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ABSTRACT

Affiliated Shareholding, Management, and Debt in the Petroleum
Industry: Efficlency or Monopoly Objectives?

by Duane Chapman, Cornell University

Higtorically, the perspective critical of the industry has viewéd mmltiple
affiliations as structural proof of behavioral misconduct. Wilson, Blair, and
Medvin might be associated with this view. Thé pérspectivé which makés an argu-
able case for the existence of a competitive industry generally s5ees affiliations
as infrequent and unimportant. This paper presents empirical data on structural
affiliations between major petroleunm corporations, summarizes the most important
relevant legislation, and exasmines the eccnomic incentives which underlie the
present structure. The areas of affiliation which are examined are share owner-
ship, debt-holding, management, and shared production facilities. The coﬁclusions
are three-fold: First, gtructural affiliafions sre extensive. BSecond, the largest
major firms are formally defined as management—controlled, and employee investment
plans have becoﬁe the largest owners for the very largest companies. . Third, the
particular structure which has evolved has been efficient in the sense of lowering
management and production costs.

The financial performance of the companies seems unéffected by the owner-
management relationship. The current profitability of the four owner-influenced
fiyms is no higher than that found for the managementmcontrolled firms, and the
f£irm with the highest profitability ig a subsidiary of a company whose largest

owvner is a foreign government.
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As a matter of fact, ninéntenths of the stockholders of
the Standard 0il Company are now and always have been
Republicans. Within my knowledgé thefé aré but two
Democrats who have ever been stockholders in the Company.

——Sen. Oliver Payne, 18808

I+ "gocialism" is defined as "ownmership of the means Of
production by the workers" . . . then the United States
is the first truly Mgocialiet" country. Through their

pension funds, euployees of American business today own
at least 25 percent of its equity capital, which is more
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than enough for control., —-~Peter Drucker, 1976~

Ownership and Control

Tew subjects gtimulate more contradictory responses than does the
question of ownership,'management, and control of petroleunm companies.
Perhaps this is because the subject is s0O closely linked to the economic
theories of competition-and monopoly. Those theories sre in turn often
used to criticize or defend particular characteristics or actions of the
industry. Followers of the conventional profit—maximizing monopoly theory
have scught and found evidence that the owners and managers of major oil
companies are affiliated with one apother. Adherents ©o the competitive theory

can argue that the major companies are sn clear conformity to anti-trust law
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and regulation, and might also advance the'proposition that major il companies
May=——in general--give great weight to anti-trust law and potential conflict of
interest in formulating their executive management gtructure.

Proponents of +the Galbraithian view of growth-oriented great corporations
can adopt each of +the treceding views of their opponents, and add an additional
emphasis to the significant general separation of ownership and managementé/.

Norman Medvin, a critic cf the industry, reviewed the data on the subject
¢f this paper and concluded, simply, "The basic approach should be to break up
the control relationships which make joint setion possibleﬁfs" Johr Blair, a
major critic of the industry in the middle years of this century, sharea this
éoncern2 concluding his review by arguing that: ”Through interlocking corporate
relationships and Joint ventures of every concelvable form, the opportunities

for substituting collective for individual judgment are legiongj." Perhaps

John Wilsen put the criticg! case most persuasively:

They must work together to further their joint interests, ...
But it is, most assuredly, not the kind of institutional
setting within which a free markel economy can be expected
to function efficiently. Real economic éompetition is made
of tougher stuff.... TIn order to function both efficienﬁly
and in the publie interest, free markets must be competitive,
This means that the participants must be structurally and
behaviorally independent of each other. That precondition,

quite apparently, does not arply tc the petroleum industryéj.

However, as shall De seen, the empirical evidence can be interpreted not

only te strengthen the Wilson~Blair position, but the evidence glso provides



support for interpretatlions whiCh.Oppose'the'WilsonnBlair posgition.

Table 1 shows 1980 data for stock control by thé gix largest sharéholders
of America's largest oil companiés. Sévéral important points aré évident. |
First, theré are forty-two investmént positions: seven oil compenies, six
lérgest investors. But in only two casés does = single investor hold 5% of the
gstock. These two cases are Standard 0il of California, where the Crocker
National Corporaﬁion has 10.7% of the voting stoek, and Qulf 0il, where the
Mellon National Corporation holds 6.2%. This is significant because economists
heve generally concluded that five to ten percent shareholding is necessary
for a shareholder to have the potential for controlling the companyI/. The
earlier Cornell Study in 1974 of all the major petrcleum companies had
similar findings. The survey identified just four companies in which a single
interest held 10% or more of their stock. The data are in Table 2 for these
four companies.

