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ABSTRACT

This thesis explores the re|ation$hip of collaboration and conflict between France's
state-owned oil group, the Société Nationale EIf Aquitaine, and successive
governments during the critical decade, 1976-1986, before wide-scale privatisation
was initiated. The group’s development reflects the broader trend in government
- industry relations away from dirigisme to market economics by both senior
managers and politicians alike. Created as an instrument of government with a
“national interest” mission, the group was expected to work for and with
governments. This partnership was conditioned by the international nature of the
oil industry. Directly exposed to the impact of the oil crisis, the group suffered from
the switch made in France from oil to nuclear energy as the main source of power.
This development accelerated not only the diversification of the group’s product
range and multinationalisation of its activities but also modified its relations with
government. It remained in public ownership, but became financially independent
and acted increasingly like a private company. Governments were also affected by
the economic crises of the 1970s, and by France’s closer integration into Europe.
While Elf maximised its profits, governments relied on the oil group’s wealth. This
confusing combination of dependence and governments’ use of their powers of
ownership produced many conflicts. Yet Elf's leaders could also exploit the state
link through grand corps networks to achieve their own goals. These ambiguities
were sharpened during the decade because Elf was shifting between two modes of
relationship: an instrument of government enjoying privileged links with the state
and an independent private multinational. Partial privatisation in 1986 somewhat
resolved the contradictions but heralded new challenges. Under the impact of the
Single Market programme and GATT agreements, French governments divested
themselves of powers they could no longer exercise, French firms shifted
partnership with the state to partnership with foreign firms and the development of
each individual firm became subject to its performance in the market.
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INTRODUCTION

The subject of government intervention in industry is highly controversial. The
extent to which government should own companies or intervene in the affairs of a
nationalised industry has traditionally provoked a divergence of opinion according
to ideological beliefs. Often those on the Left have argued that insofar as a public
sector company is solely or partially the property of the nation, governments should
control its activities in the public interest. Increasingly, however, many on the Left
have asserted that ownership is not essential for control and indeed, in some cases,
ownership may limit effective control. Full or partial private ownership within an
effective regulatory framework has been presented as an altemative. Politicians of
the Right, who have traditionally taken a more liberal view, argue that govemment
control can only hamper a company's competitiveness. For them, the main concem
of any company, state-owned or private, should be its profitability and the most
efficient means towards achieving this end is for government to give those running
the company the freedom to make their own choices. Some on the Right, however,
argue that while public ownership can distori the allocation of resources by its
effects on capital markets, states cannot abrogéie all responsibilities for maintaining
and supervising markets. It is in part this view which has given rise to the present
trends towards the privatisation of state-owned companies and the creation of

regulatory agencies, trends prevalent in all industrialised countries.

The subject of government-industry relations is particularly interesting in the context
of France. France has a statist tradition, and govemments have often intervened in
very directive ways in the affairs of industry and the running of firms. The waves of
nationalisations throughout the 20th century and the introduction of economic
planning in the postwar period are just two of the more obvious examples of
government intervention. By means of both these forms of intervention,
governments gave the state-owned companies a steering role in the economy. As
a result, the public sector in France, especially in the postwar period until 1986, was

often more dynamic and played a more vital role in the economy than the private



sector. However, the growing trend in world trade and more open markets from the
1970s encouraged governments to adopt a more liberal attitude vis a vis their public
sector companies. In France this led to a blurring of the public/private divide. Yet
until the election of the Chirac government in 1986 French governments ran counter
to this liberal trend by retaining a large public sector. Indeed, in 1982, the public
sector was significantly extended.

The changing world economic situation over the last 25 years has pushed
companies to become more competitive and governments to be less generous.

Companies have been obliged to take responsibility for their own survival. In other
words, state-owned companies, just like privately-owned ones, have been obliged
to adopt tough strategies in order to survive and prosper. Control of their
environment and profitability have been their most important objectives. The
choices made in the achievement of these objectives are in themselves a valid
subject of investigation. So too are the actors who make the choices and the

motives which inspire their decisions.

The interest of this subject also lies in its focUs"upon the activities of a company.
These are also a determining factor in the importance it acquires. That is to say,
certain goods are more essential to an economy than others, so the company
providing them is likely to be privileged to a greater extent than those providing less
essential commodities. Nothing about a company is static, however. Its activities
evolve according to the changing environment in which it operates, the needs of
suppliers, of customers, of controlling institutions. A company can therefore be very
different even over a decade, not just in dimension and sphere of influence but also
in the nature of its activities. Furthermore, its evolution reflects a changing
environment. Political, economic and social change can therefore be explored

through developments which have taken place in the microcosm which is the
company.



The Thesis

The thesis explores the nature of relations between a major French public sector
company and governments during the critical decade, 1976-1986, before large-
scale privatisation was initiated. Public sector companies were either created by
government or were existing companies of which government took ownership.
Ownership could be total or partial but in France was usually not less than 51%.
Public sector companies traditionally came into existence because government
wished to use them as instruments of national policy. They were to be found in
those sectors of the economy concerned with such essential public services as
defence, energy, transport or communications. Their existence frequently arose
from market failure, that is, the fact that the cost of the service was not commercially
viable for a private company.

Public sector companies traditionally fell into two categories: the non-competitive
monopolies such as rail transport, gas and electricity, whose principal market was
domestic, and those belonging to the competitive market sector, more commercially
oriented, and obliged to be profitable in order to compete in an international
environment. The public sector company which provides our case-study belonged
to the latter category.

It was always somewhat paradoxical that a company of this type existed. On the
one hand it was an instrument of national policy, and as such, expected to respond
to demands made upon it by govemment in the national interest. In addition, while
governments wanted to use the company to serve their own ends, they did not want
it to be a drain on the national budget. On the contrary, they wanted it to be
financially independent. On the other hand, in order to compete and survive at an
international level, the company had to be profitable, and to achieve that goal,
company managers would try to avoid potentially burdensome demands that
national governments might wish to impose upon their company. Rather, company
leaders sought to use state power, both domestically and abroad, to further the
growth and profitability of the company.
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Relations between government and a state-owned company of the market sector
were therefore inherently ambiguous. In such companies, while the President of the
Republic appointed as the chairman the person whom he thought would take it in
the direction he required, after that appointment, it was the leaders of the firm who
decided company strategies. There was nevertheless an on-going two-way contact
between the company and government, and over certain important projects, close
collaboration. Circumstances change, however. Presidents of the Republic,
ministers, government officials and company chairmen are replaced. Occasions
occurred when, either the company was perceived by ministers as transgressing
government objectives, or not conforming to its original goals, or different ministries
were seen by senior management to be obstructing company strategies. It was then
that conflicts arose. Over the long term, however, although the dominant partner
was frequently difficult to identify, in the case of Elf Aquitaine, there seems to have

been a compatibility of objectives between managers and ministers.

