Illinois. Wisconsin, nnd
Sstandard ilIml i PuIIe(Ci gut of Western slates with the ex.option

of Washington and Oregon

dNardlncg P> Friii*t McClelland. Asaorinte dIt r <f platt's mlgnrant Price Kerrpe "
1 la v -rut AiiTrrsnr iiininr. an tnde|>cn rnls Is nnmnon NOW "cnmitaled with I
lo @ rents nine montns ng»
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At the crude level, oil companies are making record high bids o
off-shore Louisiana and North Slope Alaskan tracts. On the interna-
tional front, the press frequently reports accounts of successful de-
mands on the part of the OPEC “nations for increased royalty takes
and ownership interests in crude production. The Shah of Iran de-
manded that crude production he increased by (B0 percent or the West-
ern oil companies would have to "cave when their current contracts
expire. The lragi government demanded (successfully) a “Sharp””(but
undisclosed) increase in crude production. Saudi Arabia and Algeria
also plan substantial increases in crude production.

The gist of all these press reports is that (1) there appears to be
a fundamental change in marketing strategy on the part of the ma-
jors; (2) the majors are being forced to accept much lower profits
on OPEC crude oil and on domestic off-shore and Alaskan crude oil
am (1) they are losing control over the production rates of OPEC
oil. These events are not unrelated. The trends in crude oil production
are at least part of the reason for the change in marketing strategy.
There isnow 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 May 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 Iheir crude oil needs with an increasing fraction
of decreasing! \ profitable foreign oil. Profits on 1*.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 lIa subject to new uncertainly. Heretofore, target
(and realized) rates of return have been higher o011 crude production
than on refining and marketing, The 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. To
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 EC 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
profitswill la-subject to greater uncertainty.

<5r«- MorrU AdHiiirto. Thr W irfirf liatkrt igotni 1 ILiltltimrr

|t»T2t Liillv pI> iMt” in
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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. To do so, refined product
prices must rise relative to crude prices. Since gasoline eotnprises about
in to 3¢ percent of the volume of relined product and Ceto 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.

The 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. ARC 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
who remain. This strategy will only work, however, if the majors can
retain or expand their regional market shares. To do so. lhey 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. The eight largest linns can keep
their own stations supplied, while at the same time, indirectly reduc-
ing the independents® suppl iesby reducing their 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 who have traditionally sold t<>~"
independents.

In lhe longer run, however, strategies sinu 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 | estimated that eight firms
produced over s* percent of world crude oil (excluding I .S. ami Ca
mtdian product toil) in llie lirst ha IFof IU)). Sev eu of the eight (l,won.
HI*. Snell, (iulf. Texaco. Standard |(*nliforniu]| and Mnhil)
wen* either 1 S. companies or allilialed with 1 S. companies, Kven if
in the future, these companies make little profit on crude production,
they still have a sirohg interest in prevent ing lheir crude from (lowing
into independent refineries. An 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 Ihere lore dillieiill to accurately forecast tlie complexion of the
industry live years from now. Much will depend upon the demand foi
and supply of petroleiim substitutes, technological advances, and the
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progress of the Alaskan pipeline. The most important factor, however,
will he the shape of governmental policy towards the oil industry.
Much 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 made by the I Thited States
government. lhe 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. Some 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, Ibe independent marketer, out of market

after market. .
Conclusions

The survey dal a lead to certain tentat ive conclusions about tlieopera
turn of the various markets of the petroleum industry:

1 The eight largest majors have effectively controlled tlu put of
many of the independent crude producers.

-~ A high degree of control over crude ismatched 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 largehi dependent on the majors for
their crude supply, but independents sell very little of their gasoline
output back to ma jor oil companies. 1lndcpcmleiil refiners sell the Inrg
esl amount of their output to independent gasoline marketers and to
iheir own stations. Ilnis, the welfare of the independent marketing
sector is largely dependent on the well living of independent refiners.

I Ihe continued existence and viability of the independent refiner
isnecessary for lliesurvival of the independent marketer. Tins isespc
I"falh. 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 mg levels. Such conduct ami associated Market power Inis its
origin in the structurn I pcciilint ities of the petrol -mu industry and lias
bunted the independents shale of the market to approximately one
quarter of the total, especially m Districts land t, resulting in a threat
to the emitiiiucd viability of the independent sector in this market.
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APPENDIX A

STRUCTURAL CHARACTERISTICS OF REGIONAL PAD
DISTRICTS

The petroleum induBtrv mr u national basrs lias been discussed ir. ihe body of
this report. The gli %?se of this, np |e dix Is t rovr e ad |t|r]on?I structlral
ata sently av ab e Ina re ro a ramework, use mug tile data In
|s |n usérg/ are %u g acc Ing fo BAI |etro euin, Administration for

Defense tricts PI Par m%nt of Interior, Bureau of Mines, It Is accord-

|n tot is geographica defrn tion_that these statistics are presented. However, as

becom evrdent Upon examining the following data, to a Iarge extent, these
%eonq 'CE designations may bo Teasonable approximations for regional eco-

The De art ent f Inte ror Bureau of Mrnes |dent|tdes live Petroleum Ad-
n?mrstratr n ense ﬁ-\ rrcs In Ole I'nited Slates. Drstrrﬁt 1 In-
cludes the ast Coat and e ac |a area . District 2 mcludes. the mid
western sta es as we as Oklahoma, Kentuc y, Tennessee an Mrssourr Drstrrct
te largest crude oil productrop X L |sér|cts Sltnll rnrY
i) Mountdin slates; and ‘District fi Includés t est Coast states Inc udrng

AlasKa and Hawail.'

