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CHAPTER I

INTRODUCTION AKWD HISTORY 1
|
\

The markebting of petroleum products today bears little resemblance

o

to that of fifty years ago, either in products or methods of distribu-
tion, If we date the industry from about 1865, it means that it is
about eighty-five years old. In the first half of that period, or up
to 1900, the industry was a kercsene industry. The business consisted
chiefly of delivering by tank wagon or in barrels, kefosene or illumi-
nating oil teo grocery and other exisiing reitall establishments. T@day
the principal prcducf is gasoline and a whole new system of distriﬁution
has cone into cxistence,

The present marketing system of the petroleum industry is the pro=-
duct of economic forces operating in an enviromment of severe competition
during a period of rapid expansion, This development was influenced nob

only by the urge of a mounting supply to find the points of contact with

a rising demand, but also by the desires of a widening cirecle of individuals

|
to avail themselves of a new means of livelihoed, \

The writer is thus confronted with diversified and completely separate
views as to the reasoning behind the development of the existing market-
ing structure. Undoubtedly gasoline could be adequately distributed with-
out the services of all the individuals now engaged in this activiﬁy.

The physical plant engaged in the distribution of gasoline is spread over
the entire country and consisits of gpecialized transportation facilities,
intermediate warehouses, and retail establishments. The last named are

elther service stations devoied to the sale of this commodity and Qelated

accessories, or establishments of varicus sorts that handle gasoline as

a side~line,



The marketing structure which has evelved from the historical and
physiological actions of the industry is the focus of incessant dis-
sension and the object of endless proposals for regulation and change,
Theselproposals engender a desire on the part of the industry to strive
toward advancement through technological and scientific competition.

- In the petroleum industry, as elsewhere, the word 'competition!
means many things to many men. A suitable common denominator for the
many forms taken by competition may be found in the phrase "a conflict
for advantage". Enterprises and individuals in the marketing branch of
the petroleum industry conflict with each other in lowering prices to
obtain greater gallonage, in extending service to the motorist, in secur-
ing choice locations for filling stations, in advertising their products
and services, and in improving the effectiveness of their salesmanshipe

The individual companies have girded themselves for this conflict
and the interested onlookef should have a comprehensive knowledge of the
weapons, tactics, and basic strategy to be used plus an insight into the
reasoning for each. The writer will endeavor to present a rationalistic
view of the relations of integrated petroleum companies in the retail
level distribution of gasoline. This thesis will not include gasoline
in foreign trade, natural gases used for internal combustion engines,
governmental purchases of gasoline supplies, and industrially and
commercially used petroleums. Further limitations are automatically
suggested by the title of this thesis, "Rationalization of the Relation-
ships of Integrated Petroleum Companies with the Rebtail Distributor level
of Gasoline."

In defining the scope of this work the writer will strive to

present the views as expresssd by the vertically-integrated petroleum



ccmpaniesl and the comnterviews as expressed by the factiocus groups.g

|
Hationaligation will bear the connotation of giving a rational or
. e 3 - |
raticnalistic explanation,
Relationship signifies the wmode in which one thing stands te

another, or the mode in which two o1 more tiings stand to one anobicrs

3

the state of belng mutually or reciprocally interested,
| Integrated petroleuwn com;aniesbmay‘be defined as those petrolewnm
companies which are relatively self-sufficient operatinﬁ units, usually
owning oil rescrves, crude production facilities, pipe lines, large and
completely equipped refineries, tank cars and trucks, distributive
terminals, and refinery outlets,

The writer uses the phrase, disiributlor outlets to retail level, in
the sense that it is commonly used in the pebroleum industry; that is,
the entire structure capable of procuring or carrying on business _
activities between the refliner and the ulitimete cunsuner.h |

Gasoline will be Limited to the liquid motor fuel for use in internal

combustion engines, ;

To tell the complebte story of thc historiecal development of the

integrated petroleum companies would take volumes. The writer has

(s

roltrarily selected and will showr the growth of cne of the major oil
companies; other major integrated petroleuwn companies have developed

along similar lines, When the Standard 01l Company was incorporated in

Temporary Wational Economic Committee and Jobber Relations Groups

Webster's Collegiate Dictionary, p. 825.

» -

~ Joe 8, Bain, Pacific Coust Petroleum T id stry, Part I., D. 29




the year 1870, the competition in finished productss lay chiefly
between a group of "tinpan® réfineries in Cleveland and a similar group
in Pititsburgh and nearby sections of Pennsylvania, The Pittsburgh
group, being located nearer to the wells, had a geographical advantage.
But, Cleveland had the advantage of a more plentiful supply of labor
and lower wages and acted as a gateway to the west.’

The Cleveland men consolidated the group of Cleveland refinesries
forming the Standard (il Company -~ and scon Cleveland became the oil
capital of the world and the Pittsburgh district, as a refining center,
‘faded into insignificance. At this time the Standard 0il Company
controlled but a small percentage6 {about ten per cent) of the totai
refining business of the country.

By 1866 pipe lines had completely superseded the work of teamsters
in local transportation of petroleum from the wells to railway shipping
points. Simultaneously with the development of combination in the
petroleum industry, there progressed the process of integration of
processes and technigues. The oil industry seems especially adapted to
this process. Without attempting at this point a complete discussion
of the public gains from such integration, suffice it to say that a
steady and certain supply of oil cannot be assured in the absence of
adequate transportation facilities.

¥From an early stage in the development of the petroleum industry
refineries have recognized the advantages of control over their own

. . 7 . . . .
pipe lines, and since 1870 it has been a common practice for a refinery

Kerosene and Lubricating Greases
6 -
Petroleun Facts and Figures - Eighth Edition, p. 155.

Frances M. Buente, Autobiography of an 0il Companz, pe L2,
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to pipe oil directly from the field to its stills by its owm lines, It

*

is not surprising, btherefore, to find the Standard 0il Company in Fhe
forefront of refincry enterp?ises, early extending its control to %he
pipe line service,

With both transportation and refining facilities well in hand, the
company turned its major attention toward markels -- the development of
dealer znd distribubor relationchips, The Standard 0il Company did not
wait until full control over these anitecedent operations had been secured
before attempting to acquire control over the marketing situwation, Rather,
efforts were directed simultanecusly in the two directions, the oné Seryve=
ing as an aid to the nther.g Control over the three fields having been
established, the Standard 0il Cempany interests set themselves te organize
marketing operations in an inbtelligent and systematicvfashion. |

Independent refineries had their own agents out locking for marketsy
others sold to wholesale dealers and jobbers, who in turn resold tﬁ local
dealers, generally grocers. To replace these independents with their oM
employees was the Standard Oil Company's task, The task was attacked in
a systematic and organized fashion., The United States as a marketing
area was divided into a number of large divisions, each under the Super-
vision and control of a Standard 0il Company marketing subsidiary;?

Bach of these larger divisiohs was subdivided into sections supervised
by local agents. This systen had attained a working perfection within
a decade, or by approximately 1910 and has remained in force with little

change until the present tiume,

American Petroleum Institute, Petroleum, Third Issue, p. 8l

9 The Standard 011 Company of Ohio, The Lamp, January 10, 1915, pe 26.



Dut of the conflicts and experiences of the counlryts industrial

7 o

expanzion, thore had developed a rumber of the rules for the conovc+ of
business which we have bodny, Ueny of these rules became laws on our
statute boeks, Among these was the Sherman Anti-Trust Lowe

n 1910, a suit which had been brought in the lower courts asﬁing
that The Standard 0il Comoany be dissolved, on the ground that it con-
stituted a trust in vielation of the Sherman Anti-Trust Law, reached the
United States Supreme Court. In 1§ll the Supreme Court ordered the

1ua?d 01l "trust® dissolved. This was accomplished by giving each
sharcholder in The Standard 0il Company of New Jersey his equivalent
nuEber of shares in the stock of eacnh of the thirty-four constituent
companies, In short what had been "Standard 0il" now became thirty-Iour
different companies, of various types, in various terrltorleo - many of
then soon to be competitors for each others business,

In‘l911 when the Standard 0il Trust was dissolved the products which
it sold to the people of America consisted chiefly of lubricating oil and
greases, axle grease, coach oil, hamess oil, and miscellaneous related
items --'Ulta kerosene for the hOLoGhOld lamp as the backbone of t&e
companyts business.

The advent of the antomeobile revolutionized oil marketing. With the
model #T® Ford, mass production of automobiles became an assured fact and
motor gasoline became the dominant factor in the petroleun industrf, The
automobiles provided & use for gasoline which, until then, had been con=-
sidered a waste product. This mode of transportation brought about a new
device in the distribution of petroleum products, the service station,
Sometime around 1907, service stations a,neared in different sections of

the count,f.;q Gulf Refining Company lay claim to having been tae1¢1rst
. , ‘

i

\

10 pmerican Petroleun Institute, Petroleum, Third Issue, p. 86



Yo ereet a drive-in scrvice station, Decomber 1, 1513. At t gration
sith free service, {although
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Julf Gil Company, Tho Oise, lareh 1950, pe 2.
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increased from 6,689,000 barrels in 1899 to 179,903,000 barrels in;l923,
: ; 15 . , |
an increase of 2,691 per cent,™ "Uncontrolled crude production has
meant temporary but recurring over-production, Over-production has
meant cheap crude oil, and cheap crude oil has encouraged wasteful
methods of refining and placed pressure upon the utilization of oil for
fuel purposes," This was the common complaint of the entire petroleum
in the early 1%920's,

In an endeavor to avoid a recurrence of this over-production, the
American Petroleum Institute appointed two important committees, one to
consider changes in the methods of producing oil so that it would not be
foreced on the market beyond the ability of the market to absorb it at a
profit, and the other to study the matter of utilization of petroleum
productsy that is, to study means of bringing about a wider use of:
petrolewn products,

It was suggested that the factor of price could be expected to
check and eventually to eliminate such wasteful methods in the utilization
of petroleum. Hr. Joseph E. Pogue, Vice~President of Chase National Bank,
pictured the refining practice as having developed through evelubionary
stages.16

At the outset of new developments, with cheap and

sbundant crude petreolewm, skimming and topping plants

develop according to the type of crude; then, with ad-

vancing conditions, these incomplete plants either fall

or else change into intermediate refineries that effect

a fuller extraction of wvalues; later, with increasing

stress, the growth is in the direction of complete

refineries, in which full advantage is taken of the

potentislities present in crude o0il, and finally pressure

stills are installed to carry the extraction of values

still further by converting a low=-value product into one
of greater worth, While this evolutionary trend is not

15 Facts and Figures of the Automobile Industry, 192k, pe 11
16

' He Lo Doherty, The Utilization of Petroleum Products, pe Te




enilrely sharply defined, and local complications are

present, it is practically certain that ultimately the

complete plant with cracking installations will
quantitatively dominate the situwation, just as this
type of plant now leads in economic and financial
gtrength,

There is, no doubt, much bruth in this prognostication. Yet the factl

confronting the industry during the twenties was that plants of the less
complete sort made up the bulk of the refining capacity of the country.

A major source of the wasted petroleum could be found in the incomplete
refining of crude oil, The Standard 01l Company of New Jersey and Indiana
claiméd complete control over basic patents for the cracking procesg of
rei‘ining.l7 Both of these companies were active in'warniﬁg all the indepen-
dents against the use of cracking process, claiming, in some cases at least
apprarently without justification, that the cracking processes which‘indepen—
dents were seeking to use were in viclation of Standard 0il Companie@
pateats, and thus for years, through threats and institution of suits, the
industry was deprived of processes by which the production of gasoline
could have been doubled.

The deéade, 1919 to 1929, could readily be called the "mad tweﬁties"
for the petroleum industry. With the meteoric rise in automobile regis—
trations, there was induced a period of ,allon‘ﬂ grabs? by the entire
industry, From whatl seemed at that time, 1919, a phenomenal figure of
856,688,000 barrels of pasoline, the demand increased at an amazing fate

18

to reach the impossible 382,878,000 barrel figure in 1929. The industry,

(z“

as a Whole, wag in the "never-nevor land® of insatiable demand., With this
ever-zrowing demand in view, tie question of crude supply seemed to be

the only problem. While car registrations were increasing during - |

‘ . . o s LA as .
17 Cracking process is a method of distillation under pressure!that
regains a higher percentage of gasoline f{rom crude oil.

8
Table I, p. 10,



TABLE I

COMPARISOW OF GASQLING COMSUMPTION, DOMUSTIC CRUDE OIL PRODUCTIQN

AND MOTOR VEHICLE RESISTHATIONS - 1919=1929

Gasoline liotor Vehicle Domestic Prodpction
Year o Zegistration Craude OiLl*
1919 88,648 7,565,106 378,367
1920 108,943 9,231,941 L1oshot
1921 116,840 10,L63,295 142,929
192 137,770 12,238,375 172,183
192 175,088 15,092,177 557,531
192 196,586 17,595,373 732,L07
1925 232,745 19,937,27% 713,940
1926 268,120 22,001,393 763,713
1927 305,367 23,133,243 770,87k
1928 535,801 2,493,312k 901,129
1929 382,878 26,501,113 90L,L7h

Sources American Fetroleum Institule.

T iinit is thousands of barrcls.

1C
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this same peried, at a vate of L70 per cenbt; however, the crude oil pro-
duction lagzed behind with a rate of 232 per cent.19 The Standard Gil
Company's patented cracking process was the only available answer to the
problem, By increasing the recovery of natural-gas gasoline and through
further application of the cracking process, the crude supply was able to
meet‘the demands placed upon ite The ovmers and leasees of the paﬁent
right were placed in a favorable marketing position. The twenties saw
the installation of many ssrvice stations, and the middlemen were foreced
out of the distributive field. For example, the Standard 0il Cempany of
Indiana, on Jamuary 1, 1923 operated 1,068 service stations throughout
its marketing territory., During the first six months of 1922 the Shell
Company of California marketed L per cent of the gasoline which it
refined through its own service stations, Similarly, the Standard 0il
Company of Califernia, in the year 1923, marketed 37 per cent of its
gasoline through its own service stations.ée 0f the gasoline not gold
through company-owned service stations, not all was handled through
dealers for resale, but a considerable proporition went to the larggr con~
sumers, such as raﬁchers, large farm operators; industrial, and caﬁmercial
USEIr'Se

The purchase of service stations by the major integrated petroleum
cempanies was the direct result of national and sectional'advertising.
With the growth of advertised refinery brands, many jobbers sold their
businesses and their bulk plants at attractive prices to refining

companies desirous of obtaining more assured and continuous distribution

17 Facts and Figures of the Automotive Industry, 1929, pe. 13
20

G, ¥, Stocking, The 0il Industry, p. 268.
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of their brands,

Wew crude discoveries increased the flow of petroleum teward ﬁhe
market. Refinery capacity had expanded sufficiently to handle mosﬂ of
the large volume of crude, but the domestic market had been unable;tg
absork all of the increased ocubpute |

The major companies had been decliﬁing somewhat in their propgr-
tionate control of refining capacity and of domestic gasoline sales¢21
Some part of the minor refiners! reporited volume, however, was not pass=-
ing into the markebs under their own brands bub was being purchased in
the relinery markets by the majors. Buying pools were established by
the majors, with agreement and consent of the minors, for the purpose of

purchasing gasoline at an established minimum price,22 The contracting
minors had in turn agreed not to reduce thelr gasoline prices below a
certain level, This pool arrangement apparently had its origin in the
excessive crude and gasoline supply, and in the consequent price insta=
bility which had periodically emerged during 1928 and 1929,

A freely competitive situation remained, however, in the markeﬁing
and distributive levels, This competition was intense among the‘majors,
among -the minors; and between the major and minor groups. The inber-
major competition was usually of a non-price character; haﬁever, the
competition of the smaller, or miner refiners, was likely to be im@le-
mented on many occasions by price cubtting, This was true of minors?as a

23

whole, but especially of the smallest or "itea-kettle refiners.®™ These

2 k3 2 b ) 1. h% » > | L) 2 :
1 Hearing before the Temporary Wational Economic Commititee Congress
of the United States, Seventy-Sixth Congress, Part il

22
23

are desiznated "iea~kellle refiners.?

Tbid, Part 16,

Small refiners who operated small skimming plants on the ficlds



minor refiners as relsative ocutsiders to the market, without established
brand names, or the financial woans of estgblishing them, and also often
without the facilities to produece ouitpul of a quality equal to thaﬁ of
the majors, had essentlally to rely on price concessions as a maané both
of securing distributive oullels and of atiracting consumer purchases.
The result of thelr price~rveducing tactics was often to attract reﬁalia»

X A ey

tory price cuts, first perhaps from other minors, and finally, from the
Tha majors as & group, as well as the stronszer minors, locksed with

they chould adopt countermeasures. Such countermeasures during the
nineteen thirties included direet price compebition, indirect price com=
sotition {threugh secondary brands), non=price competition of all soris,

and conciliation centering around major company buying progroms, Thae

23
history of the reflinery mavkel competitien during the nineteen thirties
largely imvolves the attempis of the major refiners first to preserve
their positions in the markel, and second, to prevent the compeiition
ol the independents from disrupting & profitéble atructure of refiveds-
product prices.

By the end of 1931, the majors hwd evidently concluded that com=
petltion with the minor refineriecs could not be profitably controlled
through retaliatory price cutting., Two new tactics of market warfare

were introduced almost simultansously by the majors in 1932. - First, one

major aiter another began developing the higher cctane ratlng“h of its

2L The octane mumber is a measurc of the tendency of the gusoline to
cause knocking in the engine during acceleration or hill climbing, The
higher the ocltane mumber, the less will be the tendency for the engine

|

Yo knocks !
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*'mbu.la:" grade zeseline, and coincidenily undertook advertising and pro=
notional ea_v;@aig:ﬂs designed to ocmpbasize this quality developmoni. The
second, and velabed, muvket taciic of the major was the inivoduction by
gack In tumm of a Mhird-structure® gasoline %o be nriced slightly w

he regular, These grades were mplied to e the qguality equivalent of

che minor gasolines, thus fortifying the claims of superiority for the

a=oetang Yregulart grade vroducts of the uajorse

Prior to the competitive actions of 1230, a major a*%c“mt vas rade

to subjecd petroloun marieting to code miles and practices. This atbempt

" g

wos enbodicd in the Habtionzl Code of Practices for Mavkebing Zofined

nr N v . N . .
Products, 25 widen vas adorted in July 1529 voon authorization

oy

LY SO, R
Petiolawn

the Federal Trade Cormissicn, afier numerous trodew

ctices confor-

¥, % £,

onces within the Industry initiatcd by the Americsn Pobrolow Ingtilbube,

This ecode was binding upon those vwho slgned it, widel included most of

3 u .K ? oy PR, . - ey ) oy e g
tae mior refininy and mavieting nisg, but gave permission to siina-

Tory companies to disregard pertienlse provisions of the code whaon

- o

eTs who refused or falled o

necosgary bo neet compobtition fvom nong

observe the provisions in question. While the cede was specific in

allomble practices, the oo 2l Lve}. m‘ o*} Jervance wWas never very high
and tended to beconme less So as time pavsed, The rules of the code
gontored arvcund the following nedn subjects:

1. Doaw.;.‘.,m ,.:; Llers Iron farnis ‘i.:in zasgline

pums and tanks, various obher eguipmont, froe r:z.m Ling,
ciCey 1o dealors,

2. Beguiring open posiing of #ll prices.

3e Proulbiting tu civing avay of premium
ing of et**%:.m, or cxtonddny any other ul

gy A ,
S Lo the ouslonare

Sy conducte
ior induce-

o
= Appendix
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he Prohibiting the giving of discounts at service
stations,

5, Prohibiting selling below cost except where
necessary to meet competition,

6. Prohibiting the subsidizing of retail.déalérs by

producers or distributors who might otherwise lease said

retailers! stations from them at one rental and then sub-

lease them back at a lower rental.

