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)o. &  STATEMENT OF COMMISSIONER JOHN CARSON, FEDERAL TRADE COMMISSION,
) BEFORE THE SPECIAL COMMITTEE ON PETROLEUM OF THE HGUSE COMMITTEE
ON INTERSTATE AND FOREIGN COMMERCE ON FRIDAY, MAY 19, 1950,
My name is John Carson. I am a member of the Federal Trade Commission.
The Commission has instructed me to appear in answer to your request that we
discuss problems connected with the general investigation being made by this
Committee of the petroleum industry. We wish to thank the Committee for this

privilege., In thus appearing the Commission is fulfilling onc of the major

purposcs for which it was originally established by the Congress, namely,

that of' submitting information dnd rgports in connection with the considers-
tion by the Congress of national problems in its determination of national
policics,

Before I begin, I wart to presert to the Committee lr, Edwards end Mr.
Pecl from our Bureuu of Industrisl Economics and Mr, Maclntyre and Mr. Creel
fror our Burcan of Litigntion, They, I assure you, will be more competent
than I to answer the very detalled and technical questions relative to Com-
mission suthority, rcesponsibility and procedurc, I want to be zble to call
upon them, if the Committee will permit, as the inquiry proceuds.

I wish to express my gretitude to you, Mr, Cheirman, for your kindﬁess
in not compelling u1s to testify e few weeks 2go. We werc not then prepared
to do more then guess £s to the information in which the Cormittee would be
interested, You helped us prepare for this heuring when you gave us the
program of inquiry of your Committee and stated thit you were intcrested in
any infermetion releting to the so~culled Cuinnon Resolution, H. J. Res. 423,
to our cartel investigation, nnd to any cther pert of the pregram of this

Commitice on which ths Commission wss preparcd to furnish information,
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Is There en Internaticnsl 0il Certcl?

With regzrd to the investigation presently being conducted by the Com-
mission on internutionul operations of Auerican pctrolewr. couwpunices, I wish

to infcrr the Committoe thet we have only recently received data from the

cil companies, Thus far we have not had time to snalyze these reccrds., Other
material hus not yet becen furnished to us by the compenies from which we re-
quested jit, Thercfore, I am sure that the Committee will understund why we
ere not in n positicn 2t this time to submit a st-tement on cur petroleum
cartel investigation,

“Hewever, therz is available a report by the Swedish government about the
operaticns of oil companies in Sweden, referred to as the "Swedish 0il Report."
Thls report, though & public document in Sweden, hes never been published in
this country. Chepter 12, entitled "Cartels and Otrar Competition-Limiting
Measures," has to do with internationnl cartels in the petrclewn industry and
their effect on the Suedish market., It contains the following swmary stote-

ment:

"In cur cupacity as an investigating authcrity we have paid attention
tc the question of co-operition through cartels and by means of other
netsures restricting competition, In conferences with representatives
of the companies and in geing through &n extensive collecticn of written
naterinl it has been established that the oil ccmponics ir Sweden have
co-operated in different respects, s.g. ns regards sharing of the market,
prices, handing in of cffers, establishing of discounts, releticns to
consumers' assuciations, customer protection, custemer transfer, etc.

In this connection it is renarked thet this ce-cperation is, tc an

‘ essential degree, based upon interneticnal agreements of which onc -

| called Draft Memorandum of Principles, with Explenatory notes - in force
) between the paront orgznizations of Standard, Shell and BP Zgwedish

[ Gascline and Pctrcleum Comp&nx? is reorcduced in the report. In 2 conm-
! prehensive comment it is observed that the corpanies representntives

: have given errcneous and misleading information on what has talten place
| in this connection,"

With the pernissiocn of the Committee I should like to insert in the
| reccrd this copy of Chapter 12 of the "Swedish 0il Report," in an English

trenglotion prepared by the Department of State.

; .
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Petroleum Investigations by the Commission

With reg~rd to the Cannon Resolution, permit me to state that the Com-
mission i3 at ~ll times glad to undertuke such inquiries as the Congress may
direct., When the Federal Trode Commission Act was being considered in the
House of Representatives and in the Senzte in 1914 it was considered by both
Houses that one of the important functions of the Commission would be to serve
as on arm of the Congress in carrying on important legal and economic inves-
tigations and in reporting thereon for the information of Congress and in zid
of legislation, The Committee on Interstate and Forcign Commerce of the
House of Represent:tives in its report on thc bill which later created the
Federal Trade Commiasion reported as follows:

"It must be remembered thet this Commission enters & new field of
governmental activity. The history of the Interstate Commerce Commis~
sion is conclusive evidence that the best legislation regarding many
of the problems to come before the Interstate-Trade Commission will be
produced from time to time as the result of the rcports of the Commise
sion after exhrustive inquiries and investigetions, No one cun foretell
the extent to which the complex interstate business of o gre:t country
like the United States may require, alike for the benefit of the
businessmcn 2nd for the protection of the public, ncw legislation in the
form ¢f Fecderal regulutions, but such legislation should come by sound
process of evoluticn, Even the contrcl of the railways in this country
by the Interstate Comnerce Commissicn afferds no complete parallel to
edminietrotive control of the industrisl cerporstions of the country
by « Fcdernl Commission., It is lirgcly the expericnce of the independent
Commission itself that will afford Congress the zccurste infermation
necessoary to give the country frer time to timc the additicnal legisla-
ticn which nay be needed,®
The Scnate Committce orn Interstate Cemmerce in reporting te the Senste

a substitute fcr the House bill described one of the functions of the new
proposed Commissicn zs one which would "build up a comprehensive bedy of
infcromtion for the use and ndventage of the Govermment und the business
werld., It's subsequent recommendaticns to Congress will be fortified with
ectual kncwledge of practical conditicns, both from the point of view of
business desirebility «nd cconomic tendency, ond will furnish te Congress an

analysis of ccnditions thet will give cther and further legislation the

e
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certainty and security of foundation commensurate with the vast interests of
the public and of the business world which are at stake., If conditions
demonstrate and warrant there will be a natural growth in the power of this

body."

are the following:
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Among the petroleum investigations previously conducted by the Commission

1, "Report on Pipe-Line Transportation of Petroleum," 1916, sub-
mitted in response to a resolution of the Senate,

2. "Report on the Price of Gasoline in 1915," 1917, submitted
in response to resolutions of the Senate.

3. "Report on Advance in the Price of Petroleum Products,” i920,
submitted in response to & resolution of the House of Represcntatives.

4. "Report on Pacific Coast Petroleum Industry," 1921, submitted
in response to a resclution of the Senate.

5. "Report on Petrolcum Industry of Yyoning," 1921,
6. "Report on Petrolcum Trede in Wyoming and Montana," 1922,

7. "Report on Foreign Ownsership in the Petroleun Industry," 1923,
submitted in response to a resolution of th: Sencte,

8. "Repert on Gasoline Pricces in 1924," 1924,

9. "Report on Pztroleum Industry - Prices, Profits, ana Competi-
tion," 1927, submitted in response to e resoluticn cf tho Scnate,

10. "Repcert on Panhendlez Crude Pstroleum," 19528,

11. '"Report c¢n Detroit Gesoline Price Situation,” 1933, submitted
in responsce to a resclutiorn of the Senate.

12, M"Gesoline Prices," 1934, submitted in responsc te a resclution
of the Senate,

13. "Report on Distribution Methods znd Costs - Part IV, Petroleum
Products, etc," 1G44. - b

Ccripetitive and Monopclistic Practices

In view of its responsibilities under the law the principsl interest of

the Cormission is its desire to assure the developrent and cnintennnce of &

“
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free, competitive economy in the United States., Complaints are constantly
reaching the Commission that there are in the American petroleum industry
today several characteristics which threaten the position of the independent
segments of thaet industry., Therefore, I should like to direct my remarks
primarily to a consideration of cconomic problems of the American Petroleum
industry, (Item 7 of the Committee's outline) and to deveote particular
attention to Item 7 (c¢), which is concerned with competitive and monopolistic
characteristics of the petroloum industry, a discussion of which will neces-
sitate a consideration of certain other items in the Committee's outline,
such ss transportation,

In testifying on the ubove subjects I shall be dealing with matters
covered by the Cannon Resolution, inasmuch as this resolution centers around
the problem of meintuining in the United Stetes = free, competitive petroleum
industry, ‘

Almost since its orgenizntion, the Federal Tradc Commission has from
time to timc had beforc it complaints, charges and questions with respect to
the petroleum industry., Thesec complaints have been from every level of the
industry cxcept the major oil compznies.,

Hembers of the Comnission's staff have advisad me thot during the psst
35 yosrs, many thousands of letters of complaint ngiinst industry nmenbers
have becen received in the Commission frow Members of Congress, Stn£e, county
and city officlals, reteilers and nssociuticons of retuilers, wholesalers
and associctions of whoicsiulers, and independent refining ond marketing con-
panies, as wecll s consumers. On the basis of these compluints, the Commis-
sion hus issued fifty-seven formal conplaints, nct including advertising

cases, chuerging restruint cof trade. These czn bo generally divided into the

following categories:

o ——————————————————————
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1, Price fixing of gasoline and fuel oll by marketers at the
wholesale and retail levels.