UtUATIvr iMColtTANcr ot- Fivr Disinters

The live Districts will Is- compared in Ihe foIIowrn? three reIevant areas of
groductrorl and cor]fumptron d” [oroductron of domestic crude nil: HD number
nd mpaclt) of rellneries; and (Ifl motor gasoline consumption

I'"KollI' TION o r 1 ItIHIT (11

Total P S. production of crude oil was till million Imrrels per day In til'll.
rtlll)raa ere lar eamoHnt of crude oil Rrodfll I'in Tovis and Isiitislaill) ?rstrr
st cru e oll groductro of any of the Dist rrcts rmrlar
1%rge pro] uctr r] of Ca | orni rarsed Drstrrct to second Face .srmongD
o% for all Districts Is shown bFIow In | le 2 trn
Imenlrstrrel and Imported shipments of crude ol are set forth

Taiii.k 1 Production of cnidi oil hy district, IH7I)
[td ttniisntid* nt tmrri‘h dully)

INalrtrt Mlmilicbli """ T wium otitton
1 m .
% 1 Htilt 12 ll-}%
. fl. fttm Ii7. ftli
Total 12 ami 1 7. T0H K
4 th7ft 7 DU
ft. i, aft4 M
Total it, <i7
Non I'rneiiUytw limy nut itdil to tun Im-iuis nl muiidlny

Seia,f U s l=olWtiwnt id 6" Intrtiir, Huir il ul Mini-, Mintml| /||d|nuy Sty U1Pruitn 1ctui
leum. TvUelHim I'mliuts, unit N ulinul 0% L lijilitc into,"” Utils an. |. IN

es. Ilnrml linltithu Umion, «1elriiliiiiii Hillm -rli. In 11k t'nltril Histim Mint Puerto
IItllinI Jhouiid I. Hi?.l Hint ilnOIni n''nri Hori'iiii of M’ ik, I's I>'nirimenl nt tin
ulnrlot
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Table 2—Supply of crude oil by district, 1970
(In thousands of barrels dally]

Supply—DomoatT receipts from distrtct-
Traduc-

District tion  Importa 1 3
o 611%% 3 1,3 L 2712
T T
5 1 254 380 8 30

Total 9,637 134

Source- U.S. Department of the .nterior, Bureau of Mines, Mineral Industry Surveys, "Crude Tetroleum
" table 3D, p. 30.

NtTMBEK OF CAPACITY OF KEFINF.81E8

Total crude oil leou hout ¢ acn for 0 eratl refmenes In the United
Stutes was 127 mi rrels atwey gasolme out ut
Fa]uta/ for o;%eratm (%IGS was m| arres t|er he
mber o eramg refinerlea | nte nlt ttes was |str|ct 1as
9reatest numper.o fr]Frles and amount 0 cru em\ ainline cagath
Dlst ict 2 and District 5 follow In order. The total for all D|s rlcts [s shown 1n

Table 3.
MOTOR OAHOIIJNK CONSUMPTION

Total U.S. co m tion of gasoline was 5.8 million barrels per day In 1970.
The ﬁarge t5|£ Fat onpcenters %% D%sfrlct I and Dllstnlct 2 E d t?a gest con-
%mptlo t[ ct..5 was | ace with 800,000 barrels a g nsumed

The total for Dlstrlcts S own ow in Table'4. Inter I tr ct gasoline ship
menls and shlpments of Imisirted gasoline are provided In Ta

Tahik A'umber uv<l capacity of petroleum refineries by district,
1970
| 111 Fflioiiniids of KurrrU. tinllyj
Numliei of Percent - Percent

Lilntrli-t P i (-—I;:IJI\(/jbet-.llltl)t/ nt tota] Lé‘;“;fﬁﬂi Wied Rt
1 30 1501 4
: b 418 A

TO%% 1

112 « 7 53 2 3, 088 51

: Eoal Ao 3

Total 253 12,058 (. 029

Not KIfUrr/l himy nut ud<l to loUti Immur of mumtliiK

Htnirm 1+ H D*Imutmritl of llir InU'tioi. MiirmU of Mlitn, M Inrrtl Ihtluolry Hurvryi, "I'rlrolrtifn Hr
HlirlWs Il tin1 iillrtl NtMtftMIHI I'TW to 1tICO," UM** |. 4

«For ICIfIM, AD' H|C1 Mjllr<1 Nfulrn [Mrre-t'liltiffr ylrltl of ollnr Iter Imrrrl of <rtn r ot
HNH ﬁPI>r<-mtn «*Iv 4* & }Lﬁcrr Amrrll’ N(|<| |V r0|tX[lIlI’n Inm‘m/| Jtiirolfnm to fI' n)

HEt® [lo7 1 ioikio | <H ) I'r ItirurfMirAfotl. IInltltitorr, Mnrylnml, » 204
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Table 4.—Motor gasoline consumption by district, 1970

|In thousands ot barrels dally)

o Gasoline Percent share Rank of

District consumption ot total district

o g - 2,001 34.0 2

. - 4.7 |
Total 1,2,and 3 ........... 4, 749 82.1

................................. 171t 3.0 5

G o L .- 860 4.9 3

Total..... ... ..... ft, 784 .

Source: U.S. Deportment ot the Interior, Bureau of Mines, Mineral Industry Surveys, "Crude Petro-
leum ... " table 80, p. 33.

Table 5. Supply of gasoline by district, 1970

(Thousand barrels dally)

Domesth receipts by districts

o Refinery

District output  Imianbs From 1 Prom 2 From 3 From a From &
1 o4 ft 66 38 1,333 .. 1
o 1.0i 1 93 243 1
it 1,737 G3
1 1H7 10 12
5 . 736 | 29 43

Total, I"nited
StnUm.. . 4, 9111 67

Koutreb:I U.H.lDe artment of Interior, lluieitu ut Mlitrs, Mineral Industry Surveys, "(‘rude 1'etroleuu.
" table So, [>. S3.

