


termath of reconstruction, massive foreign aid by the U.S,

the breakup of colonial empires into many new and grow- .

ing nations, the East-West conflicts, the spread of national-
ism and industrialization, all taken together provided a
watershed in the evolution of the world economy -- and the
oil industry was right in the middle of it

Two further mileposts: Firstly before World War
I1, the United States was the primary exporter of petroleum
to the non-Communist world. Since 1948, U.S. exports
have become insignificant. Secondly, the basis of pricing,
known as *‘Gulf-plus'’, passed into history in 1948/49
when crude oil prices at delivery points in the Persian Gulf
were sharply reduced to undersell Western Hemisphere
crude in Eastern Hemisphere markets.

The number of competitors in the industry multi-
plied rapidly. The industry became much more heteroge-
neous in nawre and the market role of the so-called Seven
Sisters was significantly diminished.

Enter the Arab League. Since its foundation in
1945, it had entertained the idea of creating a petroleum
association of Arab countries. Yet to be effective, the pro-
ponents recognized that such a grouping had to include the
non-Arab large exporters, notably Iran and Venezuela. In-
dependently, diplomatic contacts were established in
Washington in 1947, between Venezuela and Iran for pur-
poses of coordinating their oil policies. Venezuela recog-
nized early in the game that it had 1o ally itself with the
Mideast producers and oil missions exchanged visits in
1949 and 1951, The next milestone on the way Lo OPEC
was the 1953 Iragi-Saudi agreement involving formal co-
operation at government level in the petroleum field.

Then organizational efforts slackened while the
world economy entered into an energy consumption boom
“where oil was soon to replace coal as the leading source of

energy. But in April 1959 the Economic Council of the
Arab League decided to organize the first Arab Petroleum
Congress in Cairo. It was a mammoth meeting -- every-
body important in the petroleum world was there -- includ-
ing Venezuela and Iran as observers. Two months earlier
the international oil companies had unilaterally reduced
prices without consultation with the governments of the
producing countries. While 73 papers were delivered and
generated lively discussions, the key exchanges took place
in the lobbies and private suites. The result was a secret
gentlemen's agreement which set out the principles for the
creation of an organizaton of petroleum exporting coun-
tries.

It 100k another 18 months, and another unilateral
price cul to see these countries set aside their political and
ideological differences, meet harmoniously in Baghdad on
September 10-14, 1960 and lay the foundation for the Or-
ganization of the Petroleum Exporting Countries, better
known as OPEC. What was generally perceived as an im-
possible alignment, had become reality, OPEC was born.
OPEC originally aimed **...to restore crude oil prices to the
level which prevailed prior to August 9, 1960..."". In the

fiercely competitive buyers’ market of the day, that was
an ambitious objective, yet it was the only specific objec-
tive adopted by the founder members at their Baghdad con-
ference. The other mission -- **...the unification of petro-
leum policies of member countries and the determination
of the best means for safeguarding the interests of member
countries individually and collectively'® -- is really self-
evident; it is inherent in the creation of any organization
of this type.

Another objective written into the founding stat-
utes was probably meant 1o assure outsiders that the crea-
tion of OPEC should not be perceived as a threat:

““Due regard shall be given at all times to the interests of
the producing nations and to the necessity of securing a
steady income Lo the producing countries; and efficient,
economic and regular supply of petroleum to consuming
natons; and a fair return on their capital to those investing
in the petroleum industry.”

In the first decade of its existence, OPEC was es-
sentially a spectator on the world oil scene. The organiza-
tion's role was primarily 1o increase their share of a price
that was slowly dropping.

OPEC had mundane problems such as where to
locate headquarters. It had to be in a neutral country 1o
avoid undesirable political influences. Geneva, Switzer-
land was chosen, but OPEC did not stay there long. The
Swiss authorities refused to grant OPEC the usual privi-
leges and immunities accorded to international bodies.
The Swiss government regarded the organization as a self-
serving group with no international interests.