This voluntary code failed to accomplish the task for which it was
designed, Undoubtedly this failure was principally because of the forces
of competition and the unwillingness of various groups to subject themselves
 to such rules. This feeling was stronger than had been cxpected, likewise,
the legal and practical vases for enforcing the rules were far weaker than
had been imagined by many cede enthusiasts.

The basic law of the National Industrizl Recovery Administration
‘called upon private industries tO'write codes (or cartels) of fair com=
petition, which were designed to ontlaw practices which lead to destruc-
tive competition and %o iéclude provisions stabilizing the wages, hours,
and conditions of employment of labers Such ceodes when approved by the
President or his agent, were to Lecome law for thelr respective industries,
enforceable as a last resort through appeal to the federal courts. The
initial code of Fair Competition for the petroleun industry was approved
Avgust 19, 1933; substantive modifications were approved on September 13
and September 28, 1933, and on April 2l 193&.26 On August 28, 1933, the
Department of the Interior was named by the President as the federal=-
control agency, and the Secretary of the Interior, Hareld Ickes, the

administrator of the petreoleum code,

The national petroleum code covered all the phases of the operation

26 Hearing before the Temporary Naticnal Economic Committee Congress
of the United States, Seventy-Sixth Congress, Part 15,
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of an integrated indusiry, The marketing provisions contained in Article V

Y
)
]
3

‘ecting r@finars,‘wholesalers, and retailers; represented a fairly com-
prehensive effort to eradicate the sources of market instability; a review

of these provisions supplies a description of the variety of market tactics

£ %Y,

adoption of the W,R.A, The principal

that had been employed prior to the

reguirvements of Article V werey

1, the posting of the prices of all refined products
by all sellers or resellers thereof, such prices to remain
in effect for at least twenty-four hours after posting,
except for direct sales by refinerss

2. the preohibition of any rebates, allowances, or
concessions from these prices, except for contract sales,
the price on these sales snould be made avalldble to
competitors;

3. the prohibition of sales below the cost of pro-
duction and distribution;

he the stipulation of the maximum credit terms
allowable to buyers by any seller;

5. ‘the stipulation that integrated companies should
set prices in order to allow proportionate profits to all
of their departments;

5, the prohibition of any {further lGases, sales or
loans, as a condition of the purchﬂﬂe of I,el':z“*oleum productsy
of vending pu.ps,lubricaticn equipment, alr compressors, and
so on, by refiners and distributors to service stations;

, Te the similar prohibition of the construction, repair,
lease, or loan of driveways, buildings, or lighting cequipment,
except that such prohibition did net anﬁly to stations owned
or validly leased by thg supplying refiner on some basis
other than a gallonage rentalj

8, similar limitaitions on free painting of serviece
stations;

P prohibition of money loans by refiners or distri-
butors to retailers, and other concealed sab idization;

10, worchibitlon of any Maccount-stealing® where-in a
pre=existing contract with another supplier was violstad;

. prohibition of gifts, premiwms, priges in conneetion
with markebing;



i7

12, prohibition of sale te independent distributors
wiich would be delivered inbto the btrucks of the purchaser;
13. provision for resalc price maintenance contracts;

1. prohibition of such unfair trade practices as
misbranding and misrepresentation.

o

The intent of this concert of

s

srovigions was evidently, first, to
1imit wdue and excessive non-price competition among refiners and

other suppliers, by restricting the msoner in which service station
accounts could be solicited, and second, to eliminate certain scurces

of price instability. The principal blow to price cubters was the pro-
hibition of sales to independent truckers. These truckers were simply
tpick-up and deliver! wholesalers, without bulk storvage facilities other
than their tirucks, and they were bhe principal suppiiers of the cut-rate
independent bulk storage service stations,

The petroleum industry operalted under this national code from its
inception watil the invalidation of the N.R.A. in the Schecter Case in
1935, Supplementary geographical area codes or égreements were
immediately accepbed in varibus sections of the country. These veluntary
codes suffered the same fate as thg Wational Code of 1929, due pximarily"
to the same selfish aggrandizement, .

In 1933, integrated petroleum companies owned and operated 2,627
gervice stations. In addition, these companies ovmed 7,770 stations
which were operated by others. There were also 555 company-ovmed
service stations closed domn. Thus the integrated petroleum companies
owned 32,952 stations out of the 170,40k stations found in the same year

in the census enumerations. Integrated petroleum companies had leased
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7

more than 7,000 company—owned'stations by 1933.2 These leases to dealers
marked the initial phase of the dealer-marketing plan that avalanched the
industry in 1935-36,
| Suppliers were led by a variety of considerations to invest in retail
service stations, The erection of service stations by integrated
petroleum companies had begun @n ﬁhe years just before World War I. The
initial objective was primarily to secure distribution at points where
- satisfactory ountlets were not available,
Whatever the initial objective, the companies soon discovered two
. important facts. Fifét,‘very real economies in marketing would be secured
from the integration of the wholesale and retall functlons, With con-
trolled retail stations, sufficlient storage capacity could be installed
to permit relatively large deliveries which the station could be required
to accopte loreover, deliveries could be made at times most convenient
from the standpoint of scheduled bulk plant operations and delivery truck
movements., In addition, little selling effort was required, These
gconomies cdntributed to a reduced cost of performing the combined whole-
sale-retail functions as contrasted with performance of such functions
in the hands of separate organizations. The second fact which the
companies discovered was that a real contributien to consumer satisfaction,
(a satisfaction which was reflected in sales), could be made by improving
the surroundings in which gasoline was sold, as well as by lmproving the
service rendered at point of sale. These tasks could be more effeciively
performed by an organization sufficiently well {inanced to justify con-

sidersble experimentation and large enough to apply the resulis ef

27

Report of Marketing Facilities, U. S. Congress Hearings, Number LLl.
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eyperiments to a number of outlets, MNoreover, the companies discovered
that thelaperaticn of & chain of stations with carefully controlled
service conditions ﬁas a highly valuable advertising medimm because the
chain of‘stations aided to a very considereble exbtent in increasing sales
through other outlets selling the same brand,

As the years passed, tie great advantages resulting from the inte-
gration of wholesale and retall functions began to be offset by difficulties
and increasing costse Discriminatory chain store taxes in 1934 and 1935
soon forced the petrolewn companies to relinguish full proeprietorship over
the service stationss To esecape the injurious effect ol such regulation
the "Iowa Plan® was devised under which the integrated/COm@anies leased
these stations to men who formerly had been salaried managers of the
st&tions.gg

The legal framework of thé market was alsc of considerable importance.,
The existence on the statube books of the Sherman and Clayton Anti-Trust
Acts undoubtedly tended Yo force policy into ceriain channels by induciﬁg
the majors Lo prefer one among sevéra1 bread aliernative price policies,-
Thus the successful development af%er‘l912, of the major refiners, iﬁ
addition ﬁo.Standard, is traced, in part at least, tc the legal sanctions
implied against the formation of‘a single-Tirm monopoly in an industry.
The fact that the majors later chose to live with, rather than buy out or
break the minors, may also be atiributed in part to the prevailing inter=-

pretation of the anti-trust laws. 0Oa the other hand, the refiners did not

hesitate to risk viclations of the Sherman Act through courses of action

28 Resume of the "Iowa Plan® is contained in Chapter II of this
thesis, '
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winich ren afovl of the law on several oc asians.29 Their willinsness to

oy

do so may be attributed, in parit, to the ambiguous interpretation of the
law during the period from 1920 to 1939, and to the relative unimportance

ssaased for courses of action

;’z)

re likely to beo =

C)

of the penalties winich we

Jdater fowmd te be illegally in restraint of trade, ' —

in the swmer before Pearl Harbor, the oil ﬂdQSu”" began to prepare
anize for defense, This defensive action resulted in cooperation

ent, as well as cooperation within

betueen the industery and the gevern
the industry itself, The handicaps fzeed by the industry were appalling,

immediate cooperatlon within

"o

At the cutsel, physical and legal obstacles to
the industry blocked the road. Before the physical obstacles could be
tackled, certain legal impediments bad to be temporarily set aside by the
govermaent, The requisite cocperation, bebween competitors could con=
ceivably run into anti~trust laws, thervefore, a whole emergency framework
had te be built by the @Qverﬁment in the interests of national defense,
A framowork was needed within which petroleun could ba mobilized at

¥imam efficiency for the sole j ctive of defense and vigorous warfare.

This frameworit wss set up several months before the attack on Peard

Hzrbor, The President of the Unlied States kad long recognized that

poetroleuwn and petroleunm products were indispensable to nationsl defenses

In a letier appointing Secretary of the I;tefior, The Hepnorable Harol

KR o

‘L. Ickes to be Pelbroleum Coordinmaior for National Defense (afier April 20,

\‘3

"o

1942, kmowm as 0ffice of Coordimator for War) dated May 28, 1941, the

fresident stated thats -

Recent significant developments indicate the need of
coordinating existing Federal authorily over oll and gas

29 One of the latest (U. S. vs General Petrolews in 1939) viclations
1 the law was not esiablished; the dependents pleading nolo contendere,
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The Potroleun Administration for War completed the assigned task
and was liguidated by Presiéent Truman's Dxecutive Order of Moy 3, 19h6
with the expressed hope that "ithe harmonicus relations between government
and industry should be conﬁinued."33

The post-war period ushered in a series of éompetitiv conflicts
for advanbtage. Each rcfiner deemed the resnonsibility to be his, to
secure, in the shortest period of time, the largest possible part of the
increased demands of a ration-frec consumér. L'beral expansion into
economically wnsound geograpnic areas, large multi~pump stétigns,.and
extensive exploration caused a Pyrrhic victory in the vear 1929. Sinclair
0il Company in their annual report states:

In the marketing field, much work o reduce our

cost is under way. Among other things we have with-

drawn, or are in the process of withdrawing, {rom areas

in which we have been marketing under unfavorable

conditions,.

The return of keen price coertition in 1949~1950 brought about a
transition from the uwnusuwal postwar sellers' market in the economy to a
more normal one favoring the buyer. The backlog of postponed war-time
demands had been largely satisfied and msny industries had readjusted
their owe ration to meet customsry conditions.

The petrolews industry was no exception. Active price competition

required the application of significant operating economies and the

initiation of wvigorous selling campalgns.

33 5. B. Eckert, ope gite, Do 21,

t . N “ N . e

‘ 3k + C. Spencer, President, Sinclair Uil Corporation, "Annual Beport
for the year 19L9.%, p. 2. '
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Gasoline price wars, noticeably absent during the early postwar
years, reappeared, In such instances, accelerated service station
building programs and the presence of adequate gasoline supplies
combined to encourage sellers to accept reduced gross unit profit
margins to increase their sale of products,



CHAPTER 1T

BETATL LEVEL

The ﬁhyniﬁul,plant ongaged dn the distribution of zas Olina is
spread over the entire cowtry and consists of specialized tganapartaw
tion facilities, intermedinte warchouses, and rotail establishments.
Metail establisiments ave either service stations devoted to the sale of

pasoline and related accessories, or esteblishments that handle zasoline
as a side line,

oo

in outstanding characteristic of the max

,.

close relatienship which usually exists Letween retailers and suppliers,
The reasons for tae interest of the suppliers in the activities of re

tailers arve two in mmber., In the first place, the service station is

specialized fo a high degree compared wilh alimest any other retsil store.

While it 19 true that gservice stations have been adding new items to
their baoic stock, the sele of potreleun products ig still overvhelaingly
the wajor buginess. Wherever retail stores cpecialize on the lines pro=

3

duced by individuel manufacturers, the mamufacturers show a merked direct
interest in the retailers' operations. Tor example, the relaitionshiy
betwesn automobile manufacturers and auvtomobile dezlers is very mmch
cloger than the relatiounship bebween manvfacturers of grocery ltems and
grocery stores. In the second place, mos fatailers carry the name of

the suppliers The public is prone to think of the station ay representw

ing the supplisr, whatever that actually exists

between the two. Under ivitiss of retailers have

a profound effect on the supplying company and on etber retallers selling

¥

the supplicrts products. Throughout the last twenty years, these sajor

reagons have been supplementsd by the fact that many retailers or
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prospective retailers nceded the backing of lorger snd more stable enter-

sy ey % Y g o £ - Py A 5l £ o %y & s W o
prises in ovder to secure credlt for erecting stations and instelling
QOIS T

T

LEnDes.

foheiadeh

iy I, S S ST CY ., DU I SO oy By s

The lepal relationship bebreen 5 rotailers hop taken

Tog various

i d

N e a8 ) & A - 2 oE S
eg of reiall sioltions moy be clasgified ag

ley

J?C’ll A - l

1y Service station omed and oporated on o salsyy hesis by e markets
ing compangt

Ae Selling the branded products of a fully or semi-integrated
comparny that has disteibut ion over a largye area, um;e,il:* referred
to as nationally branded, (A common type of integrated company
eperation, )

B, Selling a locally-branded prodact, often well-l:
zeod public acceptance within the lecality,

T and of

lw._\

2. Service station owned by merkebing compony but leased to the
dealer, wac in um is onsible for all operating rcos’azs, including
wages and his own remanervation. The oporator of this type u;"f outliet
usually received a jaranteed margin on gaseline; regardless of wiether
the price was normal oy subnovle

V R

3, The so-called third=-parhy oporat tlom, dn which the marketing
ecmpany leased land a;.ld Improved 1t or leased improved ﬁ'“eaem'-njf and then
subleased the gervice station wita im*mevcmen b and equinment Lo & dealer

s g

wio was not vthe lessor, which dealer operated it on the sanie bagis as
t‘fﬁ".? 2o

ke The lease and a""c,m:gr service station was sn operation in which
the dealer owned the land, improvenents, and ec*ulgv’xcnt or may have leased
the land and ingtalled impr evemon*b..u and eguivnent, The dealer entered
into weitten agreenment with the oil company. One of those was tho lease,
whereby the siation and facilitlcos weve leoased to the oil company for &
definlte period for a flat rental or a rental based wn f“a.l}.onarve gold.
Another instroment appointed the dealer as an agent te sell the 7“%:‘@&11!3 g4
of the suppiylog company. 7This agency contract asunlly stipudated that
the dealer scll the products of the swurplying compuny eﬂa‘.u.z:wely, and

the agency was conmonly called %a 100-per cent gccmmt.‘“ Somevimes the
swoplying company Turnished part or all af the dispensing ecguisment, and
in such cases another contract was execubed lﬁammm the c*«ulp;mm to the
dealer, then these three agreements were used, this avransoement was olten
called a “triple AM agreement, l.e., loase, agency, and loan,

.

L. - - s
Ury Jom W, Frey, "iinal Zeport of the Harikebin
Patroleir: undsa:m*ns rative Doard "

PAvision of the

pE
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e products of geveral ¢ _;'lj. 205 sold
& »ne?allj;r mranteed but somewhat lcss
suslly one-half cent less,
Ca .."fincrs vi&;allf xwamcu ghationg == the npajority of the so-called
Pindependent? eut-price statlons were of thils tynes

gervicn stetionss
and operated by chaln organizations,
iy zellf omed and ope; “ated,

3 swmi» > Ly &,&L‘uyx‘c sor tne physical layoul and
price @olw*‘*, and 7=5 1s to G=C, This type of st ;z":wn, wsually
loocated at 4 trackeide and Rlzhmay din tersection or accosgible to o tracke

gide by nipe~line comnection, usually had octorage capaciiy Tor fulld cape
J B > .1 ¥

ioads of any of Uhe prineipal products it seld. MNost trackside service
.;mts,ax sold gasoline 2t 2 lower npics than that obbained for nationally=

zagsoline in the 580C aref.

N

s Coopsralive service :ém; implics, generally
omned by u:m*‘\“merzs and @cmﬂaﬂly C‘ﬁl}_i’x 10 anded o ,‘.acally-‘m‘aﬁéed
; eoalar prices and ol pam:’ans:m dividends to ils

principal didference bebwecn this
lc seribed was in the physical layvout,
Lilke E';- ab el }pbs m opc::»a tion 1,

5 iaere 1 ation was of 1 £ r leasie-
icense type ;s.suuil; only ':xzu nart ei" the ”“fa.v(: éﬂe:sammd Tor sesoline

alse be s5aid of marking lotoe

.

e service stal

10, iong, princlpally for the swrly of motor
boate 8, Vi eu{*** commerily jebber 'ovwrab:wn - zm.‘t meny oi these Sumt lons were
taviong. In

shadl ontleds simd sz.o Irive~in service stal
rg on bharges
o,

sk o t‘m_ wabey ‘“"'r::m,, ot
propelled swall tankers. They uwsuelly sold s% preveiling service-
The effilistions with t:fm suml‘y;m COMDUNY

"lt;f, or nigher. T
from full © company ownersitly and operation to so-called independents,

7.y51ml. hm* 1%, zome werce loca
,3‘-; CV\J..L

In tae year 193.3:6, Mational Pelrolewn News conducted & nationwide

supvey of the practices of the interrated peitrolowm companies in leasing
f 4

L B

3

of sorvice stations. The informeition secuved i

NP | o &% e n
i servics station lenseo
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be used. In sefvice station leases this clause usually specifiss that
the premises shall be used as a servics station, for the sale of
petroleom prodqttsj accessories, and automobile service. The lease does
not require the dealer to handle only those products made or sold by‘
the marketer from whom he leases.