TIVKRVIKW op HINTKUTN € ‘rruKillKill >

IL In nppnrcul front fl'nhlcs | through fi tlilit tin District cmcrgcN un m <itn|M >r
lunt In nil three of tin* liitr'Korlt'N. I>Imirl< t It In innnt Imiiorinnt In the production

mid refilling of crude o il; however It In fourth Ill motor riinolliip coliHiiliipllon. In
colitltHHt, I>lhlirb i | In ||[fih nnd fourth In production mid refilling of crude oil hut
second In KUNoiiiie eoiiMiniplloii 1i In alno iippnrent ihut DIntricl 1 iiiiinl hcnvllv

Import crude nnd kiimilliic from IHntrid it or from fordKu nourccN. Further,
IdN trld 'J uiiiNt iilno import crude from llinirlet ii or from foreign sourcea. Indeed.
If tThe <¢milynIM of lhe Indlintr.v In lo Include u complete exuiulnnllon of verlliclll
Inlegriilloi,. il. e . prodticllnn, rellnliiK, IrniiM|M>rtntlon. mid dIH ilhutlonl. u proper
(lclinllloii of the gcograiihlc mnrkcl nliimilil Include Ilirdrletx I, 3, nnd il In the
crude market, mid IMntrictn | nnd il In the ttuNollne mnrket. Itintrlctm | midfiMccm
lo lie 111k« In Thut KIINolllie ciutniiniptlon requirements cun lie approximately met

Id Internnll.v produced crude oil mill rellneii gUHollne.* In Table Il. the crude nil
mid priKlud pipeline mllcuicc hy dINIrlel provides further dlstrid distinctlon Il
Hint ihe largest crude oil plpelim< mileage occurs IN IdNIrlds it. li. mid | res|«<c
lively, while the hirgcHI product pl|>elliie iiiliciiko occurN In lilatrirta 1!, it, mid |

ris|[H<cllvely

o|*I»trlel f jliics Impaort nlsxil ik+ |Herce<iii, of it 0il, n Thi taRe t
drop cons%lernldy uporP(Le like of Ala\1 au otl 1l Isa(t:rrmeﬂ owever This precentaRe ton)
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Tabte 6.— Pipeline mileage by district, 1969

District Crude oil Percent ot total Product Percent ot total
1 2,512 4.1 10,176 18.1
2 e 23, 060 37.3 26,712 47. 7
1 . 29,656 47.9 13,252 23.6
L, 5,873 9.5 2,775 4.9
D e 786 1.2 3, 181 5.7

Note: Total U.S. mileage operated: Crude oil, 61,887: product, 66,006. Percentages may 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 Printing CHIce, Washington. D C. (1970). p. 6

Districts 1 and 3, and D istrict 2

crude oOnN.

Crude oil production statistics by company un* not presently available for Dis-
trict 2; howgver such statistjcs aye avai Farplle r}or epstate 0¥ %exas n Drstrrct
% which In 1971 accounted for El percent o crude oerro uctrgn in the com-
ine 1an 3d|str|cts As cun be seen in Table 7, the To 8 tlrms
acc%rYnlted or an estimated 3.1 and 51.3 percent of crude oil productron in Texas
in

Table 7— Market uhareH of hading firms incrude production, State of
Texas (in barrels), 1971

Firm Crude production sher r%?rt%?m
é(ta rPard i Indiana) ]?2%35 Zﬂ\g) ]§§
Texaco ......... 11, 22 ,%4 Hg
i 1L .
Shell. 37, 451, 586 3.1

Noir Top 4 Jal prrreni, top h A percent.

Source KirmdMa from “ Oil Dlrvrtorv iwnl I'rinlucUon Hurvny 1U73," It. W. Nyrnuift A Co., Aiutin, Tci.
*Actmil tlulii ytvrn iun Hrplrmlwu litfl tlula multiple! bv 1.*) ToUl Toi*»ti. <5 productron rUu from
"MIncrnl Industry Survey*.<'rude |vtinli<um. ivtr.ilmim Product*, mnl Nurmol Dm Liquid* - Dcorinbrr
W7V. Ut»I"3.p 7.

RUTINI NO
As shown In Table 8, Top | concentration for 1970 In crude refining capacit
In Djstricts 1an_? 315 39 * 'ts*rcent while To ri e ntration L 645Js* cent. in
asoline sae tile lOP [ tlrms contro ]_12 -rcen (i the murket and the top 8
onfro A M<fccn f the market Ind ependen ret nerles 1Kissess onIB 8.7. per
eeul o cru e 0i n District, | and 18.7 |K*reelit of ca t strict 3

ea I

Market s ares of Bge e,nrJent asofrne retailers are also s f y55 Sreent
District | and? 1s-rcent In rstrrct 3 Moreover the mar ets ares of the ma-
or oll_coinisiu cs have mcreased b?h lIning an gaﬁ)lrne sales during the
ast 20 years; an new en%rg/ etnrrK bus gen virt ¥ non-existent

In District’ 2 on the ot r ?H tlrms. I{I 19 Oaccou[rte Irf 311
and 382? IH-rs-ut of cru e and aso |ne refinery enisielt ? ectiv e the

) 8 tlrms accoupted for 58, @11 (s'rcenl respective ¢ 9), Tlius
eo iccutration at llie rentrer) IeveI ap|M*ars to Is- significantly Iower In District 2
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tiiui 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
filfm.sand hence, are significant factors in the market.

