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" Kat§1een.!L’Lang1é§*

IntrOdu:tion
0il is the most important soﬁrce of energy in the Philippines and’

' p:ovides sOmeWha; more than 90 per cent of the country's total energy_requii

§~‘ ments., Since 1966 the annual rate of increase of imports of crhde oil have

averaged about 10 per cent - a rate approximately 50 - 60 per cent above the.

‘estimated rate of total world consumption during the 1970'8. It is most

11ke1y-that¢es the country's industrialiaation Proceeds‘the‘rate of inc?eaa
. \of-oil’i;ﬁortation will: rise further; indeed, local petroleum industry'fep:é
¥f  ~ sentati?es;anticipatewthpt ;he'rate of growth will be approximately.ll‘pef"
| cent during the next decade:‘ The relativély high ra;es"of growth érg nbt >
eiceptibnalf ‘Developing countries téndvto experience a 2 per cent rise‘££~%
energy uée for eaéh percentagé point increase in totaI'egonomic acfivities,i@@
past trends of oil ﬁsage in'the Philippines sqpportJthis resul;. ' The rate
increase-of GDP (Gross Dcmestié Producti during the yea;s’l950 to 1969~ave§l
4.6 pér cent and the rate of increase in domestic sales of petroleum prodgct‘j

from 1953 to 1969 was 9.6 per cent./ -

* visiting Research Associate in the School of Economics, University of
the -Philippines, Associate Professor of Economics at Boston University. . The
author {s grateful to pétroleum industry representatives in the Philippines fq
discussions (sometimes caustic) and for the provision of some statistics. Th
responsibility for all statements and interpretations is the author's.

A simple regression of domestic sales in million of barrels (X) and
T in billion dollars (constant) M), significant at the 1 per cent level yic¢lded

E the follewing result: t F o
In X = -1. 96 + 2.02 In Y 38.91 1514 0.995

, (0.052)
For every one percent rise in GDP, domestic sales of petroleum products incr
by 2.02 per cent. Period of time 1953-1969. .

See Appendix Table A,2, for statistics used in estimates.




"It is a matter of important national concernﬁthat secure supplies

011 should be obtained'on reasonable terms, Not only does the price piid

oil directly affect foreign 1 -exchange expenditures, (imports of minernl fuel

’and 1Ubr1cants acchnted for between 96to 10 per, cent of total 1mports'£oA

1960's, see Table A. 1 ) hpt it also affects, in a varying degree, the pric

i ity SRR,

,consuper ggods end services. Energy costs are not a matter of indiffereneeh

many industries, and users obviously are concerned about the prices they pay‘
In the Philippines, in the public transportat1onrsystem, the 1ndiv1dua1 uge
.of one petroleum product, namely of gasoline, has in recent years frequentty
voiced his opposition to. price increases, and ‘the disruption of economic ,cei

*

vities caused by a "jeepney" transportation strikes slows down the pace of L
economic development. | | o i
'Ip the developed countries, the ultimate consumer may complain of hlgh

. gaeoline prices but he is ususlly more affected by the taxatlon policies of
his governmeht than by any actiop takeo bp the internatiopal petroleup indus
In the Philipplnes as in many developing countries, tariff and custom duties
are assessed on-oil and petroleum products but the tsx burden is relatlvely

é light. A specific tax of P 0.08 per llter\l/ or le;s than one-third of the i

retsilpprice; is, for exAmple; levied on gasoline in comparison with taxes

60 - 80 per cent or more of the retéll price 2/ in Western European countrlese

’11

In the Manila area, sn additional municipal tax of one centavo 13 lev
Taxation ‘of petroleum products is low in the Philippines relative to
'nexghboring countries; taxation accounts for 46, 3 per cent of the retail pric
for example, of gasoline in Bsngkok and 64 0 per cent in Kuala Lumpur.'

’




domegtic_mArket. Commerciel decisions may be easily‘misundenstood unl' 8

»

éina.;sm.*‘ | i -

B

;he Internntional Petroleum ;Bdustrz

Outside North America-and the Communist countries, ou s the bw’?
1/ o

of a. few, very large 1nternational companies;- v Thuse companies, constitﬁt

' the "international»petroleum 1nduatry,">aften aasert’that they'sérvéfaé

men "buffers" ‘to link together the interest of oil producing countriesytnd

cbnsuming countries. To some extent they do, but significant changes in_tha

«f,organization and, role of the international petroleum industry have take” -

during the last two decades, increasingly, the middlemen role of. the pet’e

»

‘;companies has been questioned expecially by consumfng countries.

- . . . i

, iy ‘Recent analysrs of the 1nternatxonal petroleum 1ndustry can be founﬁ
in the following works: =~
Edith T. Penrose, The Large International Firm in Deve oping Cout
- tiopal Petroleum Indust ; George Allen and Unwin, Ltd., 1968'“
ac ussetts'lnstitute of Technology Press, 1969, = -
Michael Tanzer, The Political Economy of International 011 and the
Underdeveloped Countries, Beacon Press, Beston, Mass. 1969. :
~ Peter R. Odell, 0il and World Power a Geographical Interggetstig' §
Penguin ‘Books, London, 1970..

L MJA, Adelman, World Petroleum Market Resources for the Future,
ington, D.C. (forthcomzng 1971) Argument summarized in "Wbrld 011 and the
'Theory of Industrial Organizatior™ in'ed. :
' © J.W, Markham and G.F, Papanek, ;ndustrial Orgunization and Eco )
Dgzelogggnt, Hnughton Mifflin, 1970.. ’

», *



: breaks down. Businessmen in ‘an oligopqlistic 1ndustry tedd

illphangga thag grise. The ‘stresses of‘nn oligopcliatic industzyf
béenwgﬁﬁpégediwith~£hgse}of;a mi1Ltary operation'and mpves-gad ¢punt”
by theigﬁrti§a invo1ved inevitably.gbqgge4;glgtig§ustﬁnd;ng§,£/ |
oncé’pQW?rfu;_and commanding pqsiﬁioh of the-infernationﬁl‘patréleﬁgg‘1
viqu-vis_fhét of eitﬁg: prgduéing or‘génﬁuming ;@unt:ies~ha§;tb a>$pb§

‘ extent digappgared;;'

Prices, gaxat on _and inxernst;gnal tensions.