Nevertheless, complaint is freguent, against both independent oil
jobbers and major oil companies, that pressure is brought to besar on
jealers to handle only those products which can be purchased frem *the

7

company who owns or controls the station real estate,’ Gasoline is
seldom involved in this debate == only lubricants and merchandise,.

3peci flcally, the pressure complained of is again the cancellation
threat, always available to the suwpplier on a short-term leass. Allege
"line forcing,® the term used to describe insistence by the gasoline
supplier on dictating what the dealer shall sell, has a tendency, accord-
ing to some dealer associations, bto force the dealer out of business by
compelling him to sell 10W~profit itenms,

Many dealers recognize that the marketers must protect their large
investment by retaining control of the property by means of a short-term
lease., The others who complain, say foree is applied when leases sxpire,

for the following purposes:

1. To raise the rental rate afiter a dealer has build up & goed
business

2. To compel pricc cutting tc meet a gallonage quota,

3. To force dealer to sell O“Of items obbained specifically
through the supelying oil company.Y

The short-term cancellation clauses in station leases make it im-

possible for the lessees to be independent and are understandably unfair

Hearings on H.R. 2318, p. 155,

8

Tires, Batteries, Accessories, and 0il,
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ak

to the dealers. I the lease may be cancelled in thiriy days or {ive

%

deore, the dealer is likely o believe that he is under real compulsion
o carry out company policiecs.

From the company standpoint, the reason for including these short-

tern caneellati@n clausks when first leasing to a new dealer is egually
understandable, The companies are turming over te individuals the

gperation of stations representing substantial Invesitments, There is no
assurance that men who possibly mizht be satisfactory as pald employees
with all decigions made for them will be equally satisfactery as independent
dealers. A poor dealer could seriously affect the amount of the companyts
business through the station. The companies, thevefore, feel that it is
essential to protect the business built wp at the company locations by
reserving the right to install new lesseces in a relatively short time.

ifter a2 trial period, the term of lease is advanced to six months ox

Sl

longer, but by thiz time the length of lease is no longer important, as
both parties take renewal for granted,

The most common complaint is that a short~term lease bringes a raise
in rent, whenever a dealer, by his own hard work, brings about a large
increase in business, In reply bae marketers say that the curren® trend
to rent increases is only temporary, and is only another sign of the
inflationary monetary trend of the economy. The marketer alse points outb
to the lessee that competing dealers conplain that they, the lessees of
company~owned stations, are subsidized Ly low rentals. Actually, there
are no verifying statisticé or data available to eitiier prove or disprove
the soundn@ﬁa of the last point,

As yet there is no trend in avny pard of the country toward lenger

ar shorter leases than have prevalled in the past, but there is a

-

ninority opinion in some markebting circles favoring longer base terms.
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Cne major cagpany nag & mumber of dealers under two=ycar 1.:;13@3;9

o

another has many leases ranging from threc to five yearse. These companies

exprossed the belief that the longer lease would attract better men into

the retail fleld, O

S5till others believe, ¥that thiniting has been for lenger terms.

Hajor companies anticipating store~iype operations which require 530,000

K

to 850,000 each will offer longer leases.! This, in all probability,
will lezd to demand for longer leases on all twpes of stations, in pursuit

of superior-type opurators.

3

0
[

C

The leasing of company-owned stations is comparatively o recent
inmovation, thus it is reasonable to anticipate a continual shift and
change in search of the most practical and sconomical méthod.a The

practice of leasing il stations ag a matter of general peligy began

about the year, 1935, and was loosely known in the industry zs the

The Towa Plan is a quasiwolvjmizary preogiran whersby major oil com~
panies in the lidwest and Bast divested themselves of legal control of
their retail facilities, leasing thom on o pallonage basis to former
hired operators, and generally abaadoning amy attempt to maintain redail

4 g

rices. The movenent was set off by the imposition of chain«store boxes

iz

in Iowa snd other states, bub the plan was. also adopted in states where
service~siation chalas were not taxed, reportedly because the majors
wished to avold social security tares and other gimilar oxpenses. It is
reported, however, that the refiners generally veisained po’@mtial control

and active influence over service~station operations throush short-term

Information secured through aspurance of confidonce.
10
Ipid,

Yr, Ed Williams, Sales Devartuent, llagnolia Petroleun Company.,
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cancellation provislons in thelir leoses, aml conitinmed to subsidise
statiens by charging rent ondy on & zellonage basis and by conbtinuing

2 ODEYALOTS. 12 The innovabtion was:

that refiners ceased queting retail prices or supporbing the mevgin
bebween rebnll and tank-wagon prilces, and instead condoned or even

encouraged relail prdce culiing by service station oporaiors.

A oy Lo bhe leaging of service stabions by the

inteprated petroleum companiecs would be, that thege stations be completel
B 2 -

gepresabtod and wneconirolled in the amownt of the service disponsed oy the

Pl % . o -

charges o Bhe consumors 1w markeber should be tronted in g similar
£

%

fashion as by any landlerd, without subterfuge or hidden "iine-line! con=

tractual desls. The ternant should be regponsible Zor tl:u farmishings of
the property and, in the case of dealer-omned properties, be fully respens
givle for bhe phyrsieal care and smpsarence of the station. The situation

hat exists at the present time is an histordeal paternalism which

reasonably should have disappeaved with the birth of the "Tewal or similar
divercenent planse
5 ) ind . R &
The tro=party lease, wolch was declared illegal under the HaRefie,
ig in common uge todey te gocure advantaseons locations or prized stations,
o nT ¢] al a

his lease can be wvery simpley an ovmer of o cholee

ot

The mediwd of opsrating

,. -

location toat i a nus“ Jh{)l’()"iv’”f iWarey corner automobile salssyroon, or
¥ &
%

garage, will contach & marketer. The marketer oifers to purchase the

5% >

lease from the owner and lmediately leoases the site back o the owner

e oy £ F 2 o ~ Won Y g g r s - p 3 iy 253 &
or congiderably less, Thisn two-pariy lease practico is replidly being

12

Joe 5. BDaing Paclilic Coast Petrolemm Industry, Part III. p. 103.

- Point 11, p. 17, this thesls,
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gasoline and bf‘se't aside Por advertising $5 per 100 barrels.
appropriation would then be $5 x L0,000, or $200,0004
The advertising of gasolines has been severely criticized by the
cconomists and the enemies of bigness in industry. In essence the
eriticism is that, since most advertised gasolines at any one time differ
only slightly, the competitive advertising of various companies represents
a social Warste.‘la
J The importance of advertising in the petroleun industry should not

o)

be disregarded., A&n important role has been m].aye& by advertising in
increasing the zggregate demand foy gasoline and in spurring companies to
improve the quality of the products sold. The part that gasoline adver~
tising has played in the increase in demand camnot be measured guantitatively.
The sharp reductlon in the price of automebiles over the years, the constiuc~
tion of highmays, the heavy adverticing of the automebile industry, and the
gteady decline in the price of gasoline, perhaps were all more important

a

than the advertising of gasoline in bringing avout the tremendous rise in

T,

¢t

e aggregate consumption. Yet no one may maintain with certainty that the
steady emphasis by oll companies on the pleasures of touringy the provision
of road information, waps, touraides; and other services, all of which are

inciuded in advertising expenditures, have not contributed to bringing

about the incvease in aggregate demand,

-3 Had

Hore mportmu than this consideraticon, is the significance of con-
petitive advertising in stimulaling companies to improve products. It is
claimed that there are only amivor diiferences among the advertised paseolines

today. 19 Since all gasolines must be manufactured to drive the same group

o

.18 ‘ . . )
Hearings P.R« 113, 75th Congress, Second Session, p. §709.

L9 Joe Z, Bain, op. cit., Part I; po. 119-125,



37

» et

of antomobiles, the differences amony them cammot be too great.

.

Obviously, there may be wany definltions of whet constitutes a miner

e,
4

differences ¥hat may be lmporiant do the tochnical empert mey be

wmoticed by the laymen. Acbtually there are curvent differvences among

»

sasolines which aifect the operatlon of automobiles. Joog 1*'1«"1"’ o and

5.

¢limatic differences of location demand different specifications to overs

gt

come these mariked differences. The perfermance of an automobile will vary

proportivnately with the terrain and climatic conditions under witich this
performance ls. t‘o*fxmlctm,am Gasoline, as a Dinished fuel, of courso,
retaing some nhysleal differentiation, bubt the product competition of the

238

market has tendad to winimize and ewen eliminate the significant aspecis

of this differentiation, Compoting companies contimmally maltch each otherts

development promptily enough that physical diffcrences among gasolines ave
21

2 Hs

at most times not siznificant to bthe usual buyer.
The e:é'";i’;“ectivenﬁ"s of adverticing as a means by whiech now enbterprises
can find a place in the industry alse should not be passed by unnotlced.

WA

tylet

s

Several companles, small ced, no more than ten or fifteen years ago,

ascribe to advertising a substantial parit of their success in challenging
2‘2

) »

the esbablished units in the indusiey

.

The fact camot be ignored that competditive advertising and one major

practice, exchs

e of pasoline, do nol agree. Thoe a.r:kj_lingnessg:" of oil
copmanies to sell under thelr own brands products manulactured by ethors

o

in evidence that tiere is little or no justification for the advertising

20 P
. Vegtem f’eh‘olmmi Reliners Association, Heport to FHatlonal
etroleum Nows, July 5, 1939, pe. 1l.

'3
Liea“’mg PuRe 113, 75th Congress, Second Session, pp. 8711~8712.
I%mi. s Pe 0712,
23 o . ox e s . R .
° Bubstantiated throush confidential discussion with petroleum sales
and pz 03 c¢tion nﬂmlojees.

i
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claims made in favor of particular brands,

3

he extent to which different companies engage in czcnanres differs

3

widely, depending upon the locaticon of marketing territories in relation

to refining and transportation facilities. One West Texas refinery
exchanges gascline, or sells the finished product, to approximately eight

2k Thig practice of exchanging gasoline

competitive petroleun companiss,
grew out of the importance of transportatlon charges among the total costs
of the industry, and the fact that there is a subsitantial advantage in
marketing a single brand over a wide area. Few companies have sufficient
funds to have refining capacity near all the market which they serve.

Few companies have been skillful and fortunate enough in the location of
refineries to have transportation charges to all parts of their marketing
territories below those of thelr competitors, The economies of large=
scale refineries are sufficiently great so that it is seldom desirable to
scatter small refineries throughout the marketing territory. Accerdingly,

some companies found it cheaper to purchase gasoline from other refineries
near a particular part of the marketing territory than to ship it from
their own refineries, Shart ¥y thereafter, offsetting transactions were
found to be feasiblé; hat 1s, each of two or more companies could save
transportation costs if gasoline was exchanged at different points. The

o

Justification offered by companies, who admit the practice of exchanging
gasoline, is that the gasolines delivered on the exchange meebt the
recelving companyts specifications,

Lanv'unlts in the industry (refingrs, jobbers, and wholesalers)

market under thelr own brand names products, which are mamfactured by

others. A substantial proportion of the large companies do not refine

2L Substantiated through confidential discussion with petreleum
sales and preoduction employees, »
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all the gasoline which they sell, and therefore {ind it necessary to

purchage gasoline from concerns with refining or sterage capacity greater

than is required to meet the needs of thelr own warkelting organizaticns,

Wholesalers characteristically sell under their own brands products which

they do not mamifacture. V/
The brand name of the individeal company, promoted in advertising of

various kinds, does not represent the physical characteristics of the

product alone. It stands for & combination of pro uuct accessibility,

service, and progressiveness. BSach refiner in the industry may well
3 x ) B

believe that he has found the best combination and may appropriately
proclaim its superiorilty in his advertising,.

I

The usual practice of the large petrolenm companies in conducting
i £

helr advertising campaign is to divorce advertising from actusl company

action. The refiner selects an advertising agency and informs them of the

amount that can be expended for advertising. The agency develops a com~

plete campaign along lines suggested by the refinery executives. The

&
Lille

resulting advertising toc often misses the viewpoint of the desle

Dealers are not particularly interested in institutional or goodmill

£

G

sestures, The retailer is interested primarily in the effect advertising

will have upon his gallonage sales. The retailer believes that he is the

forgotten man of the petroleun industry, and that the only method available
to him to inerease his gallenage is by his own advertising.
The amazing fact that confronts the interested observer, is that the

major petroleum companies are losing gallonage through ineffective

advertisiy & survey taken in North Central Oklahoma of 252 individuals

concerning their preference of particular branded gasolines substantiates
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this 5tatement.25 The facts developed by this local survey were: That
38,5 per cent purchased at a particular service stetion due to friendly

relationships with the service station owner or atiendant; 11,5 per cent

vlaced ewphasis for patronare upon courteous serviece; and, 16 per cent of

the universe cited the values of a bebier gasoline, At a glance, the

2,

fact is apparent that 50 ner cent of those questionad had little or no
thought of brand or brand names, but the gailonage sales resulted from

he actions of the attendants and owners, Despite the prodigious amounts
of money allecated yearly by the pebroleum companies to advance their
brand as being as good as, or better bthan, competitive brands, the fact
that 16 per cent gave "bebter gasoline® as the reason for their preference,
demonstrates clearly that the petioleum companies have probably been

indulging in faulty advertising,

The smaller independent refliner, although operating with smaller
appropriations than the majors, have placed greater emphasis upen the
tailer than upon the brand name, Independent refiners strive to comnect
the individual dealerts name with all thelr advertising, One independent
who requested that his name be withheld stated:

In advertising we place emphasis upon aid to deslers,

Qur a2id to these dealers consists of posted billboard signs
and painted signs on heavily travelled highways and small
identification signs approaching the dealer's location,

radio news programs with spot anmouncements tied in with the
dealer° name in conjunction with our over-all program, some
newspaper adverbising in lecalized newspapers, both radio
and newspaper stressing the independent Qealer approach, Ab
point of sale we furnish direct mailing plOCbS, usually of
the postecard variety. Some of this wailing is done through
a central distributing peoint u51nw the dealers! own mailing
lists., We realize our appropriation limitation but believe
that 2 sane adverbtising anprosch about the consumerst! Iriend

25 oo . .
William &, Cramer, "A Consumer Study in Three Oklahoma Citles,%
A report prepared for Business Administration 133, Oklahoma A. and H,
College,:kw-ll 19L9,



and neighbor, the service-station dealer, will engender
goodwlill and induce increased sales,

The careful hushanding of the independent refiners advertising
dollars and the expenditure of these dollars in devel@ping better
relztionshipns between dealer and consumer, has added in the competitive
conilict for gallonage,

True, some of the major petroleum companies recognize the dire need

26 ‘

for better dealer advertising relations, One petroleum executive
stated, "We realize that our advertising is not getiing the desired
results but as long as the top stalf has final say on advertising
campaign promeotion, we will plug brand."

The consensus of opinion of the lewer bracket executives, sales
managers, sales representatives, research managers, and supervisors is
that, the executives who dictate policy are impressed with size and
brand name, thus they do not see the lowly dealer. These brand-consciocus
executives dogmatically refuse to credit the dealer with the ability to
sway consumer preference.

Skelly 0il Company has developed a well-rounded advertising approach
to the existing problem., This company with distribution in fifteen states,
has recognized the need for individual jobber and dealer advertising,.
Beginning in the year 192}, this company started, what is now acknowledged
to be a profitable method of advertisement, the 50-50 newspaper advertis—
ing. In the ensulng years this share method, under which the company pays
fifty cents of every advertising dollar spent on service station advertis-
ing, has been expanded until it now includes direct mail, outdoor posters,
signs, stationary, advertising novelties, uniforms, and many other business-

building techmiques. The writer has secured permission from Skelly 0il

Name and company withheld as requested,
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Company to lisht what this f{irm believes to be a complete advertising

promotion:
1. Radio - A popular news commentator,
A program of interest to farmers.
2. Newspaper - Parm paper advertising.

Trade paper space.

3. Direct-mail advertising - Inecxpensive cards, and broadsides.
L. Road maps and moto memo booklets
5. Skelly aluanacs

6. ¥Full sheet and half-sheet posters

Te Window trims and counter displays

8. Distrivutor stationevy ‘ '

9+ Beok matches
10, Credit-card signs
11. 50-50 newspaper

12, Billibeard
13. Product literaiure
1., Trademark signs
15, Weon signs
16, Similar painting and lebtering specifications for stations,
pump, and tank-trucks

The task that merchandising has allocated to advertising is a
tremendous labor, but with a rational approach the results will justify
the effort., lany of the petroleum companies are in the évolutionary
process of confirming the dealers' place in the adveriising program of
thelr particular company; When the petroleum industry discards the
emobtional appreach to advertising and changes to a reglistically rational
route, the present advertising rvelationship of the large integrated
companies will be discarded in favor of a closer mutual relationshipn

“

between dealer and refiner.‘T

Price and Price Incentives,

Much has been said and written concerning priées and the malking of
prices in the petroleum industry, ‘WheﬁeVer petroleum representatives
have been confronted with the problem and asked for an eiplanation they
have éscaped inta.the realms of btechniques and bechnical trade Jargon,

An interpretation of the refiners'explanation culminates in a single

27 Views as expressed by sales promotion managers and sales

representatives of three major companies who desired to remain anonymous.
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but profound statement - "Prices are sel by competition.! A general

discusgion and explanation of prices and price setting is necessary

prior to any attempt to place emphasis upon price relations in the

&

industry,

2

At the outset, it is desirable to explain and destroy a widely
prevalent misconceptlon in regard to prices in the petroleun industry,.
Harketers believe in the necessity of malking a clear—cut distinction
between posted or published prices and the prices at which goeds actually
move, A substantial proportion of ‘the petroleun business is done at
prices which are not those posted or published, For meny companies and
many territor ries the great bullk of jobbers do not pay the posted tank=~
car priceogg There is at present a practice in the retailing of gasolines
of selling at less than market to large consumers, truckers, or {riends,

The first prices to be considered arec those guoted in basic markets
for large quantities of gascline., There are nine refinery‘di tricta. 29

1. The Atlantic seaboard;

2. Appalachiang

3. Indiana, Illinois, and Kentucky areas;

Le Hd~Continent, largely compesed of Oklahoma, Ksnsas, and

Hisgouris

S5+ Texas Gulf Coast and Inland Texas;

H. Louisiana Gulf Coasty :

7e HNorth Lonisiana and Arkan SR

8+ Rocky Mowntain; and

% California.