2. Full line forcing agreements which require retailers of petro-
leum products to buy tires, batteries and accessories specified by the
petroleum marketing companies.

3. Price disoriminations.'

4. Exclusive dealing contracts.

Judicial Procecdings

As backgrourd for its consideration of corplaints, the Commission must
bear in mind cases in which members of the industry heve been indicted wnd

found puilty of cppressive practices cnd restreint of trade or are now await-

ing trial on similar churges. In a cuse 1/ decided in 1940 the United States
Supreme Courc declared illegal a prectice which resulted in controlling or

f stabilizing tank car gusoline prices in interstate commerce. Most of the

l gasoline shipped in the Mid-Western arca moved under long-term contracts,
which contained the stipulation that prices applicable to deliveries there-

under should be determined by spot market quotations, Hence, the interest

in maintaining spot prices, This result was achieved by s concerted program
of the major compznies in buying up distress gasoline, the vericus major
companies purchasing from designated independent refiners in accordance with
committee recommendations.

In = companion case filed at vadison, Wisconsin, in 1936 most of the
defendant compenies pleaded nolo contendere to the charge of anti-trust
viclations in ten Mid-Western Stutcs in connection with the use of uniform
Jjobber contr.cts, fixing gross margins, and edooting uniform policies in
dealing with jobbors.

The so-called "Mother HubLb:rd" complaint, civil action No. 8524, filed

by the Dopartment of Justice in 1940, alleged collusion and conspiracy on

1/ U. S. v. Socony-Vacuum 0il Co,, Inc., et zl., 310 U, S. 150, 1940,

—_____________J
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the part of 22 major oil companies, their subsidiaries, affiliates, to dom-
inate gnd control the various branches and activities of the industry.

While the "Mother Hubbard" complaint has not been brought to trial, a
follow-up to it was announced by press reports of May 13, 1950, which carried
an account of the filing of a suit in which the Justice Department chsrged

seven major oil companies with violations of antitrust laws in the Pacific

Coast erea, alleging that these companies have engaged in a conspiracy to
restrain and monopolize the petroleum industry in the States of California,
Washington, Oregon, Nevada and Arizona,

In the Standard Oil Company of California cuse 1/ the Supreme Gourt
enjoined the use in the West Coast area of exclusive dealing contracts,
under which marketers zpgreed to purchese all of one or more of product require~
ments from a supplying compcony,

j Of similar import to the complaints filed by the Justice Department is
’ a proceeding instituted by the Attorney-General of Texas in February, 1949,
% charging ten mejor oil companies with collusion and conspiracy to dominate
and contfol various activities in the petroleum industry in the State of]
Texas, including the control over the margin between the velue of petroleum
products and the vealue of crude oil, and including the maintenance of an

!
! arbitrory and uniform tunk wagon price for gasoline throughout the Stote.
i

1/ Standard 0il Ce, of Culifornie, et nl., v. Unitcd States, 337 U. S,
] 293, 1948.




Concentration in_the Petroleum Industry
A general consideration of competitive and monopolistic practices in
the petroleum industry is aided by an examination of the following table on
economic concentration in the industry, as developed in a TNEC study.

TABLE 3.--Percentage of ownership or control of branches of the amcrican
potroleun industry by major oil companius.;/

Branciy QEEEZ;igg rercentage | Year
Total investment OB ORGSO IOIORDROBOEBNOLOSREDRLAGRNCGOIITBDDYS 20 mﬁo 1939
PrOdUCing 0il wells Ss0cesssansesenssobsasOORee 20 2307 1937
Crudu Oil pr0d11Ction ([ A NN BN ENNEEFENENNNNNENENNENNNENNEN] 20 52'5 1937
Crudc oil guthering pipe line mileage ececesess 20 574 1936
Crude 0il trunk pipe line HAilCAEG sessecssccees 14 89.0 1938
Investment in pipe 1linGe ssseseevescscscesssane 15 el 1938
Pipe line Operﬂ.ting income eeseegovssessesansoes 15 8004 1938
UOtidweib‘ht’ tormage of' terkers secsassrecssnsensse 15 87.2 1938
otocke of rofinuble erudo 0il eeecesceassssscas 20 96,5 1937
Daily crude-oll CupriCity eevecsssessescsensnses 20 75.6 1938
Daily cracking COLOCiTY ccevoccesescssvesssosas 20 85,2 1938
Crudc o0il 7uns to Stills sovcccvsvessoosessonns 20 82.0 1937
Procduction of ga;-soline NUsAUBE.BEBErBBOIIOROOBES 20 83.8 1937
Stociid of JinifhaC EafOliild siesvvecsnscnssosss 20 0.0 1937
Gasolince piye 1inc Mile EC eerosrneceesesescans 16 96,1 1939
pomestic salies of gunoliNe ciescsosccossassnsses 18 80.0 1938

1/TNES Monogreph Ho. 39, "Coutrol of the ketroleunm Industry by Major 0il
Compunics," pe 5.

