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There is only one little known incident recorded in which the US Covern.
ment attempted to nationalize private American oll interests. During WW LI
the USG formed a corporation specifically for the purpose of acquiring proven
forelgn petroleum reserves, Under a vell of secrecy the Petrolesum Reserves
Corporation (PRC) was formed by President Roossvelt in Juns 1943 to buy a
controlling interest in the Arabian-American 0il Company, Once the matter
became public the White House fell silent., The oil company refused to sell
and apparently had a greater lobby in Congress than the Executive Department,
The PRC prcject became a "dead duck®, Using an extensive literature search
of primary source documents, the author reconstructs this brief but important
episode of wartime diplomatic history, The conclusions from the PRC incident
showed the need for a clearly established national oil policy which deter-
xined resource needs and sources during war or peace. Later policies which
came in the fifties saw the role of Government functioning to promote cons.
ervatlon and encouraging development rather than entering into the oil
business itself, These policies proved effective since there was adequate
petroleum to meet the needs of the Korean and Vietnimese conflicts without
nationailzatlon,




PREFACE

This monograph was prepared initially as partial fulfillment
of the liaster of Arts Degree with specialization in History at the
Graduate School, Shippensburg State College, Shippensburg Penn-
sylvaniz. The subject, scope and outline were approved in advance
by Professor John Qffner of the History Departaent.

The helpful assistance of both Ambassador Herman F, Eilts
and Doctor John Offner as well as the personnel of the USAWC Library
are appreciated and acknowledged,
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US MIDDLE EAST OIL:
THE PETROLEUM KESERVES CORPORATTON

Much has been written about oil in the Middle East. The histories
written of the experiences of Ulorld War [ clearly revealed the strategic
importance of thc Middle East in a world conflictl, and the decisiveness of
oil in the prosccution of the war., It has been recorded that there was za
clesh between the British and the Americans for the frujitcs of victory in
the form of o0il. During World War IT the Middle East had z new role in the
relations among the great powers. While it was imperative to hold the zarea
for the sllies, it was cven more important not to let it fall in the hands
of the enemy, Germany would not only have gained a strwtegic position,
but above all, would have acquired a supply of o0il for the prosetution of
a globular war. The cooperation in prosecuting war objcctives among the
Americans, British, and Russians caused side effects against the oil com-

panies that were exploring in Saudi Arabia,}

The Ame:ican companies there
were becoming increasingly disturbed by the growing influence of the
British as a result of this cooperation,

In 1940 there was a decline in the activities of the California-
Arabian Standard 0il Company and a complete stoppage of the Pilgrimage to
Mecca which were the two major sources of income for the government of
Saudi Arabia. 7o offset the losses Ibn Saud had turned to the American
company and the British government. During that year the British govern-

ment advanced Ibn Saud 100 thousand pounds and the California-Arabian

Company advanced him 2.9 million dollars., This was over and above the -

lgce map Appendix A,
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amount due for royalty and rentals and was in addition to $1,700,000 Lhat
had been advanced in the previous ycar.2

The King's denand for forther advances and increasing activities
of the British, combined with general uncertainty of war, created a very
difficult situation for the company. There were the questions of reason-
able guarantee of recovering its noney and the increasing influence of the
British that could make the company's position untenable, The President
of Californlia-Arabian Standard 0il Company, Frederick Davis went to Saudi
Afabia and made a desl with the government to advance it a loan during 1941
of thrce million dollars uith a promise to incrcase this loan to six million
dollars, The gpovernuwent's finance minister indicated that he was counting
on the 3ix million as : part »f the budpet for that year. In return the
Saudi govcernment agre.d to extend the company's concession by two years,
and to the cur ajlment of the companies' activiries in the concession, pro-
vided tha* tl.t curtailuent did not affect "the government revenue from the
freduced/ cxports®  of crude 0i1.3

The corpany, howﬂver, was unwilling to advance the additional three
million dolla:s which had been promised or cven the orxiginal three million
dollars au:horized. Tt determined to obtain the entire six million dollars
from the Amcrican government under lend-lease. 1In October 1941. President
Roosevelt indicated that the American government could not advance any

funds to Ibn Saud uuder lend-lease, He suggested to the British Ambassador

2U.S., Congress, Senate, Special Committee Investigating the
National befens: Program, Petroleum Arrangements with Saudi Arabja, Part 41,
Hearings, 80th Cong., lst sess., Januvary 24, 29, 30, 1948 (Washiunptom:
Government Printing Office, 1948), p. 25,381.

31bid., pp. 25,052-057, 25,407-411.

et




that Britain provide the King with such funds as were neressary to meet
1bn Saud's requirvments, In a note to Jessc ., Joncs, Administrator of
the Federal Loan Agency, the Presideut commented: "Jesse--would you tell
the British T hope that they can take care of the Kiug of Saudi Arabia,
This is a little far ficld for us!"4

So the California-Arabian 0il Company actually was successful in
obtaining {inancial support for Tbm Saud through the British. It had rot
achieved its objectives of lessening British influence and increasing
American power in the area through the usec of the United States Covernzent
and its funds. To the special committee investigating the National Defense
Program the company representalive testified that through British financial
advances to the King of American funds, the UK had increased its influence
in Saudi Arabia at American cxpense. The company became alarmed at the
plans which the British were developing to control the Saudi Arabian
monetary system, President Davis said, "We felt all tLhrough here that the
money that the Saudi Arabian government was receiving from the British was
in effcct wmoney that we had passed over to the British; and we, as a com-
pany, felt that the United States should be getting the credit for it
rataer than the British." 1The leaders of both the Arabian American Company
and the Texas Company6 feared that the British might gain control over the
American concessions. Eventually, with Britain's prestige and influence

increasing, Saudi Arabia might be drawn into the sterling area and that

anenjamin Shwadran, The Middle Fast, 0il and the Great Powers
(New York: F, A, Praeger, 1955), p. 306.

5U.S. Senate, Hearings Saudi Arabia, p. 25,091.

6California-Arabian Standard 0il Company was a Delaware Corporation
with stock owncrship eplit 50/50 between Standard 0il of California and the
Texas Corporation,
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would hinder maintenance of the American character of the eunterprise.
Moreover, since the monvy was coming from the ®ritish and not the compazy:
as promised, the King maintained that the company had not lived up to its
agreement of January 1941.7

Early in 1943 the company determined again Lo try to persuade the
United States Covernment Lo grant Ibn Saud direct lend-lease aid, Tt uis
at this time that Harold L. Tckes, the Secretary of Interior, became the
Petroleum Administrator for War, Harry D. Collier, the President of Stzndard
0il Company of Califernia, and W, S, S, Rogers, the Chatirmuzn of the Texas
0il Company, parent companics of the Califoraie~irabisn 01l Company toli
Ickes that Saudi Arabia had probably one of the largest and richest oil
pools in the world, They were afraid, however, that the Dr:tish were trving
to edge in on the concession, having advanced Ibn Saud some 20 million
dollars, They had tried to obtain direct United States assistance but the
State Department had blocked their efforts, and they feared that the
American oil concession would be cancelled and given over to the British
interest., Ickes apparently was impressed with the urgent need for fast
action to save the situation, Ickes requested the two representatives to
supply him immediately with the pertinent facts so that he could present
them to the President.8 Rogers complied by sending Ickes a letter in
February of 1943 outlining the situation in Saudi Arabia and urging that
the country be given lend-lcase, To counteract British influence, the

company had made monetary advances to the King in 1941 and 1942; but

7U.S. Senate, Hearings Saudi Arabia, cables between Davis and
Lenahan and other company representatives, pp. 25,417-435.

