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This article was written by SAROJ BHATTACHARYA according to then party line. 
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 Energy is the basis of development and those who measure the growth 
of an economy by the relationship that its power resources bear to its 
population are not very far wrong. Any study of economic development 
must consequently involve an analysis and assessment of energy 
resources. 
 Interest in India’s energy situation is growing but so far the emphasis has 
been on the traditional sources-coal and hydro-electric power. Partly 
because of lack of sophistication, partly because the commodity itself is 
imported and handled by foreign interests there has been inadequate 
attention to the vital and emerging contribution of oil. 

Energy Revolution 
 The world pattern is à pointer. Over the thirty-five years, from 1920 to 1955 
the quantity of energy effectively consumed in the world expanded some 
200 per cent. This enormous advance measures the pace of what many 
term the second industrial revolution. Further analysis reveals the special 
character of this advance—at the beginning of our period coal was the 
predominant source of energy, being responsible for some five-sixths of the 
effective requirement. 
 In the short space of thirty-five years there has been a dramatic 
reversal—from five-sixths the contribution of coal has dropped to 
considerably less than half. There has been some movement in the 
contribution of hydro-electricity— from three per cent in 1920 to seven per 
cent in 1955 but the massive advance has been that of oil. The share of oil 
has leapt from one-fourth to over one-half and there has been a 700 per 
cent increase in the same thirty-five years in the consumption of petroleum 
products. 
 Qualitatively also there are new features. To take transport for an 
example, it is well known that oil is the base of mechanical transport moving 
on the highways of the world and across its skies but the recent trend is for 
oil to displace coal not only in marine transport but also on the railways. The 
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day is not distant, therefore, when the world’s mechanical transport will be 
based very largely on oil. 
 The mechanisation of agriculture, to take another example, is entirely 
based on oil as a source of energy and the heavy products of modern 
refineries gradually replace coal not only in the great furnaces of the 
modern factory but in the kitchen and in homes where domestic heating is 
a necessity. 
 So on all counts, quantitative as well as qualitative it would not be an 
exaggeration to say that the industrial revolution based on coal gives way 
to the industrial revolution based on oil. It is only nuclear power that sets the 
frontier to this new revolution and current estimates place the day of nuclear 
energy some twenty years from the present. 
 It is clear, therefore, that not only for the Second Plan but for the three 
following, at least, oil is to be a very significant factor in India’s energy 
situation. The period covered is the decisive one of India’s journey from a 
colonial to a developed economy. 
 The importance of oil is crucial and the more so when we realise that 
though India’s known reserves of coal are very considerable (60,000 million 
tons) their location is concentrated (the main reserves are situated in the 
Bengal-Bihar coal region), their quality is low in relation to the demand for 
high grade products and the problems of extraction, mechanical, economic 
and human, are formidable. Hydro-electricity suffers from the twin problems 
of awkward location and enormous capital cost both in generation and in 
transmission. 
 Clearly the understanding of India’s oil situation is a matter of key 
importance. In the short compass of a single article it is hardly possible to 
do more than to indicate just a few of the key magnitudes of this vast and 
complicated subject, and one’s task is made even more complex by the 
tight monopoly on information exercised by the few powerful groups that 
between them control the supply and distribution of the oil that lies in the 
non-socialist world. 

