































































































Standard Oil of New Jersey also had to take Indiana’s Huasteca Petroleum Company in
Mexico.

The Poza Rica Bonanza Changes the World’s Chess Game of Oil,

and It Does So with an Ironic Twist

Third, in the meantime, Royal- Dutch Shell--Standard Oil of New Jersey
Standard’s arch competitor--discovered in Veracruz state the Poza Rica oil field in 1922,
with first proof of its wealth found in the drilling of 1928. Poza Rica came to fruition in
1933, at the time considered to be the world’s second largest oil reserve, ' under Shell’s
subsidiary, La Compaiiia Mexicana de Petréleo el Aguila. In 1937, Shell signed an
agreement with the Mexican government in which El Aguila won the right to exploit 52.6
million square cubic meters of oil reserves.

These reserves were calculated at that time by the World Petroleum Institute to
hold 4 billion barrels of oil, although in 1947 British authorities calculated the total
reserves of El Aguila (including Poza Rica) to be somewhat lower, standing at 2.2 billion
barrels.”” Whatever the “real” number, it was huge, as is suggested here in Table 2; and,
as the conflict between the oil companies and the Mexican government was
becoming acute, El Aguila was opening a ten-inch pipeline with a capacity to send 11,000

barrels of oil daily from Poza Rica to its Azcapotzalco Refinery in Mexico City.

¥ See 100 Afios de la Industria Petrolera en México. Mexico, D.F.: spi, 2004, p. 2.
% Meyer, Lorenzo e Isidro Morales, Petrdleo y Nacion: La Politica Petrolera en México

(1900-1987). México, Fondo de Cultura Econémica, 1990, cited in /00 Afios de la Industria
Petrolera en México, p. 2.
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Standard Oil of New Jersey Standard went about its business of consolidating its position
in Venezuela.

Indeed, if Standard Qil of New Jersey Standard carried out this subtle policy—its
hands had to be clean--, would it not destroy all its company records dealing with
Mexico? As we see in the work that is exactly what Standard Oil of New Jersey Standard
did.

One can almost hear Standard Oil of New Jersey Standard officials later asking,
“Smoking gun? What smoking gun?” The answer: “Standard Oil of New Jersey Standard
lost in Mexico as did everyone else, witness our claims on the Mexican government.

Standard Oil of New Jersey Standard was no doubt pleased to present its inflated
claim of damages to the Mexican government-- US$ 18.6 million. This amount was 76
percent of all U.S. oil company claims against Mexico, *2 and the global settlement
negotiated in 1947 for all U.S. companies came to US$ 42 million,” including
accumulated interest payments.

The total British compensation came to US$ 130 million, payable in installments

%2 Because the U.S. company Mexican Gulf Oil broke ranks with Big Oil and accepted
the decision of the Mexican Supreme Court, it was not expropriated in 1938. Rather, it
was bought by President Miguel Aleman in 1949 for USS 2.8 million. For the amount in
pesos, see Héctor Hugo del Cueto, Miguel Alemdn: Historia de un Gobierno, 1946-1952.
México, D.F.:Talleres de Impresién Moderna, 1974, p. 53, converted to dollars with the
Mexican peso-dollar exchange rate (8.65) given in James W. Wilkie, Enrique C. Ochoa,
and David E. Lorey, Statistical Abstract of Latin America 28 (1990), p. 946.

 Howard F. Cline, The United States and Mexico. Revised edition; New York:
Atheneum, 1976, p. 249.
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advantages that Mexican labor had never before enjoyed were provided.”

“These advantages and contracts were simply used by the labor
agitators as springboards for further claims. It finally reached a point where
strikes were called on for the flimsiest excuse to get new advantages,
including a large share in the management. The May 1937 strike in the oil
industry finally brought the issue to a head. The demands were based on the
theory of the “economic capacity” of the companies to bear the burdens.”

“The Labor Board took jurisdiction of the case by a distortion of
Mexican law and decided arbitrarily and under manifest bias that the
companies were to share management with labor and grant labor new
advantages, which the Board assumed to amount to a burden of 26,000,000
pesos per year on the industry. In fact, these burdens on a conservative
estimate would amount to 41,000,000 pesos per year, whereas the annual
profits of the industry for the three test years taken into account (1934-
1936) were about 22,600,000 pesos.”

“It is apparent, therefore, that the burdens were confiscatory and
that the companies could not operate, certainly not with any profit, under
these conditions. When the companies so stated — although the industry
was not interrupted — President Cardenas countered with the expropriation
decree of March 18, 1938, and the companies were ousted from their

properties.”
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“Mexico's government was simply relying on the hope that the
good neighbor policy would operate to enable it to get away with the
confiscation of U.S.-owned and foreign property, in violation of [a] the
terms under which the Mexican Government was recognized in 1923, [b]
the Morrow-Calles Agreement of 1927, and[c] elementary rules of
international law.”