Hearings, P.R. 113, op. cit., p. 8691,

27 TN, E.C., Report 39, op. cit., pe b7
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Inter-dis Ticﬁ'competitiOH is go Important and persistent that the
price=making forces in each dis trict affect the others. The mest important
price quotations for large quamﬁities of gasoline afé thé Gulf (including
Louisianz and Texas refinery districts), Group‘tﬁree (mgch of the Mid-

Iy o

Continent refinery district), and the Pacific Coast; these pricing dis-

tricts are generally regarded as most promptly and accurately reflecting

the basic conditions of demand and gupply throughout the United 5% ues.BO
Throughout each basic market there is a constant sale and purchase

Fal

of gasoline in bullk, Hach dey Plati's Oilgram consulis refliners, known

o™

)

buyers, and brokers representing both buyers and sellers, and from the
D or 50 quotations in each market, publishes a typical price or price
spread for each.m arkets Hodern metheds of transportation enable
petroleun and its products to move qu;caly and for long dlstanc s in
many directions, Ho pelroleum market today is dependent upon a single
source or even a few‘sourees of supplys and conversely, a producer or
refiner is not limited to any one market. A price rise in any market;

ing area is an open invitation to suppliers from more remote areas to

l'w(

wiich they are quick to respond, If a refiner finds himself confronted
with a large accumnlation of stbock, he immediastely casts sbout for a
wrketing area into which he can move his products, Thus, the Hid-

Cont 1nent market, for mch of its territory is in competition with the

Gulf and more recently with I1linois, the Midwest spot tank-car market,

and the Gulf cargo market, may fluctuate within narrow limits independently
of each other, but mo major influence on one fails te exert an indirect
influence on the other,

S

Deternining the price for relfinesry tank-car sales, ocean terminal

7

0 Hearings P.R. 113, op. cit., p. 8692.
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tank-car prices oy river terminal barge prices, involves bwo lines of

2 k L]

approach:s First, determining the total of the costs inecurred up to that
point, plus a desired profit; and, second, reviewing the demand considera-
J.

at price can be secured for the gasoline,

tions which tend to indicate wha
ne seller would natﬁrally like to recover all costs plus a comfortable

profit, the major limitation upon tils desired price is that the buyer
has his choice of seller. The refiner mmst meet all competitive prices

te retain his selling position, Wany sellers make little or no use of
the Tirst approach. They loock to the prices prevailing in thelr markets

as the figure they have to mest if they are to do business,

In the retail market there is a great deal of wnifommibty of posted
retail price. This uwniformity stems from the character of the product
and the conditions under which it is purchased. The purchaser of the
gaseline is in & moving veinlele. He is ordinarily able to defer purchase,
f necessary, while he passes many f£illing stetions to the one which
satisfies not only his purse but fulfills his ideas of required service,

The uniformity of price seldom covers local brands or track-side

bulk storage stations. These stations openly post and beast of prices
1 30 5 cents lower than thu popular higher-priced branded gasolines. If

these differentials persist for any length of time, substantlal gallonage
is diverted from the well-lmowm brands, and retailers of these brands are

forced to reduce prices. In this manner, bhrough competitive pricing,

v

the well-known brands are kept in line, If retaliatory action i3 taken

by either of the competltive brands and is followed by a continuance of

31

cutting, a zasoline price war results.

31 N + .
°* Joe S. Dain, op. cit., Part II, p. 25k,
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Price wars are nothing wore than the manifestations of competition,
They result from thé rivalry among dealers to win or protect the patron-
age of motorists by offering gzascline at prices below the going levels,
Of themselves, price wars are not unethical or illegal, In a free market,

the price of the gasoline is an element of compebtiltion -~ just as quality

=

of product, convenience of location, station hours, customer service and
advertising are elements of competition.32

Gascline price wars start becanse an individual, & group of
individuals, or a corporation -~ knowing that even a slight reduction in
price attracts a great deal of additional gallonage -- sees in the spread
between the purchase price and the selling price of gasoline an opportun-
ity to cut the Petail'price and make more profit, The individual who
takes the initisl step in reducing the retail price of gascline does so
for one or more of the following reasons:

1. He is able to buy for less, and is willing to pass part or all
of the saving along to the motorist.33

2. He has effected economies and efficiencies that reduce his cost
of doing business and permit him to show a profit at 2 lower selling
price.3h

3. He is willing and able to forego immediate profits in order to
get a foothold in a specific market.

lie He believes that his lower price will not be met, and, therefore,
he will be able to gain and sustain large gallonage at an accempanying

low=cost of operation.

32 Joe s. Bain, op. cit., Part IIT, p. 257.

33
Trackside bulk storage stations, self-service stations, multi-
purmp efficiency stations; or sub-marginal rent stations,

Wholesaler or independent purchase of "distressY gascline,
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Tair trade laws and price stabilization legislation cannot protect
dealers against price-reducing competitors, except where it can be proven

that prices are reduced below cost with intent to injure or destroy cou~

S
peﬁition. 35 Retaliatory actions by the individual petroleum companies
are rare for these flrns do not desire to enter the price Lattlefield on
the retail level. The consensus of opinion can be summed up in the
statement of one executive, who requested his name and company be held

in confidence,

then we turn cur gasoline over to the dealer and he pays
for it, thern that zascline is his and we don't know or care
what he does with it, We try to sell him our products at such
a price that he can sell sufficient gallonage to show a nice
profit. If he can't hold onto his proiit edge, then that is
his headache. v

his ratner shortsighted comment on the disregard of the 1arger
integrated petroleun companies for the individual service station leasee
or owner is not universal., Mr. 3. B, Eckert, Executive Vice-President

of Sun 0il Company, eéxplained the stand and belief of Sunoco pertaining

36

to competitive pricings

Sunts policy regarding gasoline price wars is dellnltely
established. Here it is: (2) 5un will meet this competition
wherever and whenever it arises in its marketing territory;
(b) Sun suggests that Sunoco dealers meebt this competition
locally; and (c) Sun pledges 1t asgistance to those Sunoce
dealers who are forced Lo meet such competition to protect
their gallonage.

There 1s a normal expected gallonage for each Suncco
station based upon a definite formula, It is our joint
responsibility to protect this gallonage.

Because of our mutuality of interests, Sun 0il Company
believes that the Sunoco dealer should not be expected to
absorb the complete loss of margin incurred in these price
skirmishes. For that reason, it nas been the practice of
Sun, in most cases, to share this loss by reducing the price
of gasoline to the Sunoco dealer., To do otherwise would be

35

Joe S. Bain, op. git., Part III, p. 256.

/
3° Sunoco Diamond, October 1950, Volume 20, No. 7s pe L1l.
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nconsistent with Sunts policy and would work to the advantage
of the price~cutting competitor.

Sun's experience of more than twenty years in selling
gasoline in elghteen states, indicates the wisdem of promplly
neeting gasoline price competition before it gets a foothold
and becomes ruinous,

This may have temporary dis advantages, bubt in the end
it is a procedure that best serves the Lntero ts of the
motoring public as well as the interests of all efficient
dealers by bringing about a return to a fair retail price,

Sun's experience has also shown that wiere dealers sit
tight and hold prices unchanged, the price compelltor expands
his business at their expense,
A rational approach to price wars and competitive pricing recognizes
the inherent instability that is characteristic of the price structure of
gasolines., The practical solution that seems warranted would be immediate
retaliation upon the price cutter by the competitive service stations,
who would be supported in their margin by the supplying company volun=
tarily reducing his margin to aid the warring dealer. One drawback that
immediately arises is that this method seemingly condones price wars,
as long as the dealer is guaranteed a2 profit marzin he can reduce his
price to strive for greater gallonage, thus defeating the purpose of the
price war policy.

The demand for gasoline appears to be inelastic, For example, in

he period 1927-h6, gasoline prices were quite low, 3T yot sales and
38 , : :

demand~” have not reflected these price changes, There is no acceptable
substitute for gasoline readily available to the motoring public.
Because of the important part the antomobile plays in everyday life,

the motorist grumbles over a price rise, but does not curtail his

purchases appreciably due to a price change. An interesting fact that

! Table 1T, p. L9,

Table III, p. 50.



TABLE II

AVERAGE RETATL CASOLINE PRICES, BY YEARS

ot it cas

Service- ; Service=
Station Gasoline Statlion
{Exclusive Taxes ' (Including

Yeoar of Tax) _ Totaled”  Tax)
1920 0.2973 0,0010 ‘ 0.2983
1921 0,2608 0.0021 042629
1922 0.2482 0.0039 0.2521
1923 0.2105 03,0092 0.2198
192l 0.1946 0,048 0.20%9h
1925 042009 0.0211 0.2220
1926 0.2097 0,024 042338
1927 0.1831 0,0281 0.2112
1928 0.1790 0,0304 0,209
1929 01792 0.0350 -~ .22
1930 0,1615 0.,0379 01995
1931 0.1300 0.0LC0 01700
1932 041330 0.0463 0.1793
1933 0.1241 0. 0541 0.1782
1934 0.136L 0.0521 0,1885
1935 0.1355 0.0529 0.188L
1935 0,110 0,0535 0.15h5
1937 _ 0.1459 0,0540 0.1999
1938 0.1407 0,051); 0.1951
1939 0.1331 0,051y 0.,1875
1940 0.1275 0.0566 0.,1841
1941 - 0.1330 0.0593 0.1923
1942 0.11h6 0.0597 0.20L3
1943 0.1456 040597 0.2053
1oLk 0,152 0.059 0.,2059
1945 0.1h4L8 0,0602 0.2050
1946 0,169 0.0608 0.2077
1947 0.1693 0.0681 0.2274
1948 , 0.1954 0,063 0.2588
1949 0.2027 0.0652 0.2679
195G 041999 G, 0667 042666

1

Federal taxes levied as follows: 1 cent a galleon, effective
June 21, 1932; l% gents a gallon, June 17, 1933; 1 cent a2 gallon,
Jamuary 1, 193l; 15 cents a gallom, July 1, 194:0.

Source: Petrolews Faels and Figures, Eighth Bdition, 1547,

Anthoritys Data gathered and compiled by The Texas Company.



TABLE III

DOMESTIC DEMAND AND EXPORIS OF

MOTOR FUEL

Domestic Bem&adl

Hxport Demand®

Year Annual Total Anrual Total
1920 108,945 15,678
1921 116,8L0 13,363
1922 137,770 1,362
1923 174,162 21,094
192 196,586 29,151
1925 232,745 31,68l
1925 268,128 43,769
1927 305,357 iy, 951
1928 330,801 53,132
1929 382,878 62,059
1930 397,509 65,575
1931 407,843 45,716
1932 377,791 35,438
1933 380,49 29,321
1934 410,339 21,685
1935 434,810 30,613
1936 181,605 28,616
1937 519,352 38,306
1930 523,003 50,109
1939 555,509 Ny ,638
1940 589,490 25,377
1941 667,505 27,083
1942 589,110 35,097
1943 568,238 51,577
19h 632,182 100,537
19hs $95,333 86,059
1945 735,017 k5,334
1947 795,015 BTkl
1948 871,270 37,302
1949 912,960 39,L47h

3 Thousands of barrels.

9
~ Domestic demand includes imports.

Sources

American Petroleun Institute:

Buareau of Hines,

50
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might be mentioned parenthetically is that state and federal govermments

L, 3 1

have recognized the inelasticlity characteristics in the demand for

R
gasoline and imposed taxes accordingly.>?

£,

¥hile total demand is inelastic within 2 wide range, the demand

extrencly elasbic as belween sellers at any given time and place, The

&

- 4

industry practice has been, in "aon-price~war" price changes, to follow

the prices established by the dominant marketer in the pariticular area.

e dominant narketer in the majerity of the selling arveas of the conti-~
nental Unit@d States is generally a Standard Cil Company and the reasons
for this econtinued dominance are contained in the feollowing guotation:

it may be askted why, since dissolution of the old
andard Oil Cowpany became effective, the Standard Oil
unlts whose proportionate share of business has declined,
have so 1¢r“ely continued as important factors in setiing
arket prices in the oil industry. Among the reasons which
mey be cited are the followings

- 1. Those units have a certain nistorical prestige, a

uaffV~over from the old days of the Standard 0il Comuany.
2+ The Standard 01l Companies of the present day, as
a group, pretty well blanket the domestic market of the
United States.
3. The Standard 0il Companies are, ﬂnnefallj spgaklnb,

sti11 the largest sinzle facteys in the various regions in
rich they respectively operate.

2‘ 6“

Concurrence of pricing is obtained through a de faclo system of
informal y‘iCL leadershi¥ and adherence to the practice has not ordi-
narily been consldered a restraint of trade under the Sherman Acts
Generally, factors that faver the prectice of price leadership exist

L

e

in the gasoline business. These factors ares
1. & bighly stendardized product. The gasolines today are

St&ﬁdhf ized due to govermmental standards and Ethyl Corporation pre-set

3% taple II, supra, p. 19
)
40 #s B, Shuman, The Petroleum Industiy, pp. 130-131.




standards. This concern nanufac tures Tyl fluid which is used almosi
wiversally o increase the natural anti-knock quality of gasoline. The
corporation has a minimum specification for base stock and will not

permit the use of this fluid in gesclines which do not meet these

W1

specifications,

o b

2+ The mumber of producers is small and most of these are large
concerns, -ine gasoline industry has many refiners, but in every area
L2

the few larger ones dominste,

3. A high ratio of fixed costs to variable costs, makes the

u

industry one of decreasing costs, This is especially truoe of gasoline
refining.

L. While the total demand for gesoline is inelasbtic, any oneg seller
finds an elastic demand should he sell below the going price.

5. 411 sellers must therefore meet the lowest price. This leads
to lower @réfit margins, bhecause aboub the same gquantity would be sold
a2t the higher price. Thus marketers see the‘disadyantage of price~
cutting. There are too many relfiners to mske collusion a great danger.

6. The leader atbempts to sct 2 price favorable to the marginal
producer, tims making a good profld margin for all others concerned,

Ts Competition‘in guch a situation becomes non=price,; and centers
on aggrassive selling and services. These effect the demand schedules
of any one marketer rélative to other marketers, but do not aifect the
total demand. As all marketers enter into this type campetiﬁion, costs

1

rige and high

gher selling prices are reguired in order to maintzin proifits.
The results of price leadership in gascline marketing may be

summarizeds

o1 .
ks Hearings P.R. 113, Part 15, o op. cit., ps 8700,

L2 Hearings P.Re 113, Part i, p. 7737,
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1. Establishment by the dominaﬁt marketer of a price higher then
would exist under normal competition, Gasoline has a relatively in-
elastic demand, witi: this iInelasticlity as a basis for pricing, the
administered or ¥normsl' price will therefore be higher than a freely
established price, with resultant increases in the profit of all sellers,

2, The following of this fixed price by price competition, since
the competitive companies realize that any price cutting could bring
immediate action to meet the lower price. Price cutting in one area
could possibly result in retaliatory action by the leading marketer
lowering price over a wide area bto discourage such action in the future,

Price leadership is further complicated by the independent dealer
who markebs an unbranded gasoline, These concerns find that to attract
a profitable volume, they must offer a concession in price below that of
their competitors selling a branded product. The independent, selling
non=-branded zasoline to seli-owned service stations became a recogniz=-

able threat to the integrated petroleun companies during the depression
vears. These independents became a factor in gasoline marketing due to
three causes: (1) the stronger appeal of reduced price, (2) the use of
transport trucks which freed the independent from the necessity of
locating on a railroad siding, and finally, (3) the increased number of
men seeking a new business field,

These independents found the established price structure so high
that they were able te offer a cut price and still enjoy a profitable
margin. This competition resulted in placing s limitation ﬁpon the
policy of price leadership. Inrcads on volume of the established
marketers were sufficient to cause them to lower prices to a competitive
level. As the independents became firmly entrenched, the dominant

marketers raised the price sufficient to permit a limited price



5k

2

differential favorable to the independents,

That this limitation upon the policy of price leadership was
effective is indicated by the creation of so-called "normal" and "sub-
normal" areas by the price leader. Within the 'sub~normal" markeit, the
price was low snough to discourage an excessive price differential
between the independents and the majors, Thus the retail price is set
by the dominant major oil company in any area, But, if this price is
higher than will permit the independent to sell at two cents per gallom
differential, he will increase the differential to the delriment of his
major competitors, This threat of underselling by the independent
markeber acts as a brake on indiscriminate price advances,

The quality of petroleum products has displayed the progressive
improvement characteristic of all commodities whose technology has
received the stimulus of keen competition, The gasoline available to
the motorist has been inereasing in uiility from an engineering stand-
point for the past thirty years, Ur., Frank W. Abrams, Chaimman of the
Board of»the Standard 0il Company (Wew Jersey), presented the views of
the petroleun industry in regard to price, when he said:

A lot of people think the price of gasoline is high,
Actually, the average retail price of gasoline received by
the vendor, is aboult the same today as it was twenty-five
years ago., Of course, that does not include the taxes you
have to pay on it, which have increased more than three-fold
since then.

Furthermore, since the guality of gasoline has sieadily
improved in the last gquarter of a century, the power delivered
by two gallons of todayt!s gasoline is equal to three gallons
of 1925 motor fuel, While costs have materially advanced ==

the price of gasoline == less taxes == is asbout the same_es
it was although the quality of gasoline is much bhetier. 3

£ *; I 9 ‘ ¥ - ) - 1, -

L3 Frank W. Abramt's address, The Professional Character of Business
Management, at the Annual Meeting, New Jersey Chamber cf Commerce,
November 30’ 19503 Pe 6.
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The average retail price of gasoline (excluding sales tax) in fifty
representative cities in the United States declined from 29.73 cents
per gallon in 1920 to 19.99 cents per gz;allon.,b’li During the same period,
and for the same cities, the average sales tax, Federal and State, has
increased from .1 cend per gallon in 1920 to 6.67 cents per gallon in 1950,

Recglculating the retail price of gascoline, excluding sales tax, in
fifty representative cities in the form of index numbers with 1923 taken
as a base of 100, and comparing thes results with the National Industrial
Confarence Board indexes, which has like bases, the retail price of
gasoline in 19h6 averaged 69.7 per cent of the 1923 level whaereas the
index ﬁumber for other listed items averaged from 91 per cent to 127.6

b

ver cent, 5 The various price comparisong by years from 1931 to 196

well bears out Mr., Abram's statement tha' gasoline prices are a recogni-
tion of the léng—term claims of its customers to a better and better buy
when they go to the market place for products.bé

Credit.

The average service station does nob have a sufficient volums of
business Lo warrant the services of & capable credit manager. The
operator himself is often a poor judge of credit risks, being more
anxious to close a sale than to he cautlous in his credit extension.