And so OPEC started looking around for another
home which eventually was found in Vienna. The Aus-
trian government formally signed a Host Agreement in
June 1965 which provided assurance of the sort of status
previously rejected by Switzerland. OPEC has been estab-
lished as a permanent intergovernmental organization with
international status in accordance with Article 102 of the
UN Charter. The legally authorized representative of the
organization is the Secretary General. The Secretarial staff
are international civil servants.

It took the combination of several factors, not
least of which was the emergence of a sellers” market, to
make OPEC a major player in the world oil scene. In the
end it was Libya’s success in getting higher prices and
other big concessions from the oil companies that unified
the organization: Libya’s actions virwally embarrassed
OPEC into action, subsequently leading to the Teheran,
Tripoli and Geneva agreements that changed the structure
of the world oil industry. It was these agreements that
gave OPEC Collective bargaining power which was for-
mally recognized not only by the oil companies, but by
large energy establishments in the industrialized countries,
if not by governments,

In 1970/71, OPEC learned 1o their delight that
when they tackled the more rewarding task of raising

(cont'd pg.6)
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Dry Hole

By Aubrey Kerr

To today's oilman, a dry hole is something to be
avoided like the plague, mainly because of its effect on an
already strained corporate budget. But in the early and
middle 40’s, abandonments of wildcats were routine. And
by the time the decision was made by Imperial Oil 1o take
one final run at the western Canada sedimentary basin,
there were many nay-sayers as to its oil potential.

Under these circumstances, Vern Hunter could
and did easily take on the sobriquet: *‘Dry Hole™'. Afier
all, he had drilled and abandoned fourteen deep tests in
Saskatchewan from 1942 to 1945. When he and his crew
moved their rig to Leduc in the fall of 1946, nearly every-
one had a feeling of *‘just another hole 1o be punched in
the ground™’. Ironically, Vern's folkloric moniker was 1o
stick with him despite the fact that he was to *‘push tools™’
on only one more well (Imperial Leduc No. 3) after the
landmark No. 1 of February 1947.

Hunter was born on the family homestead east of
Nanton in 1906. His father was an ordained minister, later
a customs officer. He received his early education in
Blairmore, then Calgary. Colonel Pearkes got him a job
as office boy with Royalite under a Mr, Draper in the Cal-
gary office.

It wasn'L long before he moved out to Turner Val-
ley doing the same thing and it was just a matter of years
before he started working on the rigs: those were the days
when if you didn’t show up for work or you got hurt on the
job, there was another chap waiting out at the end of the
walk to take your place.

Imperial Oil's drilling program in southern Sas-
katchewan evaluated geophysical features revealed in their
exploration program. Vern was sent out to push tools and
it was there that he met some of his greatest challenges in
fighting anhydrite and salt. Ironically, these two villains
had also created the huge structures which had stemmed
from salt solution and collapse in early Paleozoic beds.

It was at this time that the Cooperative Common-
wealth Federation (CCF) as the governing party in Sas-
katchewan started to flex its muscles. There were several
cases of expropriation in which the erstwhile owners of
certain businesses were given only a few hours 1o accept
the terms under which their properties would he seized.
Imperial decided 1o forestall any such action. Vemn hired
trucks to move their drilling equipment by night back into
the *“‘promised land"’ (then Social Credit) safe from social-
ist evil-doers. This was not to be the last contact that Vern
would have with the CCF but more of that later.

Vern's Wilson rig was put o work in the Provost
field at the height of a gas well drilling program designed

to block out sufficient gas for a Fischer-Tropsch synthetic
gasoline plant (no oil in Alberia, remember?).

Then in the fall of 1946, Vern got his marching
orders to go to Leduc. The crew members stated they
knew for certain there would be no oil there because it was
too close to Edmonton.