Table 8.— Crude and gasoline refining capacity, districts 1and 3, 1970

|Barrels per day’

Share ot market Crude Share ot market Gasoline
Company (percent) capacity (percent) capacity
Standard (N.J.) - 14.37 967, 000 1511 466, 500
Texaco.......... ... 9. 61 646. 500 8.G0 265, 700
Gulf. ..t 8.18 550, 500 9. 47 292, 550
Shel_l 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
SOCAILl, ......... . 6.29 423, 000 4. 30 132, 750
ARCO o 5. 16 347, 500 5.25 1G2,000
Total crude
Capacity. qv oceeeeaoooann G-728,6 78 ceee e -
Total - gasolirie
capacity 3,087, 920
TOP Ao 39.48.... oo
0 64 .50 . e mmeeen .
B 8BS0 e 1
Top 8. 65.43 ....

Norr.: I'errrnloitrs may not oild to IUO.tl Irecntisr oi roiliwlItift.

Sourer. 1I'S. Department nl Interior. Iliin'nu ol Mines. Mineral Industry Surveys, “ Petroleum Henner-
ies. .. table'’, [>|>.I 12, Jun. II. K7I

Tabte H—Crude and gasoline refining capacity, district 2, 1071)

(Uurrt'k per duyj
) Shunlut market Cé? e Share of market Gasoline
I'ompany (percent) ea|r | (liercenl) eaporlly

Stﬂnd rd (Intl.)
leag .
gltj%n ard (Ohio)

2

g%

Shell g , Z
Texacq. §é X E g §§
Mura Inn ) d
Maliif . 140, 60 10
Total crude
octg?acny _ 3,492, 671)
paaoline
capacity 1, 685. 527

4 %8
o b B &

Notr; rrri 4Miiny.t» mny not u«d« to [M.o Ixvaiu* of roundtiiK
er& I'.s |)»'|Hirtinrrii_of Interior, liunuu of Mine*, Miinrul liuluxiry Hurvryi, "I'ftiviw ini licitu
M ; 1

tiii’ir J, pli t ii, Jmi. n, 197
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OA8OLLNE RETAILING

As |nd|cated in Tahle 10, tIle Tog iamd 8 firms_acco (Pted for rommatel
367 and 58.0 percent of gasoline barrel sales 31971 and the compined 1and
istricts, In District 2, 1970 the Top 4 and 8 Anns accounted for 37.0 an
60.3 percent respectively (Tab e 1l )

Table 10— Market share of leadin") firm* in retailing: 10)11

, DISTRICTS 1 AND 1 Mar et shar
Firm: 3
Texnco ”'é
G%Pl 78
évlwe?ll-———---"—"—' ............................................................................ 04
St dard (Ind.) 5.3
ARCO e e
Sun 4.7
SOCAL - 3.8
Top4..... —_— e - — 0.7
TOP B = 98.0
Source: National Petroleum Heirs Factbook Issue, 11%72 5. 118-131.
Tabte 11.— Market share of leading firms in gosol>nr retailing: 1910
Firm: DISTRICT U Mar%et shar3
American
Shell s 84
Gulf e 0.8
Mobil 6.7
Texaco 6.6
Sun , ,, 6.1
1hilli 5,3
ARCO oo S 53
Top 4 37.0
Top 8 60.3
Sourer: XaKottal Zrtrotrum Hews | aclhnnk Issue, 1771 pf* <28 133

PIPELINES

Estimated concent ration in crude oil pipelines for the combined 1and 3 district
for 1969 is provided in Table li. 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.

Tahle 12.—Estimated concentration in crude oil pipelines in Ihe com-
bined 7/ and 8 district 190ft (after percent of ownership)

ihili

f*otn|inii) Hank Nilinl*ir of barrrl.i romp»n>*Imrr
Py Rl W
B;}? || 3 12 334’4% 138
| Cn 4 "8, 475,196 7.6
Eé)&%mal’ 4 largest 5 69&%%739898 57175
ARCO ! § 2d0dn 5

Standard Oil (Indiana) S
Total, 8 largest (183 031, 901 5.7

U ?}Junl%lmeJ&u rgal Cradr oil Fiislinr Allas, lull unit ulentutr ronunrre*1*oianitvinr+  lgan*
|n>rf utUi in the I'n tate( ptti, "0l Fi(m LInM." K
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Table 13— élmat&d concen ratign inproduct pﬁelmﬁm in the

combined 1 an strict, 1960 (after per cent of owners
1'roducts

Company Rank NUMareie  Company shore
Arco 1 BO, 806,388 10.0
GUIF OIl COo. v mmee e 2 00,170,015 10.5
Mobil Oil COmnmnmee e eae e 3 55,755,939 9.7
Exxon 4 55,462,881 9.7
Total, 4 Iargert ..................... 232, 195. 823 40. 6
Shell QI g 2 Jargerten e f 52,085,853 9.1
Texaco, Ine........ 0 51,632,141 9.0
Standard 0il Co (Indiana) 7 47,504,275 8.3
SOCAL ..o oao.. 8 30,524,051 5.3
Total, 8 largest.. 414, 002, 743 72. 4

source; Ol anllﬁ lI ournal 1’I’I’]LICII Plpellne Alla*, 1970and Interstate Commerce Commission, 7>a»»-
jiorf stalutia IN (r d siain, [it. fi, "Oil i’lpc Lines," 1070.

District 4 and 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 MI percent of crude oil production Il 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. ITable 10).