The major inter;atawggl»getrolefw-f;y

; . B
g Eg}es 1nva1ved in a11 staggs bf ;Qg.gil,bp§i§ﬁ§§, namelyl e"I ratio
4

P J—

- ion and traasportation of c:nde 011 and refining and distributing t'




asqbsgan&;al degree inﬁluence inter~af£111ate pri;ingﬂpolicggs. deay,‘

.and cost allocation has largely disappeared.
When thevdiffereht'etaggs,pf,ope:atipn of.an»internatienal firm

place in different parts of the world: inter-affiliate pricing can eficet

. act as the export prices for one group .of countries qu the import: p'i,ép
~another group. The internationel firm must be primarily concernad~vtt

consalidated profits after taxes of the group of daffiliated companies 88 &

whole,bui each country affected by its operatiéns must considerfita=o§nif

nationalApublic_intereﬂt. if national taxation 1egielationnfavors on&ifA

‘ éular.stegeiof proddction‘the distribution of thé benefits from<ovg:a1£%*
tions uf'tﬂé~£nternqtional firm must neéessarily:be distorted.

Ioday, particularly in thegimporting developing Qorld, governméﬁ

‘citizens believe thac the level 6f "oil prices (crude oil) has beenféét

60 as to transfer income from themselves to: the“wealthier producing coun

and to the ihternationél firms. Why is it that the price of crude oil ig

major importance at the present time to consuming' and producing countriet

1% Odell op. cit, p. 132

g 2/ The demand for erude oil is derived from the demand for petrol‘
products» Apart from tax considerations, the price of products is of g
~importance to an n;egrateg firm than that of crude 6il becsuse price
tion in the product markac by reducing total profits, reduces directly
value. of crude oil :




~.erude oil and of pro&ucts were almost entirely those established by ti

national companies to- govem their internsl transactions. Theestabl shmen

- of a price for crude oil became imperative when soon after the War prod ce

/

governments began to clamour for sn increased share of the " rofits“ from

- erude oil exploitations The "50 - 50" profit-sharing agreements neeessit
"posted-pfices" for crude oil and were eetablished~in the 1ight of exiscln
_taxation legislation. The UsS;A; had long glven oil companies a tax subeld

in the form of 8 substantial depletion allowance on the ptoduotion of crude

and 1n 1949 a very 1mportant concession was granted allowing ‘the deduetion.

taxes pald to a foreign govexnuant from U.S 1néome tax. 1/ Thxs decisio b
o
inadvertently adversely affected oil oonsuming countries . eSpecially thoee

with little bargaxniug power. «

L]

At the time the decfsion was made the sources of crude 011 supply V;

firmly under'the control ofAthe international petrolaum "majors“ anqrevenj

;independent refiners had no alternative but to purchase oil from-these‘oom,

nies'at "posted orices". Coneequently, a dountry-whose refineries were‘owneﬂ

by the 1nternat1ona1 firms was in no way at ‘any disadvantage. The question
the price of crude oil and the ownership of downstream facilities assumes

importance if independent suppliers of crude oil exist and offer to sell &tv

Y

: v The tax credit offsets the U,S. income tax which would otherwise
been paid by the producing affiliate, If the rate of tax imposed by host
_countries equals the U,S, corporate tax, no American taxes are paid; if the
host tax rate exceeds thé corporate income tax, a.tax credit accrues but i
not helpful to the oil companies if there is little additional taxable inc'
©in. respect of producing operations. -




. lower than posted-prices;e If refineries “tied" to international companies

insist on using thelr own supp11ers of oil and . are either reluctant or

unwilling to cet their transfer prices, then the country in whichrthey oéé;ai
will suffer'fromva‘higher than neeessary ekpenditure of fofeign exchange.
In the late 1950's and during the 1960's competition in the internatio
petroleum industry increased. for a.variety of feasons ﬁhe number‘of coméanee’
andvcountries actively participating in the industry incfeased notieeably aﬁg

" the post-war norm of orderly marketing controlled by the "majors" collapsed.

1959 U,S. decision to impose'mandatdry controls on oil imports from IOW¢cdSt;

sources of the Eastern Hemisphere had far reaching economic effects., It imﬁéi

diately provided protection for U,S. high cost producers,ll and forced new

L

‘crude oil supplies developed in anticipation of entry to the U,S, market to seek

aiternative uses for "surplus" oil. The “posted-price" was discounted by the

neweomers to the international petroleum industry - at first to independent!‘

refiners and then es refinery building was undertaken by the internationa}
"minofs"; the "majors' were eiso forced to discount even to their ownrsubSiée
diaries where necessary to keep_business in ehe preduct market.gl As new |
i markets for crude oil were sought- and the posted prices widely discounted the’

= taxes based on those prices to host governments became a greater burden on

. the consqlidated earnings from all operations of the integrated companies,

~

L . ) i

/ The continuing production of crude oil by high eost U.S, producers
has led lew cost Eastern Hemisphere producers to seek as an ultimate aim the
U,S. price level for their 011 supplies. :

-

3 2/ "Control over crude ol supplies offers no monopolistic benefit to
5 integrated firms engaged in unlimited price competition in product markets."
4 Penrose, op. cit. p. 178 .




The companies unilaterally cut post prices in 1959 and’ 1966‘11 as hostk

men ts saw their revenues threatened they acted collectively to create 0PEQ§
{The Organization of Petroleum Exporting COuntries)
| OPEC was successful in the face of contxnuing market weakness in t’
1960's in maintainipg the level of the tax-base posted price and since 196Q
 the tax has been almost a pure excise,'in cents per,barrel and has served‘ea
a' floor to the price of crude oil. At the end of the 1960'3 after a decade

of decline, the free market price of crude oil was estimated to be frOm 6 to

10 times above its level under purely competitive market conditions (that i

the long-run supply cost, includlng production, development and replacement:

' costs and a commercial return on capital but excluding producer taxation)

Host governmental "take" explained five-sixths or more of the price~cost gap.’