A revaicw of vhe cbove table indicutes that @ relatively few maojor
companics controlicd from €C w 85 percent of most of the bronches or ac-
tivitics of the ivdustrr.  The Commission is constunily freed with wssertions
thet cubcequent Lo thie completion ol the THEC stndy tusre has been an in-
crec.sing concantretion in ihe petroloum industiry, The ctatisticsl informa-
ticn thst is publiely availeble is not sufficicat to test this ossertion,

Last Lecember the Dopartmant of Commurce reported from duta from tho 1947
Censue of Manufacturcs, that the twenty largest ccmpanies in the petroleum

refining industry shipped 82.7 percent of the value of that industryts total

shipments. This figure suggests a dogree of concentration about the same as
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in 1937; but the information is not directly comparable to that from the
TNEC, and is not detéiled enough to be conclusive as to the trend.

The Commission also receives constant complaints that there is a great
and growing disparity of power between the major companies and the inde-
pendent segments of the industry. That there is such disparity is evident,
although there has been no investigation thorough enough to show whether or
not it is growinge We think there is necd for a definitive study of the
nature and trend of concentrationsin the industry and of the nature, cxtent,
and cconomic conscquences of the power of the large companices,

The probicms to be considored in such an investigation are knowm in
their genersl outline, if not in detail,

The key chorarieristic of the petroloum industry is integration, The
integrated cil ecaoirpinies! operations include oil production, refining, market-
ing and trans»crtetion, including erude pipe lines, preduct pipe lines, and
tankers., ZFully intograted oporations afford obvicus adventages in programming
ana plenning, Fully integroted operaticns afford an ussured suppiy of raw
mzterials, a cheap means of transportation, and ¢n assured marketing outlet.
such intogreted operations are asserted to give c¢normous advanteges to the
intogreated concern compired with the independent operator. We belicve that
the examinalion of the competitive advanteges of integrated @nd non-integrated
concerns in the industry's various activities will afford an indication of
the reasons why verious independent segments of the industry heve recently
been under consideroble pressure,

Profits in the Petroleum Industey

The petrolem industryts profit position since, the wer has becn unusually
good, whether compered with its own previcus profits, with the profits of
other manufucturing industries, or with the profits of other extructive

industries, A tcbulation by the Commission covering 40 large and mecdiun-
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sized companies SPQWOQ o net income after Federal income taxes of 3783,000,000
in 1946, $1,273,000,000 in 1947; and §1,968,000,000 in 1948.

Tabulations of the National City Bank, applicable also to large and
medium-sized companies show petroleum manufacturers better off than other
manufacturers., In 1948 petroleum manufacturers realized a return on net
assets of Z1.l1 percent, compared to 18.2 percent for all manufacturcrs.

In 1949 the comparable figures are 13,2 percent for petroleum manufacturing,
end 13,8 percent for all manufacturing. The percentege margin on sales for
petroleun menufacturing companies in 1948 was 12.9 percent, compared to 7.5
percent for ell manufacturers, In 1949 the comparable figures are 9.9 per-
cent for petroleum manufacturers, compared to 6.8 percent for all manufac-
turers,

The National City Bank tsbulation also shows oil and gos producers better
off than other extractive industrics. In 1948 the return on nct assets of
0il and gas producers was 34.8 percent, compared to 20,5 percent for all
mining and quarrying. In 1949 the conmpearable figures are 21,7 percent for
oii and gas producers, and 13,5 percent for mining and quarrying.