A rough generalization might be put this way: two of the largest American
companies--Socal and Gulf—-could have significant potential for being infiuenced
by their largest shareholder. Two of the other largest majors—--Sohio and Shell--
are subsidiaries of Furopean oil companies. Four of the smaller majors in
Table 2 may have large holdings by individuals or families which are substantial
encugh to guarantee considerable responsiveness by management. This leaves 12
of the 18 Américan compenies which are probably management controlled.

Managemeﬁt control does not mean management is unresponsive to shareholders
large and small. _It does imply that shareholders afe one of many interest groups.
For a manasgement controlled petroleum company, shareholders as a group are
gimply near the front of a crowd of contending interests which include OPEC,
employees, consumers, debt holders, and government.

Returning to Table 1, it is evident that financial institutions are the
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Table 1. Bix largest Institutional Shareholders in Largest
American Pefroleum Corporations

Percent of common stock voting shares owned or managed, 1980

‘ ‘ % of % of
EXXON ‘ gtock MOBTL " stock
Chase Manhattan 1.7% J P Morgan o.4h7
Mfg Hanover 1.3 Nat'l Detroit Corp 1.6
J P Morgan Bancoklahomg 1.3
TIAA/CREF Chase Manhattan 1.2
Fayer Sarofim Fayez Sarofim 1.0
Citicorp Prudential Ins 1.0

Total Total 8.5%
TEXACO STANDARD OIL-CALIFORNTIA
Union National Bank Crocker National 10.7%
Nat'l Detreit Corp Chase Manhattan 1.3
TIAA/CREF Fayez Sarofim 1.0
Fayez Sarofim Mfg Hanover 0.9
Continental TI11. Wells Fargo 0.8
Mfg Hanover J P Morgan 0.7

Total Total 15.4%
GULF OIL STANDARD OIL-INDIANA
Mellon Naticnal Fayez Sarofim 1.2%
TIAA/CREF Citicorp ) 1.1
Prudential Ins Chase Manhattan 1.1
Jd P Morgan Harris Bank Corp 1.1
First Tulsa Bancorp Kat’'l Detroit Corp 1.0
Fayez Sarofim First Chicago Corp 0.9

Total Total 6.5%

ATLANTTIC RICHFIELD

Security Pacific Corp

Citicorp

Mfg Hanover
Marsh & McLennan
Prudential Ins

Calif Pub Emp Ret Sy
Total 10.6%

Source: Structure of Corporate Concentration, Vol. 1, pp. 69~T1.



Table 2. 19Th4 Survey of Controlling Interests
Major U.8. Petroleum Companies
Companies with at least 10%

of the stock held by a o
single interest Shareholder, and percentage held

Amerada Hess Corporation Leon Hess, 20%
Getty 0il Company J. Paul Getty, 64%
Oécidental Petrcleum Large but unidentified interest held

through the New York Stock Exchange

Sun 0il Company Glenmede Trust Company, 39%
representing Pew Memorial Trust

gource: Chapman et al., Structure of the Petroleum Industry: Summary of Survey
Data, pp. 1lL-16.




major shareholders. All L2 entries are banks, investmént companies, pénsion
furds and their managérs, or insurance companies. Shareholding.actually takes
many forms. It may be diréct ownérship, or managément of stock which ig ownéd
by trusts, pension ﬁlans, estates, individuals, or corporations. The bank
iﬁself may be a nominee in menaging the stock, or it may ask another
organization to act as nomiﬁee.

It may be surprising to learn that these L2 large owners are génerally
not repfesented on the boards of directors of the companies. On the average,
only two of the six largest shareholders will be represented on the board, and
usually one of these two directors will also be on the board of_the very largest
sharehoider.

The final observation about the Table 1 ownership data is its
interconnectedness. All of the seven companies share at least one major
shareholder with each of the cther companies. Table 3 will be used to summarize
much of the data on ownership and management. On ‘shareholding, for e;ample,
Table 3 shows that Exxon and Mobil share three iarge stockholders (i.e., 83
for the Exxon/Mcbil pair). Thesé thiree joint shareholders, of course, can be
identified in Tabie 1.