Our thesis is that between 1976 and 1986, the shift in government - industry
relations in France from dirigisme to market economics by both senior managers
and politicians alike, although inevitably a tense and sometimes conflictual process
remained, nevertheless, fundamentally collaborative. In this context, even the
advent of a Socialist government in 1981, entailing a wave of nationalisations and
restructurings affecting the oil industry, did not create a major conflict. In short, the}
path to privatisation and the decline of dirigisme began long before the Single
European Act and the election of the Chirac government in 1986. The decade
nevertheless marked a vital turning-point in government - industry relations in
France. From being an instrument of government and enjoying privileged links with
the state, the company which provides our case-study was acquiring the character
of a private multinational. Moreover, for their part, governments were gradually
realising that as the French economy became integrated into the international one,
their ability to direct it was waning. It was this evolution which brought into sharp

relief ambiguities inherent in the government - industry partnership.

11



The Inherent Ambiguity: Management or Government Control?

According to a high-ranking official in the company which forms our case-study, the
Société Nationale EIf Aquitaine (SNEA), the problematic nature of its relations with
government arose from its twofold character:

"Ce groupe a été géré un peu comme une entreprise privée mais,
méme si ce n'était pas toujours écrit, il avait toujours une mission
d'intérét national, méme si ¢a a évolué, donc c'est toute la difficulté."’

The problems associated with the subject of relations between a public sector
company and government therefore stemmed from two main sources: the fact that
government did not control what it owned and that governmental ideas about the
concept of national interest evolved.

Let us examine initially the first point. Government was the major shareholder in the
public sector company which forms our case-study, yet in general it allowed the
company to decide its own strategies. Although there were extensive means of
control attached to this major share, the company had considerable scope for
determining its own destiny. How did this situation arise?

Although the role of supervisory institutions was to ensure that company decisions
did not transgress broader state objectives, government controllers tended to
support the interests of their client. In the case of the SNEA, successive French
governments had an interest not only in the survival of a national oil company but
in its growth. It is for this reason that the group was encouraged to expand,
diversify and behave like a privately run company. Governments are concerned
with broad economic, social and international questions, for example, the trade
balance, the avoidance of social conflicts, regional development and good
international relations. So long as company strategies coincided with government's
broad aims, government not only gave top managers the freedom they needed to
pursue their ambitions but actively collaborated in their realisation. Should

12



company plans transgress larger government objectives, as for example, when the
company might wish to make huge investments abroad when it was making large-
scale redundancies at home in one sector of its activities, it was then that
government could obstruct the company's ambitions.

In negotiations with supervisory institutions, the company enjoyed the advantage
of having the monopoly of expertise, that is, those in decision-making posts within
the company could call upon people in departments who had become specialists
in the different activities of the company. Supervisory ministries could not possibly
match the precision of information held by the company. Moreover, there was within
the company a continuity of leadership. Those involved in negotiations on behalf
of the company would have been in their posts for a considerable time and would
have acquired the skill to argue in the interests of the company. In France the
appointment of a public company chairman must have the approval of the President
of the Republic and in the history of the SNEA, two chairmen have actually been
former ministers. By contrast, negotiators in supervisory ministries were much less
knowledgeable and less skilled, considerably younger and keen to move from their
civil service posts to more lucrative ones. As a result of all these factors, company
policy tended to influence state policy.

The company had another advantage at the negotiating table, whether it was a
question of responding to government demands or requesting support for its own
strategies. It was the fact that the state authorities were often divided. Institutions
involved in the formulation of sectoral policies frequently have opposing objectives.
One typical example is that road builders in a transport ministry often clash with
officials from the environment ministry. But there are also wider conflicts inherent
in government. Finance ministries, for example, always have tense relations with
"spending ministries". The significance of such conflictual relations is that the
company can exploit these differences in its own interests.

13



The task of supervising the activities of a large company are complicated by size.
We have already mentioned that a company's activities are not static but evolve
according to the economic environment. Whereas their original role may have
necessitated close government supervision, companies, as they grow, diversify their
interests and these may not necessarily justify inclusion in the public sector. As a
result, a company which has been created with a public service mission can be
diverted through its activities towards the private sector.

Whether public or private, a company's pursuit of supplies and markets often leads
it towards the intemationalisation of its activities. Here also supervision by national
government is complicated by the fact that abroad the company's activities are
regulated by a foreign government and it will be subject to demands made upon it
by that government. While supervision by the company's home government is
made more problematic, a company can derive considerable benefits from
internationalisation because in negotiations with national authorities it can offset
domestic demands with international ones.

Whether public or private, a company's strategies for growth and the control of ité
environment will be identical. Diversification and internationalisation are examples
of such strategies. If, as already mentioned, supervisory ministries support the
interests of companies and companies themselves are a dominant force in
negotiations with government, it follows that government policy can be manipulated
to defend private interests. Although this situation may seem paradoxical, it is
nevertheless inevitable. Increasingly, over the last 30 years the governments of
advanced industrialised nations have encouraged the concentration of their
industries so that they might face international competition from a position of
strength. The social, economic and political consequences of strategic industries
going into decline have been a constant worry to governments. The financial
independence and prosperity of national industries were therefore of considerable
benefit to them. Not only did prosperous public companies not impose a financial
burden on the national budget but they could be used by governments to assist

14



failing firms, to stimulate sectors of industry, to provide employment and to
industrialise regions.

During the decade with which we are concerned, 1976-1986, good relations did not
always exist, however, between the top management of public sector companies
and supervisory ministries. Conflicts occurred leading governments to use the
powers attached to their majority shareholding in the company. The causes of such
conflicts were varied. Company policies were seen to be encroaching upon broader
governmental objectives. Equally, governments sometimes wished to impose on the
company activities which its top management considered contrary to its interests.
However, the intensity of the conflict depended on the people in decision-making
posts within the company and supervisory ministries, on their ambitions, their
personalities, their loyalties and how they perceived their role. External factors
such as the economic situation or the proximity of elections also affected the
outcome of conflicts. The result could be the veto of company decisions, the
replacement of the chairman or a reorganisation of the policy process. However,
the combined influence of company management and groups within government

who supported their interests could be sufficiently powerful for the status quo to be
preserved.

Let us now consider the second point: the way in which the evolution of politicians’
concept of national interest complicated relations between government and public
sector companies. This evolution affected all state-owned companies, but
especially Elf Aquitaine, our case-study, because the nature of its activities made
it particularly vulnerable to developments in the wider world.