As a ﬁercentage margin on sales, in 1948 the oil and gas producers
reclized 33,1 percent compared to l4.5 porcent for ell mining and quarrying.
In 1949 the comparable figurcs are 26,9 percent for oil and gas producers and
12,3 percent for all mining and quorrying,

Both petroleum nanufacturers and oil and gas producors recorded & drop
in profits during 1949 compared to 1948, o 26 perecent docline being shown by
refiners and a 20 perccnt declinc being shown by oil and gas producors,
However, the 1949 profits of petrolcum companies were higher thoan for any
other period except the pesk year of 1948. The 1949 profits of rofincrs were

cbout 15 percont higher thuin in 1947 and about 80 percent higher thin in
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1946, For oil and gas producers, 1949 profits were about 40 percent higher
than in 1947 and about 175 percent higher than in 1946,

The use of over-all industry profits figures, however, may hide a great
many unprofitable and undesirable situations. Unfortunately we do not have
a samplo of the profits of the small, independent oporator. Large companies
publish income statemgnts, but for the small compsnies we have accuss to less
exact information, such as trade journal accounts, rcports of associations of
independents, end complaints {iled with the Commission or reported by Congres-
sionel Committces. From ell these sources, the reports indicate that the
position of the independent operator is progressively deterlorating. It seams
important, therefore, to exemine the roasons for the unfaveruble experi-
ence of the independent, This involves a comparison of advantages cf the
mejor company comparcd with the independont cporctor.

Is the Independent Penalized Because of
Lock of Cheap Transportetion? |

Rumerous sources, including Congrecssional Committces, have reported that
independent segmoents of the industry are often placed at a decided disad-
ventage ~ indeed they may be placed st o prohibitive disadvantage - because
of chcap transportation available to major integrated companies ond not avail-
able to indopundont operctors, The difference betwcen transportation by pipe
line end by rail freigat muy wmount to one or more conts per gallon, which
ey be greater then the aversgo nergin realized by en independent refiner,

In the Champlin Refining Casc,l/ the L. o. Suprene Court appears to have
established the rule that an interstate pipe line is ¢ coamon carrier,
Nevertholess, u Senate Committew hes reported thet crude trunk lines, in

most cuges, are operated as plent facilities of the owning company, its

. 1/Chanplin Refining Co, v, United States, ot al., 329 U. 3. 29, 1946,

R
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subsidiaries and affiliates, and that gasoline pipe lines are generally
2 operaled in the same manner,l/

! The U, S. Code, Title 49, Paragraph 1, section (3) (a) contains the

following lahguage:

} "The term 'common carrier! as used in this chcpter shall include
all pipe line compcnies; # % #n

The Interstate Commerce Commission submits reports on pipe line opera-
tions which show totsl shipments over such facilities, but do not give a
breskdown by consignor. In the interest of determining nationel policy with
respect to the use of pipe lines, we believe it would be useful to the
Congress to know the extent to which pipe lines ere in fact operated as
common carriers, This would involve & determination as to whether such
facilities are made readily available to independent operators, including
Jobhers, refiners, and crude producers. A study of this problem would in-
volve an examination of the list of shippcrs over each pipe line, tho ques-—

, tion of facilitics cfforded in order to makc the crude oil lines znd product
pipe lines available for use by independent operators and a study of compli-
ance with requests by independent operators for the use of such lines,

A sccond meens of low-cost transportation availeble to majér cempanies
is the tunker, which providaes the cheapest of all transportution facilities,
and which is the principal means of scrving the U, S. East Coast. Oue
effect of control over tanker transportation mey be indicated by the fact
that along the U, 5. East Coast there are no independent refiners.

To the extent that lack of cheap transportetion prevents cccess to raw
nuterials and to markcts, it is eesy to understand why independent operators

ure going out of business, It is casy to understand why indepondent

1/0il Supply end Distribution Problems, Special Committee to Study Problems
of American Small Business, U, S. Senate, 8lst Congress, 1lst Session, Report
No. 25, pp. 20-23,

— . - JR—
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operators are unable effectively to compete, when they aro unable to get into

the market on substantially equal terns.

Do_Yrrocessing Aurcements Reprosent Uufair Trade Yractices?

An advantege accruing to the major company which has available both
adequate supplies of raw materi:ls and adoquate marketing outlets is illus-
trated by recent experionce with regard to so-celled processing sgreements,
which werc widely entercd inte by independent refincrs during the post-war
years. Independent refiners were gencrully lacking in adequate sources of
crude oil, which wes in tight supply. Major companies ofton owned or con-
trolled norc crude than they possessed lhe neecssery plint facilities for
refining, ‘The immediate answer, favorable for the time being to both inde~
pendent ¢nd the major company, was affoided by the processing agroenent,
under which the mejor company furnished the crude oil to the independent
refiner under arrangements which generally provided that the products should
be sold through the major company's merketing outlots, Such arrangements
permittced the independent refincrs to "live" for the time being, but it
neant thot they gove up their regular customers. Now thot the planned ox-
pension programs of the mejor compunies have been completed, or are near
completion, ithe procossing agrecients with independent refiiners liave fre-
quently been cancolled, Today it is reported that many of these independent
operators vre finding that their fermer contocceits in the trade have been taken
over by the mejor coapanics end they likewise are findiag that tho major
compeny 18 noe longer availcoble as an outlut for the products of their
rcfining ploents,