The 1980 study found that thirty-six large investors held gtock in all
T.0il companies.

No information was availabie on large individual owners inm the 1980 study.
Censidering the role of the Rockefellers in the economic history of petroleun,
it is interesting to note John Blair's report that in 1938 the Rockefeller
Tamily averaged a 15% equity position in Exxon, Mobil, and the Standards of
Indiana and of Californiaé/. In the 1974 Cornell Study, however, no evidence
of such large interests was found.

Affiliated ownership grows more compiex by examining the second
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level: ownership of the bank corporations which are the major owﬁers of’ the
petroleun companies.- In Table 1, the Chase-Manhattan Corporation is the largest
shareholder in the largest oil company. But ChasémManhattan's largest
shareholder is another banking corporation, Citicorp. Citicorp itsélf is a
large shareholder in Exxon, Standard of Indiana, and Atlantic Richfield. As

the pattérn becomes evident, it will be no surprise to report that the largest
shareholder in Citicorp is J P Morgan, and J P Morgan ig in +urn the largest
sharehélder in Mbbilg/,

It should be noted tast the banking companies owning oil companies will
be completely or almost completely bank holding companies, National banks are
prohibited from direct investment of their funds in stock of companies outside
of banking or finance., However, a bank may be owned by a bank kelding company,
and this second kind of company can in general own a maximum of 5% of the
stock of a non-financial corporafionig/.

While the evidence is amenable to several interpretstions, it seems clear
that major petrcleum companies are not controlled by blocks cof large private
shareholders. |

supposing this conclusion, why, then, is it commoﬁ for large investors to
have positions among several petroleum companies? One reason may be an
economy of scale, Petroleum is complicated, and much effort is needed to
gain a confident understanding of a gingle company and its role in the industry.
Onée a financial instituticn has done so for a single company, it will be
easier to do so for the second company, and still easier for the third.

At the same time, the investment policies of the major finsneial
institutions give petroleum company management some signals about how that

petroleum company is viewed by invesiors. Generally, stock market prices

Ffor an individual company may be influenced by three factors. These factors



are the general state of the stock market , the relative financial strength of
the petroleum industry in the stock market, and-the_compérative position of the
individual 0il company wifh regpect %o other oil companies. _When a large
investor sells stock in oil company A and buys stock in oil company B, the
managements of A and B each'learn scmething about how their financial strengths
are perceived.

A third reason is simply gize itself. Large fipnancial institutions have
sizable assets, and petroleum.companies apsorb much capital.

Having clarified the patterns end motivations for shared ownership, it
may be concluded thaf, for most of the major o0il companies, largest sharehclders
are financial institutions. These leading ingtitutions commonly OWL small

percentages of several cil companies, and of each other.

Management

However, Drucker's assertion of pension fund ownership now becomes
relevant. While Tables 1 apnd 3 have summarized institutional sharenholding
in the largest American o0il companies, the largest blocks of stock in six of
those companies are actually held by employees of the companies. In Exxon,
Mobil, Socal, Standard/lndiana, Atlantic Richfield, and Texaco, employee
investment ﬁlans have more stock than any cther shareholderl;/.

T think it reasonable speculation to suppose that management is a major
participant in these employee stock plans.

gince the major companies have their own stock plans as largest shareholders,
and, in general, single blocks of shares do not exceed 10% of voting stock, it
seems a fair conclusion to assume that the largest major 0il companies are

controlled by menagement rather than owners. 1In arriving at this concliusion

we are making a specifié determinaticn of a general guestion. Larner's detailed
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1963 analysis concluded tha£ managemént control was typical for thé SOO,lérgést
nonfinancial corporations.

The 20 largest 0il companies in Larner's 1963 study area as 1nd10ated in
Table A-1 of the Appendix, essentially the same group as in 1954 op 1979;2/.
Larner had concluded that 15 were management—controlled and 5 owner-contrelled.
However, the 5 owner-controlled companies ineluded two that were subgidiaries
of management-controlled firms. Shell wasg identified as owner-controlled,

But Shell (U.8.A.) is & subsidiary of Royal Dutch Shell. Tn 1963, Richfield
was also identified ag owﬁer-controlled. The major two owners were Cities
Seérvice and Sinclair. Since 1963, both Sinclair and Richfield have become
Part of Atlantic-Richfield.