February 13, 1947, the day that Imperial Leduc
No. 1 was “*brought in'*, was not only the turning point in
Vern's career but it also marked the entry of Canada into
the world of significant producers. The author was as-
signed to the follow-up well (No. 2) one and a half miles to
the southwest which had been located to evaluate the gas-
bearing sands of the Cretaceous down-dip. When the puny
Franks rig hit the D-3 reef early in May 1947 (drillstem
test flowed in seven minutes), the die was cast. Leduc
would become a real major producing area and Vern was
to be Imperial’s first field superintendent. This decision
was made by Walker Taylor over the strong objections of
Standard of New Jersey officials who felt that only one of
their hands should occupy that position.

In an August 1983 taped interview with Vern, he
recalled the early days and the temporary Leduc building
(sec photo). | {

It was a nice litte building, it served the purpose
but the outside toilet, oh God! I remember the head of Im-
perial's Medical Department from Toronto wanting (o see
our ‘inside’ facilities. I said, ‘‘Go outside™", so he went out
and oh my God, he was from Toronto and I don't think he
had ever seen one. Certainly he had never smelled one.
He was astounded and hurt to think that Imperial would
subject their employees 1o such terrible conditions.

Afler we were moved out to Devon, (Imperial
Oil's townsite built on 160 acres), the Public Relations De-
partment decided that they would invite lady reporters
from Vancouver 1o visit so one of the PR guys had a car
and I had my car and we brought five girls each out from
Edmonton to look around the Leduc field. They wanted to
see rigs, they wanted to see it all. So we took them to arig
and it was cold and the wind was blowing and the outside
crapper there was half covered with drifted snow and this
one gal said, **Mr. Hunter, where is the bathroom?"" 1
said, *“We are going back to the office pretty quick and we
got inside facilites there'’. She said, ‘*No, when you got
10 go, you got to go."" So I said, *‘OK, right out there, fol-
low that path,”* She went oul there and she came back
pretty soon and she said, ‘‘T knew I was going to see a lot
of weird and wonderful sights in this oilfield, but I never
expected to see the pyramids!"’

Redwater in 1948 created further needs for expan-
sion and the superintendent, George Bannantine, a veteran
of Romania and other foreign areas, was moved to Calgary
in 1950. Vemn ook his place.
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the reader can develop a real sense of the sweep of the in-
dustry’s past hundred years. There is a pattern (o the or-
ganization and the content of the chapters which, although
each deals with a discrete subject, gives continuity to the
whole. The only anomaly is a chapter on the discovery of
the Prudhoe Bay oil field: While it is the longest and in
some ways the best piece in the book, it doesn’t quite seem
to fit.

What I saw as a weakness in Corridors of Time
was that the big issues Kerr was really writing about
tended to be subordinated to the minutiae of characters and
processes. An example is the chapier entitled * “Western
Provinces vs. the Feds™', which could have been made 10
deal with such sweeping questions in Canadian history as
nation-building, political rights and the conservation of
resources and wealth. Instead it reads almost like a popu-
lar review of who sued whom for what.

Another concern I have about Kerr’s writing is
that it is written by an oilmen in such a way that the reader

almost needs oil field experience to understand it. Asan
example, here is a passage from a fairly technical chapter
on the spectacular Royalite # 4 blowout:
...Each string would have its own flanged packing gland
resting on the larger string in the form of a casing bowl.
None were cemented 1o surface so that, if necessary, a
shallower gas sand could be produced through the annulus
and a braidenhead....
From the historian’s point of view, il is useful to have this
information recorded. From the standpoint of the general
interest reader, however, it makes for confusing and some-
times incomprehensible reading. In faimess to Kerr, how-
ever, it should be noted that this book includes one of the
best oil industry glossaries around.

Despite its stylistic drawbacks, Corridors of
Time is a valuable contribution to petroleum industry his-
tory. Itis also a good and interesting read for almost any-
one who works in the oil paich.

Exhibits

Rocks, Rigs and
Roughnecks

By David Finch

Firsl it shudders, groans and moans and then you
cringe from the smell of rotten eggs. Next you duck at the
chatter overhead. And finally you hang on for fear of fall-
ing in and freezing to death.