The market wedkness of the»1960’s'produced economic gains for sbmehqf

the importing countries, dotably to Western Europe and, in some years, to

Japan (the main consuming markets)., The developing world also gained as
countries pressed for refinery building and refinery construction was under~
taken by the international firms anxious to secure markets. Crude oil can

be purchased at‘e lower foreign exchange cost than oil products and the coun
tries gained from the "value ‘added" internally to the raw material (given
that a market for a refinery of minimum technical scale of operation existed

In many developing countries,al hbwever; the inter-affiliate transfer pricei
e :

El

The companies' reduction of posted-prices and hence taxes, is clear
~evidence that higher posted prices reduced afher-tax income.

2/ pdelman, op. cit. p. 145 & 149.

' é/ Western governments have had to consider the price of crude oil in
relation to (1) the cost of alternative fuel supplies, especially of coal
(2) national investments in the international oil companies and the impac

 company remittances on the belance of payments.




The "suxplus“ ‘of oil of tﬁe 1960‘3 created latgely beeause of,tﬁe

' ‘quota system meant that produeing countries had to be content with’the mnd

' tenencé of . tex~teference posted*prices.IJ' tt proved impossible to ravﬁe

_prices to their previous level of the early 1950°s but producer count ies

!

| Became extremely knowledgeeble nbout~market conditions, Obvioualy, if &n

,‘opportunity arose to re«negotiate posted prices adventageously host govern

;ments would- press for this action.‘ Ear1y~in 1971 new substantially higher

| '_posted-prices were secured, for a number of reasons including some cutn acl
rproduction by producers and a higher than anticipated rate of usage by
consumers the crude oil surplus of the 1960’3 had diseppeared (at least~

temporarily)

2 ‘ The short to medium ‘Tun inelastic demand for petroleum products pe

i . "\ . "

'%the oil companies to pass on price increases to consumers. As*noted earl
Lq N

Western governments 1evy bigh taxes on petroleum products and also take :

advantage of the ultimate consumer s 1nelastic demand. It has been estima

that of the average price of a gallon of Middle Eastern oil imp0rted into,

o Europe, 57. 3 per cent is in payment of taxes‘ 45 1 per cent to. the-home' ;

ment- and 12,4 per cent to the exporting government 2/ Exporting countries

1/ The poeted~price per. barrel of. petroleum from Kuwait (31. 0 - 31.9
»gravity, ex Mena al Ahmadi) was $1. 72 from 1953 to 1956, $1.85 in 1957 and
1958, $1.67 in 1959, $1.59 from 1960 to 1970, $1.68 and. 1970 and from. Feb
1971, $2. 085 See issues of Petroleum Press Service.

2 The Economiet (London) February 6, 1971.




f natuxally, would like to’take into thel: own cofﬁexs the tzxes paid t

governments. Any success gaiaed here by producing governments would inev

1y increese the foreign exchange ‘cost” of oii and be especially burdeasome £

importing countries 1/ V e ,] ; B L e

Harmony cmonget the various interests involved in international oil

does ndt, end cannot exist, given the present structural framework of the.

" industry. There is an inherent coﬁfiict7betweenkthe financial needs offg‘

"dacer goverrments and the financial requirements of the international firms and
between the'intereste of producere inbpficeimaintenance and of consdmege,”pe
ticularly the importing countries of the'developing world'with their incre

enetgy requirements, in the 1owest possible buying price. The Philippines,

an 1mporting country assists in the financing of the re—distributlon of worl

_ income which is effected at the present time-/, through the mechanism- of t

o international petroleum companies. Unfortunately, there exists no ﬁramework

of ana1y81s whereby the “costs" (in prices paid) of one group of countries e
be weighed against the “benefits" (in revenues received) by andther group o

countries‘

: Y Developed industrialized countries ‘can expect that some of the bala*
of paymentacost of higher crude oil prices will be offset by increased ind
trial exports to producer govermments and also by profit remittances (to. -
parent countries); No - such offsets exist for most developing countries.

/ Whether producer govarnments could effectively maintain the oligopo
listic price-~tax structure of crude oil if they were completely to carry o\
"the function of selling oil is a matter of speculation., See, for example
further discussion, Adelman, op. cit. pp. 149-51. :




ghe Philippine Petroleum Industry

Petroleum industry activities in the Philippines are limited 0 ref

(since 1954) and marketing operations (srnce the late 90'sf' DeSpite exten

search for crude oil, no commercially exploitable reserves have'beenfdiscov‘

' In 1954 the domestic market for petroleum products amounted to epp ox

imately 12, million bagrels annuallg (or about 1. 6 million metrie tons)ll

the first refinery had the capacity to sypply somewhat more than a third of

%

total demand; 2 second refinmery went ‘on stream" in 1960 when 1ocal demand :

increased 50 per cent from the 1954 level. In the mid 1950's few developingﬁ

countries offered markete approaching 2 million metric tons a year - once
' considered as the minimum size for a technically efficient refinery. During
‘the last fifteen years the international petroleum companies have developed
‘technology that has significantly reduced the cost of smaller scale refining.
Nevertheless, unit costs of production are increased by the existence of
partially unused facilities.
In 1962, two additional refineries came into operation -and local demand

approximated 22 million barrels annually or somewhat under 3 million metric

tons. Total refining capacity at that time exceeded the requirements of the

local market, the refineries were able to produce sbout 85,000 barrels per day

(or 4% million metric tons a year) and were estimeted to have excess capacity‘

of 15,000 barrols per day / (17.6 per cent). It has been estimated that the”

is a 1 per cent rise in the unit cost of production for pvery 1 per cent of

- . ' . !

l/ See Table A-2,
. = U,S, Department of Commerce., The Philippines, A Market for U,S.
Products, Washington, D.C,, 1965,

¥ odel1, op. cit. p. 146.