In 1974 Giscard d'Estaing became president of the Republic. As a liberal, he
believed in less protection for state-owned companies. It was unfortunate for the
state oil group that his arrival coincided with the world oil crisis which affected the
company acutely since it had also just lost its extensive Algerian assets. National

consumption fell, so the company suffered in its upstream and downstream
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activities, with overcapacity of its refineries at home and the high cost of exploration
in new oil producing areas outside the franc zone. Moreover, the switch made in
France from oil to nuclear energy as the main source of power meant that the state
oil sector no longer benefitted from the privileged position it had enjoyed. The mid-
1970s was also a time when the European Commission was becoming critical of
any restrictions imposed by member states on the free trade of oil products within
Europe, such as the 1928 legislation, still in force in France. The chosen solution
to France's state oil company's financial problems was to bring in private capital by
merging EIf Erap, an établissement public*, with its rich subsidiary the Société
Nationale des Pétroles d'Aquitaine (SNPA), which was then only 51% state-owned,
thus creating the Société Nationale Elf Aquitaine. The chairman of Erap was
strongly supported in this move by the ministers of Industry and Finance.

Giscard d'Estaing and his second prime minister, Raymond Barre, were also eager
to liberalise the state oil group which they considered should be run like a private
firm. This view was endorsed by their appointment of Albin Chalandon, a staunch
supporter of Giscard and convinced liberal, as new chairman of the SNEA in 1977.
For Chalandon, the profitability of the state oil group was a top priority. Throughout
his term of office he vigorously pursued the diversification and internationalisation
of the company in the face of opposition from his highly dirigiste minister of Industry,
André Giraud, and waged a constant battle with the administration because of the
burden of regulation to which public companies are subject.

With the arrival of a Socialist President and government in 1981, the state oil group
was affected by their nationalisation programme. The Socialists' objective was to
extend the public sector by taking complete or partial control of nine important
industrial groups. French industry had suffered from the world economic crisis
which had created a lack of demand and overcapacity in several areas of heavy

industry. Since 1973 investment had stagnated. As a result, much of French

* A company whose capital is 100% state-owned
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industrial equipment was outdated and unable to achieve gains in productivity
provided by new technologies. Loss of competitivity, lack of finance and the
inability to invest were seen as French industry's main weaknesses. By taking
control of these nine groups which covered sectors in difficulty as well as sectors
of advanced technology, the government aimed to fulfill two ambitions: to
restructure industry in such a way that state funds were directed towards the métiers
d‘expertise of each group, and to free firms from short-term financial constraints so
that they could make long-term decisions for investment in new technologies. In the
restructuring process the SNEA, which was in a relatively healthy position, was
chosen as one of the three leaders in French chemicals and, as such, invited to
take a majority share in the two plastics and petrochemical firms it had hitherto
owned jointly with Total (Ato and Chloé). It was also expected to absorb the loss-
making heavy chemical activities of newly nationalised Péchiney Ugine Kuhimann.
Govemment intervention did not stop here. The SNEA's chairman, Chalandon, was
actually replaced for not agreeing to the terms on which Total should be
compensated for its share in Ato and Chloé.

Soon after the implementation of the Socialists' nationalisation programme, the
government realised that state investment funds were rapidly decreasing.

Moreover, now that as a result of restructuring, certain of the newly nationalised
groups were in a healthier state, they were demanding financial support to make
further acquisitions. The denationalization of subsidiaries of nationalised groups
was approved by Prime Minister Fabius and his minister of Finance as little as two
years after the implementation of the nationalisation programme. The complex
nature of Socialist policies is illustrated by its effect on the state oil group. On the
one hand the SNEA was obliged to absorb loss-making chemical assets in the
restructuring of industry, on the other, it was allowed to purchase the American
company, Texas Gulf at a very high price. That purchase was, in fact, the biggest
investment ever made by a French public sector company abroad, and it took place
despite the fact that one of the stated objectives of the nationalisation programme

had been to make public sector companies prioritise investment in France.
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The Socialist government's behaviour developed into that of ideology
accommodating to economic imperatives. The process of denationalization or
privatisation was more in line with the liberal doctrines of the Centre-Right
government of Chirac during the period, 1986-88. In fact, the Chirac government
made the privatisation of the industrial groups and banks, particularly those
nationalised by the Socialists, one of the key elements of its economic strategy. Not
only would privatisation raise urgently needed state revenue, but it would give
companies the liberty they needed to pursue their policies unhindered by
government controls. Like the Socialists, the neo-Gaullists were also responding
to economic imperatives. Although the nationalisation programme had restored
health to certain companies, all had slipped between 1981-85 in the world
classification of firms. The neo-Gaullists also realised that firms in which the state

was not sole shareholder easily acquired the funds they needed on financial
markets.

To raise revenue on international markets was a major motivation behind the
government's sale of 11% of the state's 67% share in the SNEA in October 1986.
This partial privatisation was really the second stage in a process which had begun
in 1976 when Erap merged with SNPA, and thereby reduced the state's share in the
new group from 100% to 67%. The 1986 privatisation, an evolution rather than a
revolution, according to the then chairman, Michel Pecqueur, would enable the
group to increase its capital in order to take advantage in the long term of
interesting deals on national and intemational markets. The more immediate needs
of the group were to make good losses caused by the drastic fall in oil prices which
began in 1985 and to replace income from Lacq* and Frigg** due to be exhausted
by the mid 1990s. In a wider context, this further loosening of the state's hold on
the company would give it greater liberty to pursue its international strategy and

* Lacq - gas field in South West France, discovered in 1958. Managed by
the Société Nationale des Pétroles d'Aquitaine (SNPA) and source of that
company's wealth

** Frigg - North Sea gas field, discovered in 1971 by EIf Norway
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make it less vulnerable to demands which national governments might wish to
impose.

The arrival of the Socialist government of Michel Rocard in 1988 heralded an end
to the policy swings of the first seven years of the decade. Not for Rocard the
heavy interventionism of President Mitterrand's first term of office, nor the liberal
approach of Chirac's right-wing govemment. Rocard and his successors, Cresson
and Bérégovoy, took a more cautious and pragmatic free-market approach. There
were no new nationalisations and no new privatisations. These governments,
however, encouraged the trend towards greater internationalisation of French
industry and facilitated public sector companies' access to private capital markets.

