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Eight Squeezed Sisters. The Oil Majors and the Coming of the 1973 
“shock”1 
 
Francesco Petrini 

 

This article deals with the role of the oil majors (that is the eight multinationals that controlled crude 

production in the Middle East2) in the events leading to the 1973 crisis.  My starting assumption is that 

the crisis was the outcome of a process set in motion some years earlier. The military coup in Libya, in 

1969, could be identified as the starting point of a triangular dialectic which involved oil companies, 

producing countries and consuming countries and resulted in the demise of the concessionary system 

as well as in the drastic increase of price we all know. In this critical phase the companies were in direct 

charge of the negotiations with the producing countries, while the consumer governments were in the 

backseat. Two consequences derive from this: First, in order to understand 1973 one cannot start from 

the October War of that year, but one has to delve into the events that preceded it. Second, this period 

has to be studied not only from the point of view of governments, but also, and especially, from that of 

the companies that were, together with the OPEC members, the true protagonists.   

This article focuses on the events between summer 1970, when the Libyan government 

demanded a revision of the concessionary terms, and February 1971, when a group of thirteen 

companies and the six OPEC members bordering the Persian Gulf signed the Tehran agreement. 

Indeed, very few works have analyzed in detail the events narrated here. The only one written from the 

companies’ point of view is not the work of a historian, but the report drawn by Henry Schuler, 

executive of a US “independent”3 company who had a direct role in the negotiations, for the hearings 

on multinational corporations held by the US Senate in1974.4 

In general, as regards the companies’ role in the first oil crisis, the existing literature oscillates 

between two alternative poles. On one side the oil majors are depicted as all powerful entities that 

controlled every aspect of the oil markets, and mastered the intricate relationship with consumer and 

producing countries. In its extreme form this picture is stretched to the point of seeing the rise of oil 

prices as the result of a plot orchestrated by the companies in conjunction with the US government and 

the financial circles in New York and London.5  On the opposite pole, we have a passive picture of the 

companies. They are portrayed as powerless in front of the radicalization of the producing countries. 

The companies were – we are told – fundamentally weak because of their unpopularity amongst the 

consumers and the lack of support by their parent governments, and they had little else to do than 

surrender.6 
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Even the authors more critical towards big business tend to portray a similar passive picture of 

the companies, emphasizing their inadequacy in front of the challenges of decolonization and of a 

changing oil market.7  While this picture contains elements of truth, I think there is a need to stress the 

agency of the companies; they had at their disposal the means, knowledge and a world-wide network of 

relationships that had no equal in the world of business. At the same time, I am convinced that the 

documentary evidence does not lend support to visions of the crisis as an intrigue in which the 

producers were mere puppets in the hands of the multinationals and the US government. What I intend 

to argue here is simply that the oil companies, once they realized that the era of the oil concessions had 

come to an end, tried, and largely succeeded in doing so, to ride the wave and restore their profit 

margins that in the preceding years had known a decline in the Eastern Hemisphere.  

 

A crisis of profitability 

As Joe Stork has written, the years between 1948 and 1960 were a “bonanza” for the oil industry.8 

The constant increase of the demand coupled with a fine tuned system of market control by the majors, 

which prevented the price slumps that had hitherto characterised the oil market, assured unprecedented 

levels of profit. The area of major expansion for oil production became the Middle East, where the 

costs of extraction were particularly low. According to Morris A. Adelman, in 1960, with a market price 

of $1.63 per barrel (/b), the total production cost of Persian Gulf crude amounted to $0.189, compared 

to more than one dollar in Venezuela and $1.30 for Texan oil.10 These extraordinarily cheap resources 

were developed by the majors through an intricate system of participations in joint ventures in the 

principal producing countries (Iran, Iraq, Saudi Arabia, Abu Dhabi, and Kuwait).  