S1bid., p. 25,232,
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in 1943, the situation had become so difficult that it wzs no longer
possible for the cowpuny to meet the requirements, American militarv Ten
were just as disturbed by British activity as was the corpany since thev
suspected that thl~ British were trying to take the concession away from
the Americans. A Pritish expedition, obstensively to cowmhat 1232§, arrived
in Saudi Arabia with strong military detachments, and therc was a suspicion
that many geologists were in the group, What most seriously disturbed the
company was a British attempt at the end of 1942 to open a bank in Jedda
to issue paper woney. Thie would have put Saudi Arabio in the sterling !
area and would have made it impossible for the company to carry on its
activities as an American concern, The time for action had therefore
arrived.9

Secretary of the Interior Ickes, who had the immedjate responsidility
for o0il supplies, was impressed by the arguments of the conap. ny representa~

tives as to the importance of Saudi Arabian o0il and the national welfare

_—

—

of the Unitcd States, He accepted the company's belief that the British
wvere attempting to takeover the American concession in Sauvdi Arabia,
especially as the British government was itself an owner of oil rights.
He was therciorve instrumental in helpimg the California and Texas oil
companies to obtain lend-lease for Ibn Saud.]o

After sceing Ickes the two company presidents then saw the
secretaries of the Navy, War, and State and other officials and impressed

upon them the . .ed to grant lend-lease aid to Saudi Arabia. On the 16th

of February 1943, Ickes met with the President.!l After a week of

1bid., pp. 24,829-830.
101bid,, p. 24,831.

11U.S., Congressional Record, Proccedings and Debates, 80th
Congress, lst sess,, Vol., 94, Part 4 (April 28, 1948), p. %4948,




activity on the part of the company representatives and the secretary,
President Roosevelt wrotc a letter to Mr, Stettinus on February 18, 1933
declaring that, " . . . in ovder to enable you to arrange for lend-lease
aid to the government of Saudi Arabia, T hereby find that the defense oﬁ
Saudi Arabia is vital to the dafensc of the United States,"lZ

This indeed was an achievement. It relieved the company of the
burden of financing the King, enhanced the American compmy's prestige,
committed the United States to the protection of the American concession,
and removed the possibility of sizeable British penetration.

By mid-1943, many oil industry leaders and government officials

feared an imminent oil shortage. 1In this pressing oil crisis, Ickes saw

an opnortunity to establish direct federal control over petroleum resources,

He advocated American exploitation of Saudi oil reserves, not by private
companies however, but by the federal government itself. Many oil men
believed that under the cover of wartime necessity Ickes was seek.ng to
nationalize o0il production which he had failed to do during the New Dezl.
In 1935 and 1940 Ickes had formulated specific proposals toward that end
and he apparently had not changed his mind on this matter.13

On 8 June, Admiral Wiiliam Leahy, Lhe Chizf of Staff of thc Joint
Chiefs of Staff, sent a memorandum to President Roosevelt on oil
reserves. Leahy commented that there was an insufficient supply of crude

oil from loca) production to meet the requirements of the armed services

and civilian needs, It was in the interest of national security that

1%, Senate, Hearings Saudi Arabia, p. 24,861,

13cerald Nash, United States 0il Policy, 1890-1964 (Pennsylvania:
University of Pittsburg Press, 1968), p. 172,

+
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steps be taken imnmediately to assure a continued control of sufficient oi
rescrves to meet our country's neceds, He proposed that the Reconstruction
Tinance Corporation be directe’ to organize a coxrporation specificaliy Zor
the purpose ¢. acquiring proven foreign petroleum recerves. "This weuld
include the jmmediate acquisition of a controlling interest by the US
government in Saudi Arabian oil concussions, with the provision that the
corporation may acquire interest in other properties when so directed."lé

Two days later the President directed Admiral Teahy to take up the
matter personally with the Secretary of State concerning the arrangements
to obtain for the United Statcs Government an interest in the Saudi Are>ian
oil fields. TDR suggested thot che American Minister in Saudi Arabia,

assisted by a State Department expert whko had no conmection with the

American commercial oil interest, should make an immediate effort to obizin

0il concessions from Saudi Arabia for the United States Government, A XNaval

0il fuel reserve, similar to those existing in the Unijted States, could be
established, The United Sta*es Government would pay the usual royalties

. . 15
for the il when it was used.

Ickes saw his opportunity when widespread fears of an imminent oil
shortage were especially rafe amopg wilitary and diplomatic circles in the
natiou's capital. On 10 June 1943, .ckes wrote to President Rooscvelt
urging him to take immediate actiorn in acquiring foreign oil reserves. He

warned of an impending oil shortage for the armed forces in 1944, which

could also affect criuical industries at home, He urged Roosevelt to

1l*lJ.S. Department of State, Foreigm Relations of the Usl_Dinlozatic

Papers, 1943, The Near East and Africa, Vol. IV (Washington, D.C.: Government

Printing Office, 19064), p. 921.

151bid., p. 922.
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create a Petroleum Rescrves Corporation (PRC) under the Reconstruction

Finance Corporation (RI'C) which would acquire and develosn new foreign oil
reserves, He enphasized that in view of the pasty and realistic appraisal
of the problem Ycompels the conclusion thal American participation must be

of a sovereign choracter compatible with the strengths of the compelitive

forces encountered in any such undcrtakjng.“16 After outlining the functions

and opcrations of thu proposed corporation, he reasoncd:

It is suggested that the first order of business of the
corporation should be the acquisition of a participating and
managerial interest in the crude oil concessions nos held in
Saudi Arabia by an American company, This potential crude oil
reserves underlying this concession have been cstimated at
approximately 20 billion barrels ., . . /it/ is as large as the
total current known crude oi) reserves of the entire United
States.

There acquisition will serve to meet an inmediate derand
by the Army and Navy for a large volume of petrolewm products
in or near Arabia and will also serve_to counteract certain
knoun activitics of a foreign power /eritish/ which are pre-
sently jeopardizing American interest in Arabian oil reserves.

17

FDR kad turned the matter over to Justice Byrnes, the Director for
War Mobilizat'on. Byrnes held a meeting in east offices of the Vhite House
on June 12, 1943 at which Secretaries Stimpson, Knox, Ickes, State Economic
Advisor ¥eis, and Ceneral Wright (JCS) were present. Great concern was
expressed over the rapidly depleuing domestic reserves of petroleum and
recognition was given Lo the urgent necessity of the acquisition of foreiga
petroleum r2serves by this government at the earliest practicable tin.z.