The credit card system used by the integrated oil companies pro-
vides an answer to the credit problem, Under the existing credit card

systen, application for consmer credit is channeled by the operator to

the credit manager of his suoplisr. After the usual investigation,

ik
L5

Table II, supra, p. L9.
Table IV, p. 56.

LA
49 Frank W. fbrams, op. cit., p. E.
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TARBLE IV
THDEXES OF U, S. BETAIL PRICES OF GASCLING AND OTHER ESSENTIALS
(1923 = 100)

Gasoline

Service~-

Station Cost Fuel

{(Exclusive of 5 and

Year of Tag) Living™ Foods (Clothing Housing  Light Sundries
1031 Ole7 B7.2  B3.7 105  02.L  00.5 966
1932 65342 779 69,7 66,5 724 8649 93.6
1933 58,9 7he9 = O7.8 5746 63.8 85.2 911
193k EheT Tl 753 TTe5 6l.8 8649 9342
1935 6le3 82.2 80.8 75.0 103 85.7 93.8
1936 67,0 8.1 Bl.6 738 TTe9 86.0 a6
1937 6942 87.8 Blie7 76,9 8645 85.2 9649
1938 66.8 85,7 78.7  Thel 8740 85.2 973
1932  63.2 8l1eS 6.6 7243 8643 8Lia9 96,8
1940 60.5 8543 777  73.1 8649 850 97l
1941 6341 5940 85.3 753 88.5 8749 9%.h
i9h2 58,6 977 100.9 8743 50.8 901 . 10hL.S
L3 69,1 103.1 112,56 89.3 90,5 93,1 107.3
19kl 69,4 10k 110.9 9246 9049 958 113.2
19h5 68,7  106.3 113.0  9h.7 91,0 96,7 115.3
1946 69,7 113,.1 127.6 9942 91.0 98,8 119.8

1 Combined Index.

Source: Gasoline indexes computed from prices reported to the
American Petroleum Institute; all other indexes from WNaotional Industrial
Conference Board,



(expenses for investigetion are borne by the company) the card is

[

ssued to the customer who may then purchase company products_onvcredit
from any of the company outlets or from contractual cutlets outside the
companyts warket area, Through reciprocal agreements with companies
operating in other areas, this credit card may be honored elsewhere in
the United States, Canada, and Mexico, A few of the larger companies
have sgrecments with foreign oll firms and in these instances the credit
card 1 recognized for credit anywhere in the civilized.wnrld.

Though providing a solution to station operatorst credit problems,
eredit cards have at bthe same tlme, been a source of considerable
expense to the issuing company. Upon eccasisn,‘credit cards have been
used as a promotional device. When so used, the cards were issued %o a
selected 1list of potential customers without the customary credit
investigation., Heavy credit lospes were sometimes incurred, Iven asids
from losses due to bad debts, credit cardé have proven expensive to the
marketer with thelr estimated cost ranging from one~tenth cent to over
one cent per zallon of gaseline sold in bthis mannerih7

The independent dealer and marketer complain of the bludgeoning
and ccercive effect of credit cards upon thelir independent status. These
complaints were brought forth in the T.N.E.C. Report.ha

The majors issue credit cards for their "100 per centt
dealers and assume the risk invelved in late or non~payment
of purchases made. Usually in Stales where a particular
major does not market, a reciprocal agreement is made with
some other major, This makes 1t possible for a persen

holding s credit card to buy petreleum nroducts and
accessories on credit anywhere in the United States, ecven

}

a7 The credit manager for a major oil company states that these
estinates of credit card costs are nol wholly accurate but the costs
for an iIndividual company's will be somewhere in this range, depending
upon the strictness of the issuing company's credit policies,

43

ToloEeCey Gpe Gites Report 39, pe 49.
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though the company issuing the card may operato in a limilted
area, 1Two exaﬂplcs may be given, Standard 0il Company

(¥ow Jorsey) and Phillips Potroleum Cor npany each have
reciprocal agrﬂoments with five other majors cevering the
United States. 1his credlt card policy is an inducement

for a split dealer to become exclusive or 100 per cent, since

%h,sc eredit ecards bring a sizablc amount of business to hinm
at nc credit risk, in addition to ob%¢1n1n" one-half cent
higher mwrsin.

This concerided action of the mjors in the use of credit
cards makes 1t wore difficult for the independent jobber or
refiner to compebe, since he usvally sclls in a very limited

area and.does net have reciprocal dealings with other
companies for credit, Therefore, the motorisits who prefer
credit usnally buy gasoline from the "100 per cent® major
SﬁatLOﬁu, eepecially so ont long tripse

Merchandising,

The securing and holding of gallonsage sales by seirvice stations
are o p?ObleS.COLfPDntiﬂg the marketer as well as the service shatien
vmer.  For without the continued demend from the service stetions, the

marketber would be foreced to elther withdraw completely from the marked
or 'peddle' his ga sol;nc o ﬁny‘and atl buyers. Uarkelers of teday have

vrecopnised the fact that the service stetvion is 2 customer whe is

demaaa¢“u, and getiing, prompt and efficient service, This service:

covers & muliitude of itemss

The major taslk of the marketer is to develop sound rationmal re-
lationshins with the individual service steiion to obtain a maximum

utlet. The markeber knows that, 1L the

o

volume of sale" *hrozra Ga

oy, -

service statlion is to establish eificient sales promotion he must have
assistance. The larger integrated ?etrcleum companies have conducted
much researchn vo find what the consumer prefers and desires. A greal
effort has heen expended to publish manuals to aid the service station
in retaining present customers and sscuring new sales,

The manuals supplied to the individuzl brand serviece stations may

ctually be consldersed a correspondence course in service station
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menagenent and selling., Through the use of these guides, the training
of personnel by mérketer re@resentatives; slide films, educational movies,
ang¢ training apparatus, the retaller will increase the efficiency of his
employees and secure additional gallonage at no added cost to himself.
The marketers who sponser such merchandising programs do so at consider-
able cost. Such an initial outlay of funds, with no visible imuediate
results would be prohibitive to the smaller marketer,h9
The primary purpose of merchandising is to increase gallonage sales;
the secondary parpose is to build confidence in brand servicey, The
creation of confidence will aid in the sale of the complete brand line,
Union 0il Company of California has conducted exhaustive sales methods
research, the results of which have been consolidated in a Minute Man
Service Mamal, This looseleal notebook style manual is available on
loan to all dealers in Union 0il Company products,
The condense@ section headings arve:
1. Pump island procedure
2. Haintenance and operations
3¢ Petroleum products and selling points
e Stop-wear lubrication
5. Installation and service -~ spark plugs - filters - tire repair
6. Batteries product data
7. Credit sales
8; Tires product data
9. Sales aids
10, Sales methods and sales promotion

1l. How you can get new customers

)-‘-9 *- . 2 . s sy .
Skelly 011 Company estimates $120,000 was spent in the initiating
of a sales promotion merchandising plan,
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| The manual covers vccm sletely the points which are considered
necesss arts of the service statlon attendant's knowledge in order

that he become 2 creditable salosman, The Saieﬁ lanagers and D':'a,str':t
Sales Bepresentatives considered the training svonsored by the individual
dealeors Lo have proven ineffectual and infantile, The average service
station dealer lacks the resources and the time Yo fully develop the
requisite training progrom, This condemmation is Dully accepted Ey the
dealers consulted. In chv“"ﬂl » the dealers ;’:‘or sr@lil marketers ssys

"le know that we miss
selves,® Adwmission of the lack of ability of

such D“"Obl(u-.) nlus the

O

KR

clearly showrs the smallor distributive nark

Several dealerg guardedly diseussed plans

markeberes whe could and would assigt in sales
service Statio n abtendants,

Self~Serve Stations.

Seli-serve statlons, with thelr cut prices

cla1 ;1@1 by some to be the foreranner of a
dlgtribution.  Others tii k they are 2 1

or miniature golf, to be ignored wnti
5till others see the "self-serve" boom
extremes -- perhaps a warning that the
of operating, and industry relations
aveas where there is an unusval concentration

The Mgeli-servesH

for lessing

passing fad, like

as something in bebtween

industry must

a lob, but if no onc will helyp, we must help our<

station opsrateors to solve

recoenition of the dire need for trained atier *dants

P
o
Das

EY

their

promotion and training of

and big gallonazes are

super-narket era in gaseoline

“lag-pole=sitling

the public gels tired of them.

shege

intensify the study

policies, particularly in

of auntomobiles.

re 2 ﬁotenmal problem te every oil marketing

es may give the publie

firm, if for no other reason than their cut pric
he impression there is too much profit in all gasoline sales,
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#Seli-sorvest are pronibited as fire hagards by laws of eleven
states, and they have been kept out of meny larger cities by 10&11

The increased gallonagze demand has been explained in meny ways; the

*

nayeholozy of mass patronsge approsch is based upon these beli efss

st

1, People save monsy.

2. FPeople feel they carn ithe discount, When somgone offers four
cents off with full service, ‘bhe motorist is wary because hgs thinks
there is a Mchiseli®. The motorist feels he saves by serving himselfs
that otherwiss that discount would not nrevail,

3. People like to serve themselves, Tidls great, tinkering

American yublic like the idez of completing the service operation

themnselves.

he There is no sales pressure, . -
S« The self-serve station is successful., In the oil business, if

Fou have mmcr“ » people want tc deal with you, There iz a tendency to
aveld the empby driveway.,
6. There is no waiting., The American public dislike waiting even
though it likes to patronize the busy merchant.
7+ The seli=gerve stations are lavge. Large~scale activities and

operations caltch the fancy of the American public.

The sucecessiul promobers of self-service statilo

m

s confidently believe
they have set a trend which the mejors will ultimately follow. They do
not, however, predict a wholesale switch %o ueli"-;e“ve because of the
suoply problew with which few operators can cope. - .

These promoters do forecast a "gself-serve" landslide in hle densely

nropulated areas in the event of surplus siocks of gasoline, saying that

the prosent close balance between supply and demand is ‘»11 that is holding
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back the deluge of self-serve stations, The belief is widespread that
the majors could have contained or constricted self-serve growth, if they
had chosen %o do so. Independent operators argue that the majors could
force the "self-serve™ men out of business., They believe the withhold=
ing of pressure by uhe major operators is due to fear they might antagenize
public clz)inioﬁ, or that they might have trouble with the anti~trust laws,

TeBehe

The abbreviated form for tires, batiteries, and accessories (T.B.A.)
is used extensively in the petroleum industiy when referring to iltems
sold through service stations, other than gasoline, kerossne, or lubri-
cating oilg, In the early days of service station growth, all the efforts
of the refiner were devdted either directly or indirecily to the sale of
a greater quantity of gasoline, Historically, the mushrooming effect of
service station growbth was phenomenal, This increase in the muber of
stations was due primayily to the enormous profits which could be secured
from this type of business. The profits to the dealer and jobber on gaso~
line and other petroleum produchs were extremely high; some of the jobbers
can remember and boast of a 10 to 12 cent margin per gallon on gasoline,
With the advent of greater mmbers of jobbers and service stations, ‘which
in many cases resulted in the refiner displacing the jobber and service
station owner, competition forced a reduction of the margin. As margins
shortened, the service stabtion operators recognized the fact that other
sources of revenue were a necessary adjunct to complete the dealer's and
Jjobber's profit picture.

As early as the year 1928, some of the leading petroleum companies,
comprehending the plight of the retailing structure, embarked upon a
program of offering tires, batteries, and accessoriss for sale in their

service station outlets., This prograom was started through a limited
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number of retail outleﬁs. The purpose of this ¥trial balloon' method
was to sales test thelr new items, in service station lines, and to
ascertain their salability and profitability. By the year 1930, T.B.A.
inclusion was fully accepted by the buying publiec, and the petroleum
industry had entered wholeheartedly in the promotion and sale of a
profitable non-petroleum line of supplies,

In the early days of T.B.A., promotion and sale, intra-industry
competition developed in procurement of nationally kmown brand-name
merchandise to sell through each firm's controlled retail outlets. The
mjority of the industry soon realized they had become jobbers for the
manufacturers of tires and batteries, 4s middiemen, their share of the
profits was limited to what they, the petroleum marketers, could secure
from the service station level. IExp rience proved disheartening to the
petroleum marketers because nationally-branded merchandisers could not
be depended upon for proper profit margins and reasonable premiums for
avoiding uwndue or excossive numbers of outlets conducive only to
destructive competition,

' The petroleum marketer in self-defense proceeaed, over a period ef
years, to develop company-owned T.B.A. brands, In some instances, the
petrolsum companies have retained distributorships for nationally-
recognized merchandise., The normal policy, followed by integrated
petroleum companies, has been the letting of contracts for T,B.d. to
manufacturers who number reciprocative companiés strdngly as customers
for their petroleunm produéts. The petroleum companies, in theory, and
often in practice, establish specifications which are ordered by their
individual research Dureaus or departments., The major petroleum companies
believe that through the sale of quality branded T.Be.A. merchandise they

are advancing company goodwill and increasing the return-trade of customers,
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Skelly 0il Company in thelr Harketing Institvte Hanual present a
£,
uablo)a to demonstrate the increasing importance of T.B.A. sales, An

increase from a low of 522,50 per 1000 sallons of gaseline in the year

s,

1930, to a high of {E8,B50 in the year 1947, is ample proof of the

important part tives, batteries, and accessories have played in the over-
211 pictore of retums 3o service-station dealers. In 1928, the Skelly

0il Company had a total sales volume in T.B.4. of $5,000. Such sales

nereased at an unbelievably rapid ralte; se during 1945, total T.BJA.

L.-! I

sales aggregated over $2,000,000. Then in 19L6, Skelly hit an all-tinme

The sales of T.B.A, have raplidly become an important source of prefit
for the aggressive jobber and dealer. During the lean, depressior '-15.1,
years, in the 1930's, meny jobbers and dealers would hot have stayed in
buginess except as a result of additional profits made frem the =ale of
tires, batteries, z-m.d accessories,

An interesting facet of the sale of T¢B.A. has developed in the
vears following the war, Service stations offered the automotive consumer

such merchendise as electrical appliances for routine househeld use, such

s toasters, electric irens, waffle irens, electric fans, and other 'Ll]

itemse Petroleum marketers volcee the opinicn that tests have proven %o
then that while they could do an acceptable job on the sale of this type

7]
45]
Tedo
By
ot

merchandis bimes of short supply, they zre now satisfled that this
nen=antomotive merchandise dees nob belong in service stations in normal
times, Some of the "die-hard" cxecutives will continue to force service

stations to cavry a full line of company-branded merchandise., Huch

50
51

Reproduced on p. 65.

Skelly Marketing Institute Manual, p. DAB-TBA-SR,



TABLE V

T,B.A, SALES THROUGH SURVICE STATIONS

1930

Tires $10.00 to every 1000 gallons of gasoline
Batteries 5 150 to every 1000 gallons of gasoline
Aecessories $ 8400 te every 1000 gallons of gasoline
1935

Tires $21.00 te every 1000 gallous of zasoline
Batteries $ 64,00 to every 1000 gallons of gaseline
Aceessories $12.00 B0 every 1000 gallons of gasoline
19h7 (Bstimate)

Tires 835,00 to every 1000 gallons of gasoline
Batteries % Te50 to every 1000 gallons of gasoline
Accessories 416,00 to every 1000 gallons of gasoline

Sources Skelly Marketing Instituite Manual,



low-turnover merchandise represents a substantial financial investment

L)

or the service station operators who are normally not in a2 too liguid
position, The petroleum companies who aggressively push 100 per cent
brand lining are creating an unfavoerable dmpression if not active

hostility in the minds of the operators regarding T.B.A., sales. These

opinions must be recognized and successiully conciliated before the

HJ

jobbher or service~station operator can do his begt aggressive selling

of T B'A . |
The question that arises is: Uty sell T,B.A, in a service station?
The service station is a legical place for motorists to buy tires,
batteries, and accessorics, The natural state of ai¢alfs should be thab
motorists who drive into a service slation for gasoline and motor ell,
should alse find it convenlent to purchase thelr aubomotive needs =~
products they need for the sale and economical operation of their car,
The ressons follows
1, The service station is usually conveniently located for the
moborlst,. BLLH“ near the consumerts home, office, or place of work, the
service station is situated favorably so that the motorist need not go
out of his way to stop and buy.
2¢ The service station is a logical one-stop service, following the
trails blazed by slert merchandisers in department stores, drng sieres,
and zrocery supermarkets, People have become conditioned to buy most of
3; Yotorists who trade regularly wilith a particulsy service station
‘Snvarlably have éonfidenc& in the manager and his assoclates; hence, they
are in an admirable positior t0 reccmmend products to customers.
| he The motorist has added confidence bécause national@y}adverﬁised

TeBJA. products are usually sold at service stations.



5¢ A service station is open for business for more hours por day

than the automoltive stores, and thus the moteorist has more opportunities

2

to shon, Too, adjustments on tires, and batleries can be made casier,

3

even on Sundays and holidays, when service stations are open for business
although other places of business are usuwally closed,

oy

The reteil level must ravionzlly recognize ithe dominant position

service stations hold lor distribubting T.B.A. The peitrolewn industry is

interested in the profits engendered by the sale of tires, batieries, and

accessories, thus thege marketers strive to pr

&

ronote morve fully the sale

There are basilcally four parts in a successful T.8.A, promotion.

1. The advertising, which if successiul, gets the notorist teo the
point of sale for the first wime. ALl company advertising is created
with that theught in mind,

2o The oroper use of exterior and window displayse This phase of
promotion is considered very important, since the actusl merchandise may
be digplayed with a timely sales story, and these displays are usually
located near the siation e:n‘foz“ance s thus leading customers inte the sales
TGO,

3+ Interior digplay tells the complebe story to the prospective
buyer. Once inside the stalion, customers may actually pick uwp the
merchandise, compare and decide,

Ly The sale itself, since the first three aspects are valueless
mless the dealer is properly instructed and taught to complete the
transaction.

Two of the petroleum companies consulted in developing this thesis

=

£

sale of tires,

(Ja

&

ELts

the

O

had such widely divergent ideas and policies regardd

batteries, and accessories that the writer secured permission to identily



and present bhelr views., Differeance of policy seems to be one of the
privileges of the American business world.

Continental 01l Company expressed the yollowing opinions:

1. T.B.4, merchandise is too specialized and Conlinental
is a petrolewm company and is interested only in petrolewn

products.