Oil Prices 
 It is remarkable for instance that even the United Nations Organisation 
have to acknowledge publicly (See ECE Report on the price of oil in Western 
Europe) that their information on oil prices is inadequate. Another 
remarkable feature is that there is no published record of the cost of 
production of crude or of the cost of the refining process. 
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 It is not surprising, therefore, that the question of oil prices should remain 
a dark and baffling mystery. That it should be so is clearly a matter of grave 
concern in view of the developing importance of oil to economic 
development throughout the world. It is a problem to which the Marxist 
economist could profitably devote attention. A brief attempt will be made 
here to present a preliminary outline of the oil price structure. 
 There are two main elements to consider. Crude petroleum on the one 
hand and refined products on the other. Before World War II, the governing 
movement in international oil was that of refined product. This arose out of 
the vast concentration of oil production and refining in the United States of 
America. It was from the western hemisphere that refined products flowed 
to the main consuming area outside the Americas-north-western Europe. 
 Another feature of international oil economics strengthened this trend 
and this was the fact that refining capacity was nearly always located near 
centres of crude output, the producing areas to use the jargon of the trade. 
A consequence of this feature was that crude oil moved only short distances, 
from the oilfield to a refinery generally located either on the field itself or at 
the nearest port to the oil field. This was the situation in the Middle East, which 
was then emerging into importance as an additional if not rival source of oil 
supply. 
 The effect-of these features on pricing led to the evolution of what is 
known as Gulf Parity. Under this system the price of refined product is based 
on the price ruling in the export market in the Gulf of Mexico. No matter what 
the source of supply the price of a refined product at any given point 
originally comprised its Gulf price plus freight from the Gulf to that point. 
 Under this system comparative profitability was regulated very largely 
by transportation cost, the nearer source earning the higher return but the 
critical point is that the consumer derived no advantage from his 
geographic location. A notional element clothed and masked the whole 
issue of the price of oil in international movement. To arrive at profitability 
was an experiment in the devious; it involved a comparison between 
production and refining costs incurred by a supplier with those prevailing in 
the USA, both largely unknown elements. Since the major oil companies 
themselves operate either directly, or on long-term charter, the vast bulk of 
world tanker tonnage, the other component, transportation, also becomes 
an impenetrable mystery. 
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Post-war Situation 
 So much for the situation prior to World War II. The post-war situation 
was distinguished by two features— firstly, the enormous increase in Middle 
East production led to the emergence of this area as a major factor in world 
petroleum, and secondly, the creation of more or less self-sufficient refining 
capacity in north-western Europe. The dollar shortage and the growing 
importance of oil in the national economy, had dictated, a change of outlook 
on the question of refinery location—the post-war trend was directed at 
constructing refining capacity at centres of consumption rather than of 
production. 
 These post-war developments caused a change in the character and 
source of international oil movements. To the critical consuming area, 
north-western Europe, the flow was not of refined product but of crude and 
the main source not the USA but the Middle East. Crude oil from the Middle 
East travelled to the refineries of Europe, there to be processed and 
distributed to agriculture, transport and industry. The Middle East becomes 
the fountain-head of Europe’s main energy supply and the Suez Canal, 
through which some seventy per cent of Middle East crude has to travel, a 
vital artery. 
 A new price pattern evolved. Crude became the major factor in 
international movement and a pricing system developed with two main 
basing points—the Gulf of Mexico and the Middle East. The two prices were 
interrelated, the Middle East price was fixed to ensure that supplies from this 
source could sell at parity with US crude at a certain point. Originally the 
critical point was the central Mediterranean, moved westward reaching the 
UK and even the eastern seaboard of the USA. 
 Though the pressure of events and in particular the needs of the US 
armed forces during the war and the immediate post-war period had led to 
a departure from total dependence on US price, the departure was more 
apparent than real. The prices of Middle East crude was determined not by 
its cost of production but by the need to maintain a certain differential vis-
a-vis the US price which, consequently, remained the chief determinant. The 
differential itself was governed by transportation costs and as already 
stated, this too is artificially regulated by the dominant oil interests. 
 The Economic Commission for Europe (ECE) has made a rough attempt 
at assessing the element of profit in Middle East crude prices and its 
estimate is that net profit comprises some $1.40 out of a crude price of $1.75 
per barrel. This fantastic figure reflects the difference between US and Arab 
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labour costs and much more significantly the difference in productivity 
between oil wells in the USA and in the Middle East. The ECE provides the 
following interesting comparison:  

Average Productivity per Well in Barrels per Day 
US 11.6 

Middle East 5,000 
Kuwait 9,000 

 These figures give some measure of the exploitation, still continuing, of 
the Middle East. 
 The story does not end here. It is evident that an oil price structure basing 
itself on these Middle East crude prices would have yielded massive profit 
but the oil kings went on further. Though the refineries of north western 
Europe operate on Middle East crude, the prices of refined product are 
arrived by adding freight from the Gulf to the refined produced prices ruling 
in that area. To the enormous profit earned on Middle East is superimposed 
the difference between US and European refining costs. The imagination is 
staggered at the result. 