Specifically, all concurred chat it was necessary by July 1, 1943, to form

a corporation for the general purpose of acqulring foreign oil reserves,

16y,s, Senate, Hearings Saudi Arabia, pp. 25,237-238.

171b14,
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and to imeediately initiate steps for the acquisition of an interest in

the highly imrortant Saudj Arabian fivlds, Questions about the dircctorate
and the control of the proposcd corporation as well as the (ype of interest
and ownership to be acquired in the Saudi Arabian reserves and the method

«
of pay for such acquisitions,ld

wvere left for further study by the
interested departmrents and later reconmendation to vustice Byrnes,

On June 14, the Sccrctary of State Cordell Hull, sent a memorandum
to President Ruosevelt outlining the entirc problem from a diplomatic point
of view. le was in complete agrcement with regard to the rcconmendation
of the Joint Chicfs of Staff concerning increased production and new
refinery construction and offered all assistance with the Ssudi Arabian
government, He put forth three proposals which were intended to assure
that oil of Saudi Arabiz serve as a reserve for the United States quite
apart irom the question of immediately incrcasing production and refinery
capacity. The first proposal was a rcecommendation, which had been suggzested
in March of 1943, that the Petroleum Reserves Corporation (when created)
enter into a contract with the California-Arabian Standard 0il Company;
whereunder, the company would set aside so many billions of barrels of oil
in the ground as rescrve for the United States Government to be delivered
as desi 2d, This arrangement would not require any significant renecgotia~
tion with Ibn Saud. The second recommcudalion addressed the recommendation
of Secretary Ickes to the President; thal this government purchase, ®rom:
the two parent companies, a controlling stock interest in the California-
Arabian Standard 0il Company. tHull indicated there would appear to be no

expressed provision in the agreements between the company and Ibn Saud

18y s, Department of State, Forcign Relations, Vol. IV (1943),

p. 925,
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forbidding such a transaction, But hec called attention to a provision
which restricted assignment of rights to any other corporations, le con-
cluded that; in amy case it woul? be necessary to notify Ibn Saud of our
intention. He added that it wasn't knoun what attitude the King might take
toward the entrance of .he Amevican government into the business ¢f develop-
‘ng oil reserves located wirhin his domain. TFinally, he addressed the
sugpcstion contained in the memorandum presented oy Admiral Leahy, to che
Secrelary of State, regarding a special mission to negoliale a new conres-
sion for oil within Savdi Arabia with 1bpn Saud. 1ull indicated that the
most promising oil bearing land was already included within the concessions
held by the California-Arabian 0ii Company. They wlso had preferential
rights to other larpe st-:i.nes of territory further away from the Persian
Gulf Coast. He believed it was essential to point out that any megetiations,
which disturbed the present concession, might have adverse results and
cause nev demands either upon the company or upon the United Stales Govern-
ment to reduce the present concessions or admit representatives of other
countries, Secvetary Hull concluded nis memorandum to President Rooszvelt:
In this present critical stage of our international rela-

tions, and bearing in mind the extreme importance of petroleum

qucstions in the whole of our foreign welations, the Secretary

of State is unwilling to get into controversy with other branches

of government as to the course to pursue in regards to the Saudi

Arabia situalion., He rubmits the matter for the judgment of the

President ju the light of the preceeding summary, It is his

view that the simplist and most advisable way to proceed in

Saudi Arabia is along the lines of (1) immediate arrangements

with the American companies to develop their pioduction and

their refinery; (2) agreements setting aside such resarves a
the Army aad the Navy find necessary for their requirements.

19
- Ibid., p., 924,
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Two weeks later, Scceretarics Hull, Stimpson, Forrestal, and Ickes
concurred in the recommendations of their reprcsentatives vwho had held
earlier discussions with Justice Byrnes to consider the situation presented
by the shortage of domestic petrolcum reserves, the consequent inherent
need to assure adequate foreign reserves, and the best mears of proceedin
to that end. They concurrad fully in the report and forwarded it to the i
President, One of their main recomnendations was to put into effect the
creacion of the Petrolecum Reserves Corporation on beforc June 30.20
“ It is interesting to note that contained in the recommendations to
the President was a caveat in behalf of American foreign pelicy insured by
the State Department,

In order that the activities of the corporation in acquiring
foreign oil reserves shall be in accord with the American foreign
policy, the following principles shall be observed in the conduct
of corporation affairs: (a) the corporation shall not embark on
any major projects or undertakings without receiving prior
approval of the Secretary of State; (b) all major negotiations
with foreign government shall be conducted through the appropriaie
missions of the State Department or else under its supecrvision,

The Cabinet recomucndation that went forward to FDR allowed for our
government to purchase 100 pexrcent of the stock of the criporairiors wow
owning the concessions in Saudi Arabia, The Petroleum Reseirves Corporation
also could enler into an operating and management contract covering all or
part of the Saudi Arabian oil fields. The two American corporations which
owned the concessions could operate and manage the oil {ields should the

PRC award such a contract. Included in this would be the right to the

Petroleum Reserves Corporation to exercise control over the rate of

r

7he powers of the Keconstiruction Finance Corporation to organi:ze
corporations cxpired midnight 30 June 1943,

21y.s, Départment of State, Foreign Relations, Vol. IV (1943),

p. 926,
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production, the development of oil structures, and the sale or other
disposition of all the oil produced from such ficlds,22

Matters concerning coustruction of an o0il refinery for Saudi Aredia
were considered to be militazy policy aud as such chould be determined b
the Army and Navy Petroleum Doard. The report suggested that refinexy con-
struction go forward without delay, and thc ultimate financing and ownership
would be reserved for futurs determination,

An interesting vignette on how the Cabinet members proposed to deal
with Congress in this matter was contained in another reconsendation made
to the Yresident., Tt suggested that after a dJefinite detcrmination had Seen
made as to the progran to be pursued, BDyrnes, on a confidential base:, should
inform certain membexs of Congress of the program and endeavor to obtain
their informal approval in advance of the initiatiop of negotiations with
the two Awerican companies vhich then owned the concessions, 23

To put the plan in motion, negotiations would first start with the
President of the Standard 0il Company of Califorria and the President of
the Texas 0il Corporatién in an effort to arrive at a tentative agreement
along the lines that had been set forth in the Departments' recommendations.
The representatives of the United States Government would then dispatch an
official to Szudi Arabia Lo coafer vith James §, Mnose, Jr., the United
States Minister Resident and Mr. Alexander Kirk, the United States Minister

Resident in Egypt.24 Ther wvould be briefed on the arrangements proposed

221,5d., p. 927,

B1big,

24Rirk has been concurrently serving as Minister to Saudi Arabia
stationed in Egypt.
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and could exzpress their vicws prior to discussions witn Ibr Scud, if they
were indeed ruquired.zs