2. Continental deems iltself insufliciently equipped to
meet, the competition ol awbtomotive corporations,

3. The service station is physically designed to sell
gascline and not built to store, or sell T.B.A. merchandise,.

Le Continental does not believe they would be rendering
a gervice to the public,

Magnolia Petroleum Company presented their views in the following
(o) 154 >4

1s ToBuA. would be sold in service stations irvasnective
of policy.

2, Uagnolia has furnished tﬂe l'B.“. manufacturers retall
outlets so they migh% as wel rofits.

3e TeBede is an integral

a7t of the service to the
CRSTOMENS e

1.

h W;gnmlia vpeciﬁiﬁﬂtﬁons are set high, to ;n‘ure only

guality merchandise, thus they are supp }‘nz a2 service to thc
custouer,
Y. Service stations prefer one supplier.

£

6. Company handling T.B.A. 1s economically mere efficient.
The difficulty of determining which company is using the proper
merchandising procedures can not be solved by an emotional methed,
Bmpirically, if TeBehe can be handled with economic ease and increased

profits, the solution would definitely point toward increased sale of

T.B.A. through service station outlets., I added departments, contacts

with suppliers, and increased merchandising expense are not offset by
increazed gallonage, and the profits ensulng {rom T.B.A. sales, the
answer would definitely be for the petroleuwn company to confine itself

)
A

to refining and selling petroleum products.,



CHAPTER I1I

WHOLESALE LEVEL

The whelesaling funcition is performed today, in the same fashion as
it was in the early days of the industry, both by refining companies
through company-owned and managed bulk stations, and by independent
wholesalers, Independent wholesalers are referred to in the petroleum
industry as elther Jobbers or distributorse The wholesaling function con-
aists of receiving gascline, mobter oil, and other products in tank-car
or other wholesale quantities into the buolk-station storase tanks and
WArshouse Space.

The group of functions which have been denominated as wholesale
functions are performed by fully-integrated marketers and by three other
types of institutions, distributors, wholesalers, .and cooperatives. Many
fully=-intezrated mariceters operate two types of bﬁlk plant: the salary
bulk plant and the commission=-agent bul@ plant. HNormally, the fully-~
integrated marketer owns most of the equipment of both kinds of stations.
Salary plants are operalted by managers recelivin g'salérles from the com=-
panies; all tne bulk plant employees are consideféd and treated as employeea
of the_ﬁ“rﬂeter Commission plants are eperated by agents who receive their
compensation in the form of gallonsge flow commission., The agent normally
pays wages to the bulk plant employees, and other expenses out of his_
cormission. Some integrated companies have a third type of bulk plant,
operated on a consignment basis.

The three remaining types of institutions which perforn the wnolesale
function are distributors, wholesalers, and cooperatives, Disiributors
are defined ;n.the petroleunm industry as organivations, which sell gascline

under the brands oi their supplier. Distribubors normally have continued
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relationships with a single supplier, although they are occasionally
induced for Qfacblc al reasons to shift from one supplier to another.
Host distributors are partially integrated marketers, in that they have
some retail stations of their own; furthermove, they have integrated the
wholesale and retail functions in varying degrees depending upon the
nature of the business they handle, A few distributors are examples of
non~integrated marketers for they sell exclusively to reiail stations
which they do not own,

Wholesalers differ from distributors, in that they do not handle the
brands of suppliers, but sell their own brands of gasoline. Wholesalers
shop continuously among suppliers for low prices, and are believed by
many to be the most Lmporiant purchasers in the spot-carge and tank-car

narkets, Host wholesalers coperate some retail stations of their own,

4

In the petroleum trade both distribulors and wholesalers are usually

.L

o

called "jobbers", but they differ so wmuch in function and methods of
operation %hey should be dist;lguished. Tn this thesis, the term "jobber®
will bhe used only where the statement made applies equally to both
distributors and wholesalers, Where the statement doés not apply egually
to both, the terms just defined will be used,

Closely resembling the activities of the independeni jobber are those
of the cooperative oll-distributing companies, usually referred to as
Ygo-opfs In recent years, consimer cooperative asscciations have assumed
some of the wholesale functions. Cooperatives were originally organized
for the purchase of farm supplies, but they have extended their operations
te include motor fuels and lubricantse. With the growth of cooperative
retail sales in some Midwestern states, the retail societies began to

band together 1o de their own vwholesaling., Thers is a strong possibility
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of the cooperative action carrying integration one step further by erection

Kl ]

of relineries, The growth of cooperative enterprises in this field has
%

been fosterved by certain exemptions from taxation and other governmental

encouragenent,

The independent oil jobber is an individual or localized corporation,

who owns and opervates a business, distributing part or all of a general

3
<t
2
5
?
0
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line of petroleum products. One jobber, or company may place emphasis on

the sale of gasoline, while another specializes on lubricating oils or
o 2

“

T.B.4, One such jobber may own and operate service stations, while another

leases his stations, and still anotiler may devote most of uis atiention to
he Tarm trade,
Whatever the detailed variation in the types of their businesses

©

lities of guificient size to

e

these local jobbers own distribuving fac
warrant receipt of largse volume shipments direct from refinery or marine
terminal, This wmeans that these jobbe?é own from one Lo a score oY more
of tank=-car bulk plants, or one or more barge or marine terminals., The
Jjobber may possess strings of service stations so equipped as to receive
petreléum in large Lulk gquantities or in tank-truvck transports. Whatever
type the facilities, uney mist be large enough to unlead and store
petroleun products shinped in large guantities.

These jobbers are neeessary to recelve petrolems products at the
terminus of the lowest-cost bulk transportation and there to Efeak up the
shipments into the °ma11er quantities required by the consumer. Breaking
bulk may teke the form of tank-truck delivery to retail ocutlets or
delivery direct to the consumer!s auvomobile tank from the vending pump.

x

cheapest transition from bullk to the guantities

A

To provide the quickest a

1 s . s - . . et s e
The first cooperative refinery was built in 1939 at Philipsburg,
Kansas, by tune Consumers Cooperatlive Assoclation, Worth Kansas City, Missouri.
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used by the ultimate consumer, is the function performed by the jobber.

In addition to providing the physical break-up from bulk into con—
sumer quontities, the independent cil jobber acts as‘supefvisory'ﬁanager
of the wholesale=-retail operation; The jobber is fﬁlly responsible for
the friendly relatlonship with the ultimate customer that is necessary for
profits He transaclts or supervises all the sunll details of this relationship
with the oll industryts final customers.

If the final delivery is through a dealer or retailery the jobber sees
that the individual retailer does & job that is satis“actory.to all comn=
cerned, The customer should be satisfied with the sevrvice and product,

The refiner should be pleased at obtaining an outlet for the gascline, The

Jobber should meke certain of an adeguate meargin, and finally, in the long

o

chain to be reckoned with, the dealer should obtain a profit commensurate
with his labors,
In presenting the reasons wholesalers developed in the industry, one

must realize the importance of distinguishing among the Pacific Coast,
5 >

-

ot

ne Fast, and the Mid-~Continent regioné. There are relativ ely few whole-
salers on the Pacific Coast, a large number in the east, but the majority
of wholesalers are in the Middle West.z The masber of wholesalers reflects
to a substantial degree basic differences in the character of the industry
in the several areas. On the Pacific Coast, suppliers, whether large or
small arc close to the market. The small refiner nsing a few transport
trucks, oftenvcan'deliVGr directly from his refinery to retall siations,
S;nce many suppliers are near lidewater, the suppliers find they can ship
in large cquantities to ferminals or terminal operators at points along

the coast,

Bstimate by O0ffice of War Information, 1945, that the Midwest
contained more than 8,000 distributor-jobbers -- more than 70 per cent
of the total in the United States,



In the East, there are mere wholesalers than on the Pacific Coasty
but considerably fewer than in the {iddie West, Petroleum markelting was
firet developed by tie original Stendard 0il Company and its subsidiarvies,

- % .

which used company-~bulk plants quite extensively from the beginming.
Wholesalers ave strongest at seaboard points where they are able to draw
A
wpplies from small refineries located on the Gulf, from integrated com~
panies, and occaslonally from foreign sources, Wholesalers range in size
from those with a gin

le~bulk plant and no retail stations to terminal

17
et

-

operators with river and ocean verminals, bulk plants, and a chain c~
retail-stations, Some of these wholesalers have developed a strong consumer
acceptance for their products which permits them to compete directly with
integrated companies.,

The wholesaler developed early in the Mid-Continent area, With wmany
new oil i‘ields gpening up rapidly, a large number of small refineries were
erected by fimms with limited financial resources. These COonCerng were
rot able to finance boith refining and marketing facilit
salers quickly developed in order o market the products of these refineries.
Since the wmit of transportation was the tank cary, it was relatively esasy
for men with limited finangial resources to engage in the wholesaling of

ol:um vithout a greal investment for inventory. Such 1&!10105'&101’”‘ were
in a favorable bargaining posiition, because they were able to "play" one
refiner against another, The result was that wholesalers became more
important in this reglos 11 than anywhere else in the count W.B

3

The reasons for the development of disitributors differ to some ez{te"zt

from those just pgiven for wholesalevrs. Sectional variations ars nobt so

pronounceds. The variations that do exist result largely from differences

3

D. Thomas Curtain, Men, 0il and Var, p. 235.




h

Thera ave "1&11:] reasons viyy integrated oll companies use distributors
in lieu of thelr o bulk plants in certain territories. Many firms, though
doix g business in several states, 1m.c “spotty® dis t‘i?nﬁlon. that ds,
ﬁmy do not have a bulk *nl ant near enougn to all conpuming cenlers to permlt

oY

soonomicel deliveries, Vhen such an integrated marhketer is expanding

dis*wibu"cion, he may seck distributors in order to avoid the finasncial
cost of bull-tank station invesiments, The in tegrated petrolevm company

2 £

may szek an existing distributor in ordor to avoid duplicating facilitics.

=t

Sometines a company enters into contracts with distributors who have
unustel selling abilities and large clientele in order teo obtain the volume

k]

witich they control. The

igtribator is often a jobber whe -has previously

been a rhiolezaler and who desired cr was foreced to shift to well-known

LA

brands, Occas ior»aJ.} y a company uses =s & distributor, a man whom they
would like to employ as a aried manager, but who prefers to repain

independent. As a result of advances in wage rates and in taxes,

. 1, a

independent distributors, in some instances, now have lower costs than

C')

3.

company=-bulk plants. In some areas, due to transportation factors, a

bulk plant is cdesirable, but thers moy not be enough sales to support the

management, sales, and office overhead of 2 speclalized

&e
ion. A distributor, therefore, who can nanage more bhan one business,
crmploy a sales force for service station sales, contract or control other

service gtation purchases, and sell snd manage $ales of T.BJA., will
survive., If tids disiributer is capable of economizing on the overhead

£

of the merketing sbeps taken, he may be in a position to perform the

function of wholesaling more cheaply than the fully-integrated marketer,
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Contract-buying.

During the early 1920's, most independent jobbers sold their products
under their own brand names, buying the finished gasoline on the open mar-
ket. They were extremely competitive in boih purchase and sale, A policy
has always existed among the major oil companies of chastis 1ng any marked
where independent competlti became important, In the early days, the
Standard 0il Company did not post a retail price. They posted a tank-wagon
price at which the dealer purchased, By ruse, or cthervlse, the Standard
011 Company would get a ticket showing a lower price by some company in a
territory where it had a bulk plant and Standard would immediately lower
the tank-wagon price. With bulk planis everywhere, the control of the
selling price of Jobbers was an easy matter for Standard.,

The fact should be peinted cut that Standard Companies have always
posted a tank~wagon price at which they are willing to sell dealers. TFor
many years, they also posted & service-sitation price., With complete bulk
plant coverage and control of a2 substantial portion of the velume, no one
could_sell>at a figure higher than the price fixed by Standard. IT the
industry sold lower, the usual Standard policy was to meet the lower price.
tthen the spread between refinery price, (tank-car spot sales) and the price
to retailers (tank-wagon prices) diminished, the jobber in a price "squeeze!
had to absorb the loss or go oulb of Dusiness.

Being Yhard-pressed" in a local area, tue independent would probably
ask his independent reflner for a "guaranteed margin® on the local market.
That is, protection of a certzin amount of spread so that he could stay in
business, Failing to get this concession from an independent refiner, the
jobber would be veady to accept such a contract from the major oil companies.

The huge advertiging progran of the major oil companies for their

products involving newspaper, magazines, radio and billboard, enticed



7%
another group of independent jobbers to leave thelr independent sources
of supply and traxoieﬂ to & major oll company source of supply. With this

transfer, the dlotflO&bOL sold wnder the major oil company's brand.

Uany other methods were used by the integrated petroleum companies to

induce or force jobbers into contracts with them, The petroleum companies!

activities have followed several methods of attack which have been cutlined

by ¥r. Paul T, Hadlick, Secretary and Counsel, Wational 0il Marketers

n

Association:

1. updS@OdlC price wars were broumt about, jobbers?
overall margins were cut copslderaolj~ sometimes the price
wars cansed them to distribute at a loss. At the same time
the majeor companies ofifered the JOQDE?S in the price-war area
uniform contracts containing o guarantce of a 2% cent net
margin, The argument was used thal the Jebber would be pro-
tected in event of price wars and that the guaraniee clause
would bring about a splitting of the losses bebween the jobber
and the major companies. This was the origin of the so-called
Usplit feature" contract. Hany a jobber signed up on these
contracts since the situation looked rather disastrous to his
business. He knew price wars existed, but he was unable to
colliect prool thnt the major cogpqalbs, who were oifering him
the guaranteed conbract, had brought about the price wars. At
times price wars were nobt developed in the open but price-
cutting was indulged in, Courtesy cards setting up charge
‘accounts carried by the major companies were distributed by
those companies to motorists generally without regard te whether
they weres customers of their brand or not. At times it was the
practice of giving these courtesy card cautomers a discount at
the end of the month when they were billed for what they had
purchased. The retailer, who was selling & major brand on this
charge account system, did not bear the expense of carrying the
account, The major oil companics fimanced the customer 30 days.
The independent filling station operator nmaturally called upon
his supplicr to finance a like charge account system. The jobber
in many cases was unable to do tiids because his margin of profit
was not large enough and e was often unable to borrow money
from the banks, even at high rates of interest, tc finance
service station customers for 30 days.

2., The major companies had all embarked upon national
advertising. The billbeard, the newspaper, the magazine, and
the radio were used Lo advertise these major refiners'! brands.
Public aceceptance was bullt wp by these means. ‘”hc Jobber who

1

had built up his geodwill in his own brand in his locol area
h 0

i

Hearing, P.R. 113, op. cit., pp. 9158-59.
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The result of such action Oj the pelroleum companies was to shock
the jobbers into the realization of their precarious positioﬁ. In
desperation, the jobbers demanded guaranteed marging from thelr sources
of supply, Eventuslly, mest of the jobbers were tlms signed up on con=
tracts bearing a strange familiarity one o ancther, contracts which
suavanteed them a2 definite wargin in thelr locality under the pasted retail

e Stendard 01l Company ov price leader for that area, The use

“ice wars hastened many jobbers to make wp thelr minds, The

G
=
-
[}
O
£
o
re}
H

margin of the initial contracts was fair enough, but with a sliding scale
provision based on the prices for gasoline published in trade papers, all
that was nceded was for the majors to control the refinery price and the
situation was in their hands.

lnd

The advenht of the petroleum code under the N.R,A. gave the large
integrated companies their golden opporiuanity. Under.the guise of doing
something aboutl may :etlnw, they bent thelr efforts to perfecting controls
of production and refining. ¥When the code did not worlk fast énough to
satisly them, the major petroleum companies resorited to 1llegal pool-buying
of gasoline.s

At times there vav ve a question as to whether 2 go~called independent
g but spirit. Some former Jobbers
have leased thelr planis to inltegralted refiners and onerate them as the
refinerts agent, receiving goods on consignment. The spirit of that man
may bz independent but actnally he is no longer in contrel of his actions,
either in buying or selling. The law may classify him as an independent
contractor for social security and other tax purposes, but he can neo

. -

longer be truly classified as an independent olil jobber,

e ' ;
2 United States vs Standard 0il Company (Indiana) et al., No. 11365,
Criminal,
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Bulk Plants.

The wholesale market spans the entire country, and bulk plants are

almost as widely scatlered ac arce service stations, Dudk plant operators

recelve gaszoline In tank-car lobts, store it, and make delivery by tank=-

o

- 1

truck to service phations, commercial accommis, and farm trade, Yot many
service stations, and few of other bulk plant cusltomers, are equipped to
receive gasoline in any other way than the small guontities which these

L

plants can deliver effieiently, The bulk plants are necessary, therefore,

to the existing gas structure.
The cost of operation of a full-service bulk plant is about 2 to 3
cents per gellon, depending on velume and the distances covered by delivery

tank-trucks .6 This cost, plus the four~cent per gallon margin alleowed the

oy fl’ﬂ‘*‘lnﬂ‘
toek
1mc1@ P rouUnG
storage capacity suificlent to receive deliveries dirvect from refineries,

2 3

In addition to this wide spread of 6 to

o
o
M
o’
=
‘-,-J
|v~¢
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d
Fi

thus by-passing
7 cents per gallon, these operators were able to buy gazoline below the
net refinery price which the integrated companies were realizing. As a

resuld, these stations were able to reduce the retail price substantially,
and still secure a profitable volume ab 'ea'cl'- station,

This development leads %o certain conclusions regarding the fubure |
status of the bulk plant as a mrketing institution., The bulk plant was
of prime importance to kerosene marketing, Already established fow

yrketing, the natural marketing reaction was to use

bution of caseline. Material was roecelved

“

6 Hearings, Pe®. 113, op. cit., p. 3693.
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at the bull plant by tanki-car, stored, and Gelivered by tank-tbruck,

4

Together with the nowly developed service station, the bulk plant
represented a high degree of morketing officiency. .

Deliveries to service stations were mede in small quantitices, because
of the limited lead capabililies of the tanik-wagon trucks, Underground
storage tanks atbt service statlons ranged in capacity from 270 to 1000

2.

gallens, This was sufficlent storage considering the accessibility of
the service staticn To the bulk plant.