What is it? It's a year-long temporary exhibit at
Victoria's Royal British Columbia Museum. Called
Rocks, Rigs and Roughnecks: British Columbia’s Oil
and Gas Story, the show includes displays covering 465
square metres of floor space which recreate the facts and
the fantasies of oil and gas development in British Colum-
bia.

A quick stroll takes you past a working cable tool
rig. Other introductory displays show how geologists think
oil and gas were formed and trapped. Next, we see how
kerosene transformed life a hundred years ago and paved
the way for petroleum Lo become the dominant form of en-
ergy in modern society. Surveying and geophysical exhib-
its surrounding a full sized helicopter help explain the
search for the stuff. Then exhibits demonstrate how raw
crude is produced and shipped through pipelines to the re-

" finery. Displays explaining such challenges as offshore
drilling, proper care for the environment and the tricky

economics of the entire process complete the show.

Atone level, this petroleum show can teach any-
one about the oil and gas industry. The fundamentals are
covered, although just barely. But il is a temporary exhibit
in a small display area: some people have more floor
space in their homes than is available in this entire show.

Rocks, Rigs and Roughnecks has a uniquely
British Columbia slant. It includes displays on cable tool
drilling in the Flathead Valley of southeastern British Co-
lumbia. The recreated gas station is Barkley's Super Serv-
ice al 502 Columbia in New Westminster -- complete right
down to the dead flies in the window. The helicopter be-
longs to B.C.'s exploration efforts, and the show explains
how geophysicists applied their unique skills to the search
for petroleum in Canada’s westernmost province.

The exhibit also illustrates how laying pipe from
Peace River region in northeastern B.C. to the Lower
Mainland was not a task for cowards. And it tells how the
rigs which drill off Newfoundland are descended from the
Sedco 135 F, completed in Victoria in 1967 and used o
drill in the wild waters to the west, In shori, this exhibit is
an excellent introduction to the petroleum industry, but it
highlights B.C.'s unique petroleum story.

(Continued, p. 8)
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prices, there would be no resistance from the consuming
country governments. They had also learned that by in-
voking the magic phrase of “‘changing circumstances'’ all
agreements and commitments can be dissolved momentar-
ily and they did not hesitate to put that into practice.

In October 1973, the OPEC Ministerial Commit-
tee met with oil company representatives to try 1o extract
further concessions and price increases. An important fac-
tor in the bargaining and very opportune to OPEC was the
outbreak of the Arab-Israeli war on October 6 with its ac-
companying oil embargoes. Dissatisfied with the compa-
nies’ counter-offers, the Ministers of the six Gulf countries
met separately on October 16 and decided to fix new crude
oil prices unilaterally. The posted price of the Saudi
34°API marker crude was set at $5.119 per barrel.

During the rest of 1973 prices continued to rise
due to sustained production cut-backs, embargoes and
panic buying, In the scramble for supplies, spot prices rose
1o more than
$20 per barrel. For example the National Iranian Oil Co.
offered SO0 000 b/d for six months through auction-type
bidding; prices as high as $17.34 per barrel were offered by
independent buyers. These developments created a temp-
tation which OPEC could not resist. Following another
failed meeting between OPEC Ministers and oil compa-
nies, the Ministerial Committee of the Gulf member coun-
tries raised the price to $11.651 per barrel effective Janu-
ary 1, 1974. The first OPEC oil price shock was complete.
The principal objective of the member countries operating
within the framework of OPEC was suddenly realized well
beyond the wildest expectations of the organization's
members.

When OPEC assumed full control over prices, the
organization linked other basic policy changes to il -- for
example, a speed-up in the process of equity participation
in the international oil companies’ operations in OPEC ar-
eas. These policy changes and arrangements formalized
the most dramatic shift in bargaining power in the history
of the petroleum industry -- and perhaps in the history of
world trade itself. These events also marked the beginning
of a worldwide process of income redistribution on a scale
never witnessed before.