In the remainder of his speech, Armstrong went on to point out that it was not in
U.S interests to allow the expropriation to stand; Mexico was in an economic crisis
because of it; oil exploration was at a standstill; left-wing politicians would celebrate and
act similarly throughout Latin America; and firm action from the United States would
stabilize local and international government conditions for the benefit of all. [10-15]

The companies also conducted their public relations effort in Mexico. However,
because the Mexican government controlled the media and mass organizations, little
progress was made convincing the Mexican public that the expropriation raised their cost
of living while creating a depression or that PEMEX was in imminent danger of
collapsing. Mexico’s own public relations effort of demonstrations, rallies and a
propaganda drive continued the great support for expropriation in the Mexican pul:ulic.{’I

In the United States, however, the oil company’s efforts were successful. In 1939,
a thorough survey of U.S. publications showed overwhelming support for the oil

company position on Mexico.*

At Meyer, Mexico and the United States, 215-216.

5% Cronon, Josephus Daniels in Mexico, 211.
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information. E. David Cronon’s 1960 book about his hero, Josephus Daniels in Mexico,
was another heavily influential source. This was followed in 1972 by Lorenzo Meyer’s
thoroughly researched volume, Mexico and the United States in the Oil Controversy, 1917-
1942, which further detailed and developed the Cardenas view.*”

Although these books and many that followed did relate conversations with
oilmen and some investigation of Shell’s archives, what is missing are the internal
documents from Standard Oil New of Jersey relating what its leaders were doing and
thinking during the precipitous events. As a consequence, current historical accounts
generally reflect View 3 because they ultimately relied on the public accounts of Daniels,
Cronon, Meyers, and other participants who supported the Céardenas view.

Drawing heavily on Daniels and Cronon, View 3 is found in many current
historical accounts, including textbooks on Latin America, such as Thomas Skidmore and
Peter H. Smith, Modern Latin America; analytical works on Mexico such as Héctor
Aguilar Camin and Lorenzo Meyer, In the Shadow of the Mexican Revolution; specialized
studies such as J. C. Brown and Alan Knight, The Mexican Petroleum Industry in the
T'wentieth Century; and even broad studies of the history of oil such as the Pulitzer Prize

winning The Prize: The Epic Quest for Qil, Money and Power by Daniel Yergcn.“

M_Cérdenas, Obras, Apuntes-1, 398-399.

% J. Daniels, Shirt-Sleeve Diplomat (Chapel Hill: University of North Carolina Press,
1947); E. D. Cronon, Josephus Daniels in Mexico (Madison: University of Wisconsin
Press, 1960); L. Meyer, Mexico and the United States in the Oil Controversy, 1917-1942
(Austin: University of Texas Press, 1972).

% T, Skidmore and P. H. Smith, Modern Latin America, 5th ed. (New York: Oxford
University Press, 2001); H. A. Camin and L. Meyer, eds., In the Shadow of the Mexican
Revolution (Austin: University of Texas Press, 1996); J. C. Brown and A. Knight, eds.,
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4-A. BACKGROUND AND INTRODUCTION

The U.S. ambassador at the time of the expropriation, Josephus Daniels, became a
great ally of Cardenas. As a staunch “New Dealer,” he had little sympathy when U.S.
complained to him of property taken without compensation because they had taken the
risk of foreign laws to get higher returns than they could get in the United States.” As
Roosevelt’s old boss, Daniels used his tremendous influence to gain  an appointment to
a country with which he was very sympathetic.”” His fondest wish was to bring the “New
Deal” to Mexico.”!

Despite his close relationship with Cardenas, Daniels claimed that both he and the
U.S. government were “shocked” when Cérdenas expropriated the oil companies’
Mexican assets in 1938.” After the strikes, Mexican Supreme Court cases, and extensive
negotiations, Daniels believed the worst action to be expected from Cérdenas would have
been the putting of the oil assets into receiw.rship.gI3 When some U.S. government

officials tried to get the expropriation reversed, Daniels’ influence sabotaged their

efforts.”*

% Josephus Daniels, Shirt-Sleeve Diplomat (Chapel Hill: University of North Carolina
Press, 1947), 69.

YE.D. Cronon, Josephus Daniels in Mexico (Madison: University of Wisconsin Press,
1960), 7-8.

°! Daniels, Shirt-Sleeve Diplomat, 48.
%2 Daniels, Shirt-Sleeve Diplomat, 227.
** Daniels, Shirt-Sleeve Diplomat, 225-226.

** Cronon, Josephus Daniels in Mexico, 193-197.
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were used to reverse the expropriation after the fact might have been used before in
advance to prevent the expropriation.

Beyond no action, there were at least five options. Immediately after the
expropriation, first silver purchases were stopped entirely and when resumed, second
were made at less than the world price. Both of these policies had a strong effect on the Mexican
Treasury, which would have been devastated without silver purchases. The third option
was the appointment of an intergovernmental commission such as ultimately did settle the
dispute. The fourth option, proposed in relation to a Middle Eastern oil problem, was for
the U.S. government to assume a partial ownership interest in the oil fields. The fifth
option, considered unacceptable, was to station U.S. troops off shore or on property to
prevent takeover.

