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Agreement W i t h Standard Vacuum 
( Contributed ) 

THE question of setting up o i l 
refineries in this country 

must have engaged the attention 
of the Government of Ind ia for 
quite some time. In 1948 a mission 
representing the major o i l companies 
operating in I n d i a made a detailed 
survey of refinery possibilities and 
came to the conclusion that f rom a 
technical standpoint, o i l refineries 
could be set up in India . D ur ing 
Dr Shanti Swaroop Bhatnagar's last 
visit to America, the Standard 
Vacuum O i l Company expressed 
their willingness to set up a refinery 
in this country on mutual ly ad
vantageous terms. The Government 
of India responded favourably to 
the proposal and after a protracted 
scrutiny of the terms asked for by 
the Company, signed an agreement 
w i th the Company. Negotiations 
are also in progress for similar 
agreements w i th Burmah-Shell and 
Caltex for setting up two more re
finery plants, one at Bombay and 
the other probably at Vizag. 

'The, agreement signed between 
the Standard Vacuum O i l Company 
and the Government of India , pro
vid ing for the setting up of a m i l 
lion-ton oil refinery plant near Bom-
hay, has drawn wide attention at 
home and abroad. The terms of 
the agreement are a tangible proof 
of the Government's anxiety to at
tract foreign capital to India and 
of their willingness to make far-
reaching concessions, as and when 
necessary, to foreign enterprise to 
render its functioning as l i t t le i rk
some as possible. At the same time, 
the init iative taken by Standard 
V a c u u m in risking $35 mi l l ion in 
a country which has lately been 
looked upon w i t h suspicion in 
America reflects the current trend 
in the oil industry of transferring 
refining to the great consuming 
areas instead of keeping it confined 
to the oil-bearing regions. 

Besides, even though India may 
not, as yet, have felt the full impact 
of the Persian o i l imbroglio, she is 
in a very vulnerable position. If 
supplies from Abadan fall off, there 
is no other convenient alternative 
source of supply for her since pre
sent refining rapacity in the. Midd l e 
East is fully utilised, except at 
Haifa. 

For a fuller appraisal of the 
agreement, however, it is necessary 
to study the present position of oi l 
refining and consumption in Ind ia . 

For the first eight months of the 
current year, total o i l consumption 
in Ind ia was 2.2 mi l l ion tons which 
suggests an annual rate of 3¼ m i l 
l ion tons. The consumption of 
aviation and motor spirit alone now 
amounts to 600,000 tons per an
num. The fol lowing figures show 
the steady increase in the consump
tion of petroleum products since 

To meet her requirements, India 
imported 793 mi l l ion gallons of 
mineral oil in 1950-51 at a cost of 
Rs 55 crores. In the first four 
months of the current fiscal year, 
her imports of petroleum products 
amounted to 283 mi l l ion gallons, 
valued at Rs 21 crores. Nearly five-
sixth of India's requirements in oil 
have been met from Abadan. 
Table I on page. 1220 sums up the 
position regarding imports. 

I t wi l l be seen from this table 
that Ind ia so far has been depend
ing for more than 90 per cent of 
her oil supplies on foreign countries. 
The demand for petroleum pro
ducts wi l l increase rapidly if sup
plies are freely available and should 
receive further impetus from ad
vances in industrialisation and 
mechanisation of agriculture. The 
mil l ion- ton refinery which is to be 
set up by the Standard Vacuum 
O i l Company w i l l be supplemented 
by two more wi th a total capacity 
of 2.5 mi l l ion tons, if the negotia
tions now under way go through. 

The three new refineries w i l l 
have a capacity of 3½ mil l ion tons 
a year which, together with the 
present capacity of a quarter m i l 
lion tons represented by the Assam 
O i l Company, should be sufficient 
for the country's immediate require
ments. Besides, the establishment 
of the refineries opens up possibi
lities of bui lding up a variety of 
new industries drawing their raw 
materials from the by-products of 
the refineries, as also for the train
ing of Indian nationals for skilled 
employment in a highly technical 
industry. An appreciable reduc
tion of foreign exchange expendi
ture wi l l result in due course. 

The terms of the agreement be
tween the Government of India 
and the Standard Vacuum O i l 
Company are likely to be viewed 
wi th suspicion in certain quarters. 
Standard Vacuum have undertaken 
to form an Indian Company, 
which wi l l own and operate the 
refinery that is to be set up. 
Cumulative preference stock of this 
Company, amounting to 25 per 
cent of the issued capital, w i l l be 
offered to Indian investors, while 
the entire stock of ordinary shares 
wi l l be owned by Standard Vacuum. 
The Company wi l l be exempt from 
compulsory acquisition for a period 
ot 25 years and f rom some of the 
restrictive provisions of the Indus
tries (Development and Regula
tion) Act. The Government of 
India have a also agreed to the im
port of crude oil free of duty and 
to consider the few of a protective 
duty on imported petrol if circum
stances justify it. The refinery is 
to be completed as early as possible 
and the Company is under an obli
gation to train an adequate number 
of Indian personnel in its opera
tions for employment in the refu 
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nery. By-products of the refinery 
arc to be made available for subsi
diary Ind ian industries. 