The pressure to cxpand marketing operations resulted in the major

-

companies increasing the number of oubtlets, each of which consequently

i)

did 2 smaller total volume of busimess., Thiz expansion served to entrench

L.

the bulk plant as a vital link in the marketing structure. With the
introduction of the truck transport, scme independtent rotailers took a

. - - N -

step toward decressing markebing costs by recsiving shipments divect from

c'3"

the refinery at service statlions., This saved the ceost of bwudk plan

Y »

operations and made it possible to sell at a lower retall price.

e b

Some of the integrated petrolewm companies nave ratlonally followed

this lead, and have been able Lo make usce of sirategically located pipe~

£

line terminals to effect further savings in transporitatlon costse. Pipe~

. 3

line transportation is cheaper than itruck. 4 Jud

Ty

ble any company having the pipe-line facilities to b

=d

F=0ass

the two, ens

t
IS
¢
t

the bulk plant completely, 8o far as service station deliveries are

1

concerned.. This 1s accomplished by shipping direct from the pipe-line

+

terminal to tho service staetlon by transport truck, thus making the bulk

s

plant obsclete, except for delivery to farm and other small-volume
comnercial accounis.

Jobber Comnlaints.

There are scme differences between the basic problems and complaints

£

the b&o types of jobbers; namely, wholesalers, and distributors..



Basically, wholesalers

Some of them even argue that the integra

the

sell their own private brands

integrated companies. Because

gervice, the public gencrally accepts

paniees as the

complain that it is diffic

conditions under which wholesalers operate must be

of ga

standards of value, and

81

uld ite

to make a prof

ved companies

dell burately andeavor
industry. To evaluabe this complaint,
scrutinized. They

soline, net the brands of the large

of advertising, product improvement, and

the brands of the integrated come

4

ordinarily doss not buy leszs-well

known private brands without a price inducement. This means that whole-

salers! private brands of gasoline uswally must be sold on a price-appeal

basis., This, of course, is a situation guite common to a great many other

industries, such as groceries, drugs, and cosmetics. Since wholesslers

mast sell their private brands at a price below those of the brands of major

companies, the problem is how to do this and still make a profit. Whole-

salers ordinarily are not able to undersell on the basis of lower costs

of bulk-plant operation. Hence if wholesalers are to undersell, they

usually must sccomplish this end by reducing retall costs throngh high

volume at cut prices or by buying at lower prices. Thus, there are two

gituations in which wholesalers get along very well, namely, periods of

Y i

sion and pe

)

f=ty

buginess depres eriods of rapid @Xp101tanlon of new sources o

it

€

crude pebroleun, for in both these situations, there are plentifu

supnlies of cheap gascline,

When stabes adopted preoration laws, supplies available at distress

prices may have been reduced, even though there was considerable gasoline

available which had been refined by Sﬁqi1 vefineries from so=-called %hot

oil®, With the passage of the Comnally Act prohibiting interstate ship-
ment of products produced from Thot oil" and with the improvement in business

and gasoline demand, the supply of lower-price gasoline available to whole-



salers has decreased. Some wholesalers oppesed the passage of the Comally
Act because they thought the act would result in a smaller supply of
lower-priced gaseline,

One of the factors which has pul ithe wholesalers under pressure has

been the long dowmward trend in gasoline prices. The prices of the brands

of the major companies have moved dowaward over a substantial period, to

the great benefiﬁ of the consumer but, of course, to the disadvantage ef

Lt

wholeselers, who have to maintain a price differential lower than the prices

of advertised brands., The large integrated companies have the most upwto=
late refining cqulpmpnm and have tlms been able to improve the gualiify of
gasoline to a very marked degree, whereas vhclcesalers buy much of their

gascline from small refiners who often do not have the cracking eculipment

5

better gasolines are ordimarily obitained., Thi

0’2

from which the quality

B

difference increases the difficulty of the whelesaler in atiempting to

a2

maintain a differential between prices of betber knowm brends and his cwn
supply of gasoline.

Another development in the oil industry during the last 15 or 20 years
has contributed to the difficulties of the wholesalers. The integrated
petroleun companies have given more attenticn to the development of brand
demand. In the carly stagss of the industry, the companies sgught o
create & zreater brand demand by increased advertising and saies pronotion
and particularly, by the provision of stations and service which pleased
customers and brought increased patronage, Alert'whclesaleré recognized
the values of service and locationy nevertheless, they did not possess

the advaﬂba“os of advertising.
Distributors complain that the integrated petroleum companies have

o

deliberately reduced the margins of the distributors in an efiort to

eliminate them from the industry. This idea of climination is a fulse
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concept. Some refiners rely almost entirely on distributors and mosth
refiners sell through distributors at least in parts of their marketing
territory., Distributors, therefore, are considered by their refinery
suppliers as an essenbtial part of the distribubion system for their gasoline,
Beconse of thelr local sianding, distributorg frequently are preferred over
company facilities, so long as they can operate at least as effectively as
the companies themselves, When a digtributor, in the eyes of the refiner,
fails to keep vace in methods of selling; or in facilities for physical
handling, or when his cosis or volume are out of line with the manufacturer's
own experience, the manufacturer uswually wdertakes the job of wholesaling
hinself,

There has admittedly been a decrease in the margin of spread during
recent years for both wholesalers and distributors. The declining price
structure of the petroleum industry inevitably has exerted pressure on the
jobbers! margins. Ancther factor which has exerted pressure on the margins
of wholesalers and distributors, is the decrease in the cost of performing
the wholesale function; that is, the decrease in the cost of operating bulk
plants. Wew transport trucks and new types of trucks for making deliveries

vom bulk nlants to service stations, coupled with ilmprovements in highways,
have directly lowered unit costs, and have indirectly made possible other
savings from the consclidation of bulk plants. Hany large integrated com~
panies have been steadily reducing the number of bulk plants and increasing
the quantities handled in each., Intensive siudy has been devoted to the
best methods of loading brucks at bulk plants snd unloading them a2t service
stations. Similarly, cafeful studies of truck routes have minimized back=-
tracking and have reduced the number of tripsimade with less-than-capacity

leoads o



8k

Both wholesalers and distributors somebimes complain about suppliers
competing with them for business of commercial consumers and service
stations. Priceécutting by the refiner to the commercial accounts is the
methed in use by the refiner, Service-station sales are secured by non=
price competition of supplying equipment or extra services. Deubtiess
where such methods of weaning away the jobbers! developed accounts are

resorted to regulariy, ratier violent competition often resulis,

Inherent in pgasoline marketing are risks of these general types:

1, Destruction or detericoration of the gasoline itselrl

2. IDvaporation

3. Temperature change

i« Price fluctuation

These foregoing risks must be borme by the title-holders. The
inflammable nature of gasoline creates a constant fire hazard, Hethods
of safe nandling have been se highly develépeﬂ that this risk, although
constantly present arcund gasoline, has been greatly reduced. Insurance
is available to cover thls risk and the premium is often paidy in pari, by
the marketing leasor, Marketers depend upon rapid stock turn to offset
the detericration in storvage to which gasoline is subject.

Evaporation may also cause the markeber possible loss, DBecause of
its volatile nature, a certain smount of gasoline escapes inte the outer
alr except when the gasoline is contained in a closed vessel., This loss
may be minimized by the use of: (1) devices on storage tanks that trap
the escaping vapors and recondense them, (2) light reflecting paint, and
(3) care in storage and handling. Wevertheless, a certain amount is lost.
Yany states recognize this fact and allow a percentage loss in volume in

accounting for the state gasoline tax.



Temperature changes are a potential cause of loss in volume of
gasoline handled. The customary practice 1s to measure gasoline corrected
to a temperature of sixty-degree Fahrenheit, The product shrinks with a

drop in ie

£

aperature and vice veirsa, Although receipts are accounted for
by a refinery and bulk plant at the sixty-degree temperatbure, ne correction
is made on deliveries by tank-truck. Depending on weather conditions, a
bulk plant operator will show either a loss or gain in volume during an
period of time.  These losses and gains tend to average out over a year's
period, but wholesalers generally allow a one per cent net loss on yearly
volume as an added safety element to avoid loss,

Risks of mevket fluctuation, also borne by the title-helder, are not
a source of serlous worry to markelters. The fluctuations are usually small
in relation to total price. In addition, there is a general lknowledge of
impending price changes before the event, so stocks may be adjusted

accordinglye

Aid To Jobbers.

There are Two distinet schoels of thought in the petroleum industry
regarding the integrated petroleum companies! aid and assistance to the
wholesale levels of distribulion. The more rational approach is te
identify the jobber as an immediate part of the individual company. As
an affiliste member, the jobber recelves all the ald and assistance that
can possibly be glven to hime The jobber recelves the identical treate
ment extended to a company-owned and operated bulk plant operator,
Dismetrically opposed to this method are the policies of the inbtegrated
petrolewn companies whe strive for competitive advantage over thelr cone-
tracting jobbers. These companies asscrt that once the gasoline has been.
delivered to the jobber, il is his ard not their responsibility, 28 te

whether or not paid jobber sells the gasoline,



Cosden Petroleum Corporation, a smaller-thon-—sverage integrated
petroleum company, i1s an advocate of increased aid to jobbers. Cosden
realizes that the financial resources of the jobber are limited, Cosden
likewise recognized that the jobbers had litile or no wholesale storag
and hardly ﬂnough rolling eguipment to start a business, and possessed
insufficient operating capital., The problems confronting a Jobber ars
tremendeous and without aid and assistance, the rofiner often senses that
Jobbers will fail, Cosden has variocus means of aiding joebbers in coping
with their financial difficulties, but the Cosden Company does not agree
to beszr the entire responsibility, 4 credlt department, for the aid of
jobbers in financial distress, is the method of assistance used by Cosdeﬁ,
Although the basis of payment for jobbers is theoretically cash on delivery,
Cosden, nevertholess, supplies short-term ecredit for a mumber of the more
substantial jobbers. Tevms of 30~50~90 days are granted on lubricating
oils and tires.

The prac i*eyi@ the industry, for credit extenslon to jobberé, is

~ 0}

layr in many

£

0

o0
Ei

nstances to Cosden's pelicy. To relieve the jobber of

)

as much financial worry as possible, the interested refiner will extend
limited credit, and will carry customer accounts for the jobbers.

An aggressive jobber is almost constantly in need of capital for
expansion, Some of the integrated companies mske Lloans dirvectly to the
jobbers, These loans are secured and carry six per cent intevest, and
in almost every instance they are payable on demand. Other companies make
o practice of acting as a co-signer of the jobber's note. Most of thess
loans on notes are collected by retention of rebates on light oil pur-
chasess Each loan is considered individually on its omm nerltu, and
risky loans are not made, but the jobler is free o borrow from oﬁher

sources., Loans generally recognlzed as ueolrable are those required for
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the expansion of the jobber's business or for the lmprovement of the
jobberts service stations, bulk plants or other facilities,

Atlantic Refining Company retains eleven marketing speclalists to
aid distributor executives on management problems. These specialists are
available to jobbers and wholesalers affiliated with Atlantiec. There are
ninety~three retail specialists employed by Atlantic to help jobbers in
their relation with the retail level and problems of service stabion sales,
The retail speclalists are assigned to the individual jobber to assist him
in building sreater sales and to aid him to achieve a profitable operation
of his service station outlet.

The major petroleum companies which extend aid to jobbers normally
have a marketing opération deparitment, This department renders valuable
assistance to the Jjobbers in counseling with them upon many subjects.

Some of the subjects covered are:

l. Truck routingz- Methéds of mapping the route to be taken by each
truck, The routine assigning of routes will eliminate duplication of
coverage, back=tracking, and increase the proficiency of service. The
industry, today realizes the importance of the truck to the industry, a
sign of this recognition is the employment of specially-trained traffic
engincers. These enginecers have reduced the wasteful and inefficient
operation of trucks,

2. Stock Control = Mathods of controlling the amount of gasoline,
lubricating cil, and T.B.A. to be warehoused in an efficient ratio to the
gallonage disposed of in a pre-~determined period of time. By expert stock
control, a jobber is able to retalin the previous gallonage with a reduced
expenditure. The savings engendered from proper stock control may be
invested in further operations,

3. DBookkeeping ~ Very few of the veteran jobbers knew, or bothered

to leamn, proper accounting methods. Operating expenses have increased
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threefold over the past ten years and many jobbers have failed, due to
the non-recognition of decreased returns and the use of workihg capital
to pay themselves profits.

L, Terminal Operations ~ Through costly experimentation, the inte-
grated refiner is finding newer and better methods for the‘cperation of
terminals and bulk plants. The average jobber is forced, due to initial
expense, to refrain from new methods or the installation of unproved
equipment in their bulk plants. When the refiner has fully developed a
nore efficient method or better equipment, he instructs the jobﬁer on
methods, or aids in financing the new equipment. Recently the mechani-
zation of warehouse equipment revclutionized the industrial methods of
storage and handling, Jobbers were among the first to receive the benefits
of this increased proficiency., Refiners aided the handling and storage of
éupplies by scientifically designing more @asiiy stored containers and
packaged goods,

5. Credit Policies - Despite the willingness of the refiner to carry
the credit extensions of the jobbers, usually at a noﬁinal cost of one pef
céht, the jobbers persist in carrying a great part of their customer
accéunts. Through experience and training, the credit deparitments of the
petroleun . companies have developed preoficiency in extending, handiing, and
collecting credit accounis.' The petroleﬁm companies often‘extend these
abilities fo the jobbers.

6+ Sales Promotion = Through & united "brand" effort, many new sales
nay be made, The aggreésive petroleum‘cempany strives‘tOvcoﬁbine forces
with his jébber to fully develop the sales promotional efforts designed to
pcpularize’the brands HMany refiners invite the jobber to develop and make
available to the refiner, a mailing.list of dealers, Thus, all sales

promotional material is released simultaneously to all dealers, The normal



sales promotion for the retail level is, in this way, o united brand
front as viewed by competitors.

In lieu of a marketing operation depariment, many concerns conduct
a échoel for their jobbers. These schools or classes are held at varied
intervals and are used primarily to introduce new products and create
goodwill, Jobbers look upon these schools as childish and believe they
are conducted to force them to listen to the executive propaganda, As a
direct result of this enmity, the schooling fails to produce desired results,

District sales managers or representatives are often used to disburse
information and aid to the individual jobber., These managers are regular
paid employees of the integrated pelroleum companies and their task is to
act for the company in a specific locale. The menager will collaborate
with the jobber and assist him in his relations with the retail level,
Jobbers tend to distrust the help of such a sales manager or representative,
due to his being responsible, at the seme time, for policies in company
leased service stations,

The practices of the industry in regard to dispensing knowledge and
ald to the wholesale level are many and vary with the geographical locale,
competition, and top-management thinking., Thus, a single company may have
any one, or all, of three basic approachs to this problem:

1. BSchool or classes

2. Digtrict 3ales Hanapger or Bepresentative

3« Marxeting Operation Department

The integrated petroleum company sales promotion development, when
acting with or for the distributors or wholesalers, must give cognigzance
to three facts:

1, Since distributors are independent business men, the company can

offer suggestions only =~ it camnot control or dictate to thems
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2+ There are many "old=time oll men" amonz the distributors.

3o There will always be a fow beginners.

Thus, any progran evolved by the refiner must meet these criteras
The program should provide a quick refresher course for the experienced
0il man. At the same time, the progrem should contain some of tie more
simple business fundamentals for the novice., The fact should be made
clear that the entire program is a suggestion for those who care bto use
it, but can be ignored by the disinterested.

TeBeAe

Tire, battery and accessory distribgtion on the wholesale level is
comparable to the mariéeting of gasoline, The petroleum indusiry has the
cholce of two alternatives in selling T.BJAs The most common and widely
used procedure is directed through the petroleum jobber. In this methed,
the petroleun distributor is considered to be the T.B.A. Jobber. Stecks
of merchandise, all of which were originally purchased by the parent
éompany3 are stocked in the commisslon agents! or jobbers! bulk plant.

The company often supplies the commission agent with any speclal storage
facilities reguired due to the nature of T.B.,A. The jobber is responsible
for ebtaining proper storage facilities without benefit of the refiner’s
agsistance., The jobber or agent handles distribution as an indivisible
part of his regular petroleun delivery schedule.

The second method of distribution for T.Bed., is through the T,B.A.
Jjobber or distributor. The T.BsA. jobbers! operations are:handled
distinetly separate fram the petroleum distribution. Arrangements are
made for independent distributors who will warehouse and deliver all T.B:A.
merchandise to the retail dealers, Deliveries are made in special type
(warehouse) trucks, which carry rather complete stocks of fastemoving items.,

Normal schedules permit semi-weeckly or weeskly déliveries, although special
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trips are made when emergency situations warrant.

The petroleum wholesalers who handle T.B.A, contact the T.B.A,
manufacturers and purchase on contract, Thus the amcunt purchased and
the selling profit are controlled solely by the purchasing ability of
the individual wholesaler. A few large-scale independent wholesalers have

developed a cooperative purchasing committee in order to competitively

match the large quantity purchases of refiners.



CHAPTER IV

SUIMARY AWD CORCLUSION

The petrolewm industry has taken two very important and significant
steps in the endeavor to increase the efficiency of petroleum marketing.
These steps are, first, the development of the bull »lant which now
characterizes the wholesale marketing structure. This improvement in

g2

distribution was made before gasoline assumed prime imporitance in the

W

petroleun industry, The sccond step was the development of the service
station wiich symbolizes the retail market. The service station is the
most significant sachievement in gasoline distribution. To rationalize the
actlong of the iIndustry, the miner acts of the individual firms will be
sublimated to more overwhelming mass decisions. Thus, the development of
bulk staticng and service stations are the cumulative effect of wmass action.

Summary.

The bulk plants and service stations are either controlled by inte=
grated petroleun companies or by independent marketers. Integrated
petroleum companies differ widely in degree of size, integration, and

geographnical or physical scope, Major integrated petroleum companies

3 S8

=

operate on a sectional or national basis, generally made possible through
~ownership of transportation facilities that favor this widespread distri-
bution., There are integrated companies, generally called "minors", that
roughly parallel the majors in everytaing but size, extent of ownership
of transpor nat1on facilities, and marketing area. Uinor integrated
petrolewn companies generally exlist where crude production is adjacent

to a major retail marketb.