Cutting off silver purchases until the oil dispute was settled without any
expropriation, combined with the threat to cut off oil purchases if there was expropriation
(which was what the U.S. government actually did), would have, in all likelihood, led
either to a quick settlement or to an appointment of a trustee to run the properties in
receivership until the final details could be worked out. This approach would have had an
even higher probability of success if Hull or Wells had mediated directly with the parties
as they did in the later Venezuelan dispute. Alternatively, with agreement from Mexico,
an intergovernmental commission could have been appointed to settle the dispute as was
done later. Of course, if the U.S. government owned part of the properties, Mexico would
be loath to take action directly against the U.S. government!

The United States could have even reversed the expropriation. As Mexico’s
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one would not think so. The existing literature does not really question the assumption
that the oil companies didn't really want to lose valuable assets anywhere, particularly
in Mexico where they had struggled so hard against the Mexican government and unions
to maintain and make those assets profitable. Yet, View 5 argues that it is precisely
because of that struggle and a general trend of similar struggles elsewhere in Latin
America and the world that good, albeit brilliant, business judgment dictated that the
assets of the oil companies in Mexico be sacrificed. The sacrifice was meant to first
secure their ability to exploit productive oil reserves in Venezuela and other countries
around the world worth countless times more than what was given up in Mexico, and
second, to get the highest possible value out of those assets that was unavailable by other
means.

After all, for companies operating all over the world sourcing oil in one country
and selling it in another, Mexico was just another source and another market. Analytically
speaking, it was just one square on the board of a worldwide oil company game in which
only the oil companies really understood the goals and made-up the rules. Oil companies
played with national power, national institutions, and regulatory structures the same way

a3 Thus, to understand if their intentions and goals differed

children played with blocks.
from the folkloric view, it is first necessary to understand a little about the oil industry.

What did the oil companies really want? How were they different than the nations in

which they did business?

'82 Gregory P. Nowell, Mercantiles States and the World Oil Cartel 1900-1939 (Ithaca,
NY: Cornell University Press, 1994), 222.
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Cérdenas’ hopes to utilize the symbolic power of the state to consecrate his revolutionary

ideology into Mexico’s heart and structure.

6-D. IMPLEMENTATION OF THE CORPORATIST STRUCTURE THAT RULES
MEXICO

To fully understand Cérdenas’ approach, one must look at his means of
controlling the key constituencies of the leaders who were significant players in
Mexico. With the carrot and the stick, Cardenas established clear boundaries on each
constituency so that he controlled where each one’s influence began and ceased. Then
Cérdenas would punish them if they acted outside the limits he set. He made sure they
understood that he was the only one who could satisfy their needs.

To help eliminate Calles’ power in Mexico, Cardenas established a system in
which the most influential group’s demands were made through channels Cérdenas
controlled. By monitoring and mediating these requests, Cardenas was able to control all
of the groups. This system set his government up as the ultimate arbiter and kept any one
group from becoming predominant.

Under this system, two channels arose for making political demands. The formal
channel was used by state-established organizations. Individuals meeting criteria of a
special interest like a peasant were required to belong to these organizations. Informal
channels were used by those allowed to go outside formal government institutions.

Using this system, Cardenas co-opted the military in a unique way for Latin

America. Cardenas became president as part of a generation that had participated in
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government ownership would restore Standard Oil of New Jersey Standard’s claims. The
British stood in a different position because they had producing wells that predated the
revolution, operating prior to 1917. They were willing to acknowledge Bolshevik
government ownership of the wells in return for operating concessions so they could
continue to exploit this very rich source of crude. The result was that Britain and the
United States took different stances at The Hague and Genoa Conferences in 1922 on the
question of private property rights in Russia.”” Because U.S. interests could not be
satisfied, British interests were kept out as well.

Because no agreement satisfactory to Standard Oil of New Jersey, the British oil
companies, and the Bolshevik government could be reached, the oil companies boycotted
Russian oil in 1923. Because of worldwide demand, however, the boycott was
unsuccessful. The Soviet Union, including Russia, eventually established its own
marketing networks and acquired greater technical expertise. While the Western world
refused to recognize the state operation of the Russian fields, effective action was not
taken against the sale of Russian oil in Europe, the low cost of which rapidly undermined
later cartel agreements by the multinationals. By 1939, the Union of Soviet Socialist

Republics was second to the United States as a supplier of oil to Western Europe.295

7-B. THE SHIFT IN THE CONVERTIBILITY OF OIL AS CAPITAL

294 Venn, Oil Diplomacy in the Twentieth Century, 66.

?” Daniel Yergen, The Prize: The Epic Quest for Oil, Money and Power (New York:
Simon and Schuster, 1992),.264.
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