Tahle 14— Calijomia crude oil production, 1970

Percent market

Company Harrell per day alioiu
F 161,528 14.9
1y. 104,015 10.3

H Tn 77,280 7.6
Shel Ce 06,312 6.5
Mobil 60,493 5,9
Texaco 44,825 4.4
AID'D 42,032 4.1

otal r Stat 1,018, 980

ffercen 30 3
Top 7 1 (percent) 53. 7

» No Information t* uvnlinhlf lor nomptnlea ranked below the w?en <ir*est.
source: “Annual Httieu' of (Mi/ornta Oti anti (Jos Production,” table1, j». v.

ago 533«°l
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tabte 15— District 5 imports and receipts j'rom other districts, 1970

|In barrels per day)

Canadian Other foreign Receipts from
Company imports imports other districts
SOCAL  _...... - 22,432 “9,425
Blly © —— moTTomeeoos coeooooos oo oo
non. ... 10,544 - ...,
Shell 84,353 13,021 9,425
Mobil . o ... ... S, 04,111 7,311....... -
TCXA 20 ceeieeci i caecaa s 62,040 12,997 0 ool ...
ARGO - 12,009 <3,770
Total ... ... 401,467 37,700

1Estimated figures from pipeline shipments.
Source: Annual Heckif of California DU and (far Production . . table 10, p. 7and table 16, p. i».

'Fable 16.— District h crude oil production, 11>70 1

1In barrelH per day)

Company pBe?rt;g; Percent r:r?gl;:;
OCAL  ...... - . 183, 385
B 1048?8550&0
o o
ARG T 0w 57,8140

1KsUmnted hy summing data contained hi tallies 11 and LV

i Apiiroiimntoly 232.(»si barrels of erode per day are |irmlureil In th" other district | Nlales These banels
are not Included In the market share names. Thus, to the eUcnt that tlif*e companies have appnntinaled
lhe same share ol the otliei .'32,000 barrels per day, these i onerntralloii lIKiuea would In»leasonaldy accinnle
lot lhe district as a whole

RKTIMNO

UH Itlb* nntl ferude ail c%%lwlﬂ diitu Aluve been thlluIde for poth Dintrlet |
linc trtet or iL || holl ic 0IKput for eacg
Hlstrle eniiNINM of Hie " KHNulint* ealmellv 0 Ihe re nerle ore|gn Input*. nn
rece| t* from other T)I*trlet

M.
118 und erude oi umclt re hljowii InTable* 17-
s%own anr f £§6*re Yntrjom I%%T) fhpgt ﬁ(»ll-l&;lléncAe?ﬁatml liiin %omgl-ltt-
i iel i
?rglnlﬂFIeM .Q.m xten ly Tii renned i ligtli Dlstrluc% Top 4 an lil% %eo(i gentrX
tion ration have remalneF relatively Ktuﬁl
Dlixtrtet 5 lium t»een tlomlrmled by the Namfi nev?n major* ntiicc lodo. Tlielr
Ntuble market Mlntre during Hie ra id tx nnNlon of the 1n UNtrfy demons nteN
tI|e|r nu&l tﬂnt e]? ee of market { Within uax |,(Lrou en majorH
Sinndnr ornb. o eonK enty owned u inp mre 0 Eve oent

or.more of. indlixtr output. | Ntrlet | I|||n ||Ino tieen tloiininuted b oom-

[eN. Sluiidard (61 Isl Standar J.) and Continental <61 Com an
nal{/e’\g) 3 I“Ieaxt P. reeIFt)oft emar et ) I pany
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tabte 17.— Crude refinery capacity, I/strict 4 selected years, largest 8 companies

1090 i9M 11167 1970
Share r.f Share ot Share ot Share ot
Crude market Crude market Crude market Crude market
Company rapacity (percent) <epacity ((mercerit) capacity (percent) capacity
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 ..o . e 27, 000 8.4 57, 000 14. 8 66,500 16. 5 67, 500 15. 9
Salt Lake - 43.000 2.9
Farmer 3 Union....__ __ 22,000 6.6 26. 000 6.8
Frontier (Huskv ........ - 20.000 6.2 20. 500 53 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......... .- . 17.000 ft1 20,000 5.0 22,000 5.2
Sinclair ... ... 24, 000 6.2 26, 000 6.5
SOCAL (Chevron) ........ 43, 000 11.2 43, 000 10. 7 43, 000 10.1
ARCO__ .. 28, 700 6.8
Shell.
Total district 4 capacity....... 332,367 ... 385,050 . 402, 580 425, 300
Top 4. . . . 47. 2 51. 6 45. 1 51. 9
TOPp 2 e e e . 70. 9 7.1 68.0 80. 6
Source t'.S llepoj-tment >f she Interior. Bureau o? Mines, "Petroleum Kefinerlcs . . " January 1061. I0CS, 1068, nm| 1071 : table 2.
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Table 1S-— Gasoline rejinery capacity, district 4 selected years, largest 8 companies

1960

Share of

Gasoline market

Cora{»*e>' rapacity (percent)

tandard (Indiana)____ 21, 050 18 2

ONOCO..covvreiiires veres 13. 600 11.8

XACO o pw ot n s 10, 400 9.0

SEaffdara - New Jersey). 9. 670 §.4

armer."s Union 9, 400 8.1

NCIA e : 8,700 75

Frontier (Husky)..... L, 500 5.6

Salt Lake. ....... ... 6,400 5.5
Phillips............ ...

Chevron, SOCAL

California Qil Co......
Shell.. . ... . .......
ARCO s iaaaa

Total district 4 capacity 115,850 ...........

Top 4 i 47. 4

Top S. 74. 1

Sour:» V 3 Lwpartmtnt ofit* Interior Bureau of Minee. "Petroleum Refinerttd . . .

196t 1967

Share of
Gasoline market Gasoline
capac'ty (percent! rapacity
17, 000 13. 1 9, 630
20, 050 15. 5 27, 570
9, 000
23, 780 18. 3 19, 450

6,000 4.6
10, 300 8.0 12, 900
6,000 4.6 6,000
8.050 6.2 9, 650
15, 200

11,100 8.6
129,650 164,905

55. 5

78.9

January 1991.15*5,1968. and 1971; table 2.

i-hare of
market
(percent)

[$2]
0 U1 N

oy wN
o

N ©

1970

Gasoline
capacity

27, 300
29, 970

9, 000
20, 150
18, 245
11, 350
15, 900

16, 450

Share of
market
(percent)

BabE
GO~NOIN

49.
7.