&



"55; ly to exist for Inng. The establishment- f & local -ve

P"“’-‘ﬂs‘é easeree

Lthex rgmain,uncbenged o;ugmgd to ereegwwpwarw1

ok s e

Jx;seﬂ

local demand and some - experts of refined products have taken place. Ta 1¢

!hows the initiul capaeity of the fonr refineries opetating in Ehe Phil

and capacity of the end 1970 -and scheduled capacity for the mid 1979’8-,'iﬂ

‘,refining capacity at the.end of 1970 was 200.7.thousand barrels a da (9»

million metric tons a year) - more than double the 1962 level and

ly 90 per cent of total working capacity was’ utilized v By the mid 1960

petroleum refining_hed emerged as a major industry in_the Philippines as
be seen from Table II and Table A III.
Subsidiary companies of the international petroleum ftrms own di‘

wo of the four refineries in the Philippines (Caltex refinery is 100 per'

/ eWned by the California-Texas cOmpany and Batsan refinery is owned 57 perf4

Jf'by Standard Oil of New Jersey and 43 per cent by Mbbil 0il cOmpany) Loc.

gnd foreign equity interest respectively in the two Joint refinery ventu

' amount to 33 and 67 per cent in the case of Filoil refinery (67 per cent Ge_
0il Company) and 25 and 75 per cent in the Shell refinery (75 per cent S

5Pettoleum.cugpany). The petroleum product market of the'Philippines hae,;

' l/ Tables A—VI and A-VII indicate the domestic demand for types of
- refined grodﬂets and output of these products in the Philippines in 1969,
With the exceptina of lubricants domestic demand was on the whole satisf
,refine:y eutputa EXpeits consisted largely of residual fuel oil,

*




Vundoubtedly been ,omig_te

Caltex is a compaay owned in equal ‘shares by Stgndard 011 af Calh"a

ahd~by Texaco, The principal producing facilitles of Caltex are in Indones:

and Bahrain and the parent companies each own 30 per cent of Aramco and eag

tandard Oil of New-

has a 7 pet.cent interest in the Iranian Consortiuma

’Jersey (Esso) is the largest (by all criteria) of the internstional maJors«
Mpbil 0il is the smallest of the v.S. international majors (in terms of ftx
assets and net earnings). Both,compenies are vertically ‘and harizontally.,

integrated and have ownership interests in the producing affiliates operat

in the Middle East and elsewhere., Shell Tramsport and Ttading COm?agz is the

British holding company of the Royal Dutch/Shell group of companies and is"

the second largest of the international«majore. Gulf 0il  Company is one‘di

the five U.S. international majors and has 50 per cent ownership interest:
the Kuwait 0il Company (although almost 311 its share of'Kuwait's output/ﬁaa
been sold to Shell on a long~term contract that several years ago became th :

/e

world's 1argest commercial- agreement) Lﬂguwait 's operating costs of produc ‘o

of crude oil are thought to be perhaps the lowest in the worl§1
A refinery built by an international oil company is, of course, prims

rily Qesigned to serve as an outlet for supplies of crude oil transferred .

between affiliatcdﬂat a price planned to maximise overrall company profits;

; It is not unreasonable to assume that decisions as to sourcet'of crude oil
of transportation will be 1nf1uehcedlby'the vertically integrated'structuréAQ£

the firms, Theurefihery contracts between the companies and the Philippin

1/

Government were made under the terms of the Petroleum Act of 1949 =" - an a

-

1/ R.A. Numbér 387.



designed to prdmate the establishment of a petroleum industry. The cont

 they were relatively long-term and granted the companies the absolute rig

to choose the source of their imported crude oil requirements.ll Tn the
Phllippines, initial concessions were. for 25 yeers, renewable for another‘
‘years, (In India, in the early 1950's, initial refinery cont:aéts eOvefed“

period of 30 years).

Table III shows the sources of cru&e 0il importationsvfo the Philipp4

the M1dd1e Eagt and 40 per cent from Indones;a/Borneo. Was the Philipﬁinee

at a disadvantage when "surplus" crude oilebecahe”availab1e~ig the late 1950

and duriﬁg mose of tﬁe decade of the 1960's? The qeestion cannot be cone§
dered in isolation ffbm'the issue of "relative:bargaining strength"»wbich;ie
influenced Ey factofs such as the eiee of the‘merket'aﬁd the everall exten¥>
the country's reliance upon Western goVerementsfand‘the loeses that'would{he

*

suffered if such ties were weakened. :

The Relative Size of the Philippine Market

In spite of rapid rates of increases in energy usage, the absolute

level of.energy consumpzion in the eountries.of the developing world is rela

) : Z ; .

1/ The phrase in the refinery agreements that "the concessionaire shali
not be required against the concessionaire's will to refine crude petroleum
from foreign sources' has been interpreted by the Senate Committee on- ‘Econo=
mic Affairs to mean that the refineries cannot be compelled either to impof

or to refine foreign crude o0il from sources other than those of. their pre«-
determined choice.

v 2/ International Petroleum Encyclopedia 1969 .The Petroleum deliéhih
: Company, Tulsa Oklahoma. Page 5. '



people nsed @pproximetely ene-tenth of the energy used by tha 50 millian

peqp_e of gz Eg;tain.v It has been estimated 2/

world’q consumption of energy between 1965-1985 Will take place in the:i

that 79 pex cent of ‘he

trialized countriea and 21 per cent in the developing eountries. The ma&n

mgzggtg will continue to be those of North America, Japan,and Egrogg Table
IV shows the'domestie demand for refined petroleum products in the;Philip
_and some’neighboring,countries, in a qdmber of industfialized countriee endﬁ
a selection of developing tountriestin,1968. It wfllAbe‘noticed\thatftétel;
demand in the Philippines represented ¢n1y;§i§;9§r cent of that of Japan, |
capita een9umption was 1,5 barrels of crude 511 equivalent per annum compig
with 8.7 bértelslintJapeu,,lz;O berrels in the Uhited'Kingdom_and'24g4 B&tte
tn‘the U.S.A, Total deman& for refined preducts,ie'the.Philipﬁines wae at

half of that of India - although per capita consumption was 7.5 times hig‘tb

products and their markets are not as attractive to competing suppliers ase_z
ﬁarkets of Japan and Western‘Eurepe. One advantage of’the international Aée
work facilities,of'the major petrqleum compaeies isrthat»shortagee or sunp
es of specific refinery:ptoducteican be looked after within the overall s

of the firm's activities, , The alternative might otherwise be that of bil

 ral arrangements - not necessarily easily made.