Privatisation ran parallel, during the decade with which we are concerned, with the
growing Europeanisation of the French economy, a trend which also strengthened
the market at the expense of the state. In the context of France's closer integration
in the EU, two points stand out: constraints on the macro-economic policy of French
governments and more competitive conditions for French firms. Firstly, the macro-
economic policy of successive governments was increasingly constrained by
France’s membership of the European Monetary System (EMS), launched in 1979,
and designed to create a zone of monetary stability in Europe. As France’'s
dependence on trade with its European partners increased, it became more
sensitive to the price of imports and exports, a determining factor in its trade
balance and in the value of the franc vis-a-vis the currency of France’s neighbours.
Within the EMS, should a country’s currency be overvalued because of high
inflation, the choices open to government were to devalue or adjust domestic policy
by contracting demand and raising interest rates. The necessity to maintain parity
with the currencies of its neighbours imposed on successive French governments
the obligation to fight inflation, reduce public expenditure and maintain the trade
balance. Apart from a period of expansionary policies in 1981-82, French
governments, during the decade with which we are concerned, pursued policies of
budgetary constraint, low growth and stable prices.2 Secondly, since France’s trade
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with Europe increased threefold between 1960 and 1990, French firms were
increasingly exposed to competition from European firms. In addition, a more
tightly-knit Europe from the mid-1970s and relaunch of European integration from
1986, in preparation for the Single Market, accelerated the implementation of EC
competition policy in France. Rulings which prevented national governments from
promoting domestic industries were enforced with increasing vigour. This marked
an end to the privileges which public companies, such as EIf, had enjoyed, for
example, those emanating from the laws of 1928, government intervention in the

promotion of mergers and public procurement contracts.’ As Dumez and
Jeunemaitre remark,

“the European competitive norm obliged state-owned enterprise to
perform in the same way as private enterprise in the context of the
market. Therefore any reason for keeping such concerns under state
ownership vanished.”

Founded originally to provide France with secure supplies of hydrocarbons, by the
end of the 1980s, the SNEA was a diversified multinational group in which the oil
business was just one of its three major activities. The development of the group
between 1976 and 1986, shows how governments, whatever their ideologies, also
have broad national concerns which, during this decade, ensured that their public
sector companies pursued strategies of growth, diversification, internationalisation
and, paradoxically, independence from government.

The Lessons of Existing Approaches to Government-industry Relations

The tensions between governments and public sector corporations, identified
above, have been analysed from a variety of angles. Some writers who have
considered this subject take as the basis of their investigation a company or
companies of the same type, whereas others focus on the industrial group, and yet
others explore a whole sector of industry. Most tend to incorporate in their studies
the findings from several disciplines but emphasise, according to their own

specialisms - political science, sociology, management, economics, history - a
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certain aspect of the question. These specialisms include public policy-making,
company strategies in a national and international environment, the influence of the
industrial group, the influence of company top managers, developments within a
sector of industry at national and at world level or, viewed over a period of time, a
whole network of factors contributing to the growth of a company.

Let us examine more closely a certain number of studies which relate to our subject
of government-industry relations in the context of France's national oil champion.
They can be grouped according to the broad approach adopted by their authors:
those who concentrate on a progression in institutional relationships over time,
those who analyse the phenomenon of leadership and those who consider the

behaviour of firms vis a vis their environment.

An analysis of the world oil industry, Le Nouvel Enjeu Pétrolier, by an industrial
economist, J-M. Chevalier, explains how the oil crisis of 1970-71 brought about a
change in the world oil situation, affecting the exporting countries, the importing
countries and the oil companies. For roughly the first 100 years of its existence the
world oil industry was dominated by the international cartel. It was a period of rapid
technical progress and therefore falling costs. Although the selling price of
hydrocarbons should have fallen, the big oil companies blocked prices. It was the
national oil companies, formed in Europe in the aftermath of World War |l, who
entered the oil market as newcomers and brought prices down. However, an
increase in the demand for hydrocarbons in the industrialised world throughout the
1960s and the discovery of new high-cost zones of production (off-shore), which
could be used as a reference, put the exporting countries in a position of strength
in which they could demand higher prices for their crude oil. This was the context
of the ol crisis of the early 1970s. The consequences have been manifold. The
exporting countries chose either to cooperate with the cartel or, for the more
aggressive among them, to use their hydrocarbon resources for their own industrial
development. The importing countries, faced with rising costs, sought the best

conditions for obtaining necessary supplies. Whereas in the pre-crisis period,
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states, through their national companies, could determine the conditions in which
they were supplied with oil and decide on an energy policy favourable to their own
economic development, since the crisis they have been characterised by a lack of
policy. They have been obliged to accept the terms obtained by their own suppliers.
These can be either the private multinationals, established on their territory, or their
own national companies. Whereas in the pre-crisis period, public and private
interests were opposed, since the early 1970s, all companies have been subject to
the same costs which are passed on to the consumer, that is, all companies,
whether public or private behave in the same way.’

Chevalier's analysis has a bearing on our study for several reasons. Not only does
it explain the world background to the oil crisis and the changes it brought, but also
provides a lucid case-study of Algeria. It shows how France, in the pre-crisis
period, used its new national oil companies to supply the nation with hydrocarbons
in very favourable conditions to itself. The case of Algeria is a very pertinent
example of the way in which the oil exporting countries tumed the tables in 1970-71:
they began to determine how their own natural resources should be used and
dictate to the foreign oil companies the conditions in which they could exploit
Algerian oil. Chevalier's study also clarifies the French post-war statist approach
to industry through his explanation of how hydrocarbons form part of an importing
country's energy policy and the criteria for such a policy, for example, to encourage
national exploration, security of supply, relative costs. These were the very criteria
which gave birth to the company which is the subject of our study. According to
Chevalier's analysis, the changed world situation since the oil crisis, which
encouraged public oil companies to behave like private ones because all were
equally exposed to world competition, was an important factor in shaping the
relations between government and industry. This is the subject of our investigation.

The study by N.J.D. Lucas, Energy in France: Planning, Politics and Policy, is that

of the political economist. His investigation covers all branches of the energy sector
in France and their development in the 20th century. Lucas stresses why an energy
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policy was needed, in other words, why governments intervened in the energy
sector. Primarily there was a need for supplies which a country like France lacked
at certain strategic moments in its history. In addition, the different sources of
energy had to be coordinated with a view to security of supply and cost.
Furthermore, there was a need for a long-term view in the collective interest. It is
no surprise therefore that the large energy companies were all state-owned
enterprises. Lucas traces the development of relations between them through much
of the 20th century. He outlines their evolution from state organised, non-
competitive institutions, with purely domestic markets through the large-scale
conversion to oil in the late 1950s and 1960s, up to the post-crisis situation in which
there was a new perception about the uncertainties of secure oil supplies, less state
protection for all, greater competition among the institutions and the rapid
development of nuclear energy. In all sectors of energy after the oil crisis, the
prevailing preoccupation was for companies to control their environment. This
implied the control of supplies, of markets, of technology and of finance. However,
the future of each sector depended to a certain extent on government decisions to
expand it, reduce it or allow it the freedom to be run like a private concern. For
example, France's two national oil companies, because of their international
associations, but especially after the oil crisis, received little government direction
or state funds, whereas the CEA became what the state oil sector was in the 1950s
and 1960s, that is, France's instrument for independence in energy supplies.
Consequently, a large proportion of the CEA's activities were financed by
allocations to the budget of the Ministry of Industry and Ministry of Defence. Yet
even the CEA developed commercially oriented operations designed to generate
income, for example, uranium mining, reprocessing and reactor construction.®