At this point, I want to back-track a bit to clanify a
popular confusion about the role of OPEC and the Organi-
zation of Arab Oil Exporting Countries in the 1973 oil em-
bargo. The members of OAPEC include, apart from the
seven Arab OPEC countries, Egypt, Syria and Bahrain.

OPEC insists that the use of oil as a political
weapon was never discussed in the organization, but that
the oil embargo instituted on Nov. 4, 1973 was a decision
by the Ministers of OAPEC. This group decided that each
country would reduce oil production by 25 per cent in No-
vember and by another 5 per cent in December. The cut-
back would be targeted at the U.S., the Netherlands, and
other nations deemed friendly to Israel.

The Arab ‘‘embargo’” tumed out to be a political

failure and had 10 be called off without its objectives being
accomplished. But it was a stunning economic success be-
cause it set the stage for the subsequent 126 per cent price
increase which came as a present on Christmas Eve 1973.

In the interest of time I am going to skip over
some important events in the 1975-78 period except to
point out that we had relative price tranquillity during
those years.

Again it was unexpected geopolitical events that
sel the stage for the second price shock.

Civil disorders in Iran in the fall of 1978 led to the
shut-down of Iranian oilfields. This exerted so much pres-
sure on the agreed upon pricing structure that spot prices
rose to about $23 per barrel by the end of February 1979.
The advent of the revolution and the Iran-Irag war reduced
non-communist oil supplies by about 20 per cent. Even
when Saudi Arabia and other producers increased produc-
tion 10 help make up the shortfall, spot prices continued to
rise as anxious buyers with open cheque books offered $40
a barrel and more.

This price shock was not initiated by OPEC. The
organization's members were fortuitous beneficiaries of
the actions of others. As oil buyers, companies and gov-
ermnments of consuming countries panicked over possible
supply shortages and disruptions, there was all-out compe-
tition for available supplies. This frenzied buying drove
prices furiously upward. The fact that consuming countries
for stock-building purposes were buying more oil than they
needed was not immediately apparent or understood. But
the market illusion it created led OPEC's members to be-
lieve they were once again in the driver’s seat, and the
world at large joined in that perception,

After a brief lag, OPEC took rigid advantage of
this perceived market power, again ignoring market funda-
mentals and market consequences. The members were de-
termined to enshrine the fortuitous price rises as a sacred
benchmark from which OPEC through its control would
move prices ever higher, never lower. Whether mistaken
judgment or arrogance, this position helped sow the seeds
of the 1986 oil price collapse.

!  OPEC seriously misjudged the long-term conse-
quences of their approach. Although the contrary evidence
was already clear, OPEC’s mirage concept was that de-
mand for oil would continue to rise even at those high
prices and that future demand increases would accrue to its
members. Eventually the policy of defiance and rigidity
backfired and OPEC had to pay the price. The 1986 price
collapse brought home the message that the marketplace
will eventunally exert itself. And this is what caused the
third price shock.

The events since the price collapse are still fresh
in our minds. Thus there is no need to review them in de-
tail. Let me instead summarize where I believe we are at
now.

The brief flirtation with a totally free market envi-
ronment, and the subsequent collapse of oil prices was not
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O P EC (Cont’d fromp. 2)

to the liking of any of the market participants. That in-
cluded the Saudis which had obviously miscalculated all
the consequences when they flooded the market in 1986.
There is consensus that the only practical way of
bringing some degree of stability to prices, given the pres-
ent huge surplus producing capacity, is supply manage-
ment. And it is perhaps ironic that after many years of
OPEC bashing, we are looking to that same group o as-

sume the role of market regulator, at least in the short term.

Willingly or not, OPEC must play that role since it was
they who forged the vertical disintegration of the world oil
industry; it comes with the territory.