The Price. of Crude Oil

During the mid 1960'8, the open market price of crude oil f,o.b, the

Persian Gulf ranged from $1.10 to $1.35 per barrels The top-end of 'the

ll

Estimates of prices paid for 34° crude oil, . Platt's gilg;gg;g“
23 1967 and December 11, 1967. \ . '

e




- From time to cime oil industry publications make estimates ef,'he;
' exchange saving to the Philippines from the domestic operation ef refineri

'In the mid 1960'3 when the country 8 demand for products was approxima

’ million barrels, the cost of wholly importing this qu&ntity was estima:

/

over $93 million {an average per barrel cost of $2 735) 3 fbe foreign e

v 1/ For an account of the struggles of the Government of India with\ he

international - petroleun industry see, M, Tanzer, op. cit: Part 11, Al
Dasgupta, "The Supply and Price of Imported Crude 0il to India", The Jour
Developing Studies, April 1967, Dasgupta indicates that ‘the following
off posted prices were obtained by July 19653

_Source of Posted f.o.b. price- ‘ -
Crude Price  _ to India " Discount’

Iranian Light = $1.78 - '81.48 .$0,30

Kuwait = - . 1,59 o 1.34 00,25

Saudia Arabia it o o MRS
(Safanya) - 1.47 - 13t 0 0,16
; ’Indonesia : ’ . _ . LT
o (Minas) : S 2,10 S 1‘2.10 ‘ niI‘j?\'

2/ Patroleum Institute of the Philippineq, The Refiuiqg‘and Mxrket
g ?etroleum 1n.the Philippines.v P. 2, and g_pics on_The oltl J_‘ t'. 197

L - Ihe average per barrel cost of- 1mporting products in 1953 (yea
domestic refining began) can be estimated to have been $4.45. Bothf




fkiather than :efined pro&uctefbﬁt,the total annual gain was~aigni£1c3nzly
'fereduced by the extent of the 1nter-aff111ate,pt%mium prica‘eherged for. cr
011. The forexgn éXchangé cost to the Philippines on the 1mport§t~‘
: million barreis nt & tt&nefe: price of 30 cents above ‘the open matket’pr
must have been about s10 muuon. s f b
industry publications suggest thac comparison ef crude oilj
cby the Philippines vith thqse of Japan would be appropziate and pre 
objective reference standard._ Japan is the world S 1argest ail{tm*
‘the Japenese market is obviously an extremely attractive one for i
»euppliers. Further, Jepan, unlike some countries of Western Eurapefisv
plagued by political pressures from a high cost domeetic coai industry
thus it would‘seem that anan is a cduntry whose every igterestaiafse;ye é
Vlow-prieed ol Jaéaneee.govefﬁmeﬁ;s-heve, indeedgifofaﬁ increasing;dé4w
'shown concern about oil and have attempted to further Japanese intere
through extensive Iegislation. ‘Nevettheless Japan although, from timef
time, making astute~oil "bnys" bes net been a free market fot 011.
A deeision made in 1950 that refinery building should‘be undert

‘ “kjointly 1 by local Japanese comphnies and the iuternational majors, mean

in return for providing the necessary foreign exchange requirements, the,

f national compauie&»&ecured the complete right to supply the cruﬂe eil.




4sstrained.the oapaoityfof theelocal capital msrket and "all Japsne’e‘re

companies were sdoner or later obliged to sccept 108ns from the int rna

1/
companies to finance development or expsnsion” - It has been estimat'

at least until active stepsrwere,taken after 1966”to;increase.the Supplies

‘oil under the control of Japanese companies, that 80 per cent of anln's o
imports were "tied“ (by long term contracts) with the international maj‘rs
Crude oil prices fell from 1957 to 1962 and fell again in the late 1960'8 b
for some ysurs, Japan is estimsted to have paid an average price per barre
10 U S. cents higher than that for crude oil available on the open matket.
Thus despite Japan's large and expanding market the country's bargaining

poaition was> for some years limited' a conflict with the international_

and the possibility of incurring also the displeasure of their home gov‘

ments (especially the U.S.A.) was not considered to be desirable. It;shou
also be noted that even the availability of Middle,East oil from a Japanes

Consortium (from the Khafji field) did not mean that Japan's refiners were

willing to take other than very limited quantitles of this oil.2/

-

Table V and Table A-Iv give some indication of svérage per barrel va'
of crude oil for Japan and the Philippines from United Nations and local iné
try'sources. The estimates in the tables should be interpreted with considf

. rable,oaution. the reliability of statisticS*reported to thelﬂnited Nations

Y ode1t, p. 124, A | -

2/ -Apart from the issue of refinery ownership, 0il from the- -Khafji f
suffers from a high sulphur content and is less desirable than lower sulpko
0il in air-pollution conscious countries. Since 1966, however, refiners i

-Japan have gradually heen “persuaded“ hnder government pressure to.accept
‘rmore Khnfji crude, - .



fvaries irom country to country as does;t e compos tipn of‘products 11

any general categOry.’ It must be remembered eSpecially when looking at,a“

rage costs of crude oil 1mportations that refinery designs differ from one.

country to another and that crude 011 is not of homogenous quality. For

exsmple in March 1968 Japanese refiners obtnined f.o.b, prices for Iranian
i/

light crude that‘ranged from $1.29 to,$1.3§ a barrel. Industry sources in

the Philippines belfeve that the average f.o.b. price paid at~that‘time forf

Iranian light ‘crude was"$1;40.

Two comments may tentatively be nade' (1) in 1967 when f.o, b. prica

. of Middle Eastern Oil were reported by the local industry to be lower for th

_ Phtdippines than those offered to Japan (Table A~IV), the average c.i f. value

of oil for the Philippines appears to have been some 6.3 per cent higher tha

‘the average c.i.f, value of oil for Japan (Table V), despite Japsn's greatef

'distance from the Middle Fast. (2) On the uhole, local industry claims that

c.i.f, prices paid by the Phillppines are within approximately a 5 per cent

L4

range of those paid by. Japan can be accepted., This claim can be checked«to‘

»

some extent independently‘from local industry statistics by adding ayerage

.
[

1/ Platt's Oilgrém December &, 1968. The quotations were as followé:
(f.o.b. Kharg Island) : ‘ ‘.