As Lucas points out in his analysis of the nature and operation of state control,
governments, in a sense, wanted the best of several worlds. They wanted public
enterprises to be independent of state resources, they wanted to hold on to their
large shareholdings in the companies and they wanted to exercise control through

government representatives on the conseil d‘administration. As a result,
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government control over the companies of the energy sector was tighter or more
relaxed according to the size of the state shareholding in the enterprise and
according to its need for state finance. Not surprisingly, among the controlling
institutions, it was the Ministry of Finance which dominated the policy process, since
it was this agency which allocated investment capital, fixed prices and it was bodies
attached to that ministry which measured performance. The policy process was not
a clear-cut affair, however, as Lucas demonstrates in his description of how the
various agencies interacted in the formulation of policy and the planning process.
For example, he illustrates on the basis of results of successive plans, that it was
the demands of the most powerful enterprises which determined government policy.
In addition, there were several actors with different priorities: the top politicians,
President, Prime Minister and Minister of Industry who were responsible for
appointments and for the organisational structure, there were the state companies
which provided government with detailed information about their needs and there
was the Minister of Finance whose chief role was to reduce public expenditure. It
was when the priorities of all actors converged that national energy policy was most

stable, as with oil policy in the 1950s and 1960s and more recently with French
nuclear policy.

For the purposes of our present investigation, Lucas' study is enlightening because
he underlines a definite progression in successive French governments' attitude to
the oil sector. Under de Gaulle, the state oil companies were used as instruments
of his ambition for independence in energy supplies. The discovery of Algerian oil
provided the means to implement this super dirigiste policy intended to protect the
French market and eliminate imports from outside the franc zone. In France,
throughout the 1960s, there was a strong consensus among top politicians and
company executives that cheap oil should replace to a large degree other sources
of energy: gas, coal, electricity, a policy which brought great prosperity to the state
oil companies. Their fortunes were radically changed, however, with the departure
of de Gaulle, followed by the nationalisation of French oil assets in Algeria and the
rise in crude oil prices. A fear in government circles of relying excessively on oll,
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coupled with Giscard d'Estaing's view that state enterprises should be less
protected, obliged the state oil company to determine its own destiny. Lucas points
out how the control of their environment became their objective in this more liberal
climate.

As Lucas explains, the influence of the President of the Republic on the energy
sector was very strong. He appointed like-minded men not only at the head of
public enterprises but also in key administrative posts to ensure that they took the
sector in question in the direction he required. The paradox, which Lucas aptly
underlines, then presented itself, for although the President chose men he could
trust and assigned them powerful instruments of state enterprise, he thereafter
risked becoming the victim of a technocratic monster he could not control. This
phenomenon is particularly relevant for our study of conflictual relations between
government and industry. Guillaumat, Giraud and Chalandon are all cases of
trusted men who soon showed their independent minds.

A further study which highlights a progression in the fortunes and role of the SNEA,
as well as the influence of personalities on its development is provided by Pierre
Péan and Jean-Pierre Séréni in Les Emirs de la République. They trace the history
of what is today the SNEA from its creation up to 1982. The authors are in fact
journalists and their study is directed at a general public, so an anecdotal and
somewhat romanticised view of the company's development is given. Their account
is nevertheless illuminating, not only because it incorporates a range of
perspectives:  political events, international affairs, a changing economic
environment and the behaviour of key personalities, but because it illustrates in a
concrete fashion what is explained in more theoretical terms in other works, for
example, the precise role of civil servants, corps strategies and corps rivalries in
action and the workings of government-company collaboration. The main idea
underlying the account is the growth of the SNEA to become one of France's top
industrial groups. The factors contributing to its growth were its close links with

successive governments - a relationship of dependence on govemnment in the early
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stages became one in which the company initiated government policy - the
personality, achievements and political involvement of its leaders and the group's
international dimension. Events are set in a contemporary context so the reader
can appreciate the impact of national and international affairs on the company.”

As the studies by Lucas and Péan and Séréni show, the President of the Republic
certainly influences the appointment of public sector company leaders, although he
may not be responsible for their future behaviour. There is another important factor,
peculiar to France, which can determine who is appointed at the head of large firms.
This is the phenomenon of political élitism which Ezra Suleiman explores in Elites
in French Society. This study deals with the identity of the leaders of large firms
who mostly belong to one of the grands corps de I'Etat. Suleiman analyses how
corps members accede to and maintain their powerful positions in society. Their
secret lies in the academic successes gained in France's most prestigious teaching
establishments, in the links between the training they receive and the corps in which
they exercise their profession, in the capacity of the grands corps to transform
themselves, so as to adapt to changes in society, and in the image corps members
have of themselves and their ability to impose this image on the public at large.®

What is relevant for our study, and here lies another ambiguity surrounding
government-company relations, is that although corps members are trained for state
service, to which they devote the early years of their career, a large proportion then
move rapidly into top jobs in the business world. Pantouflage®has advantages to
both sides. Corps members are attracted to the material benefits of the business
world while businesses and industry value the network of influential coritacts which
corps members bring with them from previous government posts. A further
phenomenon of corps behaviour, which reinforces the government-company link,
is the fact that particular grands corps colonise key posts in certain sectors. For
example, members of the Corps des Mines have traditionally occupied prestigious
positions in both the administrative and industrial branches of the energy sector.

* The move from state service to a post in the private sector
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Since leaders of each corps see its raison d'étre in the preservation of positions it
has captured and because of the constant exchanges of personnel between the
government and business worlds, the result is that people with very similar
background and training occupy influential positions in the public and private
sectors. Suleiman's thesis is that this élite behaviour gave rise to important
consequences: a blurring of the distinction between the management of the public
and private sectors, brought about through a consensus in the objectives pursued,
objectives of modernisation, efficiency, competitivity and the fact that French post-
war economic growth was largely achieved through the pursuit of common
objectives.

The studies which concentrate on the large firm's behaviour do not do so
exclusively. They also incorporate many of the approaches already reviewed,
government-company interaction, an evolving relationship between the authorities
and state enterprises and the corps dimension.

The Politics of Public Enterprise by Harvey B. Feigenbaum is a political scientist's
study of French oil policy. He begins by explaining why France had a strong
interventionist tradition and why public enterprise was traditionally chosen as an
instrument for intervention in France. However, a central idea throughout the study
is that the traditional portrait of France as a strong state is actually false because
successive French governments failed to control the public enterprises of the oil
industry, except in their early stages. In spite of regulation and "national champion”
firms, company incentives towards growth, diversification and internationalisation
led public enterprises to be at cross purposes with public authorities. This was
particularly true of the oil companies which are multinationals par excellence.