The question "Does it matter? Does owner-control Versus manager-control
matter?” has not yet been addressed. Tt remains for the coneluding section of
the paper. However, it seems likely that the very largest oil companies
should be viewed ag management-controlled, and some of the lesser majors
(and Gulf) are more likely to be‘ownerninfluenced. I would supposze that as
. the size of the oil company decreased below a billion dollars in annual salesg,
owner influence would he increasing.

The typical Board of Directors of a major oil compény will have
approximately 15 members., shout one-half of whom are inside directors and one-
half of whom are outside directors,"The inside directors are managémént
executives in the company, and the outside directors are not empldyees of the
company. While the shareholders have the formal responsibility of electing -
directors, the nominating committee of +the board has the larger role. In +his

Llimited sense, bosardsg may be v1ewed as selfaselectlng.

Formally, the responsibility of a board of directors of a major oil

company is quite large. Its domain includes investment decisions, product



11—

determination, employee wagesg'executive galaries, dividend payments, and
debt authorization. In practice, I would think it conservative to: assert that
corporate managements dominate many of these decisions. And many observers
s L A3 '
ghare a similar view— .
Table 3, in addition to its shareholding affiliations, reports interlocking
directorates amongst the largest majors. Twenty~three inter-connections are

shown between the 9 companies. T1s this legal? The ¢layton Act asserts:

... no person at the same time shall be a director in any two
or more corporations ... if such corporations are or shall have
been ... competitors, s© that the elimination of competition by
agreement, between then would constitute a violation of any of

14/

the provisions of any of the antitrust laws— -

These 23 multiple director affiliatiéns do not in any way violate the
Clayton Act. They consist of two persons from & third firm serving én the
boards of two oil companies. For examplie, in 1980, Willlem J. Delancey and
Martha Peterson were on the board of Metropolitan Tife. Delancey was also
on Sonhio's board, while Peterson served on Exxon's bpard. John Place, also
from Metropolitan's board, was on Arco's board. guperficially, this would
‘geem to be in contradiction with the Clayton fet. Here are Ms. and Mr. A, B,
and ¢, all on the board of one of the largest investors in major 0il companies,
and A, B, and C are also on the board of three major oll compeanies.

But the significance of these affiliations must be viewed in the context
of the economic organization of production, refining, and marketing which has
peen developed in the petroléum,industry. Sohio, Exxon, and Arco must work

closely together in Alaska, because this is the only possible way to achieve
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.maiimum recocvery of the oil in place. In the early 1970's in the rest of the
United States, Schio shared Owvnership with Exxon in 2200 broducing oil wells,
and in 3400 wells Wlth Arco. SBhared Ownership ig exten51ve Ashland owneg
wells in partnership with each of the other 19 major oil companies. This ig
typical of the relationships in Appendix Table A-2, Similar cooperative

arrangements exist in transportation, refining, and merketing.

cooperative activities. If the assumption ig granted that coopération in
production, refining, marketing, and transportation gives increased efficiency
and lower cost, then management affiliation would nct by 1tself alter a system
which has focused on efficiency,

It zeems llkely that these multiple directorate affiliations are analogous
to the multiple ownership affilistions in the precedlng section, and have
similar economic motivations and functions,

The significance or multlple director affilistions ig lessened still again
by reference to the relatively minor role directorsg play in the management of
large corporations.

In one important ares it is evident that the companies are very sensitive

to potential conflicts of interest for their directors. There ig not any single

to the petroieum company. . The motivation for eliminating such tieg is to remove
the potential confliet whereby, for example, a director would work to secure g
special contract between an equipment manufscturer of offshore drilling rigs and
an oil company. Such special contracts could benefit the director personally,

but create financial ang other problems for the cil company. Hence the
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motivation for the absence of such diréctor ties.
One problem of thie senSitivity,‘héwéver? is to makeJCOopération nore
difficult when such COopeiation ney be economically efficient. Moré dirécﬁ
- mggociation bétwéen petroleun company and automobile company managémént may
have made easler the transition to smallér caré using léss gasoline with less

air pollution emissions.

Finance

Debt~holding indicates the same pattern of multipie gffiliations as has
been described for ownership and boards of directors. In Table 3, "D4" for
Mcbil and Texaco means that the 19Th Cornell survey reported four financial
institutions were major debt holders for both Mobil and Texaco. Metropolitan
Life Insurance was the leader: 1t was a large debtholder for 13 of the 20
ldrgest companiesié/.