Exchanges ol Crude Qil

Exchanges of erude 0il are reported to be generally engeged in tnoLg
lirge conmprnics,  This proctice affords an opportunity to the uajor conpany

to cffoct cunsidorable suvings in trensportation costs. 4Again, the practice
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ney pernit an opportunity for the promotion of uniforn, non-competitive
priccs fur crude. Conplaints to the Corndssion have cnarged that price
competition is unlikely anong compenies which engege in such crude exchanges.
Morecver, to the oxtent that najor compenies make exchango arrangencnts ond
to the extent that such agcomodeotions arc not aveilable to indopendent re-
finers, a conpetitive discavantoge is suffered b& the independent refincr,
both becauso cof higher transport:tion costs and because of inability un the
part of the independent to obtain the purticwlar kind of crude oil he noeds.-
Complaints have been made te tie Cuardssiun by independent refiners that the -
major cumpunics heve repeatedly refused to exchange crude.oil with then,

Exchanges of Gasuline

In 1937 oxchenges of gasoline amcunted to about 9 percent of the total
gasoiine sales of nejor companics.;/ Auong the advantages listed f'er such
arrangencnts wro the saving ol tronsportetion costs ond tho cvoidance of
duplication of fueilitics, Such oxchenges, according to ccriplaints fron
independents, assist the wojor componics in oxpanding thoir share of the
marxets, at the exponse of independent refincrs cnd muarketers,

Acvantagces of Muarkebing Outlets to Mejor Cogggnies'

fong the cdvantuges accruing to an integroted cuncérn is thet of en
assurcd outlet for petrolown: preducts.  although major coupanies operate
rulatively few petrolews outlets,g/‘they lcase or sublesse numercus sihers
to su-culled indepondent cperaturs, Cuonpleints to the Cormadssion have
ropeutedly chorgoa that the shert tern conccellation clause in such lecses
atfords o sieans of previding o nejor company with = strong contrel over a

narket for its products,

1/0.N.E.Cy llearings, Volune 6, pp. 7805, 7809,
2/ruci Investization, House Report No. 2342, Comiittee on Inturstote end
Foreigu Cormierce, 80th Congress, 2nd Sussicn, possin,
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In addition to sales of petroleum products manufactured by the major
company, such companies generally have a program of marketing tires,
batteries, and automobile accessories, The extent to whkich pressure is put
upon f1lling stetion operators to handle such accessory products is a ﬁatter
of dispute, and more definite information on the subject would be veluable
in connection with an exemination of corpetitive practices in the oil indus-
try,

Independent Operators end the Welfare of Consumers

There is & close connection between the fortuncs of independent refiners
and distributors and the welfare of the ultimatc consumer., The philosophy
of competition is that so long =s vigorcus independont enterprises meke their
own murketing decisions senarntely their rivalry will.protcct the consumer
and obvi~te the need for public price regulation,

Supply-Demand Relationships and Post-War Potrolcum Prices

In the petroleum industry the trend of prices since the war and the
reletion of thuse to the consumer's interest hos been o matter of concern to
Lhc gencrel public and to Congress, An earlier report of your committoe in-
cluded the following statcment:l/

"Your committ.w's concern with roespect to pectroleum prices goes to
the current level of pricos as well as to the nrice trend that rpight be
enticipated in thic next five years., Petrolcum compuany ecrnings during
the first quarter of 1948 s compuared with the same period during 1947
ses CzA8e your committee te fcel thoat the question, whether present
levels of petrolecwt prices and profits are in the public intercst, well
nerits further study and investipuation,

"Beyond the recent earning figuras, thoere arz some statements before
your ccrmittec by witncsses {rom the petrolewm: industry with respect to
the future trend of petroleum prices ond profits, which iwpress your
comuitiee mss meriting further study,."

1/Fuel Investigation, House Remort No. 2342, Hevse Committee on Interstote
und Foreign Commerce, 80th Congress, 2nd Session, p. 16,
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"... The chairman of your committee made the following comment:

'It may be that there will come a point beyond which you can-
not go becsuse of (consumer) resistance, but that point has not
been reached nor, is it likely to bc reached, in my opinion, for a
long time to come, and it enables, it would seem, the oil companies
to take advantege of that unusual demand by continuing to increase
their prices ...