Feigenbaum demonstrates through numerous examples that public interest goals
were not pursued by the enterprises specifically created to do that very thing. How
did this situation arise? Although government agencies responsible for formulating
oil policy existed and, like Lucas, Feigenbaum also gives a description of their
functions, his analysis is more enlightening because he reveals how forces at work
within the various regulatory bodies, for example pantouflage, corps incentives, the
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influence of individuals, actually favoured the interests of companies rather than the
regulators. This weakening of public control was reinforced by the enormous size
and diversity of major oil companies' activities and the fact that oil is a world
industry. A state-owned oil company's markets are international and to compete,
it must behave like its rivals, the big private muitinationals. The findings of the
Schwartz Report of 1974 is one of the illustrations of a public firm's behaviour which
Feigenbaum uses. The Report highlighted the fact that oil companies paid virtually
no taxes, that they gave false information concerning prices, that they adopted

anticompetitive practices and that relations between them and the administration
were highly ambiguous.®

After drawing comparisons with oil companies and public corporations in other
countries and showing how they, like their French counterparts, served state
policies in their early stages but later diverged from their public interest mission as
they grew larger, more complex and more profitable, Feigenbaum, by way of
conclusion, poses the question: what is the state? Public sector firms are a part
of the state yet their record shows that many of them do not serve the national
interest. He suggests ways in which France's national oil companies might better
serve the public interest. For example, in renouncing their profit-maximising
incentives a whole multitude of benefits would accrue to the public. However,
successive governments, whether Conservative or Socialist, have been bound to
a profit-maximising ideology common to all Western economies. Although
Mitterrand, when he came to power in 1981, made the nationalisation of certain key
industrial groups the centrepiece of his economic strategy, the Socialists quickly
learned that they would have to elicit the confidence of the business world. As a
result, the operatioh of the public sector remained largely unchanged under the
Socialists from that of previous governments. Feigenbaum's concluding comment
is that while the French state was strong, in that it had a record of using its public
firms as an instrument of policy in very positive ways, it was not autonomous but

captured by the prevailing orthodoxy and fragmented by conflicting sectoral
interests within itself.
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A dominant theme in Feigenbaum's study, that of collusion between the highest
echelons of government and company top management, is also the subject of Le
Complot Pétrolier by Philippe Simonnot, formerly one of Le Monde's top political
journalists. Highly polemical in tone, this study is based on the findings of the
Schwartz report and on documents surrounding the ERAP-SNPA merger of 1977.
Through these documents Simonnot exposes the malpractices of national company
top management in which supervisory ministries were also implicated. Not only
does he elucidate the accusations of the Schwartz report but uses the evidence of
the ERAP-SNPA merger documents to show that supervisory ministers were quite
unconcerned about the control they theoretically exercised in the newly formed
SNEA, where the state was to maintain a 70% share. Simonnot demonstrates how
the official communiqué drawn up by the ministers of Industry and Finance
emphasised the capitalist nature of the operation in order to flatter and gain the
approval of the private shareholders. He also shows, by means of a confidential
letter sent from the Chef de la Mission de Contréle des entreprises pétroliéres, that
the representative of the Ministry of Finance was ready to fall in line with
Guillaumat's wishes that the composition of the board of the new SNEA (70% state-
owned) should retain the same government representation as that of the former
SNPA (51% state-owned). Furthermore, the fact that top government officials
involved in the merger had no intention of submitting the project to a parliamentary
vote (in contravention of Article 34 of the Constitution) because they considered that
ERAP, although an établissement public, operated like a private company, was a
further indictment against the authorities. Simonnot's documents and explanatory
comments are extremely illuminating for our study of government-industry relations.
Not only do they reinforce one another, but they also add weight to assertions made
eleswhere, as in Feigenbaum's study, that public policy defends private interests. '

To obtain the defence of its interests by government is just one of the means by
which the large firm or industrial group controls its environment. Elie Cohen and
Michel Bauer, sociologists by profession, investigate many other of the firm's
strategies in Qui gouverne les groupes industriels? Like Feigenbuam, they too
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perceive the firm as capable of influencing and even manipulating government
policies. Their analysis of the nature of industrial power covers the different
mechanisms by which the firm structures its markets through, for example, cartels,
mergers aimed at upstream and downstream integration and multinationalisation.
Advantages gained must be constantly renewed, however, through mobilising
scientific resources, market research and the accumulation of finance. Relations
with government are all important to the large firm in the achievement of its
ambitions. On the one hand, the firm can influence broad government policies, on
the other, it can exploit contradictions within the state to ensure that aid from
different agencies converge on its own policies. The authors see the divided state,
the firm's monopoly of expertise and the continuity of its leadership as the means
by which it can influence government actions.*

A firm's strategies must be planned and imposed. This is the role of its leaders.
Like Suleiman, Cohen and Bauer also investigate who they are and how they
exercise their leadership. Their main argument is that the leadership of many large
firms does not depend on ownership nor on long experience within the company.
Recruited from outside, leadership usually depends on membership of one of the
grands corps de I'Etat and on previous prestigious positions in ministerial cabinets
or in the higher echelons of ministries. It is this membership of an élite group, the
contacts accumulated and the negotiating skills acquired in top administrative posts,
rather than by experience of the firm's activities, which legitimise appointment as
leader.

Another strategy by which the large firm controls its environment,
multinationalisation, is explored by J-P. Anastassopoulos ef al. in Les
Multinationales Publiques. For these management theorists, the public multinational
is a contradiction in terms because it is subject to the demands of its home
government, but for its own prosperity, it must pursue its activities in an international
context. This view is somewhat abstract, however. The reality is that while

belonging to the state can be an obstacle to multinationalisation, a firm's
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development is also influenced by changing circumstances. In practice state
policies can provide opportunities for internationalisation, that is to say, public
companies are well supported by their home state in many of their activities, for
example, research, public procurement contracts. What is more, in certain areas,
for example, advanced technological sectors, private firms benefit as much as
public firms from state aid. In addition, subsidiaries abroad, whether belonging to
public or private firms, have the same objectives of profitability. The home state can
nevertheless present a potential handicap to a public sector company. The key to
successful multinationalisation is to make national policy coincide with company
policy, that is, companies must convince home state authorities that
multinationalisation is a condition of achieving state objectives, an echo of the
analysis by Cohen and Bauer. The large firm's traditional arguments are that the
national market is too small, that there is a necessity for industries of world scale
and the search for cheaper sources of supply.*?

Mention must be made of two further works directly related to our case-study and
which provice insights into both the power of the industrial group and the role of the
public multinational. Firstly, Christophe Babinet’s unpublished history of the SNEA,
traces the company’s growth from its beginnings up to the mid-1980s. A historian
by training, Babinet had unlimited access to Elf's archive, to senior managers and
top civil servants. He sees Eif as one of France’s few industrial successes,
attributable to the company’s capacity to remain linked to government but to
develop its own autonomy. In his view this achievement was due both to the
ambivalence of government supervisors who “played the company’s game” and to
the group’s international activities which provided it with a multiplicity of
interlocuteurs, especially the leaders of Francophone African states.™

The Franco-African dimension is the subject of the second study, in effect, a

“confession” made by Loik Le Floch-Prigent, former chairman of EIf*, during his

* Chairman of EIf 1989-1993
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imprisonment for suspected abuse of funds in 1996. Although the affaire Le Floch
took place in the years after those with which we are concerned, his revelations
about the interdependence of interests between successive French governments
and Eif in African states confirm that there has been a striking continuity in
government - company diplomatic arrangements. Moreover, the way in which EIf
seems to have assumed successive governments’ foreign policy responsibilities in
Africa reflects the group’s role in other spheres, as both instrument of government
and initiator in its own right."