=~



Table 19— Crude refinery capacity, district 5 selected years, largest 8 companies

C<e=p»r,T

Texaco .oo.. coaaan
v>1Shire Gulf)
L0204 0w
Standard of New Jerser........

1961

Crude
capacity

418. 000
178. 000
177, 200
165, 000
165, 000
108, 000
105, 000
33. 000

. 515. 800

1964

Share ot
mark*" Crude
(percent! capacity
27. 6 421, 000
1.7 197, 600
n.7 182, 500
9 147, 000
lo. 9 165, 000
7.1 120,000
6 9 110,000
2.2 45, 000
1, 590, 561

61
89. 0

Socrer r r. I™rteirr.tsA ofit«Ini*r.ar. Rurkaao! Mirt* ’PetroWtcr Refiotriti

Share of
market
| percent)

26.
12.
11.
9.
10.
7.
6.
2.

OO ANOTAOT

~ 60."8*.

87. 2

1967

Crude
capacity

421, 000
253, 000
190, 000
155, 000
165, 000
120,000
120,000

46, 900

1, 724, 750

January 1961.1965,*n4 1971: tab™*2.

Share of
market
(percent)

59.
85.

~ OO OOCO~Nd

NN

1970

Crude
capacity

503, 000
274, 000
199, 000
179, 000
165, 000
110,000
142, 000

80, 000

2,011,600

Share of
market
(percent)

25.
13.
9.

57.
82.

RPOINOOOO

8
8
5.
7.

N B



Tabte 20.  Gasoline refinery capacity, district o. selected years, largest 8 companies

1960 1964 1957 1970
Share of Share of Share of Share of
Oas market (las market Gas market Gas market
fLO”S) ra**L-.1> percentl rapacity  (percent) capacity (percent) capacity (percent)
147. 000 26. 2 150, 000 25. 1 192, 3S0 22. 9 206,580 24_ 2
Shell 63 200 1.3 61, 600 10. 3 134, 500 16. 0 =4, 000 13. 6
Union_. - 73. 300 13. 1 81, 000 13. 6 87, 45U 10. 4 90. 700 8.6
Mobil oooo e .. 30. 000 S.9 49, 080 8.2 101. 430 12.1 105, 000 9.9
ARCO iRichfield)................ 02.500 1 1 65, 500 1 0 94, 055 11.2 89, 430 8.4
Tidewater 'Phillips).......... 57. 000 10.2 74, 900 12.5 85, 500 10.2 85, 000 8.0
TeXACO . & e et iai e — 49, 300 S.s 39, 300 6.6 58, 700 7.0 95, 700 9.0
WiLshire Gulf)) ....... ..... _— 16. 200 2.9 22,800 3.8 25, 900 3.1 35, 890 3.4

Total district 5 capacity_ . 561. "5 597, 775 839, 635 1,062 425
01.7 . . 62. 2 62. 2 56.3
92. 5 91. 1 .. 92.8 85. 1

T<nirtt Vs Department of Che Intfflor, Bur»au of Mirvw « p»*trol*um Rrfinfries January 171. IS, 106b. and 1971: table &



ravie 21.— Crude and gasoline capacity, 1960-70, districts » and 5

[In percent]

Top 4 Top 8
District 4:
Crude capacity (share of market) :
1900 - oo et e 47. 2 70.9
1904 51.6 75.1
1967 . e 45.4 08 0
1960. e 51. 0 80.6
Gasoline capacity (share of market)
1960 . oo - 47. 4 74. 1
1964 . e 55. 5 78. 9
1967 —— - m 45. 5 66.3
1970 49.7 77.1
District 5:
Crude capacity (share of market):
1900. .o s e 61.9 89. 0
1904 . . e 60. 8 87. 2
3 _ 59.7 85.4
1970 e 57.4 82.2
Gasoline capacity (share of market):
1960 .« e e . 61.7 92.fi
1964 - - 62.2 91.1
1967 . . 62. 2 2.8
1970 e e e 50.5 86.1

Hoilffr: Tnblo* 20 23.

Concentml Iog gs een htrgher in.District 5”]8” in Dtstnct 4 |hm||Iu|I tin- ten—
tear per Ist. In eed, the share of (tie market lie @/t e six Inrcest linns In |
\I&S een tprprommatey elpiill to (lie sharé of the market lield by the

tarttest fluid In |

?uts ?f |caso||||e [nto District "-amo nted to 1b000 tiarre tier daP/ in ]1*70*
Iteeelpts from ollier Districts amounted o 10,000 ciady In District |
1970. Tteeelpts from ot er Dlstrlcts amounted to 72000 arre ally In District 5
Wlt out accms [dentInl a% It. Is not nqosgl ascertaln which com
pilules are shippii,. nterstate to Districts | or w ich companies are tin
pnrth ttasollne

HANOLINK. HKTAILIMI

As shown In abI 22, (lie top 1and 8 tlrms In District 5 accounted for 50.jj.an

752S ||ereeuI’ th|| District' spuasollne barrel sales Ita 190 resfs>ctfve |006I

H) d 8 tlyms accounted for Itt.It and Il s percent respectlvely of t
Idstrle kuso me sales

ng
trict
at

*P.M. licpt of Interior. llnrrim of Mtam, Mineral Intluotru Niirrrp, "t.'riiile Pctro
te”'O'H.' Tolde Htl, p. flit.