I n assessing the ful l implications 
of the concessions granted to the 
Standard Vacuum, one has to be 
guided by a few significant pointers 
which may not be of universal 
validity. First and foremost, as an 
official communique points out, oil 
refining is unknown to Ind ian 
enterprise and yet, it is vi ta l to 
the country's economy. The large 
expenditure involved in prospect
ing for o i l , w i th the risk that the 
search might prove unsuccessful, is 
itself a serious deterrent. One 
company alone in Venezuela spent 
about £12 mi l l ion on exploration 
and development between 1920 
and 1930 before it was able to 
market any o i l , and this is believed 
to be a common experience. Pipe
lines, tankers and refineries also 
involve. heavy investment, and 
investment is not once and for a l l ; 
it goes on all the time in the inte
rest of continuous development of 
new fields and in research. In 
1949, for example, British oil com
panies made total investments of 
£115 mi l l i on . £91 mi l l ion of which 
went overseas. Besides, oil refining 
requires large resources of technical 
skill . It is thus understandable 
that some 90 per cent of the oil 
consumed the world over is pro
duced by a few giant American, 
British and Dutch companies. 

As the fu l l text of the Agreement 
has not vet seen the light of day, 
it is not possible to be sure from 
which clauses of the Industries 
(Development and Regulation) Act 
the Standard Vacuum have been 
exempted. As Americans are 
averse to risking any capital in 
India , or in any other country for 
that matter, unless they are allowed 
a free hand in the management 
and control of the enterprises in 
which they put their money, pre
sumably the exemption relates to 
official intervention in the running 
of the business. In doing this, the 
Government have probably taken 
note of the strong American senti
ment against such intervention. 

The twenty-five year immuni ty 
from nationalisation, however, is a 
more debatable question. Spe
cially when the I ranian oil dispute 
is still a live issue, the wisdom of 
this concession at this particular 
hour of wor ld history w i l l be ques
tioned by many. True enough, it 
does not compromise the sove
reignty of the Ind ian Parliament in 
any way, which may, if the inte
rests of the country are jeopardised 

by the Company's activities at a 
future date, annul the agreement, 
but we hope the Government of 
India have not made any promise 
w i t h such unworthy reservations in 
mind . True , also, the investment 
involved is so heavy and the stakes 
so large that foreign enterprise 
may not have been induced to 
launch upon such a risky venture 
without this m i n i m u m of assurance. 
A n d it is not impossible that after 
due consideration of the poli t ical 
implications of this step in the pre
sent state of the I ran ian o i l dis
pute, the Government of India have 
been compelled, nevertheless, to 
make this concession in the larger 
interests of the country. The pity 
of it is that to all intents and pur
poses, the Government of India do 
not intend to nationalise any indus
try either now or in the next ten 
years, not to speak of taking over 
so technically difficult an undertak
ing as refining of oi l . Top men in 
the Government have admitted 
time and again that they have not 
the necessary personnel to take over 
any industries at all . There is l i t t le 
likelihood of any departure from 
their present policy; but professions 
and practice continue to be sharply 
in variance. The nationalisation 
clause is still there, no longer in 
the B i l l but actually on the Statute 
Book. The concession made to 
Standard Vacuum is only an ex
treme instance of the sort of con
tradiction into which the Govern
ment of Ind ia have fallen, thanks 
to the continuing divergence be
tween their professions and prac
tice in the matter of industrial 
policy. Even if the practice is not 

half as threatening as their profes
sions, those who take fr ight at the 
wri t ten word may have sometimes 
to be cajoled and wooed. Tha t is 
what has happened. 

The absence of Government 
participation in the capital and 
management of the proposed o i l 
refinery may also be due to the 
paucity of capital resources at the 
disposal of the Government. T h e 
Burmese analogy, where the Gov
ernment have recently secured one-
thi rd share in capital and profits 
of the three oil refinery companies 
operating in that country, is some
what misleading. The o i l industry 
in Burma refines the crude oi l found 
wi th in that country. Geological 
and geo-physical investigations are 
being made in Assam, Cutch, 
Ka th iawar and East Punjab in 
Ind ia but for a long time to come, 
the bulk of the raw oil for the re
finery w i l l have to be imported f rom 
Standard Oil's own concessions in 
Indonesia and the Midd le East. 

The sense of realism displayed by 
the Government of India in the 
present case in an atmosphere sur
charged wi th intense nationalism al l 
round should set at rest the fears 
entertained by investors at home 
and abroad. S h r i Chintarnan 
Deshmukh concluded his address to 
the Associated Chambers of Com
merce early this week wi th an 
assurance that " Ind ia is prepared 
to guarantee stability and fair treat
ment in return for assistance ex
tended to her on terms consistent 
w i th her dignity, self-respect and 
economic interests." He might as 
well have cited this agreement in 
support of his assertion. 
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