The constitution of OPEC in 1960, the entry into the market of new producers, and the resurgence 

of significant Soviet oil production did not seem to prevent the oil industry from guaranteeing a 

squaring of the circle of sorts: high profits for the companies and low prices and stable supply for the 

consumers (at the expense, of course, of the exporting countries). Yet, actually, the price of the crude 

tended to decline: between 1954 and 1970 the Arabian Light, Freight on Board (FOB) from the Persian 

Gulf, passed from $1.90/b to $1.25/b.11  This price reduction was determined by the oversupply on the 

global oil markets, in spite of the steady growth in demand. Between 1950 and 1970 the world oil 

demand grew more than fourfold.12  But supply grew even more rapidly. The combined production of 

the Persian Gulf countries passed from 1.8 million barrels per day (mbd) in 1950 to 14 mbd in 1970.13 

In the same period the USSR production grew from 750,000 bd to 7 mbd. Even in the USA, the 

world’s most exploited oil region, crude production almost doubled. As scholar and former senior 

manager at ENI Leonardo Maugeri points out, “Indeed, overproduction was the hallmark of the 

Golden Age of Oil.”14 
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The majors avoided a disastrous slump in prices by containing the oil surplus through a careful 

management of production, and by limiting to the bare minimum the development of new producing 

fields in the Middle East. Thus, they achieved a “gently declining price” .15 However, this was done at 

the cost of provoking strong resentments in the producer countries more damaged by this policy 

(especially Iraq and Iran), and, more disturbingly for companies, this did not prevent the profit per 

barrel from falling. According to Stork’s calculation, in 1963 the total gross profits earned by the oil 

companies in the Middle East (Iran, Iraq, Saudi Arabia, Kuwait, Abu Dhabi and Qatar) came to $1.7 

billion. In 1969 total profits fell just slightly, equaling $1.6 billion. But this stability of profits was only 

made possible by the doubling of output; that is by the halving of the profit per barrel. As Stork points 

out, “the most prominent and notable trend in these figures is the sharply declining rate of return per 

barrel.”16 

This predicament was acknowledged by the companies themselves. According to BP, “through 

much of the decade [the 1960s] the rates of return of the seven major oil companies declined by 

comparison with those of the US manufacturing industry.”17  According to a Shell report published in 

April 1971, the revenues of the seven majors in the Eastern Hemisphere were passed from $0.565/b in 

1960 to $0.327/b in 1970.18 Furthermore, a growing proportion of the oil revenues was no longer going 

to the majors but to the “independents”; the smaller companies, outside the circle of the big 

multinationals, which, since the mid 1950s, began to enter into the more profitable areas of production 

in the Middle East and North Africa.  

Last but not least, the companies’ position was made more delicate by the oil exporting 

countries’ attempt of getting a bigger revenue from their natural resources. After the OPEC birth, the 

producer countries succeeded in getting a small but significant rise in the fiscal revenue they received 

from the concessionary companies.19 According to Shell, between 1960 and 1970 the government take 

in the Eastern hemisphere grew from $0.708/b to $0,860/b.20 As reported by Adelman, in the 1960s 

the profits realized by the oil industry in the Persian Gulf fell by 24 percent, while the payments to 

governments grew by 15 percent; so, in 1970,  the government take came to count for nearly 70 percent 

on profits.21 In sum, according to Dillard Spriggs, an expert on the financial aspects of the oil industry: 

“most of the companies experienced declining rates of return on investment during this period [1967-

1971].  It was a period of considerable pressure on profit margins world-wide.”22  

 

Revolution in Libya   

Into this situation came, in September 1969, the military coup in Libya. During the 1960s Libya 

had become the new oil Eldorado, thanks to the discovery of vast reserves of high quality crude and its 

close vicinity to Europe. In contrast to the Persian Gulf, the main beneficiaries of the oil bonanza in 

Libya were not the majors but the independent companies (that is the smaller companies, outside the 
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circle of the big multinationals) which extracted nearly 70 percent of Libyan crude and then sold it to 

Western Europe.  The main objective of the new Libyan government, as far as oil was concerned, was 

to maximize the revenue per barrel thus allowing preservation without lowering the government take.  

Beginning in early 1970, the Libyan government demanded that companies increase the posted price 

(that is the reference price for tax purposes) and make retroactive payments from 1965 in order to 

redress what they perceived as the undervaluation of the Libyan crude in the preceding years. Initially 

the companies categorically refused to acquiesce to Libyan requests, stating that even the smallest rise 

would be disastrous for them.23 In response, the Libyans imposed drastic production cuts. The US 

independent Occidental Petroleum was the first and the worst hit: it was the more vulnerable of the 

companies, having no other alternative sources of crude to sustain its refineries in Europe. In July 1970 

its CEO, Armand Hammer, went to see Ken Jamieson, chairman of Exxon, to ask for help in the form 

of a supply of crude at cost. Jamieson responded that he was disposed to sell Occidental oil, but only at 

the normal price for third parties, without any discount.24 So he refused Hammer’s request and 

Occidental, accepted the Libyan request on 4 September. A spokesman of the company declared that 

the company’s profits would not fall because the European price of refined products would increase as 

there were escalation clauses in Occidental’s contracts with its customers.25 The Occidental agreement 

was soon followed by that of the independents of the Oasis group.   