AGO 53380/
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Table 22.— Retail gasoline sales, districts 4 and 5, 1970

(Thousand barrels jier yearl

District 51 District 4 »

Share ol market Share of market

Company Sales (percent) Sales (percent)
SOCAl . oo e 2,379,156 17.1 206,249 7.8
Shell....... 2,025,508 I
Union...........oo...... 1, 285, 357 9.2 -
ARCO. 1,268,414 9.1 141,160 5.3
TOXti00. . oot 1,1(13,768 7.9 293,037 11.0

Mobil 1,114,925 L= 0
Phillips 674,000 4.8 220,368 8.3
Standard New Jersey)... 627, 225 4.5 110, 521 4.2
Husky 185,209 6.9
Conoco 292,680 10.9
Standard (Indiana)........... 276, 015 10. 4

L IVLE:| 13,924, 923 2,663,700

»Top 4-5U.0 percent, top 8-75.2 percent.
>Top 4-40.0 p-rcent, top 8-64.H pr.-cent.

Source: ‘filial*' of the Market, 1U70.* National Petroleum Nears Factbook. mid-May 1071, pp. 12m 133.

PIPELINES

Concentrau? [stntlstlcs in crude oil nnd Qroduct pi x>IInesf Dlstrlcts 4 ind
5nrc not available nt wis time. owev%r existing pipelines an Pn?e ine owner-

P Information, to the extent lhut suc ownershlp could lie determined, are set
forth i Tables 23through 2.

Table 23. Product pipelines in district 4 1

1Tt orlkiiliig el NCAISHTCES 13 1y~ N pipeline
Yellowstone Phillips .. ....... Interstate.
(“ontinentul TEXACO  wcverreannan 0.
Shoshone Continental 0.
4. Cenex Unknown 0.
6. (lhevron Phillips, SOCAI, 0.
0. ITolieer AHCt), Sinclair 0.
7. <"heveime Unknown 0.
S. Wvco do 0.
It Medicine How (“ontinentul 0.
in. 1tillipu Phillips 0.
Il. Sheridan Unknown Do.

I i Pl Al il tHHILiT Hiatus anil I'omdii. “nil and Has Jnutnul," Oct. 1", W, uiipmicd

AGO 533008
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Table 24,—Crude oil pipelines in district,)1

Pipeline; . Type of pipeline

1 Continental.. - Interstate.

2. Amoco___ Dc.
‘ 3. Butte Do.

4. Chevron____ Do.

5. Phillips Do.

C. Shell....... Do.

V. Western____ . Intrastate.

8. Permian___ Do.

D. Mnrnthon___ Do.

10. Platte Do.

1. ARCO Do.

12. Belle Fouche Do.

11871 Cru<l«-Oll Pipeline Atlas of U.S. ax! Canada,>”0il and 0as Journal, October 11.
1871.unpaged.

Table 25— Product pipeline in district ft*

Pipeline Owimt Typ* of pipeline
1. Southern Pacific.. . Southern Pacific RINI* . .._... Interstate.
2. Calnev. .... Union Pacific RR. nnd Williams... Do.
3. Yellowstone.. 40 pcreent Itumble; 40 percent Do.

Continental; 14 percent Union;
0_percent Husky.

4 Chi}/ron. . g ?ﬁ Do.

. he . . Inlrastate.

R Y. DERI Be.

7. San Diego .. Southern Pacific RR.; Santa I'Y Do.
RR.

5. Olympic.. Mobil, Shell, Texaco, ARCO Do.

11" HjUCt _|'||?*||iip A(|||S

<OrIRIMtIiiR A"l b 201 A Lmul TriMXI.

1"\n,i. 21>— Crude oil pi/tr/incs in district ft1

112w im* O mirr Ty|*r of ptpctliin

1 Four Corners Shell 25 pereenl;SOCAIl, 2.5percent; tlulf Inlerstnle.
20 percent,Continental. ARCO, Superior
10 percent each.

2 ans Mountain RCO, M OQil, Philli Do.
7 SRelf. She _ P Intrnstute
4 Octty.. Cettv.. Do.
I, ARCO. AIM"D Do.
@. Texaco Texaco Dn.
7. Union Union Do.
H Mobil . Mobil Do.
Il. SOCALI. SOCAL, .. Do.

i "1071 Crudi' Oil rtpolllli**

AGO 533809



APPENDIX B

EFFECT OF THE OIL DEPLETION ALLOWANCE ON THE
PROFIT STRUCTURE OF INTEGRATED OIL COMPANIES

Tlu* oil deg# éron aIIowang n]aé/ drrectla/ encourage the exrploratron for nnd
gortatr ] omestrc cru eo ources ut it ma also rn irect brrncTt about
ults, which [imit the su X %rne Betro um gro ducts &/rest arnrn%
entr into the refnrn segment . of the Ind s“g % nonintegrated  firms. Thi
resut may occur se t e il de etron allowance creates an incentive to
r\% er cru e ol prrce? er crud rrces however, mean her costs arld
er tro It tma“;rns dortn Irntet rute rtehrnfers ut lower ro rtt rates Im
s entry Info tfie Indus ur r ewerrernersoer Ings tspm,
ﬁe ema)rtd for crupe ol u}/II he reguce\g so that any rnce Hve} e orp%?gﬁe%on
aIIowance created for the expansion of crude supply will be offset, at least in