Exploitation of India 
 So much for Europe. It is interesting to note that the same pattern 
applies, with even less justification or logic, to India. India draws not even an 
ounce of crude from the US, yet the refineries that operate in India base their 
prices on those ruling in the Gulf of Mexico. As long as this remains the 
position the profits of the refineries remain assured and it is equally certain 
that the Indian economy will continue to pay an enormous price for oil, an 
essential for development. 
 The exploitation of the Indian consumer does not end here. As Comrade 
Sadhan Gupta pointed out in Parliament the market price of petroleum 
products in India is calculated by adding to the refinery price not only costs 
but a profit element of 100 per cent on top of these costs. It is a system which 
improves on the adage “heads we win, tails you lose,” for it is true to say that 
under this system the more that is spent, the greater is the profit. Such 
practices would not be regarded as normal even in Wonderland. 
 Still more remarkable is the fact that this price system is not a secret but 
openly written into the refinery agreement. It has operated, therefore, with 
the knowledge and consent of the Congress government. Even more, the 
system was defended as late as during the last session of Parliament by the 
Minister of Works, Housing and Supply. 
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 The minister’s Parliamentary pronouncement was made at a time when 
it was public knowledge, that substantial quantities of oil had been 
discovered in Assam. This discovery has a profound effect on India’s oil 
situation and a few comments on this physical aspect of the oil problem 
would be appropriate at this stage. 
 India’s current consumption of petroleum products runs at around four 
million tons a year, this figure is expected to grow to some seven million tons 
by the end of the Second Plan and to roughly fourteen million tons by the 
end of the Third Plan period. 
 Current refining capacity, in which we include the proposed Caltex 
refinery at Vishakapatnam, covers roughly four-and-a-half million tons; it 
can be said, therefore, that India is temporarily self-sufficient in refining. All 
the existing and proposed refineries operate, however, on imported crude 
except the small unit at Digboi which is fed on Assam oil. India’s dependence 
is heightened by her total dependence on foreign oil companies in respect 
of storage at import centres and her almost total dependence on the same 
interests in respect of tankers needed to move oil from overseas production 
areas Assam region is insignificant in quantity and by reasons of its location 
presents great problems in transportation. 
 The picture is one of almost total dependence and it has to be 
appreciated that it is not only Indian industry but, more significant, the 
mechanical movement of her armed forces, by land, sea or air which is at 
the mercy of the foreign oil monopolists. 
 It would be unrealistic to be overwhelmed by this picture. On the one 
hand, India is a valuable market to the oil groups, not all of whom are yet 
represented in the country. In brief it is possible for a resolute government 
operating in the interests of the masses and with the conscious support of 
the people behind it, to utilise India’s value to the foreign oil groups, to the 
advantage of India. It must also be remembered that a substantial oil find 
has now been located in Assam. The yield of this discovery is currently 
estimated at round two million tons a year and fresh fields are expected in 
the same area where drilling and prospecting are in progress. Even the 
present find has epochal significance in that it closes the era of relative 
dependence, in the sense that with two million tons assured the security and 
defence services of India will no longer be reliant on a foreign product. 

Immediate Demands 
 The bargaining power of India is immensely enhanced and the 
democratic movement must ensure by its vigilance and prompt action that 
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this great opportunity does not slip by. India can, if she so wills, break the 
chain of oil prices and render thereby a service to all the peoples of the non-
socialist world. Certain concrete aims may be now set forth as the 
immediate demands of the Indian people in regard to oil: 
—Future prospecting and drilling operations must be rigidly monopolised by 
the public sector. There must be no repetition of the Stanvac deal in regard 
to prospecting in West Bengal, a deal so shameful that its provisions are 
concealed even from the scrutiny of Parliament. 
—All future refineries must also be in the public sector, and the government 
should press for equity capital rights in the capital structure of the existing 
refineries. 
 —Immediate arrangements should be made to acquire tanker tonnage 
for the public sector. 
—The Tariff Commission should enquire into the market price of petroleum 
products. 
— The State Trading Corporation should examine the possibility of 
undertaking the distribution of the products of - public sector refining. 
—Government should demand complete Indianisation of the staff of the 
refining and distributing companies. The Planning Commission should in 
cooperation with Soviet and other experts determine and lay down a time 
table for Indianisation, which should be rigidly enforced. This can be done 
prior to nationalisation, which should also be an objective. 
— The State Trading Corporation should examine the possibility of obtaining 
petroleum imports from such countries as would accept payment in Indian 
rupees, easing thereby the strain on foreign exchange. 
 From these demands can grow the structure of a great national 
industry and oil will become the instrument and not the master of men. 