There were two methods proposed by the Cubinet:tn acquire oil.,
Whije the scerctaries concurred in recommending that intercst be‘arquireé
in the Saudi Arsbian ficlds Ly owncrsiip of stock, they presented an alter-
sative method of contracling the services, 'The Secretary ¢f State felt =
controct would be simple, straight forvard, more recadily defendable, and
understandable methiod, The PRC and the company contract vould not altes
or affect eaisling conceszions and would provide for anm advance of woner
and payrments to include- royalties to ibn Saud jn exchange Zor a maintenznce
of a minimum oil reserve. This coircided with the origincl request freoo
the 0il companics, The main advantage of a contract from the internaticnal
relations point of view vas that it wouvld not be so apt to create concurs
or secrve as an incenlive to the nationalization of the oil reserves, It
was also rccognized that, from the domestic standpoint, there would be iess
force to the contention that the government was catering into the oil busi-
ness, One of the principle disadvantages was that there would be a danger
in such an arrangement no matter houw scyupulously and fully it sought to
protect the interest of the government. It could be misconstrued and
unfairly criticized for thc use of resources, prestige, and perhaps even
the armed forces of our government to provide profit for »rivate capitil.
There would also he the possibility that it would be impossible to deter-

mine with any sccuracy Lhe amount of oil in the ground. Therefore, if

2.8, Department of State, Toreign Relatjons, Vol. IV (1943),

p. 228,
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the reserves were exhausted, the sovernment would be left little or no oil
and the compainy with nach prui'itf;.2

There was no doobt Ickes had gold the PRC to the President, Im
approving the Pelrolecum Reserves Corporation, President Roosevelt directed
that the stock acquisition method be used, He touwk this act ezfter havirng
been told the fact that it could have possible undesirable international
repercussions,  Specifically, it might cause concern on the part of the
Uvited Kingdom and the USSR and way strengbhen the tendency of rextain
Latin American countrics to procceed further along the road of o 1
nationaliration. One of the points brought out in the study tht did ring
true and brought about the cventual defeat of the Petroleum Reserves Corpora-
tion was 'that it way be contended that this mathod will put the government
in the o0il business on a huge scale and by reason theicof a bitter domestic
attack may result, "2/

The last sugeested disadvantaéc was that the desired ends might be
obtained, at least in large part, without eumbarking on such unchartered
course.28‘}dritten, no doubt, and agreed to by those taking the conscrvative
approach and acquiesced in by those who were the proponents of the system
adoptcd{)

Dr. Feis reported that tle discussion at the Vhite House was jovial,

9

I)
brief, and far from thorough.“” A bhoyish note of enjoyment was in the

261p1d., p. 929.
271hid,
281p44,

29Herbc%t Feis, Secen From E.A.: Three International Episodes (New
York: A, A. Kuopf, 1947), p. 122,
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Presidenl's Lalk and uod as usual vhen it had Lo do with the land of the
Middle tast. 7The boyunt certainty of the Sceretary of the Navy and the
Potroleum Adwinistrator for War prevailed, Xo shorter step would do in
this uncertain world and this longer step could euwily be carried off, The
Secretary of Statce assented with an air of faint but cheerful readiness.
His burdened spiric, groping among the formulas that might induce man to
live in peace, could not bring itself to grapple with the different views
of his asscrlive colluagues concerned with oil, The tangle of purposes made
this swbjcet a rough traverse for ercryone, No one was to emerge from ic
unse L"d.BO

On . e 30, 1943, with the President's puthorization, the Recon-
struction Finance Hrooration organized the Detroleum Reserves Corporation.
It was given aullority, -

. « . to buy or other. ¢ acquire proven reserves of vetro-
leun from sources oalside Ll ~ived Statss, including the pur-
chase or acquisition of stock cc - rations owning such reserves
or inicrest therc'n, 7To store, tr. ~ort, produce, procecs,
manufacture, s¢ly, market, and otheri . lispose of such crude
petroleun and the product derived there: -

According .to the gpproved recomwendation, the Bu .- " Directors of the
ncwly constjtuted Petroleum Rescrves Corporation would c. ~t of the
Secretary of State, the Secretary of War, the Seccretary of Navy, -4 the
Secretary of Interxior,
The corpovations charter [Ebc Appendix :/ and its plans vere
kept a closely guarded secret, but this did not prevent a welter

of ruwors as to PuC's aveposcs from developing in the domestic
oil industry, Thouglk o0il men did not know just what was

334,

31U.S. Frderal Reeister, VIII (July 2, 1943), p. 90443 see also,
New York Times, July 2, 1943; sec also '"Middle East 0il Sale," 0il ound Gas
Journal, VI (Aupguet 26, 1943), p. 21.
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Presidenl's Lalk and wod as usuval vhen it had Lo do with the land of the
Middle rast., The boyunt certainty of the Secretary of the Navy and the
Petroleum Aduinistrator for War prevailed, Ko shorter step would do in
this uncertain world and this longer step could gaoily be carried off. The
Secretary of State assented with an air of faint but cheerful readinesé.
His burdened spirit, groping amony the formulas that might induce man to
live in peace, could not bring itself to grapple with the different views
of hiz asscrlive colleagues concerned with oil, The tangle of purposes made
this subjectl a rough traverse for creryone. o one was to emerge from ic
unse U d, 30

Ou - »e 30, 1943, with the President's puthorization, the Recon~
struction Finance orzuration organized tne Petroleum Reserves Corporation.
It was given aull.erity, -

: .« + » to buy or othess o acquire proven reserves of petro-
leun fyvom sources oalside L. ~iuved Statcs, including the pure
chase or acquisition of stock cc - rations owning such neserves
or inicrest therc'n, To store, traasgort, produce, procecs,
manufacture, scli, wmarket, and otheri . ispose of such crude
petrolcun and the vproduct derived there: - 1

According .to the 2pproved recomwendation, the Bo .- ® Directors of the
newly constjtuted Petroleum Reserves Corporation would c. ~t of the
Secrelary of State, the Secretary of War, the Sccretaxry of Navy, -4 the
Secretary of Interior.
The corpovations charter [;Ec Appendix E/ and its plans vere
kept a closely gravded secret, but this did not prevent a welter

of rumors as to PiC's .reposes from developing in the domestic
o0fil industry. Thoigl oil men did not know just what was

M 1hs4
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31U.S. Frderal Reefster, VIII (July 2, 1943), p. 9044; see also,
New York Times, July 2, 1943; sce also "dMiddle East 0il Sale," 0il ond Gas

Journal, VI (dugust 26, 1943), p. 21,
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happening, they were pretty certain that it was something they
Vouldn't 1%ke—-p?ohab1§2;omething to do with putting the government
into the oil business.
On July 14, 1943, President Reosevelt cualled a Cabinet conference
to plan US o0il strategy on a globular scale.33 The Cabinet including
Dr, Feis, were ushered into the oval office at the White House and officially
advised by the Presideni of their responsibilities. 1In addition he indicated
that Secretaty Ickes wis designated as Presicent of the Petroleum Reserves
Corporation 34
The iuty of wafeguarding the /fmerican oil position in foreign lands
was defused osmong scveral biranches of the govermment which me! on terms of
mutual watchfulness. 7She job sgem to call for a specialized organization
with more power to act than any existing one, 1t might maintain a more
intensive watch over the foreign petroleun situatiog, keep informed of the
performance of American cowpanies abroad, and, if need be harmonize and txy
to direct them by suggestion, 1t was viewed by its authors as supplementary
to, and perhaps on instrument of, the diplomatic support of private American
0il enterprise in roveign lands, To correct this situation, the Petroleum
Rescrves Corporations was given broad responsibilities since it was impossible
to foresee the exact range of its opcration.35
All the departments of government which had an interest in foreign

0il matters were given a place in the new agency. According to Dr. Feis

it was not ecasy to £it these departments together into a new pattern of

32petroleum Administration for Wor, A History of the Petroleum
Administratiou for War 1941-1945 (Washington: Government Printing Office,
1946), p. 276.