paig T0 dgmonstratie these conclusi ons let ns posit a simplified world rrf which a
few i1degratell rrms control all domestic crude ro uctron anil all refinery
?fcrtx Su&) ﬁe further. that dmports arc el |m|nate Iya Ipiota or p rohrgrtrve
ssu t at t e rrce an ﬁntrt exchanged %f e,neiq rpro ucts 1s deter-
mrne ysthpp?/ Qd t Prrce E erP product 1S
Sl.no and the tota eman d Is inn barrels, Assume the cost 0 recoverrng a
ba[)rel of {u 8 ?r r* ~too and Unit the cost of refining a barrel of crude oil into
a Dbarrel o refrled product I? o, Assume that the corporate rnc me tax rate
[s mt percent_an hat the 0 Ftron al owance r? ercent 0 %ross crude
0|I recerqts Frg lP, et us obstruc rom an rutrrarvc iImitation on the apt Ii
tron |r ep etro Jowance and t F special depreciation Hro¥ Ions
whic aprﬁy to Ha* oil industry. These abstract oan do not invalidate the follow-
Ing argume
gAssume ﬂtat tin- oil companies in tin- first Instance do_not report income at
eaelr level for lax purposes, Suppose that the firms transEr crude ol Tfrwom the

brnedtoprto?rt antp erXssatstE'tSmtéH? ?8?tth|e’t”or Prfnrqgcr(rv\oeurllg gIoto atr.%% Ee ”elcom
TAIUK a |

Total retclitic Dfl X UHI barrels) : C ... fioo
Crude recovery costs lltd cents X [1%1barrels) H
Helloing costs” 1-10ccniM X 100 barrels) |0
Total costs - - 10
Drosf)elrr)]lceot%% %?tgtveaﬁé‘ée%ao percent of crude receipt* i |-8
Pnrgt?ﬁaeprtrtlagrltslolt(:rl r}cgrgelnrtcg pro?rt* before tuxes) i:{!

Met profit* after taxes u

Heal net I'folll* (Net profits | depletion allowance) th

Bale of return on revenues: fix divided hy loo cipiuls IX iH-reent.

Cin|cr this,. ill-countin treatlment De- .0jl . firms_earn |x ot real profits, and
nfler lax profit as a percent ul total 1-ciciuic 15 1X pereeil

(il

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 issimply 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 fim. Tahle It-2 shows tic ,ofit nnd
loss statements for the oil firms under these new assumptions.

TALILK n-2
t"rude oil division:
Total revenues $WO
(lost of crude recovery

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
Itefivery division:
Total revenues 100
Crude oil costs 510
Re'ming costs 0
Total costs 100
Cross |ncome DEfOTe (axes 0
Net p rogts afler tuxes. 0
Real net Ipro its (net profits plys deptetiom attowance), 2
Rati* of return on revenues $21 divided by $100 eipials 2L percent,

rud rthrs accountrng allemntivc the Ofl firms earn %1 of real after tax pro]rts

and af er ? ‘EP ts ns él percent of total revenue s rcent Thus, It is clear
th a th e OI etion al owance creates an mcentté{e tO gher cru ¢ OI(! Prices
d, an |ncrease cruae price

irn smal er retpner margrns In tile example provide
eads ton H'4il percént inCrease in net profits.

| et us now |n st(a fes make our market mor? like lig real world, First. assume
thill "the mtegrate irms continue to own all domestic crude 0|I hut only own

one half of tg ref |ner|esb e r marnrn refineries can he tfrmed 'independents.”

Th% Independents must buy crude oil from ihe masjors Surely lhe majors continue
to have a Iax Incentive to btain hgh crude prices. However, Ihe maJors must. not
choose a crud e&rrce? that the lu |'e|ongcnts go out |fbusrnF ?as a result of
earnrneg ﬁe its, for if In eHendentss ut OWR the magors will osecustomeri
for on t thelr cru Pro uctton Rather + [ se eft a crude %r
rice whic per Its refine pro It ma(r s .to e %e enoug 0| nduce t

resent Independents to stay InI emar Inti- wi to Induce

Independents to enter Ihe 1y dustry. 1 lease i Su fi of refined produyct,
2 \%Vggruggpi)rrces ang ?rts in Ihe ol ?ndustr,y ﬁrc cl |nep us, the oil dg ?etron

nduces a re)frrnw margin "sip |ee/e which retards entr
Final ¥ suﬂﬁr se that t rs no on er gntro the entlr]re su{)J Igr of etude
0||fl h% endgnt ern roducers re er crud rrces ey
porrn% rir newa e and Y xPan ing out ut o vr ul}y |scovere cru
T e oil Ftron a owance Xl ovrde? an | centr e ﬂ er rices for
the majors [and o er crud eé)ro ycers for that mail er ta iors ho
able to obtarn a higher market price for if ?e oil? Al first ance th% ?wer
pgears to lie. "no.’ Hr_i erernd eprrceswr icit reatersug es, whi Yvr
tur cause rrces lo fa to revr US levels. %we er, the majors msy % eto
rout" tcru sup an terey ring about | edesrred hrﬁher prrcT
restrrc cru e supp t1t restricti access to ero egat errn ilies an pI
nes convrn tc overnment to_Im oseproral ttrn% ?rams |3 er
sand |n t e 'S |uvcrurnrnl lo a o(Pt stngt gort | mtais a t1) srPt ezln
refine argines <. mh t]at cryde cer a B ted market fo
n’1— roduct AII oft es (egres ave been followe one ime or another
it the majors In the real world  Therefore, aggarently the majors run control
e supply and can rea

cru ize higher crude pric

A60 5338 H
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It appears then, that the degletlon allowan e has, two impacts upon crude

[Eg FII’St It tends tg gncour 9 gereﬁter Clu E]rOdUCtIOH nt any given grlce
&1t cons ItlHES nsu SI to ¢ roduction, Second, however, it cr
an Incentive to higher cru e rICGS OI' tax reasons. Rut. |n order to realize hlg er

crude prices, th ust Tie restrained e stimulys to
greatet crude oﬁ exg?o¥at|0n proJﬂctlon provu?e by the 0|f éepletlon aTIow
ance may he very small or thually non-existent.

0

AGO 5338 12
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