Independent marketers are non-integrated concerns which specialisze

in some phase of the marketing functions The fact has been observed that

independent marketers, on the wholesale level, are Independent in name



only, and are capable of beling circumvented at will by the refiner. The

independent marketer does not dominate the retailing of gasolinej however,

the independent marketer is of relatively more imporitance at the retail

&

than at the wholesale level, The independent retailer has waintained é
competitive position by constantly underseliing the integrated petroleum
brands, Due to this fact, the independent has limited the power of the
refiner in changing the retéil price of gasoline, These independent
jobbers reached considerable importance as marketers in the years
immediately prior to World War II. Having no assured source of supply,
they found their position somewhat precarious in a normal situation when
refiners are in a sellers! market rather than a buyers! market. The
relationship existing between the integrated refiner, with an assured
source of supply, and the independent marketer, with ne guaranteed source
of supply, is a delicate balance which can be swayed at will by either.
The raiional—thinking petroleun company can, and does, retain the favorable
marketing equilibrium in either a buyers' or sellers! market, |

Through'integration of the various functions, eiploration and drill-
ing, transporting, refining, and marketing, the integrated petroleum
companies enjoy the certainty of a positive source and control of the
petroleun throughout each functione Integration would benefit the publie
were it not for the fact that profits from other divisions have been uéed
to subsidize the marketiﬁg departments. This subsidy has resulted in the
overbuilding of the service~station system, which engendered the
necessity for maintenance of excessively high retail margins,

Since the year 1920, the retail marketing structure has been
irrationally extended beyond needed capacity. Through the years, there
have been progressively fewer automobiles per retail outlet. This

decreased station traffic has reduced the volume in many msjor oil company
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stations to the point where operations couid not contimie at a profit
within the allowed margin.l The result has been an increasing tendency
to add to the Lline of merchandise sold. The stocking of items other than
petroleun products has been reported to be profitable. The far-seeing
and aggressive marketers have entered this related-items field whole-
heartedly, The irrational and, oft-times retarded marketers, are Waiting
for proof of profitability. Despite the proof of twenty-five years of
acceptability by the consumer, these doubting few, question that the
ultimate consumer will buy non=petrcoleum products through service stations
in profitable quantities,

Much planning has been done toward adding a multitude of household
articles, each contributing.tcward the payment of its share of the over~
head costs, Gasoline dealers generally know gasoline and are familiar
with margins and other factors that form the daily routine of the zasoline
business, This is far different from merchandising of radios, deep~ireeze
unrits, bicycles, and washing machines,

If the policy is to extend the marketing activities of the service
station to include these shopping goods, then more display sgocoe is needed,
ag is a different type of sales force, and credit policy. If the result
is the development of a neighborhood general store, gasoline sales will
suffer, since the tendency will be to push the high-margin merchandise.
The pattern is rationalized by comparing the service station expansion
to the super-market grocery stores, The difference is that super markets
remain primprily food stores, while the new items added by service stations
are foreign to the present line, The sale of gasoline is far different

from the sale of shopping geoods. True, the demand for many of these items

1 Joe S: Bain, op. cit., Part II, p. 228,
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will be strong for a particular periody that is, a period of short supply.
When the markebt is glutted with these items there will be a demand for
extended credit, lower prices, and a scramble for fthe shrinking market,

Rapid stock turn and many small profits on gasoline sales would
reasonably seem to be better for the service station than greater profits
on a few higher-priced items. The answer to better gasoline marketing
does not lie in these additions to the histofically accepted service sta=-
tion lines, Marketing will likely be more sound as a result of 1eaving'
the super markets to those qualified to operate them and thus to return
to selling gasoline and allied materials in the service statien,

An interesting fact in this connection, is that service stations of
the major oil companies, which constitute the largest chain store operations
in the country, function on a merchandising principle which is the exact
opposite of the usual chain store method, "Chain-store" gasoline servicéf}

stations depend on high prices and wide margins to return a profit on a /

o]

relatively small volume of sales, Chain stores exist through the sale 9@?
large volume and small marging,

In recent years, the oil industry has been forced to consider the
competition of the "low-price" retailing independent. These marketers
have been able to undersell the major petroleum companies. By undere
selling, the independents have increased their gallonage to the point
where they are able to make more profit on a small margin than the major
stations are capable of making with a large margin and less volume. The
fact that these independent marketers have profitably conducted large-volume
business on margins as low as 2 cents per gallon, when the rest of the
industry considered 6 cents per gallon hardly enough working margin, is
evidence that the entire industry has much to learn from this method of

operation.



The opportunity exists for a major company with courage to inaugurate
a program of gaséline’marketing modeled after the direct method developed
by the independents. Coméetition would eventually be forced to do likewise,
This would result in a raticnal distribution, to the consumer and retailer
of the benefits of integration., This method of distribution would reasconably
be assumed to be the logical advance in the evolutionary ?racess of gasoline
markebing, |

Tb sum up the critical analysis of the institutional framework of
gasoline marketing and to reach any conclusion pertaining to the benefiis
of existing relationships between integrated petroleum companies and their
retail outlets, a question might well be asked: Has the public been served
satisfactorily, both in availability of the product and in its price?
Availability of the product to the consuming public, and the manner in
which the product has been sold have been entirely satisfactory. Prices
have been reasonable, but largely as a result of independent competition.
:Thus, the public has been served, bul in the rendering of this service,
|
the petroleun industry has had little or no thought for those rendering
the service.

The petroleum industry has been more interested in the degree of
profitability of the function of creating a demand for their particular
brand. Selfishness has developed an irrational and emotional viewpoint
in the distributien and sale of gasoline. There are markedly unbusinéss-
l%ke practices prevalent in the relationships existing in petroleum
di;tribution. With the elimination of the nisunderstandings between
reﬁ;ilers, Jjobbers, and refiners, the public will secure an increased

service with a decreased price for future gasoline.

i The divorcement of marketing from the refiner has been a much
discussed and argued proposal, At the present, and most probably for

future years, there are proposals to sever the connections bebtween the
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functionally integrated portions of the petroleun industry. There is a
great deal to be feared from the legislative action against integrated
petroleun companiesy because, historically all evelutionary advances have
required the Tinancial support of big business, When big business is
legally forbidden to fumction in efficient manner, the public and consumer
will be forced to bear the brunt of evelutionary czpenses,

Conclusion.

Trem the data set forth, these conclusiocns might now be reached:

1. Demand for petroleum products will continue to be strong

2. Intezrated petroleum companies will each strive tc secure a
greater share of this demand,

3. Jobbers and distributors will, through evolutionary action, be

imiliated Ly the integrated petroleun companies,

Lhe Intezrated petroleum companies, in an endeavor to increase
profits, will develop more efficient marketing methods,

5. HMarketing resesrch will be forced into a leading position, due
to the increased costs and reduced profits of distribution,

6. "Self-serve" gasoline statlons will contimue to replace the
normal service stations in the more heavily populated districts,

7e There will be a greater development of pipe<line terminals to
replace bulk plants,

8+ The past relations between the integrated petroleum compeanies
and the marketers at the retail level have been the result of irraticnal
and unbusinesslike actions involving uwnwillingness to understand
reciprocal problems.

Proposal.

The basic cause of the over-built service station sﬁfucture was the

pressure exerted upon the o¢il companies to move the gasoline which the



refiners poured forth. The excess refinery oulput, in turn, resulted
from crude oil production which was in no way geared to relinery, or
market needs., This over-produced condition is histery which is no%t
expected to repealt itsell,

Should any major oilrcompany; integrated so as to be assured crude
oil supplyy refineﬁy capacily, and transportation facilities, limit its
marketing activity bto the area these integrated transportation facilities
efliciently serve, a competitor could not possibly undersell such a firm,.
One proposal is that such csmpaﬁios should take advantage of integration
and sell gasoline at service stations specializing in peitroleuvm products
and related items only.

The pattern, including price policies, to e followed would be that
established by the low=-priced independent marketer, Full use would be
made of pipe lines and transport trucks to by-pass the bulk vlant.

These latter institutions could be retained to sell the farm and fuel oil
trade, but it is a mistake to rotain them at the expense of efficiency in
gasoline retailing, where thoy are né longed needed.

Should the integrated companies follow thié proposal, they would
Tind gallonage incrcasing at the service gtetien to the extent enabied
by the fact that these outlets weould no longer requi%e a 4 cents per
géllon margin. Decreased delivery costs plus decreased dealer marging
should be passed on to the public in the form of leower retail pricés.
The increased gallonage resultant from the decreases in price would
result in the integrated companies fercing the competition to eliminate
the inefficient practices., The practice that would ensue, wvuld be the
change from extensive marketing to intensive coverage of areas served by
the individusl cowpanies within the profitable linit of transportation

fagilities as related to storage facilities. HNeither dealer nor company
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profits would be impaired in the long run.
Due to the inelasticlity of demend for gascline, the mobtorist is wille
ing to pay for the marketing structure as 1t now exists. When fewer

4

gtations and lower prices are prefcrred, then competition can be depsended

upon to give the public what they desire. The company initiating this

logical etep in the improvement of gasoline marketing will secure

an advance that is now overdue.

T@e physical distribution of gasoline from refiner to ultimate con-
sumer is one of the few places in the marketing of petroleum where achual
future savings will be made. The reasons for this statemsnt ares

2

First, mass production has becen develcoped to a point at which gains

g

-

in efficiency during the foreseeable future will be slight.

Second, manufaeturing cosis are high and are not likely toc deecline
appreciably. Lebor rates show no sign of dropping, nor do taxes, costs
of materisl, or any of the other factors which contribute to manufacturing
costsg,

Third, ss production continues at high levels and consumer demand is

B

morec fully satisfied, ccompetition will stiffen and prices decline,

Gonsequently, the petrolecum industry finds itsell squsezed betwean
high costs and falling income.

The solution to this problem of increased cost and decreasing returns
is to make distribution more efficient. The petroleun indusitry is con-
fronted with the need to trim the cost slsment in the spread between
manuiacturing costs and selling prices. The industry must railse the
distribution efficlency and eifectiveness through elimination of unprofit-
able practices. The practices that could be adopted by the industry to

e

inerecase the dlstributicon efficiency are:
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increase the veolume of gallonage delivered with a smaller investment in
trucks,
2. Run shift operations with night deliveries in order to make

the meximum use of delivery btrucks,

3. Use more efficient bruck drivers who will secure the maximum
zallonage flovw.

s Develop mechanized handling of equipment and supplies.

5. Obtain greater coverage of pipe lines and pipe-line ‘erminals

vo eliminate duplication of localized vulk svations,

3

Thus,; by circumventing and eliminatving bhe inefficient practices,
the integrated petroleunm companies will be fipanclally capable of fully
better relations with the retail level. The marketers in the

petrolewn industry will be profitably rewarded for their endeavors and

will reap the benefit of reciprocaliy friendly feelings toward the refiner,
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COCPERATING PETROLEUM COMPANILS

Anderson=Prichard 0il Corporation
Barber 0il Company

Bareco 0il Company

Continental 0il Company

Cosden Petroleum Company

Creole Petroleun Corporation

Doep Rock 0il Corpeoration

Eason 0il Company

Gulf 0il Corporation

dancock 0il Company

Hickok 0il Corporation

Kendall Refining Company
Kerr-McGee 01l Industries, Incorporated
Leonard Refining, Incorporated
Hagnolia Petroleun Company
Hid=-Continent Petroleum Corporation
Ohio 0i1 Company -

Phillips Petroleum Company

Pittson 0il Company, Incorporated
Quaker 01l Refining Corpocration
Signal 011 Company

Sinclair 0il Corporation

Shell Oil Company

Skelly O0il Company

Sccony~Vacuun 01l Company, Incorporated
Standard 0il Company of California
Standard 0il Company of Indiana
Standard 0il Company of New Jersey
Standard 0il Company of Ohio

Sun 0il Company

The Texas Company

Tidewater Associated 01l Company, Incorporated
Union 0il Company of California
Warren Petroleum Corporatlon
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NATIOWAL CODE OF PRACTICES TOR MARKETING
REFINED PETROLEUM PRODUCTS

GROUP I

ROLE 1

The practice of loaning or leasing gasoline pumps, tanks, and other
equipment is unsound and uneconocmic, and should be discentinued at the
earlicst possible moment, consistent with existing conditions. Until
such time as this situstion can Le brought a2bout, and only in those states
in which the practice is now observed, gasoline or kerosene pumps and
tanks, motor oil equipment and grease outfits (the groase outfits nob
exceeding in cost $50 each) may be loaned or leased for the exclusive
storage and handling of the products of the lender or lesser, but the
borrower or lessee shall not be prohibiied from handling in ether equip-
ment the products of another supplier., Where no eguipment is at present
installed by any company, or where additional equipment may be added to
existing locations, the borrower or lessee shall be recguired to pay for
the installation of each loaned or leased equipment the actual cost of
installing said equipment, and for this purpose shall make a cash deposit
of at least $100 in advance for each underground unit to be installed, and
shall pay, as or when due, all privilege taxes attaching because of the
installation or maintenance of such eguipment,

BILE 2

Refining companies, whclesalers, distributors, and/or jobbers may
acquire by bona fide leases or sub-leases, service and filling stations
or sites for same, such stations and/or sites may be leased or licensed
by sueh company to dealers for the purpose of distributing its products.
Such stations and/or sites shall not be acquired at one rental and then
sub-leased or licensed at a reduced rental for the purpose of rebating,
In the event the company makes improvements to such properties prior to
sub-leasing same, such sub-lesase shall provide in addition for reasonable
return upon the cost of such improvements, in order that the transaction
may not resuldt in rebating.

RULE 3

No company shall paint over any sign or colors of another company
wntil it has communicated with the company whose signs or colors are
involved, inguiring whether or not the latter company has any written
contract which would be violated by the proposed painting: The latter
company shall respond promptly, giving the information requested; and if
it holds a contraet which would be viclated, shall offer to submit it for
inspection at its office, If the contract so submitted discloses that
the proposed painting would constitute a breach of the contract, the
painting shall not be dones

RULE L

Yo refiner, distributor, jobber, or wholesaler shall lmowingly
induce, attempt to induce, or assist a party to break an existing
written coniract for the sale of petroleun products Letween that party
and another,
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All above-ground equipment for refined products shall bear in a
conspicuous place the neme or trade-mark of the owner or lessor; and no
refiner, distributor, jobber, wholesaler or retailer shall knowingly
deliver into such equipment any refined product other than the brand
designated, or in any way be a party to the substitution of one grade
or brand of refined products for another. ' ‘ '

RULE 6

Lotteries, prizes, wheels of fortune, and/or other groups of chance
shall not be used in connecition with the sales of gasoline or moter oils,

RULE 7

The selling of refined petroleum products below cost for the pur-
pose of injuring a compebtitor, and with the effect of lessening
competition, is an unfair trade practice.

RULL 8

On account of the special nature of service required in supplying
petroleun preducts to alrports, no dispensing or storage equipment of
any kind shall be leased, loaned, or othor-wise furnished, to airport
operators, cxcept at full cost, including cost of equipment and storage
ingtallation,

RULE 9

A lender or lessor of equipment shall neither extend credit to the
borrower or lessee for installation costs, nor advance money to him 1o
cover payment of privilege taxes, or any other expense in any mamner
related to the installation of loaned or leased equipment,

It is not the intention of Bule 1 and Rule 9 to require the pay-
ment of installation costs from the bLorrower or lessee for exchanges
and/or substitution in existing equipment on locations where gasoline,
kerosene or lubricating oils are being sold upon the date of the Federal
Trade Commission's approval of this code. The vrivilege of exchange or
substitution of equipment is declared to extend to all dealers, not
merely to the original lenders.

RULE 10

Excenpt as may be provided in Rule 2, refiner, wholesaler, distributers
and/or jobbers shall not construct for retailers any driveways, canopies,
sheds, greasing pits, building or other structures; de painting other than
their standard signs or loaned equipment; make improvements to existing
structure of facilities; nor furnish or loan air compressors, greasing
lifts or racks, or other things of value, except equipment stated in Rule 1
hereof, nor bear any part of the expense of construction work on the premises
of resellers, nor loan money for the same,.
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BULE 11

No equipment except trade-marked pump globes and other standard
advertising devices shall be loaned to tank car buyers and/or distributors,

RULE 12

Refiners, disiributors, jobbers, and/or wholesalers shall not pay
rentals or make any allowance for the privilege of installing pumps and
tanks, or for displaying advertising on premises where refined products
are sold,

7]

,-
=

Aeriners, distributors, jobbérs, and/or wholesalers shall not rent
from any dealer or consumer any delivery equipment, and shall not purchase
from any dealer or consumer any delivery equipment for more than itls actual
value, .

RULE 14

Refining companies, wholesalers, distributors, and/or jobbers may
own serviee and £illing staiions or sites for same, and may lease such
stations and/or sites to dealers for purposes of distributing its pro-
ducts, provided that such leases shall stipulate for a reasonable return
to the lessor upon the then fair value of the property for filling station
PUTPOSES, ‘ '

Gasoline shall not be sold from tank wagons or trucks to other motor
vehicles except in emergency cases.

RULE 16

No oil or other thing of value shall be given away, or special
inducenent granted, on opening days, spzcizl dale days, or other
occasions,

RULE 17

A1l refiners, distributors, Jobbers, and wholesalers shall con-
spilcuously post, at each point from which they make delivery, the
several posted prices of gasoline and kerosene for each class of deliv-
ery for such deliveries at the time of delivery, ’

Retailers and other operators serving consumers through service
stations, garages, curb pumps, or pumps located at bulk plants, shall
conspicuously post, at the place from which delivery is made, prices at
which gasoline, kerosene, and motor oils are sold,

o seller shall make any deviation from his posted prices (whether
wholesale or retail) by means of rebates, allowance, bonuses, concessions
benefits, wuwnusual credits, scrip books, or any plan, device, or other
schene which may directly or indirvectly permit the buyer 1o obtain gasoline
or kerosene at a lower net cost to him,
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Commercial accounts, whether for delivery at service stations or
otherwise, may be recognized as an exception to this rule in sections
where they are now in vogue, but shall apply only to written contracts
for charge accounts, S '

RULE 18

The practice of maliing deliveries of gasoline at refineries or
.wholesale nlants into tank wagons or trucks operated by or for the pur=
chasers thereof 1is discouraged.

RULE 19

Coupon books or other scrip of any nature, if used, shall be sold
and redeemed at thelr face value without any discount,

RULE 20

On a change in the posted price, no adjustments, allowances, credits
or refunds shall be given to any buyer on deliveries already made,

RULE 21
DEFINITIONS.

For the purpose of this code, the Tollowing definitions are
adonted:

(a) Consumer. One wio destroys the exchangeable value of a commodity
oy using it. e is an eligible buyer from service station, tank wagon,
tank car, or in packages,

(b) Befiner, One who refines crude petroleum and matural gas into
refined products,

(c) Jobber, Distributor, or Wholesaler., One who carries a stock of
petroleun products to sell to retail dealers or other for resale, but
who may alse sell direct te consumers,

(d) Betail Dealer. One whe carrics a stock of petroleum products
to sell to the eonsumers only.

(e) Commercial Accounts. Petroleum products sold to persons, fimms,
or corporations using comnercial vehicles in transportation or delivery
of passengers, merchandise, freight or express, for use only in such
vehicles properly licensed by public authorities for those purposes.
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