OPEC policy strategy must aim 10 create a more
durable equilibrium between potential supplies and de-
mand growth at realistic price levels. Certainly from the
Saudi perspective as well as some of the other Gulif pro-
ducers, the price must allow for demand to grow. The
1986 experiment has opened the door for some growth and
OPEC is hoping that its members will soon realize a mar-
ket of 20 million barrels a day plus. But since total pro-
ductive capacity will remain above this level well into the
1990s, downward pressure on prices will be constantly
with us.

In my opinion, two basic ingredients are critical to
a successful supply management plan. Firstly, the quotas
must be flexible, i.e., they must adjust 1o seasonal changes
in the market. This suggests quarterly quotas. Secondly,
even with fixed quotas, there must be room for price flexi-
bility. The basket price concept was a move in that direc-
tion, but it was not enough. To give the member countries
marketing flexibility, all crude prices must be allowed to
move within a range. The alternative, as we have seen, is
quota cheating. I think these are the issues the Ministerial
Council is wrestling with in Vienna at the Present tme.
We all hope they find the right formula.

Where does all this leave OPEC as an organiza-
tion? Will it survive? Will the organization develop more
sophisticated ways of operating? Chances are that, having
survived nearly three decades of tumult, OPEC will remain
a fixture in the world oil picture. For better or for worse,
the organization will change and adapt to new circum-
stances. It may lose members and gain new ones as Lime
passes and as new market challenges have 10 be meL
OPEC is now much less isolated: Efforts by certain OPEC
countries o forge vertical re-integration are a harbinger of
future cooperation between producers and consumers. This
is perhaps the best sign for greater stability in world oil
trade.

HOCkS, Higs (Cont'd from p. 6)

A surprise awaits the visitor around almost every
comer. Four laser-disc videos continuously explain geol-
ogy, helicopters, life in the oil patch and refining. And
they work extremely well. So does the groaning rig and
the “‘scratch and sniff** display which illustrates the smell
of sour gas. And there’s more: Bang one rock against an-
other in the geophysics display and you can watch waves
on the oscilloscope screen jump. This show is colourful,
interesting and keeps you entertained.

Thousands of visitors flock through western Can-
ada’s most popular museum every day. For the $5.00 ad-
mission price you can see this temporary show as well as
the permanent exhibits, And the lapel pin -- for some the
most important part of any event -- feawres a flashy gold,
red and black design and only costs $1.95,

The show came together, from design stage to
opening day, in much less than a year. It was completed
on time and on budget, an impressive task considering that
the museum had almost no oil and gas collection from
which to draw materials.

Admittedly, this review is somewhat biased: 1
arranged the loan of matenials from various companies and
museums in Alberta, And as a keen observer and recorder
of oil and gas history for almost a decade, I looked forward

expectantly 1o such a show. But discounted for bias, the
show is a success on its own merits. It will help bring the
petroleum story lo people who have forgotten -- or never
even knew -- how much they rely on this important indus-
try.

Despite its limitauons, Rocks, Rigs and Rough-
necks is a remarkable history of oil and gas development
in British Columbia. You can hear, smell, feel and live a
litle bit of the history of one of the modern world's great
industries,

Sponsors of the show include the Canadian Petro-
leum Association, the Independent Petroleum Association
of Canada and fourteen oil and gas companies. In addi-
tion, the Royal British Columbia Museum, the B.C. Minis-
try of Energy, Mines and Petroleum Resources, the B.C.
Ministry of Municipal Affairs, Recreation and Culture and
the Friends of the Royal British Columbia Museum put
money, time and talent into the show,

How best to sum up this exhibit? In the accompa-
nying booklet is a quote from an Imperial Oil publication,
dated 1917. **What is Gasoline?’’ it asks. *‘Gasoline is a
clear, nervous liquid which is composed of speed, noise
and trouble in equal parts. It is made of kerosene reduced
to a more violent stage, and is supplied to the restless por-
tion of mankind by the Imperial Oil Company.” To find
and appreciate such a splendid passage says a lot about the
people who put on this tremendous exhibition.
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