Table 3 shows affiliated iarge debtholders for 73 of the pairs of
companies. The economic incentives for this pattern are presumably similar to
those incentives described above which have led to multipie affiliaticns in
ownership and boards of directors.

Anditing of fTinancial practices is an important‘function linking finance
and management; Basically, the independent accountants which audit'the petroleum
companies are expected to guarantee that pinancial and cperating data are
accurately reported, that a companj's posgition with respect to pil reserves and
other assets 1is reasconably described, and that financial data ig fairly presented.
The complexity and size of the industry creates an economy of scale which leads
some few accounting firms to provide guditing sefvices for several major oil
companies. Five accounting firms act as independent auditors and accountants

for all 20 major companies and the two international parents, Royal Dutch/Shell
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and British Petroleuﬁrw',‘ Affiliations between the largest majors where they
 share accounting firms is also shown in Table 3., TFor exanple, Exxon and Royal
Dutch/Shell each have Price~Waterhouse as accountants.

The guestion which arises here is to inquire what - incentives may ex1s+
- Which prevent g single flrm from becoming the auditor for all major companies.
I speculate that the motivation ig s desire on the part of management to avoid
a8 position whereby its auditors would themselves be placed in a pogition of
potential éonflict of interest by centrelling the formal publication of all
major company data.

As in many other aspects of the industry, ecoﬁomics of scale and affilistion
are considerable, but are nervertheless limited.

In the 1980's, American petreleum corporations have unique opportunities
and problems in terms of the industry's financial situation. On +he positive
side, its revenues have continued to increage regularly. Profit levels have
increased, but not regularly,

Exxon is probably representative of the major differences between 1972 ang
1980. The outstanding change ig size: revenue grew 5 times as a result of
OPEC price increases ag indicated in Table 4,

Profit can be measured in many ways. Two common measures are net income
and funds earned from operations. The latter concept defines cash income
after expenses, while net income subtracts allowances for depreciaticn of
plant and equipment , and depletion of oil, gas, and coal rescurces. Net income
also subtracts deferred income taxes. Consequently, funds from operations are
greater tharn net income.

In 1972, Exxcn earned a 13% rate of return in terms of net inccmé as a
rercentage of éhareholders equity, and a 25% return for funds from operations.

Tn 1980, the rates of return are much higher, being 25% for net income and L8%
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Table k. Basic Financial Data, Exxon, 1972 and 1980

$ Billion
1972 1980
A. INCOME and FUNDS
Revenue $2o. b $110.4
less Expenses -20.9 ' -104.7
Net Income £1.5 $ 5.7
Add to Net Tncome: .
Depreciation, depletion +1.1 +2.3
New deferred income taxes +0.2 +1.8
Other additions +0.1 +1.0
Toteal Funds from. Operations 2.9 § 10.8
Fiﬁancial Transactions +O.i ~1.1
Net Increase in Debt +0.5 +0.1
Total Funds Available $ 3.5 & 9.8

and Utilized

B. CAPITAL ITEMS

Long term debi 0.6 (16%) L7 (12%)
Deferred income taxes 0.8 ( 5%) 6.2 (16%)
Annuity reserves, etc. 0.6 ( 4%) 2.0 { 5%)
Capital stock 2.6 (16%) 1.7 ( b%)
Retained Earnings 9.6 (59%) 23.7 (62%)
Total Capital Items 6.2 (100) 38.3 (99%)
. SHAREHOLDERS EQUITY
Amount, beginning of year $11.6 $ 22.6
Amount, end of year $12.3 $ 25.4
Net income, % return 13% 25%
beginning of year

Operating funds, % return 25% 48%
beginning of year . '

Source: Annual Reports, 1972 and 1980.
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for funds from operations.

Rising profitability. in the 1970's has. led to a re-arrangement of capital
structure, For Fxxon, retalned earnings rose in value ag well as in proportion
to cther selected capital items. Capital stock held by shareholders actually
deciined in amount and bercentage as Fxxon bought back stock over the 1970's
The interaction of rising profit and increased tax incentives led to g growth
in deferred taxes which had contributed $6 billion to Exxon's capital in 1980,

Growth in profit also led to a reduction in the significance of long-term
debt over the 1970's, ass it declined from 16% +o 12% of capital investment in
Table hél/,

The negative ent?y of -$1.1 billion in 1980 for financial transactions
reflected a iQBO financial loss caused by a significant growth in Exxon's
bPetroleum inventories in 1980, The inventory growth occurred because of lower
product sales in 1680.