The majors were faced with a difficult choice. Given the extension of their interests, they feared 

the worldwide implications of any cave-in, especially on retroactivity.  As explained by the chairmen of 

BP and Shell, Eric Drake and David Barran, to the UK Foreign Secretary, Alec Douglas-Home, they 

intended to stand firm, “at whatever cost locally, against Libyan demands. It would be disastrous to 

them to concede the principle of host governments decreeing posted price, especially retroactively, in 

view of their world wide interests.”26 This point is well illustrated by the words of the representative of 

Shell in Libya: “To answer yes would be to demonstrate to the world that governments could not only 

dictate present and future tax reference prices, which is in itself bad enough, but could also dictate what 

they should have been in the past and this cannot be anything but disastrous.”27  Thus BP and Shell 

announced that they intended to stand firm, “at whatever cost locally”, against Libyan demands. The 

US majors (four out of five – the exception was Gulf – were operating in Libya) nurtured similar views. 

On this ground a meeting of the seven sisters was arranged in New York for the 25th of September to 

create a common front against Libyan demands. But the companies encountered the objection of the 

US State Department, worried about Europe’s fate in the highly probable case of a complete shut down 

of Libyan production as retaliation against the rejection of the government’s demands.   Furthermore, 

as the State Department pointed out, in the case of a major shut down of Libyan production, it was all 

the more likely that the Europeans would attempt to reach bilateral deals with the Libyans, bypassing 

the majors altogether. In this situation the danger of nationalization of the companies, not only in Libya 
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but also in Europe, might well arise. In fact, if the majors reacted, as they intended to do, by refusing to 

run the oil sold through bilateral deals through their refineries, the governments concerned might, as a 

last resort, take over the refineries.28   

The US authorities were under no illusion on the consequences of giving in to Libyan requests. 

As explained by Peter Flanigan, the President’s Assistant for international economic affairs, “If a 

settlement were made, the result would obviously be that all producing countries would demand the 

same deal”; but: 

 

The increased cost would be passed on to consumers in Europe and Japan and, to the extent the U.S. 
imports oil of and from Canada to U.S. consumers. Since this increase would affect 100% of European 
and Japanese petroleum supplies and only a small per cent of U.S. petroleum supplies, the result would be 
a competitive benefit to the United States.29 

 

Faced with opposition from the State Department, but somewhat relieved having been given the easy 

way out of passing on the increased costs to consumers (what they proceeded to do in December), the 

US majors quickly backed off their resistance.  By 30 September SoCal and Texaco, both known as 

hardliners in the oil industry, had signed agreements with the Libyan government. They were followed 

by Esso, Mobil and BP.30 Shell, whose Libyan production had been totally shut down by the 

government, was the last to surrender on 16 October.31  

At mid October the posted price had increased by 30 cents per barrel and a new higher tax rate had 

been established. The twenty year old 50 percent tax rate was replaced by new tax rates that ranged 

from 54 percent to 58 percent, depending on the company. The new rates were conceived as a 

substitute for retroactivity, allowing the companies to spread the cost into the future instead of making 

a massive lump sum payment. This was a very short sighted decision on the part of the companies. As 

pointed out by Ian Skeet, in his excellent history of OPEC32, it was a financially efficient method for 

the companies, both because foreign taxes were an allowable expense in computing home tax payments 

and for the cash flow implications, “but in terms of public relations and of precedent it was a 

disaster.”33 Immediately, in spite of the companies’ efforts to explain that the extra 5 percent was only a 

mechanism for making retroactive payments, the Libyan agreements were read as a new breakthrough 

that all the other producing countries wanted to adopt.   