The Approach of this Thesis

The works reviewed inform our analysis of government-industry relations in the
context of France's state oil group between 1976 and 1986 and provide different
approaches for a case-study. None of these, on its own, is entirely satisfactory. In
our investigation we shall in fact adopt an eclectic approach. That is to say, the
historic, the élitist and the company-centred approaches will be combined. The
focus will be closest to that of Feigenbaum in so far as it concentrates on the origins
of the company, on its development from a strong statist organisation to a privately
oriented multinational, on problems of government control and on government-
company interaction and collusion.

The new contribution of the present study is, firstly, that while a survey of the early
years of the company will be given, our investigation concentrates on a period of ten
years, 1976-1986. This decade has been chosen, not only because the SNEA was
created in its present form in 1976, but because both dates mark the group's
evolution towards partial privatisation. Feigenbaum's research focuses for the most
part on the 1960s and 1970s. Secondly, Feigenbaum's argument is directed at
showing how public sector companies diverged from their national interest mission
as they became more powerful. The present study will show that over the long term,
there was in fact a convergence of objectives between government and the state oil

sector. The concept of national interest can be interpreted in a variety of ways.

32



One is that the SNEA, France's top industrial group, has brought France, the
French and their governments many benefits. It has provided employment both
nationally and internationally and like other public sector companies, it has been
exemplary in its social policies. It has made a substantial contribution to French
regional development and has pioneered many technical innovations. Furthermore,
it was due to the SNEA's wealth that the group was invited to absorb various loss-
making chemical activities in the restructurings of 1983. In other words, the group's
healthy cash-flow came to the aid of strategic sectors of French industry. In
addition, the group's extensive international activities, especially in developing
countries, have contributed not only to the social, economic and technological
development of these regions, but also to closer diplomatic relations between these
regions and France. These examples clearly show that the SNEA has a good
record of responding to national concerns.

In addition to the works reviewed, our analysis of government - industry relations
has been informed by a range of interviews with senior managers at the SNEA, CFP
and CEA and with top civil servants in ministries and government agencies. The
interviews were conducted between 1986 and 1990. All this material has been
supplemented by our findings in further published works combining the approaches
mentioned above, in articles from the French and British press, in specialist and
trade journals and in company reports.

Our investigation is divided into six chapters. Chapter 1 surveys the background
of our case-study into government-industry relations in France and identifies trends
of development to which we return in subsequent chapters. It traces the growth of
France's state-owned oil sector from a cluster of government-controlled firms in the
post-war period to the formation, in 1976, of the SNEA, a privately-oriented,
diversified industrial group and one of France's largest firms. The chapter
highlights the political motives which inspired its creation and the protectionist
methods used in its expansion, considering throughout the role of company leaders

and government actors and interaction between them. The chapter also reviews
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how the state oil group dealt with the reversal of its fortunes, produced by the loss
of its Algerian assets and oil crisis of 1973, leading to the switch from cheap to
expensive oil in France, more widespread economic difficulties and a less protected
environment. Finally, we examine how a more self-reliant and commercially

oriented company was born out of the new competitive conditions of the mid 1970s.

Chapter 2 analyses how company policy was made. It investigates the paradox that
while governments established the structures and set the broad objectives, they did
not manage state-owned firms which largely determined their own policies and
influenced those of governments. Firstly, through a review of the institutions
concerned in the formulation of oil policy, the chapter analyses the complexities of
the decision-making process: the proliferation of actors involved; the conflicts
between them; the fact that between 1976-86 oil policy became less coherent; the
weakening of government influence in the face of greater internationalisation and
privatisation of companies. Secondly, the chapter considers the nature and
purposes of government control over the state oil group. Thirdly, it analyses how
this control worked in practice, since the government-company relationship was not
as it appeared. We consider how governments' dependence on the firm, divisions
among government actors, their lack of policy for specific sectors and companies'
greater internationalisation allowed senior managers to determine their own policies
and largely to influence those of governments.

Chapter 3 explores in greater depth government-company interaction by examining
senior managers as members of a state-created techno-bureaucratic élite. We
consider the technocratic model and ask to what extent Elf's leaders have
conformed to it and whether a state-created élite is appropriate to the current world
of market competition and privatisation. Firstly, the technocratic model and its
consequences for government-industry relations are explored. Secondly, a specific
grand corps, the Corps des Mines, to which many of Elf's leaders belonged, is
examined: its origins, features and mode of operation. We analyse how the

success of corps strategies meant that in the late 1980s, the state oil sector was still
one of its strongholds.
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Chapter 4 analyses the government-company relationship in the international
sphere. It explores the paradox of the public multinational, considering how
governments supported and hindered Elf's international activities, whilst EIf, not
only used the state link to expand its interests abroad, but achieved considerable
autonomy vis a vis its major shareholder through the international nature of the oil
business. Firstly, the chapter investigates the extent to which successive
governments encouraged Elf's expansion abroad, initially to protect French
interests, then to improve the international competitiveness of French firms.

Secondly, it considers how, as a public company, Elf was vulnerable to the
ideological and economic imperatives of governments which could handicap the
firm's international expansion. Thirdly, it examines how EIf and French
governments benefitted in many areas from the convergence of their interests.

Fourthly the chapter explores how the international nature of the oil business
encouraged Elf to behave like a private multinational and in so doing to gain
considerable freedom of manoeuvre vis a vis governments.

Chapter 5 explores Eif's diversifications into chemicals and pharmaceuticals. It
investigates to what extent the initiatives and long-term strategies of France's
largest firms facilitated government policy. The chapter starts by considering that
although Elf's early chemical acquisitions took place with little government
intervention, the extent to which the group had strengthened its chemical branch by
the early 1980s, enabled government to make it the centre of its chemical
restructurings. Next, the chapter considers how the group's diversifications into
pharmaceuticals also took place without government intervention, yet these
diversifications solved many of the problems which beset governments. Finally, the
chapter focuses on the conflict between Industry minister, André Giraud, determined
to assert public control and the would-be autonomous chairman, Albin Chalandon,

over the diversification issue.