33cordell Hull, The Memoirs of Cordell Hull, IT (New York: MacMillan
Co., 1948), pp. 1511-12; see also New York Times, July 11, 15, 29, 1943.

34paroid L, Ickes, "0il and Pezce," Collier's (Decramber 2, 1944), p. S5.
355¢e Appendix B for the full text of this broad charter.
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authority., It was not achieved without brusing soi'c nuckles and

smoLlhered reapproches., The most troublesone problem vas whether to include

the Federal Loan Administrator. He had long been the mast of all government

establishments that decalt with matters such as those but the Petrolcum Admini~

strator for War doubled his giasp o4 the national need and his willingness
to risk money on s wme of the projects that wecre in Tckes' mind, The
Petroleum Reserves Corporation might be called upon to take swift, novel,
and verturesoirs action and it secwed best nol to have to struggle with tos
conservative, too immnbile weight, Thus, the Federal Loan Administrator
was shunted out of the program.36

The Petroleum Administrato: for War assumed the presidency of the
new organization with no more ccmment than a much decorated, grizzled
veraran receiving anotner medal or award; with oaly ¢ rough, gruff clearing
of the tbroat, in fact, He was assuming a new command, not cetiring to a
routine joh,

According to Dr. Feis anxiety existed, and not for the first time,
in certain parts of the state Department as to what that assertive spirit
might do.. Certain of the right he was sometimes given to prefer a fight
to a study or the issues in dispule; and in a fight he could twist and turn
with the benefit of the rule book., He had shown little use for some of the
more sutblc, patient, or evasive mancuvers of the State Department, . . .
He was known to feel that the department stood in too great awe of the

British imperial aura.3

36Feis, Seen From E.A., p. 125,

371big., p. 126,
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“ In the forthcoming ncgotiations, Dr, Feis would work very closely
with Secretary Ickes. He admired Mr, Ickes assertive figure and supported
most of his judgments, He did not subscribe to Ickes impulsive and some-
times unfair methods of enforcing them, "put the favorite technique of
negotiation of the self styled 'curmudgeon' seemed that of the blow
followed by the kiss; this was not an ideal method for handling foreign
affairs."38

Having launched the PRC, the Department of State and the members of
the PRC prepar~d to negotiate, The minister resident in Saudi Arabia was
ashed to provide an up to the minuste report un the activities of the
California~Arabian 0il Company. The Secretary wanted a detailed account
of the current drilling and exploration activities, production, actual and
potential, transportation arrangements and disposigion of preseiit prcduction,
to include distribution activities within Sa.di Arabja. He also requested
any new developments in relationship with the Saudi Arabian government,
cauZioning that the entire inquiry must be kept in utmost secrecy.39

On 23 July, Commodore Carter, the Navy Representative on the Arm§~
Navy Petréleum Board, advised Dr, Feis that the board had concliluded that
the onc refinery project which shouid be carried out by the government for
militacy rcasons was the erection of a refimery in Saudi Arabia, The plans
contemplated production of 20 thousand barrels a day of aviation gasoline
with a total potential of about 100 thousand barrels a day. 1Its estimated
cost would be about 100 million dollars. The decision to construct a

refinery in Saudi Arabia was based on anticipation of military supply

381p4d.

39U.S. Department of State, Forcign Relations, Vol, IV (1243),

p. 933.
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needs in the southwest Pacific, This was strengthencd by the conclusion
that it would be advisable in the long run to draw on Persian Gulf supplies
for the quanities needed rather than on our own domestic supplies.40

Commodore Carter pointed out that in previous discussions with
Dr. Feis regarding the plan of having thc government acquire stock ownevship
in the California Arabian Company, it had been the JCS view that any discus~
sion which might be required with the company for refinery construction
should be carried on independently in order not to risk delay. lle observed
that if an undertaking of this size was begun, it would require government
financing and be certain to influence the company's attitude in the prospec-
tive discussions with this government about stock purchase. Dr, Feis agreed
and brought the mattzr to the attention of Secretary Ickes who by thet time
had been designated by the President zs the senior gegotiator on~Saudi
Arabian oil matters.%l

During this meeting with Ickes, Feis would hear from Secretary Ickes
that he, Jckes was the PresidenL of the Petroleum Reserves Corporacion and
would act as such! Assured of new by-~laws Ickes anticipated that the PRC
would be in a position to carry out the Saudi Arabian refinery project
recommended by the Army-~Navy Petroleum Board. Ickes felt that the need
for refinery construction strenglhwned the government position, Tae
investment was so large the private companies could not finance it without
immense government aid. Therefore, Ickes proposed that both the purchase

of stock and the construction of a refinery be discussed at the same time

with the presidents of the Standard 0il of California and the Texas Company.42

,

A401bid.
4libid., p. 934.
421bid,, p. 937.
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Meanwhile, before negoliations started, word was leaking out through

S

diplomatic channels, Minister Kirk iu Lgypt had hcard through Colonel lloskins,
£ Economic¢ Counselor in the Middle East, that a project was being censidered

whexeby the oil concessions in Saudi Arabia would be taken over by the

RN Ty

. American governmenit, In a rather lengthly diatribe to the Secrctary of
State, Kirk described how successful the company had been in its relations
and explorations in the country, He closed with a warning that government

operation of thc o0il concessions would run counter to future plans involving

privale American enterprise., lHe forcsaw scrious complications in the trans-
fer of the presenl oil concessions to direct United States Government control
both in the relatinons with Saudi Arabia and with other governments, whose
suspicions might be aroused, Tinally he advised that no step be taken to
alter the present status of the oil company and its identity in Saudi
Arabia.%3
The response from the Secretary of State to Kirk was inmediate,
In view of the cxtreme delicacy of questions involved and
the necessity of absolute sccrecy in regard thereto, please
request Colonel Hoskins to refrain entirely from any further
discussions of the matter referred to in your LE&legrgﬁ/.44
It was evident that at least the State Department was trying to keep the
1id on the PRC as negotiations were about to begin.
Secretary Ickes began immediate negotiations with Collier and Rogers,
the top officers of the California and Texas oil companies, for the purchase
of the entire Saudi Arabian concessions by the United States Government,