Company - Quantity f.o.b. - c.i.f.
. - (000 barrels) -8 T8
Bdikyo oit - 802.8 . 1,29 1.69 and 1,79
Daikyo 0il : 549.6 “1.31 "~ 1.68 =
Nichime Sekiyu , :
a Seisei 967.5 1.56 2.04 and 2. 26
: Nippon Mining 561.,2 1.37 ‘1,77
Nippon 0il v 647.4 l.41 . 01,97
Showa 0il - 127.1 1.49 2,03+~
Shell Sekiyu - 810.1 , 1.41 ) 1.83 and 1. 93
Toa Nenryo Kyogo 459.9 1,56 ’ 2.04

o Freight rates calculated for medium range tankers for 1965 and 1
for category Large Size 1 in 1967 and 1968, The use of medium range frei
rates would raise the landed per barrel values for 1967 to $2.10 and fo
, to $2 054




fre{g&t ccsts'zf ecclrd.ng to source of supply to the avernse f._

fvalues of crude oil calculated from United Nations data. Landed per»bntrel

values-eetﬁmatedcin,the above,manner are:

| 1965, $2.09; 1966, $2,03; 1967,

1$2.03; and 1968 $1.98 (Table v shows loeal industry estimates). Nevertheless

even small differences in c.i £, prices can conceal effective discounts such a8

for example, "Spiking" at no charge, in order to uplift the quality of the

‘crude. A myriad of factors such as credlt terms volume of crude oil shipped

on eech journey, storage facilities and so on, affect the specific price at

~ eny one‘time'and tend to be concealed in "averegeS". For example, in 1970
payments for certain crudes delivered to India were said to be made within a:
average of seven days from the date a vessel was loaded in the Middle East,
In the Philippines, however, crude oil payments were extended over a period of'

,90 to 180 days. Each 30 days of credit was worth approximately 1.5 U, S. centé

per barrel to the supplier, who had current financial commitments in the counh
try of production l/ ” ' ‘
Governments throughoct the world have become in the laet deCede incteae

ingly knowledgeable concerning the economics of international oil. Concessicn

terms and conditions concerning the_sale-of crude oil reveal considerable va

iation between different producers and consumers. The international firms

%

have yielded most to those governments in strong bargaining positions,iperticﬁ#
larly to prodﬁcers, and have exploited weaknesses, Some countries have decideq

to by-pass the international oil companies and many government to government-

deals have not been more advantageous than those available through the medium-

..

-t v/ Petroleum Institute of the Philippines Facts about the Petroleum
ndustrx, September 1970, Number 20.




of the oil‘cempanies,andrbilaterel‘dePendence for either 1mperter or exporﬁ'
. , s ,

) canfbring,its own train of problemsa 0f course, it must be admitted that the:

gain in “Ypsychic welfare" from running your own affairs. may more than balance

" any economic costs involved.

- Retail Marketing v ~

The local refineries deistribute the refined products through specific
marketing entities most of wﬁich are affiliates,of the supplying reflnery.l
Filoil Marketing and Arabay Inc;, however, are 100 per cent Filipino owmed.

In selling their products to their respective marketing affiliates, the refine-
ries reportedly prlce their sales on either of two bases, namely, cost plus
profit or 1mpo:t parity. The major element in cost plus profit is the cost of;
crude oil g/; 1ocalioperating expenses are naised by any unused canacity but y
in recene years are unlikely to have amounted fo as much as 25 per cent of ehe
value of sales. The profit mark~up as of 1967/68‘cited by>fepiesentatives of

the industry during the legislative inquiries of the Senate Committee on Econo=:

mic Affairs was U,S. $0.14 “per barrel on the crude equivalent of products sold!

1/ Refineries Marketing Entities
Bataan Refining Corporation Esso Standard Eastern, Inc.
o Mobil Oil Philippines, Inc.
‘Caltex (Philippines) Inc. Caltex (Philippines) Inc.
, : Getty 0il (Philippines) Inc.
Filoil Refinery Corporation Filoil Marketing Corporation

Shell Refining Co. (Phils.) Inc. The Shell Company of the Phil., Ltd.
, ’ Arabay, Inc.

2/ During the 1960's, at the same time that capacity in Europe was subs-
tantially expanded, "downstream losses" were apparently suffered by integrated
oil companies. The losses were computed by subtracting from the sales value
of refined products operating expenses -and the f.o.b. undiscounted posted-
price of crude oil. Non-integrated refining companies selling products at
about the same price as the integrated companies made profits and also expanded’
capacity., See Adelman, op. cit. p. 141,



L lrouad $2 OO’per bﬂrtel._?
 Import parity means thet the marketing affiliate is charged on the be
of what it would have cost the latter to import the product being acquired 3
;'the refine:y. Pricing on this criterion means that the ultimate consumer -
not .at all directly benefit from the existence of akdomestic refinery. Indi

rectly, he benefits from the foreign exchange savings ;o the.coontry as a‘whé

from the importation of crude oil rather than‘produo:s.~ Basing domestic ex¥
finery pticeo on “import‘patity" means, of course, that profits will be highe
the higher the assumed. import parity prices for products. |
Table A-v gives some estimates ‘of net income (after payment of corporate
1ncomé,tax) of the local petroleum'companies-as percentage of sales in 1969 gﬁd
1970. The £iguréa 1nd;catev;hot profits as & percentage of sales were at ohot
time very low for the wholly owned Filipino oompon;es but otherwise reveal.?
very little as deductions from sales in the derivation of net_incooe are noﬁ{
known, A more adequate assessment of the :atio of local earnings to local
sales may perhaps be discerned from the rate of increase of total assets.
Total aasets in the petroleum industry of the Philippines increased from appr ﬁﬁ
ximately P 1 billion in 1966 to 2'1.8 billion in 1970,/ or at an averdge rate

of 15 per cent. The industry declares that it re-invests the vast majoritysk

1/ 'The transport component of the c.i.f. cost of crude oil can range fnom

f 10 to 30 per cent of the total import price and the system of "assessed freigh

; rate" billing (largely an inter-affiliate matter)(See for further discussionm, -