In Appendix Table 1, funds from operations for major companies total
$5L billion, Exxon, with $10.8" billion, is the largest, In fact, the Fortune
survey of largest industrial companles in 1980 showed that the 20 magor oil
companies had 37% of the total $81 billion net income earned by the h96 private
companies in the survey— 8/

Table 5 shows how Exxon used its fundg in 1980. Dividend paymenfs are
significant, as are continued investment in foreign and U.8. o0il and gas
production facilities. However, it should be noted that investment in U.S,.
refining; marketlng, and transportetion is not large,

As opportunities for profitable 0il and gas development éontinué to decline
in proportion to the industry's revenue and brofit, major changés must bé
anticipated in the kiﬁd of picture which is shown in Table 5. Future invéstments

must necessarily be in non-energy areas and in other energy and mineral resources.
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mable 5. Application of Funds in 1980,‘Exxon

$ Billion
Shareholder dividends 2.k oh%
Investment in U.S. oil and gas 1.8 18%
exploration and production
Tnvestment in foreign ol and gas 1.9 19%
exploration and production
Investment in foreign refining and . 0.8 8%
marketing facilities
Investment in U.S. refining and 0.2 2%
marketing facilities
Investment in transportation 0.2 2%
Other properiy, plant , and equipment 1.7 17%
Purchase of Exxon shares by company 0.4 . A
Tnerease in cash and securities 0.k L7
rotal Funds Available and Used 9.8 98%*

Source: Ixxon Annual Report 1980,

¥Rounding error is responsible for 98% rather than 100% sum.
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Interpretation: Efficiency or Monopoly

It is useful to +hink of the llhﬂyear history of the petroleum industry
from 1859 to 1973 ag the Growth Era. During thisg perlodwnand partlcularly in
the 28 years after Werld War II-~the basgic performance characteristics were -
accelerating production and consumption, declining resl prices of petroleim
Products, and normal Profitability for the retroleun industry. Since 19735
growth in consumption continued at a lesser rate to 1978, and has gsince declined
to pre-1973 levels. Resl product prices generally fell in the 197478 period,
but are now much higher than at the enﬁ of the Growth Fra. Profitabiiity has
fluctuateqd widely since 1973, but there are recurring years of very high returns.

My interpretation of these factors leads to the broposal of g three-period
perspective. During the Growth Era, affiliation in ownership, nanagement, and
finance complemented cooperation in production? refining, transportation, and

- marketing. The eight years since are a transitiecnal rericd.in which the Growth

no longer be attained. I forgsee g hlgh brobability that the petroleum industry—-
regardless of the subjective goals of individual management s—--will be transformed
in the third Period into an industry which wiil be accurately described in the
near future as g prof1t~max1m121ng monopoly.

In this context, management affiliation, originally developed in g structure
which promoted effiCiency'objectives, may become part.of the means by which the
industry is so transformed.

To this point, no differentiation has been made between U.S. and foreign
Petroleun industries or between goverrment and DPrivate petroleum companies,

The available evidence indicates that, to date, technology, geology, and
economics have been more 51gn1f1cant than nationsal background or ownership title

in the development of the industry's structure. Multiple affiliation in
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ownership and management is international, and equally applicablie to European
and Japanese‘corporatioﬁégi'.

T+ is not clear how the degree or type of ownership influence affécts the
actual management of the cdmpanies. Robert Larner's study in the'laté 1960's
concluded that the dégree of owner influence did not affect profitability.
However, Miron Stano found that owner—controlled firms had significantly
vetter performance in the stock markét, and Salsmon and cmith find that
management-controlled firms are more 1ikely to use sccounting policies to
misrepresent firm performancegg/. |

Tn Appendix Tahle A-1, the.highest rate of return is earned by Standard
of Ohio, the company owned by British Petroleum which is the company controlled

by the British government. Apparently, the public/private ownership guestion
did not affect profitability, The four probable owner—influenced 0il companies
{Qulf, Amerada-iless, Occidéntal, gun) have an average rate of return of 22%

' the same return for the 15 privately owned management—controlled oil companies.
The kind of control (public/private, management/owner) does not, in the 1980's,
give a confident guide to the performance of the company.