During the first part of the post-war period the high prices for petro-
leum and its products could reudily Le integreted as one manifestation of the
scarcity which uccompanied the revival of civilian derand and the difficulty
exporienccd by the industry in kecping pacc with the inerecasc in total con-
sumption, Early in 1949, however, the condition of shortuges of oil had
chenged te a condition of abundance, and the statement thot we were “swimming
in oil" becane typical, Cutbicks in production werc ordered by the Texas
Railroud Cummission for eight successive months, Janunry through August, 1949,

Following this change from = condition cf shertzge to a condition of
abundance in oil suppiies, there have been some decresses in prices of the
low gravity crude cils, which preduce relatively large proportions of heat-
ing and fuei oils., These heating und fuel oils have encountered increased
competilion frem other fuels, including coal ¢nd rrturzl gas. Presumably
the reason fer the reduction in the prices ¢f these netrolsum preducts was
the dunger that tiey mighlt be "priced out cof the mzrket,"

T¢ “hot Extent Are Gescline Prices "Controlled"?

Althiougk there Linve been some recent deerenscs in the prices of the low
gravity cruues, there hove beon reliutivsly few recent decreas:ts in prices
of the high gravity crwics, which preduce reluatively greater properticns of
gusoline, Tlere is ne substitute for gascline, and the price of gasoline
has been going up in spite of the crude cil surplus,

In an earlier heering before this Comuittcs Congressm~n Vlolverton made

the following statement concerning gascline nrices:
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"Now I cannot see in this competitive market how it works out, that
every company has the sare price., There is no difference .,, I just do
not understand how ,.. in tkat industry which is nct controlled as &
menepoly cr 2 utility company in the nature of a moncpoly ... there is
a fixed orice ...

"I am spezking back cver the whole period of time that I have
driven = car, cver twenty ycars or mcre, and I am not just specking of
today. It has clwuys been that wey, excopt once znd maybe twice there
was competition .,. but that did nct last very lcng."l/

Cempleints tc the Comrission irdicetc that the effective centrcl over
gosoline prices, which assures substenticl uniformity in such prices, is
exercised primarily at the tank wigen lovel, An 0il nericdicnl, the Nationel
Petroleum News, in its reports cf tenk wagzen gascline prices, gives quota-
ticns for only cne company in selected cities in each geographic area. The
company whose prices are repcrted is the compuny which is caumonly regarded
18 the mzarket losder in that crec, It hes previcusly been ncted that the
suit filcd by the Attorney-General of Texas in February, 1949, charged

major companies with mainteining cn artificial and uniform tank wagon price

for gasolina thrcughcut the State,

1/fuel Investigetion, Hearings, House Coenmittee cn Interstste and Fereign
Curmcrce, 80th Cengress, 2nd Session, Part 2, p, 1080-8l. The quotation
runs together non-censecutive paragraphs.
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Complaints to the Commission indicate the probability that most of the
recent instances of "price wars" in gasoliné resuited from a desire on the
pert of the major companies eitier to curteil an indepondent marketer who was
expanding fairly rapidly, or else from & desire to discipline a "price cutter,"
No case has been brought to our attention during the post-war period in which
lack of tank wagon gasoline price uniformity, prevailing for any considerable
period of time, rcsultud from price competition initizted by « mejor oil
company «gainst another major oil company,

As a speeciol instince of uniformity of gusoline prices, we may note
the increases nude effective zlong the hest Coast in April 1949 end egein in
April 1950. 1n both casos the increcses weru about ¥ cent @ gallon, 1In both
cases the price increascs focllowed a similar pattern, first, increases were
mad¢ in corgo prices for gasoline at the U, S, Gulf; second, the Sccony-
Vacuum 0il Compeny announced increases in tank wagon prices in New York and.
in Hew ingland, next, the Esso stundard Cil Comp:ny annowsced similer tank

agon price increages in ivs morkoting terrifory throughout the kast; and
other najor companies marketing in the obove urecs mede corresponding tank
wagon price increcsea at about the semc time the foregoing price increesses
were cennounced, dimuliencous with or shortly after the tenk wegon pricc
increuses were mode effective, roteil outlets opurating in these arcas
generelly raised gasolihe prices by corresponding zncunts at the retail
level,

Purticulorly rolevent to the question of the ability of iajor ccrpanies
to redse gascline prices ic o considerction of the cconomic ccnditions in
the industr; ot the time the price increases wers moue in April, 1549, and
agedn in april, 1950. In both cf these cases, pricc incroases of about
ono=hulf cent per gallon wore made ¢t tho tenl: wagon lcvel, In both cases

crude oil was in abundant supply, [n beth coses gasoline stocls appeored
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to be plentiful (in mid-April, 1950, gesoline stocks in the United Stutes
wore cbout cight million barrcls higher tharn in mid-April, 1949); cnd in
both ceses a high lcvel of profits wes being reciized by major uvil conpanies.