The participants came togethcr in the cool grey offices of the Interior

Building in irregular sessions. They drew apart, sometimes for days ox

43vpid,

4b1pid,, p. 938.
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weeks, and the neetings and separations alike in the mind of Dr, Feis
vere tinged with uncertainty. The government represeatatives hadn't fully

prepared themsclves and had Lo stop {requently to review aims, to compose

proposals, and Lo fird answers to objecti. as to tne consequenczs of the
stock purchase plan.45

The company represenltatives evpressed shock and outrage at the
proposals, They feared that their attempts to involve the United States
Government in their Saudi Arabian concessions might boomerang and deprive
them of the huge wealth-producing resources vhich they had acquired in
the desert of Arabia.46

Finding them reluctant to part with 100 percent of their ownership,
Ickes went down, first to 70 percent, and then to 51 percent  Finally, the
company reproesentatives indicated that they might bg willing te give up
33 1/3 percent of their huldings.47

The fcar of loss to the British, which had led the oil executives
to Vashington, vas nol reflected in the price that they placed on their
property after the negotiations began. Dr. Feis reccived the impressioﬁ
that they'wcrc afraid of being trapped into a bargain., At every meeting,
"the lawyers sat next to their talkers like sentinels, "8

Secretary Ickes domineered the discussion and, as the days went on,

the State Department assistance through the economic advisor faded with each

45Feis, Seen From E. A., p. 129,

461bid.

47shwadran, The Middle East, p. 315.

48}eis, Secn From E. A., p. 130,
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successive meeting., There was anxiety within the State Department
particularly that the BRritish government would strongl& object to the
transaction, Mr. Jckes, however, disrcgarded this idea.he did not believe
the UK was in such a position,

As the discussions continued Tckes even found himgelf suggeéting
compromises in regard to the money volue of the property; his attempt at
bargaining only made him suspect Lo everyone, Dr., Feis summarized this
effort at negotiating: "It was a veak effort to match the hopes of the
company with the pessimistic version of existing realitics favored by
the govcrnmeﬁt p.-n:'t::i.c.:ipzmt:s.“l'9
Negotiations vere carried on from August to October 1943, Then,

according to Ickes, the attitudes of the companies changed, He attributed

this to the military fortunes of the allies, When it looked as if Rommel

might break througit in North Africa and overrun the Middle kast, the com-

panies were eager to have the government in theixr Middle Fast concessions.
However, after Rommel was chased out of North Alrica, and the concessions
were secure, they were no longer disposed to permit the government tc pui-

chase even a small part of their Saudi Arabian holdings. The negotiation
broke off.so
Rogers reported that the two sides had actually not been far apart

in the ncgotialions. He personally felt that one morming when he was talk-

ing to Secretary Ickes that they were "about of the meeting of the minds,

491p54,

——

30y,s. Senate, Hearings Saudi Arabia, pp. 25,240-241,

5l3b1d., p. %4,868.
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Hovever, that afternoon, without any previous warning, Ickes said that the
deal was off, Rogers remarled, "I have done a lot of trading in my life,
but I have never had anything like thot happen before.'d2 Ickes recollected
thalt the negotiations had reached a point vere he thought:

They were doing two things: They were reaching into certain
members of the Senate and the lHouse Lo oppose any deal of any
sort, and at the saw~ tiwe they were just pollyfouing us and
stringing us ulonz, and T thought that Cthe time had come when
1 wanted to call Mr. Rogers' bluff, and I did call it. ., . .

I think he /Rogers/ was somevhat ingenuous vhen he said that
he cane fully prepared to accept that, or any other proposcition,
I do not think they were ready to accept any proposition.53

A more realistic surmary of the reasons for the failure of these

negotiations is sct forth in Petroleum and American loreign policy by

Dr. Feis.

The problem of setting a price for this gock, acceptable
both to the stockholders and to the govermment, was very dif~
ficult, Second, the companies directly concernéd, as well as
others engaped in the intermationn] petroleum trade, feared that
the acquisition of control by the Amegican government would bring
it into the oil business everywhere in the world., Third, there
was a fear that any such step would prejudice the ~hances of
all the oil companies to secure concessions in foreign lands.
These considerotions prevailed even though the proposal con-
tenplated that the actual business management of the Eroperties
should be left in the hands of the private interest,d

While these negotiations were in progress, Secretary Ickes issued
a letter of intent on 4 Scptember, backing up a verbal agrecment with the
oil company -=xecutives arrived at on August 26, to accomplish with the

greatest possible speed the construction of a very large refinexry in

521bid,
531bid., pp. 25,261-242, ’

Saﬂerbcrt Feis, Petroleum and Awmerican Forcicn Policy, Commodity
Policy Studies, No., 3 (California: Food Rescarxch Institute Stanford
University, 1944), p. 39,
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Saudi Arabia, According Lo the confideantial letter of intent (see

Appendix ) t'e refivery was to be designed for initial through-put of
100,000 baxrcls per day of Saudi Arabian crude o0il to minufactured pro-
ducts, Twenty~five perceat of Lhe output 'r0ald be molor gasoline, about

2% percent special fuel, 20 percent aviation gasoline and with the remainder
in diesel oil. The letter of intent mercely authorized the company to under-
take certain expenditures; the wethod of finance and the relationship belween
the United States Government and the company were to be determined by future

ncgotiations.ss

In viev of the importance and the comscquences of the project, the
question of notification to the Saudi Arabian and British governmenls pre-
sented itself, On the basis of discussions that had been held with the
Board of birectors of the Petrolcum Reserves Corporation, it was-decided
that the first notification would be made to Ibn Saud by the representative
of the California~Arabian Standavd 0il Company in light of its close and
satisfactory relationships with Ibn Saud, This chamel was chosen since
the refinery would be constructed under its concession and it would carfy
out the construction, Almost immediately thereafter the Department would
discuss the subject through its diplomatic reprcsentatives with Tbn Saud.
Finally, notification would be made threugh the War Petroleum Board to the
British, This mecthod was selected to emphasize the military aspects of the
prcject, It was to be made clear to the British that additional discussions

could be held with the State Dcpartment.SG

55y.s., Comptroller Gencral, Reporl on Audit of Reconstruction
Fin-nce Corporation and Affiliated Corporations, Petroleum Reserves Corpora-
tion 1945, Vol. IX, 80th Cong., Zd sess., House Document 622, April 27, 1v48
(Washipngton: vovernment Printing Office, 1948), pp. 4-5.

5611,5, Department of State, Foreign Relations, Vol. IV (1943), p. 938.
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Secretary Mull then advised the Minister Rerident in Szudi Arabia
of the arrangements and authorized him to inform Ibn §qud, cautioning that
discussion had not rcached a finul conclusion. Hull also advised the
Ambassador in the United Kingdom that the Pctvoleum Resarves Corporation
was sending a staf. of three persons, a geologist and two engineers, to
inspect and study the various o0il fields in the Persian Gulf area. Their
mission was to make a technical study of the oil fields, the production,
distribution, and re¢fining installations in the area. They were not
authorized to deal in any way with questions of policy concerning government
or company relationships.57

At this time the secrect negotiations were revealed to the public.