Tanzer, op.cit., Ch. 12) tended to stabilize prices in the interest of companie
rather than consumers. AFRA tended to reflect high historical tanker rates

when shipping costs were falling in the early 1960's, but when spot rates in-
creased sharply after the Suez crisis of 1967, the basis of calculation was

‘change? and these high rates were reflected 1n AFRA wore quigkly than otherwis,
Petroleum Institute of the Philippines, Topics on the 0il Industry,

1971, p. 44. :




the needs of futurs consumers.

et

R : A full balence - sheet showing costs and benefits to the Philippines
from the activities of the 1nternationa1 petroleum industry cannot at present,
‘be made. Some relevant/information such as statistics ‘on the inflow and out-

flow of funds, the per’ cent of local payments per sales dollar, the extension“

of credit facilities snd of the industry 8 technicsl assistance either are no'

'-available or not. in sufficient detail. The country undoubtedly has benefite
from employment generated by the local industry (and from the multiplier ef‘xeei

l§ _ which have followed from this activity), from technical skills gained and. from

taxes paid. On the other hand, for some years during the 1960's, it would »
appear that the Philippines lacked the bargaining strengths to obtain crude oil
prices comparable, for example, t0~those‘paid by’ Indis (although other factors
 may. hsve nrovided offsets- to counter the higher prices). The ultinate consumes
has paid a price tor products sufficient to meet local refinery and marketin
costs and has helped also to finance tndustry expansion. Industry expan81on,

however, has given him more retail butlets and greater convenience in obtaining

the final products. -

ippines has until recently been minimal.. The—Oil.Industry Commission Act of

,tng\industry practiees;; This last task will be an extremely valuable onl



In a per.tod of tight ofl supplies importing countries inevitably pay th&
' price deman‘ded by producers - otherwise they take the risk that supphe&
not be- forthcomiug.\ The consumer in. the Phllippines can expact that the B,

‘mate butden will be passed on to him in higher product prices.

, KML/tt;a » \ 7 ;
8. 30‘0 71 . , N . . . . - R : . V - b
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oot L ;“Phiiiggiaes= ﬁgfiuerx'Cagééitz,y L

‘Date j “-:Refinéry " Initial " Capacity

‘ ‘ Capacity
. "On Stream" . Capacity ‘end 1970 Scheduled
' b/d - ~ b/a during 1970'
bl
1954 © caltex . 13,000 60,000 100,00
1960 Bataan 25,000 50,700 110,000
1962  Shell 25,000 62,000 130,000
1962 . Filoil 10,000 28,000 100,000

] . - |
b/d : barrels per day

_of Petroleum in the Philfippines, and Topics on the 0il In#ustry,
1971, e |

* Scheduled capacity for -the following years: Shell and filoil, post = 197
. Caltex, 1976 Batean, 1972/73. | \ | o
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gg;ligg ges, Mnnufacturing Segtor. 'ngduction by
ndustry Groups S,1.T.C, 31 and 32, Chemicals,
Petroleum and Coal, 195 ’

Year

1958 1959 1960 1961 1962 1963 1964

value added at factor'cost,;millions of'1963 petos~

102 106 116 350@ 360 427 497

percentage of total manufacturing sector

6.4 6.1 6.1 158 148 156  16.1

ercentage of total manufacturing sector

minus industry group Food, Beverages and
- Tobacco

11.6  10.8  11.1  26.5  25.3  25.8  26.5

1965

539

16.2

26,2

@ , Output of Petroleum and Coal industries included in total S.I.T.C. gtoupc

31 and 32 from 1961 onwards; in earlier years output figures of these
industries included in the miscellaneous group of "Other Manufacturing”.

- Bource: United Nations, The Growth of World Industry, U.N, New York, 1968

For greater detail of Philippine Manufacturing Sector see Table AnI

s



~ Year +  Sources o ’ Total

% % o Imports . o
Middle East = Indonesia/Boxneo (OGO,Batre;s)”
1964 557 L w3 3,63
1965 60 . 370 3,5
1966 " 59,0 41.0 38,937
1967 60.0 - w.o 47,496
1968 . 615 I 57,192
1969 58.8 a2 : 61,097
1970 " 57.5 42 o “ss,iix
196470 59.5 | 40,5 | 335,373

Source: Records of the Petroleum Institute of the1PhiIipp£nes,

.

~ -




~for Refined P oc‘
‘f?Other cquntri

'x;coantrieér vaf Domestic Demand*

Lo ('000 barrels). .
/Southeast Asia-; R 7
Philippines 0 Uss87 o o
- Thailamd - 34,022 1
* " Indonesia == 39,615
. . Malaysia & Singapore - 61,827
. " South Vietnam@ - 56,962
Laos - . T 860 -
Burma 4 . : o 7,007»
Other Aaian COuntrxes K
f Japan a < . 881,101 -
* India . 12,522 ‘ -
Euroge ‘A' R e
' United Kingdom 665,925
West Gexrmany . - 728,423
- Itely | 518,783
X . Netherlands , - 229,538
: . Denmark . ‘ ’ 99,409 ]
Spain - L 186,911
- .Deveioping Countries = - o .
¢ Brazil - 169,928
" Argentina . .. 139,265
Chile - 30,523
Uraguay . . : ., - 11,350
ﬂ Venezuela - .. 70,888 AR
North Ameriéa , ._ »
. U.8.A, | .. 4,901,789 )
Canada . _ - ' 491,813

* Domestic Demand including bunkers.

@ Including Cambodia )

Source:. U.S, Dept, of the. Interior, Bureau of Mines, Wasbington, D G.
: Inte;natienal Petroleum Annual, February 1970.

~ Populetion estimates from International Monetary Fund

"Inxernational Financial Statistics.




Year

-

mable V.