The final observation is to note the gignificance of similar organizational
patterns petween publicly owned and privately owned companies. The organization
of British Petroleum and CFP (the French petroleun Company) is similar to the
organization of private Amevrican oil companies. Yet voth BP and CFP have
governments as their largest shareholders.

Finally, & warning apoutb public ovpership. The two major efforts to create
profit moncpolies in energy have poth involved government corporations or
agencies. OPEC, ofrcourse, ig well known. Tess widely known is thé effort of
one Or more American oil companies to work with Ccanadisn, South African, and

Australian governments and corporations 1o establish a uranium cartel in the
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early lQTOtSF—f.‘ Whatever the future potential rfor econcmic power which is
created by the incéntives for affiiiations in ownership, mangement, and finance?
it cannot bé éupposed that publiec ownership in and of itself wi11l providé a
remedy to the problem.

In sumnary, the long Growth Ers experienced the Successful attainment of
efficiency Ccbjectives in consumption growth and declining real pricés.

Multiple affiliations in ownership, management, and finance complemented the
cost-minimizing effects of cooperztion in production and distribution,

The present transitional beriod sees fluctuation in preduction, consumption,
real prices, and profitability.

The final era of the petroleum industry may be the Monopoly Era in which
global production fluctuates but slowly declines from & 1979 peak, and brief
beriods of deecline in real product Prices are interrupted by severe real price
inereases,

The available evidence, although limited, suggests that multiple effiliationg
are international énd economic in nature. Also, public ownership of petroleum
companies a@parently does not by itself affect these patterns, and Public oil
corporations and agencies cannot be szeen as barriers to the emergence of menopoly

economics.
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Appendix Table A-1l. Major Oil Companies: Feonomics, 1980

10.
11.
12.
13.
1L,
15.
16.
17.
18.
19.
20.

\OOD—JO\\J‘I-S:’UJI\)P‘

Funds
earned on g4ockholders’ et income
Revenue Assets operations Net income equity (as a % of

Company ($ billion) ($ billion) ($ pillion) ($ piliion) ($ billiocn) atock. equity)
Exxon 110.380 56.577 10.778 5.650 25,413 22.2
Mobil 63.726 32,705 L.823 3,272 13.069 25.0
Texaco 52. 485 26.5430 4,358 2.643 12.526 21.1
Standard/Calif. %2.919 22,162 3.972 2.h0l 11. 077 21.7
Gulf 28.790 18.638 2.955 1.407 9,637 1h.6
atandard/Ind. 27.832 © 20.167 3,618 1.915 9.385 20. 4
atlapbic Rich. 24,578 16.605 3,247 1.651 7.439 P2, 2
Shell ‘ 20.753 17.615 2.989 1,542  8.100 19.0

. Conoco 18.766 131.036 1.832 1.026 L.585 P2k
Pnillips 13.713 g9,8hk 1.928 1.070 4,937 21.7
Terneco 13.488 13.853 1.531 726 k. 164 174
Sun 13.242 10.955 1.542 .723 h.311 16.8
Occidental 12.726 6.630 1.364 LT11 2.05k4 34.6
Standard/Ohio 11.379 12,080 2,591 1.811 4,562 39.7
Getty 10.437 8.267 1,675 872 TRIet 21.0
Union/Calif 10.437 6.772 1,415 LOLT 3,077 18.6
Marathon 8.754 5.043 .8o1 379 1.923 19.7
Ashland 8.520 3.358 .361 . 205 LOLT 02,k
Amerade Hess 7.955 5.895 1.047 .5ko 2.357 22.9
Cities Service 7.898 5.358 1.002 478 2.579 18.5
Totals $508.778 $309.990 $53. 829 $29.669 $136. 656 21.T%

Note: .Revenue ineludes sales, other operating revenues, excise taxes, interest
income, and equity in earnings of affiliates. Assets include total current
agsets plus investments, advances, net properties, plant and equipment. Net

income includes extraordinary items such as property sales. Data are for
worldwide operations, with the exception of Standard of Chio and Shell which
are U.S. subsidiary affiliates of foreign o1l companies. Ashland data are for
year ending September 30, 1980; all other data are for year ending December 31,
1980. '

gpurces: Company Annual Reports for 19803 Fortune, May 4, 1981
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