As it was expected, the Libyan example led to similar concessions to the Persian Gulf producers 

which obtained, by the end of the year, a 55 percent tax rate, in replacement of the twenty-years-old 50-

50.  At this point, what became known as the “ratchet effect” or “leapfrogging” was set in motion.  In 

December, the Venezuelan government raised the tax on oil companies to 60 percent. In early January, 

the Libyan Government summoned the companies operating in Libya and confronted them with 

demands for a further tax increase and a further premium on Libyan short- haul crude.  The 
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companies’ bewilderment is best illustrated by Henry Schuler, the chief negotiator of Nelson Bunker 

Hunt in Libya: “We suddenly found demands coming back to us. Now, the Libyans said, if the standard 

rate is 55 percent for everybody, we didn’t get anything special last September, so we have to have what 

you gave us last September on top of the new standard. Well, it had obvious implications this ratchet 

would go on interminably.” 34  

 

Battle in Tehran 

Leapfrogging seemed to emanate from the OPEC Caracas meeting of December 1970 whose 

main demands were the generalization of the 55 percent tax rate and the establishment of “uniform 

general increases” of the posted prices in all member countries.  The companies were now determined 

to present a unitary position. As summed up by John McCloy, the legal advisor of the US majors, 

“Unified action by the governments required unified action by the companies.” 35  An essential 

condition for this to work was the involvement of the independents.  

On 11 January 1971, independents and majors met in New York, where they devised a common 

position along two lines. First, they drew up a common message to OPEC in which they proposed a 

five year agreement with a revision of posted prices to new levels.36  The companies’ main concern was 

not low posted prices per se, but a stable frame of reference that would permit them to guarantee the 

flow of their product to consumers’ markets.  Bigger producing governments’ takes would be passed 

on to consumers in the form of higher prices and fiscal allowances.  To avoid leapfrogging, the 

companies’ message specified as an essential condition that the negotiations had to be unitary.  The 

message was signed by all the majors plus sixteen independents.37  Subsequently another eleven 

companies associated themselves to the message. 38 On 13 January the Department of Justice gave an 

anti-trust waiver to the message and to the companies’ common front.  Second, fifteen companies 

signed the “Libyan Producers Agreement”, valid for three years, which created a safety net for the 

companies operating in Libya.  Ironically, this would assure the independents the support that Jamieson 

had refused to give to Hammer few months earlier.39   

A negotiating team was then created, headed by George Piercy, from Exxon, and Lord 

Strathalmond of BP.  To back up the team’s work the companies forged a two-prong structure with a 

decisional centre in New York, where the Chief Executives met to decide the overall strategy, and 

another in London, the London Policy Group, charged with following the day-to-day evolution of the 

negotiations.40  On the surface it appeared that the companies had created a formidable unitary front, 

but it was soon revealed as a paper tiger.   

We cannot enter here into the details of the month-long negotiations.  To sum up, it can be said 

that the negotiations amounted to a dismantling, piece by piece, of the companies’ initial position.  In 

fact, the unitary negotiation was rejected from the beginning by the “moderate” producers.  Both Saudi 
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Arabia and Iran promised no leapfrogging and assured supplies, provided that they were not associated 

with radical Libya.  As Yamani explained to US undersecretary of State John Irwin, “no one should 

expect the moderates to be able to influence the radicals.”41  Conversely, if the companies dealt with the 

Gulf separately, there would be “stability and assured supplies from the region,”42 and – as assured by 

the Shah – “Persian Gulf countries would agree to abide by [a] five-year agreement even if oil 

companies caved in to higher demands of Libya, Algeria, and Venezuela.”43  The request drove a wedge 

into the companies’ united front.  While the majors, whose production was for the most part from the 

Gulf, were inclined to accept it, the independents operating in Libya suspected that they were being 

sold out to the “radicals.” 44  The companies tried to work out a compromise and to save face, with the 

formula of “separate (but necessarily connected) discussions.” 45  The negotiations split off in two 

halves and the companies’ team split off too.  Afterwards, the Libyan negotiations stalled while 

everybody waited for the outcome of the Tehran talks.   