Crude 0il Prices: Philippines and Japan °
. - 1964-1968 o

Average per barrel

Average per barrel

price: crude oil g:izi; r:z:gzdaggl
Philippines Japan Philippines Japan
c;i.f‘ coi f. £.0.b, coi.f,
| T T 3

1964 2.131 n.a. 1.83 2.05
1965 2.0 1977 LT3 1.98°
1966 2,043 1,906 ' 1.68 1.91
1967 2,027 o912 L.66 1.91
1968 1.933 ' 1.901 1.59 ' 2.00
Sources: United Nations, Yearbook'of:lnternatiohal Trade

-Statistics (Various Issues)

(Conversion rate of 7.4 barrels per metric ton
has been assumed reflecting an average world
gravity.) )

Average per barrel c.i.f.*price‘of\érude for the
Philippines are estimates prepared by Fhe Petroleum

Institute of the Philippines.




- Imports

1950-1969

'§,I.T.C.3

Year , S,I.T.C.3 Year Imports
: S.I,T:C,3 as % of $,1.TC.3 as % of
f.o.bs Total fio.b. Total
U,S, § m. Imports U.S. $§ m. _ Imports
1950 34,46 9.6 1960 59.78 9.9
1951 35.71 7.4 1961 49.72 8.0
| 1952 41.83 9.9 1962 57.27 ) 9.8
| 1953 54,14 10.7 1963 61.34 9.6
| 1954 53.83 11,2 1964 69.54 8.7
| | 1955 52.39 | 9.8 1965 72.83 8.7
| 1956 57.86 10.4 1966 85.66 9.8
1953’ 60.99 9.4 1967 93.18 8;8
1958 59,72 10.9 1968 105. 80 8.7
1959 59.78 11.4 1969 106,80 9.4‘

Source: United Nations, ggérbook of International Trade Statistics

(various issﬁés)

*



* * (thousand barrels)

v

- o Yéa? | :;Domesfiq.siles, - :iear : bome#tic'sales .
‘lisa‘/ 11,995 . ;’»; 19631, 25,067 ;
: 1954 - 11,820 . . 1964 28,317’
S 1885 h12,980 R 1965 . 31,444
T 1es6 14,055 . 1966, 34,969
f£957 | 15,592 ; - 1967 k 38,687
R T 16,876 ‘ 1968 - '44,445.' -
1959 TR 1960 470925 .

1960 . 18,190 ‘ 1970 48,291
1961 19,705 N iy

1962 21,741

[ " AY
R e

Source! Estimates pzepared from records of Tne Petroleum
Institute of the Philippines.
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Hanufactﬂfing;Sector; Production

- Philippines:

pesos)

International Standard

by Industry Groups.
at factor cost millions of 1963

(Value added

39)

Industrial Classification l1958 1950 1960 1961 1962 1963
. - .S’ ) ‘ - T
- 2-3)  Manufacturing (total) B 1588 1752 1917 2222 2434 2738
‘20,21,22) Food, Béverages, Tobacco 708 771 871 903 1012 1082
23,23) Textiles, Footwear, Clothing )
: and Made-up Textiles 176 179 194 203 219 259
25,26) Wood, Cork & Furnitures 127 116 118 132 146 160
- 27,28) Paper, Printing 92~ 97 .112 126 140 146
29,30) Rubber and Leather 4h 46 |
 '31,32) Chemicals, Petroleum & Coal
33) Non-Metalic. Minerals
34) -Basic Metals
2 35,36,37,38) Metal Products & Equipmént
Other Manufacturing

Mfg. minus Pood, Béverages
- & tobacco

1046 1319 1422

Source:

* .
1961 onwards;

Output of petroleum and coal industries included in total from
in earlier years output figures of these indug
were included in miscellaneous group of "Other Manufacturing




uPhiltppines_

 ?ricé‘D&f£érencé7'

fype of Crude Japen. - - Pr ,
' P o (=) in favor of
g i (+) agaiost =
the Philippines
Arabian Light 1,520 1,540 -.020
Arabian Heavy 1.290 1.326 -.036
Irsnian Light  1.400 1,464 -.064 -
Iranien Heavy . 1,320 1,352 -032 ,
Xewait 1,340 1.395 055
RKuweit Sp. -l.411 1.488 -.037 '
Minas (Sumatra) 1.640 1.620 40200
Seria (Sarawek) 2.000 2.000

Sourcé:' Philippine prxces from Petroleum Institute of the
Philippine Reports, June 1968,
Ministry of Trade and Industry Reports, June 1968.

Table published in Facts About the Petroleum
Industry, prepared by Yhe Petroleum Institute of
‘the Philippines,‘1968 '

® N

Japan prices from

o/



Sales Net Profit

1969 1970 -+ , - iR Sales A
P million . . 1.1969 31970 - 1969 1970

. - o ’QP'million - ‘,'Z L
Refine?iegtv; ' v o ;
fatean  166.8 241.8 5.6 8.5 336
Caltext | 371.6% 481,1%  29.6 26.6. 719
‘Shell 342.6%. 390.5% 0.4 25.1 8.88
Filotl = 1049 13.2 21 1.3 . 1.9
Marketing -
Companies |
Esso - 270.6 3253 6.2 4.7 229
Mobil 223.2  286.5  10.4 9.8 | 4.65
Filoil . ”125;8 155.2° 0.4 0.6 . 0,32
Arabay "120,7~_ 153.8 | S 0.1 0.1 BT
Getty - T 91 7.5 5.0 10005

-
>

* COnsolidated figures of reflning and marketing activities.

Data taken from financial statements submitted to Securities and
:Exchange Commission, Republic of the Philippines. s
Sale is net sale and net prefit is income after: corporate incoml
S tax but includes dividends on preferred stocks.

-




-(tﬁdﬁéandsgéf bérrelg);*

GasolinejKeroseneiDistillate}Residuel. jLabricants  |Other :
‘ § &Jet {Fuel Oil }Fuel Oil}jsinclud, grease} -  land Loss
1) v . S ) : :

‘14,561 | 5,744 < | 12,853 | 21,337 o . 1,744} 4,271

o200 | . 119 o0 - 32f 0 607 260f - .
RO | D - ,, 1 “
.0 0 9% 1 ’2;307»' 0 1,0&1\ ’
A ‘ sourcei V.S, Dept. of the Interior, Bureau of Mines Washington, D,

International Petroleum Annual 1969.

(1) Output, (2) Imports,: (3) Expo:ts qnd'Re-exgér;ﬁ;?f

Also imported: Aviation Gasoline,_63’thou83nd barrglb.
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