The ability of major cil corpanies tc raise gesolinc prices nust be
considcred in 1light of the fact that therc is no substitute for gescline,
The New York Times 1/ enmphasized this luck of oppertunity for substitution
in an axrticle which stated that inerecses in gasuline prices during April of
this year have raiscd these prices tc the highest lcvels since the period
immediztely following the First World lar,

Cunscrveticn snd Controul

Voluntary cooperetion among Stetes in whicn oil and gos oare produced has
been sanctioned by the Conpgress through the appruval of the Interstote Come
pact to Conscrve 0il sna Gus. Article Two of this coupact reads es follows:

"The purposc of this ccupact is to counserve uil and gas by the pre-
vention of physicel waste there.f {rou. any cruse,"

article Fivo of this conpect reads ug follows:
"It is not the purpese of this compact to autherize the states jeining
horein to 1linit tho production oi oil cr gas f'or the purnose of
stabilizing cr fixing the price therout, or crezic or perpetuate
noncpolics, or tu pronwte regimentution, but is limited to the purpose
of conserving oil and gos and preventing tiio avoidable waste thicreofl
within rcaesoncbloe Limitations,®
We have received conplaints thet the usc of the Interstate Coupact has
becn dirccted te cther preblens then the prevention of physicsl waste. The
Carmen Resolution culls for an investigoticn of this question, 3If the
Congress shcould Jdircct thut such wn investigation bo made, it wounla then ve
2 quostion of ¢ foetuel report as to whethor tho Interst.te Couprct is being
uscd roxr purpeses other thar intended by the Congress,

Tho Cannon Resulution alse preposes that tho Federcl Trade Couission

investigele the depletion cllowaace which is now granted the industry for

i¥ i/lesus of april 30, 1950, p. F-l. ,
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tax purposes, The resolution provides that to avoid duplication and waste
the Commission shell make use of data from other agencies, We suppose that
as to this part of the resolution it is the intent for us to bring together
and supplement information from the Bureau of Internal Revenue and from the
Committees of Congress which have already cxemined such allowances, Claims
have been made that depletion allowances are excessive, that they provide &
subsidy, thuat the subsidy goes disproportionetely to the largce componies, and
that these¢ large concerns thus obtain increased adventage over small com-
panies, It is desirable to determine whether or not the monopoly problcm,
which is the heart of thec Cannon Resolution, becoues more serious or more
complicated by virtue of the exasting dépletion allowances,

Sunmary and Conclusion

I should like to conclude this statement by sumnarizing complaints
to the Commission relative to competitive advantages of the mojor integrated
oil conpanies compared with independent operatcrs, ena particulerly compared
vith independent refincrs. Aamong these advantages of the najor company are
checp means of trunsportution, by pipe line znd by tanker; rcady accuss to
supplics of crude oil, assured by ownership of crude and by uccess through
crude oil trunk lines; ossured marketing outlcete rosulting from a highly in-
tegreted merketing progrun, which ney involve oxelusive denling contracts and
the use of short-teru cancellation clauscs in lecsing end sub-leasing
erringuments; tire, battery and accessory progreas which provide o profitable
scurce of jncome without requiring proporticnate investiment; and the oppor-
tunity to diversify risks, to realize income from varicus branches of the
industryts activities, including crude production, transportation cnd ncrkot-
ing, und not to be huidicopped by o ecndition in which ¢ne or more branches

of the industry are temporarily unprofitable, This lest nentioned condition,




namely, an over-all profitable position while independent branches of the
industry are unpr;fitable, has been a purticularly important source of
complaints during recent months,

Although there is reason to believe that these advantages exist for
the major integrated companies, investigation will be necessary before it is
possible to say with confidence how important any one of them is; how effec-
tively they reinforce each other; what, if any, off-cetting advantages are
enjoyed by small concerns; and whother or nol the aggrogote result is such
a disparity of power and opportun.ity as to doom the independent concerns
unless romedaial measures are taken, There have been impressive complaints
that independents arc being driven to the wall and that the major companies
are following monopolistic policies., Jomc facts which nre matters of common
knowledge eppear to support thesc complaints., It is the proper function of the
government to reverse whatever monopolistic trend way exist in this industry,
snd the first step in thut process is an investigatiey Lo make sure just what
the fucts aros Insofcr s the compleints are not justifiied, the large
petroleum companic.s hove the right to public vind:ention; insofar as the
ccmplaints arc justificd, indopendent business cnd consuncrs of petroloeum

products huve a right to better protection,