The Vall Street Jouvrnal of Thursday, October 21, 1943, carried a front page

story regarding the talks which had been in progress between the-Petroleum
Rescrves Corporation and the Standird 0il Company of California. Exposed
was the fact that the US Governrent was attempting to acquire that company's
holdings in Saudi Arabia., These negotiations were supposed to have been
conducted in the greatest secrecy but, according to the article, widespread
rumors regarding them were current even before the article was published.58
The State GDupartment then received wovd from Saudi Arabia that the
King had been advised of the proposed construction nf the refinery and had
expressed pleasure at the prospects of its development, He scemed Lo con-

sider the United States Government's participation as perfectly natural

57Ibid., pp. 938-9, ’

SBWall Street Journal, October 21, 1943, p. 1.
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and expressed beliei that the project should be beneflicial to both Saudi
Arabia and the United States.sq

Just two vecks after the nepotiations becane prlic, and after
King Tbn Sand had given his approval, Scerrctary liiies informed Presfcent
F. A, Davis of the Californiag~irabian Standurd 0f1 Conpuny that ef feckive
immediately the Peticleum Reserves Corporalion uas cancel ‘ng the authori~
zation for the construction of the refinery in Saudi Arnbia.ﬁo The reasons
given werce that the oil corporation had proposed a contract which had not
been a rezsonable basis for un agrecnent betveen the PRC Board of Direccors
and the privaté corporation. He went one step furthey to imply rhat the
company did nol intcnd to provide reasonable basis fox agrcnmcnt.61

These three developments led Secrctary NHull to berate 1lckes® handling
of the affair, Ta a blisteriug letter of November 13, lull advised Ickes
of the diplormatic facts of lifc. Concerned about the relatious of this
governmient with the independent governments in the Middle East and the long
term effects of any adopted line of action upon the Awerican petrcleum posi-
tion in the Middle Last, Hull complained that the main decisious of the’
Petroleum Rescrves Corporation had become public knowledge., He cauvtioned
the PRC Lo bear in mind that its attitude toward the preblems before it and
shifts in thesc attitudes werc bound to produce reactions from the foreign

governments and the peoples directly or indircctly concerned., When the

facts had become known to the public concerning the refinery construction

5%,s, Department of State, Foreign Relations, Vol, IV (1943),
p. 941,

60gee Appendix C for a copy of this letter.

61pr. Feis gives the best explanation found for canceling the
refincry congtruction in his sumua.y regarding the frilure of negotiatioms.
See page 23,
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jn Saudi Arobia , it became necessary to inform the King since the Future i
of Saudi Arabia of cour¢e was ultimetely of his primary interest. Then thot !
day there was an item in the press that nepotiationg Qver this refincry had i
broken dovn, This information ceming on the hecls of vhat had been previously ‘
anounced, Mcannot fail to create, in the Savdi Arabian government, a Iack

of confidence in the sustained intcrest and purposefulness of this govern-
ment regpecting Sandi Arabian oil, vhich that country is most anxious to

have deve]cpcd."62 He added that it would weaken in the eyes of King Tbn

Saud the position of the American company *hat holds the conccssions, siuvce

there was no assurance that its holding would be substantially develeped in

T = S S

the near futwre,

This department believes thut there should be full realiza-
«ion of the fact that the oil of Saudi Arabia constitutes one of
the world's greatest prizes, and that it is extromely short--
sighted to ta'e any step which would tend co discredit the
American intcrest therein, whether that interest be of public
or privat¢ chasracter, 3

R e S 7 TR PN
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Hull predicted that pressure would be brought Lo bear on King Ibn
Saud by another government which would attempt to use the recent events to 2
undermine his confidence in the American interest in his country's petroleum ‘
resources,  he départmant was convinced, he szaid, that the British, in
handling the Midile Dastern oil, have the long term view in mind as well .
as the short, and that for the proper protection of American interests it
was necessary for us vo do likew.s2, Recounting the curremt trends within
the Middle East as far as British American interest were concerxned, Hull

felt that maximum considexation should be givem to proposals which would

62y,3, Department of State, Fornign Relations, Vol, IV (1943)
p. 942,
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be consistent with the direct war requirements and possible expansion of
American facilitics rather than giving any priority to expansion of British
facilitics in the area. Secrcotary Hull referred to projects such as the
expansion of the Anglo-Iranian 0il Company, construction of a new pipeline

to the Mediterrancan irom the Iraqi oil fields, and comstruction of a refinery
in Nritish India nutilizing the production of Qatar or other British controlled
0il, Hull ended his diatribe:

We believe that the strong criticism will develop if British
petroleum facilities in the Middle kast arc further expanded for
American purposes and with American materials, for to do so will
retard the development of American enterprisc, jeopardizing their
holdings, and so Lend Lo make this country dependent on British
0il in the future.®

Now the Secretary of State felt that it was appropriate to bring

the British into the picture to ensure resolution of the complax problems
involved, Many of the projects that were proposed by the Petroleum Reserves
Corporation or :he Joint Chiefs of Stafl concerning development of oil
involved both Ame.ican ond British interest, The minutes of the November
meeting of the directors of the Petroleum Rescrves Corporation recorded

that the negotiations to acquire participation through the stock purchase
methed was at an end much to the repret of the directors, However, these
same minutes authorized the PRC President to comtinue negotiations with the
Gulf 0il Corporation which held one half of tue stock of the corporation own-
ing the concessions in Kuwait. Because of this, the overall objective of any

discussions with . he British would be to develop Middle Eastern oil as

though a result of cooperation between the two governments. The purpose

GAIbido, p. 9[‘3'
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of oil development would be Lo make supplies available fos the long range

percetime needs as well as for immediale security purposes,

] Accordingly, Sccretary Hull, invoking his authority over foreign
affairs written intc the PRC by-laws, advised Secretary Ickes that negotia-
tions of the PRC with the California-Arabian Standard 0il Company and with

3 the Gulf 0il Company for the purposes of arranging participation by the

government in those companics or their foreign reserves should be held in

abeyance, and similar negotiations should not be undertaken with any other

. . . 6 . . .
countries st this t1me.6 Ickes was told in this wanner to stop any oil

negotiations with Americans until tull talked to the British,
This matter finally landed in the lap of the Precsident who told both
Secretariee Hull and Ickhes to get their heads together and straighten out
the problen of the Petroleum Reserves Corporation. Rooscvelt felt that it
was vital to go ahead rapidly in negotiating with the Anerican companies in
order to find out just where the United States stood before taking the matter
up with the British. TDR felt that "time is important, ., ,because after the
war the American position will be greatly wcaker than it is today. Can't
we agree ;n s policy and on a method of putting it into effect?”67
There is no indication in the Statce Department files that there were
further negotiations on the idea of obtaining an adquatc stock interest in

any of the companies owning caoncessions in the Persian Gulf area.68 In a

651bid., p. 949.