To preserve the overall approach, or at least a semblance of that, the companies relied on the 

so-called “hinge” effect, that is on the demand that the Gulf negotiations would fix also the East 

Mediterranean posted prices (since part of Saudi and Iraqi oil reached the East Med through pipelines) 

thus ensuring the “necessary connection” between the Gulf and Libya.  It soon became evident, 

however, that the Gulf producers had no intention of negotiating the Mediterranean price.  At the end 

of January, even the Libyan independents appeared resigned to the definitive dismissal of the global 

approach and they put their hopes in the Safety Net Agreement, and, as the majors did, ultimately in 

the possibility to pass on the extra costs to consumers.   In sum, the companies did not receive a global 

approach, there was no separate-but-necessarily-connected negotiations—no hinge.  In Schuler’s 

opinion, “we met a little resistance and we backed off, and were seen to back off and off and off and 

off, and later developments showed we constantly moved back.” 46   

To measure the scope of the companies’ retreat I will cite only three figures about the posted 

price negotiation.  The original OPEC demand was for an increase of 54 cents.  In their letter of mid-

January the companies had offered 15 cents.  At the end of the negotiations, the Tehran agreement 

provided an increase of the posted price of the Iranian light crude by almost 49 cents.  As commented 

by the UK Department of Trade and Industry, “The financial terms of the agreement were very close 

to those tabled by the OPEC countries on 2 February and were slightly better for the companies than 

the original OPEC demands.”47   

In terms of stability and assurances against leapfrogging, the points that were of the most 

interest and concern to the companies, they got rather little: a validity of five years, tax rates at 55 

percent (as had already been agreed in most countries before the beginning of negotiations); and no 

retroactivity.  However, the companies were unable to obtain assurances on pipeline supplies in the 
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event of Libyan troubles and on East Mediterranean prices and tax rates in relation to a Libyan 

settlement. 

 

Conclusion 

Three years after the signing of the Tehran agreement, Schuler declared to the US Senate 

subcommittee on multinational corporations that for the companies it was an “unmitigated disaster.”  

Conversely, Skeet, a former Shell executive, writes in his history of OPEC that the Tehran agreement 

was “by no means disastrous” for the companies.48  Both statements contain a kernel of truth. On the 

one hand, one can agree with Schuler: the companies had utterly failed in presenting a united front; 

they had divided between big and small and along national lines.  The events between September 1970 

and February 1971, with the constant retreat in front of producers’ demands, destroyed the credibility 

of the companies in front of both consumers and producers and set in motion a chain of events that 

led directly to the crisis of 1973.   On the other hand, though losing a position of absolute supremacy in 

the governance of oil markets (a position nearing its end in the post-colonial world), the majors 

managed to survive the storm, passing on the extra costs to consumers.  Yet one could ask, why did the 

companies not strenuously defend low posted prices during the negotiations as they did in the previous 

decade?  In the 1950s and 1960s the international oil glut made it essential for the companies to defend 

low posted prices, and thus rendered credible their claim of being the best defenders of consumer 

interests.  In the early 1970s, when the balance between supply and demand had reversed and the 

market entered a phase of instability, the rise of posted prices became entirely acceptable for the 

companies, provided the extra producing government take could be passed on to consumers.   

As declared by the chairman of Shell, David Barran, as early as 1968: “Pressure from the 

producing governments on costs is something that we can live with provided we are not at the same 

time denied freedom to move prices in the market so as to maintain a commercial margin of profit.” 49  

And indeed this freedom was not denied to the companies: in fact, the final result of the Tehran and 

Tripoli agreements for the European consumers was a rise of the prices of the refined products in a 

range between 50 and 100 percent.50  

However, yielding to the producers’ demands was not a foregone conclusion.  The negotiations 

represented a difficult balancing act for the companies.  The consumer countries were resigned to 

accept higher prices in exchange for stability of supply, but the companies could not afford to give the 

impression of selling out their customers lest they would organize to bypass their services.51  When the 

united front shattered under its own contradictions, the companies proceeded to prepare the ground 

for the price raise.52  It has to be noted that the producers made an attempt to prevent such a 

development, when the Shah proposed the agreement to include a linking of the posted price to the 

price of refined products.53  As pointed out by an alarmed Piercy to Yamani, this would represent “an 
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attempt by consuming countries to freeze the companies’ margin at the very depressed 1969 and up 

levels.”54 

In conclusion, the moral of the story was maybe aptly summed up by the world-renowned oil 

consultant Walter Levy, who in a talk with Kissinger, in August 1973, said: “[..T]he oil companies will 

agree to most price increases as long as they are sure they can pass them on to the customers.” 55  Or, 

more colourfully, in Kissinger’s words: “I’ve become convinced that the oil companies are politically 

irresponsible and, in fact, idiots. They are concerned only with profits, to get along with the producer-

countries, and they, therefore, pass along price increases. . . . The overriding concern then as now is not 

to rock the boat, to maintain their access to oil at almost any price.”56 
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