66y,s, Department of State, Foreign Relations of the US, Diplomatic
Papers, 1944, The Near East and Africa, Vol, ¥V (Washington: Government
Printing Office, 1965), p. 11.

,

671bid,, p. 16.

681bid., p. 19.
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[ memorandum of January 25, 1944, to President Roosevelt, the Director of War
Mnbilizétion, Byrnes opposed the proposcd government purchase of equity in

1 the 0il companies and instead approved a proposed pipeline project in Saudi
E ) Arabia.69

. Actually the pipeline proposal was set aside and cventually the

government and the petroleum industry turned their attention to a much

larger issue of the Anglo-American Petroleum Agrecement, The pipeline,

described by Secretary Ickes before the Economics Clubvgf New York City on

9 May 1944, as "only a single, not too importani, ite= in what we may hope

will be a comprehensive national oil policy, embracing both domestic and

foreign operations" was, in effect, swallowed up in that greater undertaking.70
The Petroleum Industry War Council condemned Ickes' PRC project,

Its National 0il Policy Committee, constituted by M?. Tckes in ofder to §

obtain industry's point of view, submitted a proposed national oil policy

which deplored the o0il shortage scare.’l The oil men on this committee

urged "that no definite action be taken by any arm of the government com=

mitting the people to long range future entanglements in foreign countries

without approval of Congress."72

691222., for te:xt of the memorandum see U.,S, Congress, Senate,
. Special Committee, Investigating the Natiinal Defense Program: Hearings
before the Senate Special Committee Investigating the National Defense
Program PT 41, 80th Cong., lst sess,, January 24, 29, 30, 1948 (Washington:
Government Printing Office, 1948), p. 25,387.

70ffarold L. Ickes, "0il and Peace," Collier's V (Decemoer 2, 1944),
p. 55.

"lpetroleum Administration for Wer, Text of Preliminary Report, A.
National 0il Policy for the United States, February 28, 1944, Histor' of
the Petroleum Administration for War, 1941-1945 (1946), p. 395.
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The committee report Look issue with other drastic measures to

forestall or meet an oil shortage. Stock piiing of crude o0il and its pro=-

ducts in Saudi Arabia was onc, Stock piling in sufficient volume for

national security would not in fact promote true national security, it

delared., Locking up proven reserves by suppressing existing production

BT IPUR S

or by acquiring proven oil fields through purchase oxr condemination would

be "harmful to the hope of a continued, vigorous domestic industry."73

It concluded: .

(1) The public interest in oil can best be served by a
vigorous competitive industry, guided by private jnitiative.
(2) Our oil {iture cannol be charted in advance; our best pro-
cedure is to waintain a vigorous, dynamic oil industry competent
to meet the problems as thiey arise and able to create new
approaches through dynamic action, (3) The Domestic 0il Indusery
needs no further Fedcral administrative machinery., (4) The
operation of United States nationals in foreign fields needs
diplomatic support and wachinery for international consultation, ;
(5) The govermment of the United States should develop delib-
erately and only after maturc study, an oil policy, both domestic
and foreign, based upon experience, knowledge, and insight.74

On August 8, 1944, the Anglo-American 0il Agrecment "to assure the
orderly development of petroleum resourcee for international trade and to
provide the basis for a multilateral worldwide oil accord in the post war
era"75 was signed by representatives of the United States and United Kingdom.

The PRC controversy was set aside for what developed into a new controversy

over this agreewent which was never ratified by the US Senate.

1bid., p. 397.

7%y04d., p. 401,
75 . . "oy d .
U.S. Congress, Semate, Committes on Foreign Relations, Reporl on
Anplo-American 0il1 _Asreement, 79th Cong., lst sess., July 1, 1947
(Washington: Goverrment: Printing Office, 1947).
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About: this time the oil shortage scare, having been uséd by Ickes
and the JCS to promote stock purchase of American private oil in Saudi
Arabia through the Petroleum Reserves Corporation, faded into oblivion, i
The continued success of the government-oil industry team iu meeting
essential oil requirements contributed to the death of the PRC but not
without the assistance of Congress and the oil industry.76 !

It remained for Senator E, 1, Mooxre of Oklahoma, who first altacked
the governments PRC Arabian pipeline project as a bad deal and who was
Ickes archenemy, to be the first to publicly pronounce its iwminent demise.
Calling it a "dead duck" he said: "There probably will be permitted a
cooling off period purely as a face-saving gesture before any announcement

is made that the Arabian deal got too hot."77

Both the Anglo-American 0il Agreement and the PRC proved to be
"dead ducks," A little known and remembered attcmpé of the United States
Government to buy out privale enterprise operating in the distant oil
fields of Saudi Arabia had failed.

Needed oil was not '"pulled out of a hat" by special projects., Tt
came from'the reserves built up over the interwar years by the oil industry.
More than three-quarters of proven oil reserves in the United States are
estimated to have been discovered and developed before Pearl Harbor and by

the addition to domestic reserves made by the industry while the war was

767he ois lobby was causing extreme pressure on Ickes from certain
members of the House and Senate while he was negotiating the PRC projects,
See U.S. Senate, Hearin.~ Saudi Arabia, pp. 25,241-242, Also the Petroleum
Industry War Council condemned the PRLC project. Sece page 30, ’

7
7 Wall Street Journal, May 16, 1954,
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going on. It also came from supplementary foreign oil supplies chiefly
from Venezuela and the Middle FRast, the bulk of these reserves also having
been diccovered before we entered the war,

Ickes did a remarkable job as the Petrolcum Administrator for Warx,
but went too far with the PRC project. Although he beclieved he basically
had the interests of the nation at heart in pushing the PRC, he was not
conccerned about damaging foreign relations or government competing with
private industry,

Once the matter was made public, he had no backing from the White
House, 1t seems Cthat the oil industry had a greater lobby in Congress than
Ickes or the Executive Department., Defeated, Ickes brushed off the entire
matter as unimportzut and began to postulate, with the industry's assistance,
a nev oil policy that considered both the foreign and the domestic aspects,
This policy, flew in the face of the principles upon whicn the PRC was
established,

The U.S. government had satisfied the King of Saudi Arabia with
lend-lease, The oil companies retained their concessions and the British
were stopped stort of engulfing private American holdings into its sterling
area in Saudi Arabia through negotiation, The oil scare proved to be
unfounded once Congress investigated,

The conclusions drawn from the PRC incident showed the need for a
clearly established national ojl policy which determined the resource needs
and sources during war or peacctime, If, as a result of a wartime contingency;
it becomes necessary for the U.S. Government to own certain critical industries,
it should be a part of an overall government~-industry mobilization plan. -

Later policies which came to fruition in the early fifties saw the

role of Government funclioning to promote conservation and encouraging

T Sy TP S



cevelopment, rather than cntering into the busipess itself, These policies

have proven effective since there was adequate petroleum to mect the needs

of the Korean and Vvietnamese conflicts without naltionalization,
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