Chapter 6 explores Elf's progression towards privatisation and shows that the
process was gradual and assumed different forms. It considers how privatisation
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was initiated by large companies and supported by governments of Left and Right.
Firstly, the chapter examines the nature of government-company collaboration over
the ERAP/SNPA merger of 1976, first official denationalization of ERAP, and
highlights the measures adopted by ministers and top managers to secure the
success of the transaction. Secondly, the chapter investigates how the controversial
Chalandon era of 1976-83 marked a further stage in the group's market orientation.
Thirdly, the chapter considers the partial privatisation of Elf in the context of the
Chirac government's privatisation programme of 1986-88. It explores how the
motives and factors favouring the programme were applicable to EIf but that the
changes were not as radical as promised, indicating that the French privatisations
of 1986-88 were not as market-oriented as they appeared.

Finally, in conclusion, we both summarise and synthesise our findings, as a basis
for considering the broader implications of our case-study. What light does this in-
depth study throw on traditional institutional analyses of government - industry
relations and the model of dirigisme? Certainly the asymmetry of the formal power
distribution between state and company disguises a more complex two-way
relationship. Equally the passage from public ownership to semi-privatisation
represents a much less dramatic change than many have suggested.
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CHAPTERI
FROM STATISM TOWARDS LIBERALISM

The early history of the French state oil company, up to the time it became the
Société Nationale EIf Aquitaine (SNEA) in 1976, was dominated by successive
governments' awareness of the growing importance of oil as a source of energy and
by the need for secure supplies. France does not have plentiful supplies of
hydrocarbons on its territory and has therefore always been dependent on foreign
sources. This dependence proved highly dangerous for national security in two

world wars, forcing governments to intervene in the coordination of national
supplies.

What governments chose to do was to control national supplies rather than having
them controlled by outsiders. This implied control of the raw materials and of the
finished products, in short, the creation of an integrated oil industry. The inter-war
years witnessed successive governments' attempts to achieve this through the
purchase of a substantial share in the existing private company, the Compagnie
Francaise des Pétroles (CFP), and through legislation. These attempts were
inadequate, as shown by France's relative lack in crude oil resources compared
with those of Germany just prior to World War Il

A more strongly interventionist approach was favoured by governments after the
war. The necessity of reconstruction convinced post-war govemments of the need
for an entirely state-owned industry which could be used as an instrument of
government policy. The idea also conformed with the philosophy of the immediate
post-war head of government, Charles de Gaulle, whose ambition it was that France

should regain its position as a world power. Independence in the areas of energy
and defence were prerequisites for regaining this position.
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The policy of pétrole franc or the introduction of crude oil from the franc zone into
national supplies to the detriment of imports from elsewhere was the instrument for
achieving this dirigiste organisation of the French oil market. In addition, the law of
1928 was the weapon used by government both to sell national oil on the French
market and to enable the state oil companies to build up arefining and distribution
industry.

Close collaboration between government and industry brought about the partial
merger of the different state oil companies in the mid-1960s. Total amalgamation
was not achieved until the mid-1970s. Governments believed that this regrouping

was necessary in order to strengthen the state oil sector in the face of international
competition.

The oil industry is a world industry and therefore acutely vulnerable to world events.
A state-owned oil company operating outside its national boundaries will naturally
be seen as an agent of its home state. This can bring advantages as well as
difficulties. The aftermath of the Algerian war and Algeria's accession to
independence brought problems for the French state oil group which threatened its
very existence. However, the large-scale programme of internationalisation
pursued from the 1960s and accelerated after the departure from Algeria and the
oil crisis of 1973 benefited in certain respects from French foreign policy.

Greater internationalisation made necessary by the departure from Algeria and the
oil crisis actually ensured the state oil group's survival. Diversification into new
activities, also a result of the world oil crisis, made good the losses suffered by
certain sections of the industry. Both internationalisation and diversification meant
that the group was less subject to supervision by national government. What is
more, since the oil crisis, oil-producing states have taken greater control of their
own production. The oil companies, whether national or international, private or
state-owned, were therefore obliged to compete for contracts on the same footing
and behave in a similar fashion. For their part, the governments of importing
countries could no longer exploit the resources of the oil-producing countries by
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means of their national oil companies. They had to rely on the oil firms to obtain the
most favourable terms. These changed conditions led to a blurring of the distinction
between the public and private oil companies.

Initially a collection of small companies, created by government for the specific
purpose of providing the nation with secure supplies of oil and gas, France's state
oil sector developed over roughly thirty-five years to become a major industrial
group of national and international stature. While strong presidential support and
a consensus in government gave life to the state oil sector immediately after World
War |l and provided it with opportunities to expand, from the mid-1970s world
events and changed economic conditions, combined with a less supportive

president and governments, encouraged Elf Erap to behave like any privately run
company.

This chapter is divided into eight sections which examine chronologically, from the
First World War until 1976, when the SNEA was created in its present form, the
growth of France's state-owned oil group. Presidential support, government
initiatives and close collaboration between managers and ministers dominate in the
early stages, covering the sections: The Origins; The Liberation; The Capture of
Outlets; The Birth of a Group. However, events leading to the nationalisation of
French oil assets in Algeria and coinciding with the oil crisis, examined in The
Franco-Algerian Crisis, destroyed the continuity of state policy developed since
1928. The result was a new perception about the difficulties and uncertainties of
maintaining cheap and secure supplies of oil. This view, together with prevailing
ideas about the need to make French firms less vulnerable to foreign competition
and more self-reliant, determined the future behaviour of the state oil group and
governments' reaction to it. How the company and governments responded to
these new economic conditions will be discussed in the last three sections;

Internationalisation, The Crisis in Refining and Diversification, Towards Liberalism.
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THE ORIGINS

Qil did not have an important share of French energy supplies in the early years of
the twentieth century and provision was in the hands of the international companies
and some French-owned private importers. It was in the area of national defence
that French governments were made to realise the threat posed by France's serious
lack of hydrocarbon resources. The shortage of oil in World War | obliged the
authorities, during the inter-war years, to intervene in the organisation of national
oil supplies. The result was a mixed formula of govemment control and free market.
Although this organisation went some way towards strengthening national suppliers

and may have been adequate in peacetime, the imperatives of the second world
confrontation revealed its weaknesses.

World War |

With no oil resources on its own territory, France depended on imported oil
products and crude oil mainly from the USA and Russia. In World War | this
dependence proved dramatic. Clémenceau's appeal to President Wilson on 15th
December 1917 has become legendary:

"Si les alliés ne veulent pas perdre la guerre, il faut que la France
combattante a I'heure du supréme choc germanique posséde

I'essence, aussi nécessaire que le sang dans les batailles de
demain".!

At the time of Clémenceau's appeal, provoked by Germany's preparations for a final
onslaught, Russia was about to surrender and Standard QOil, France's main supplier,
had halted its deliveries. This highly dangerous situation was to haunt the military
hierarchy and permanently affect French oil policy which was characterised

henceforth by a constant preoccupation with obtaining secure supplies of oil.2

The uncertainties of war aggravated France's already weak position regarding oil

supplies. Unlike Great Britain and Germany, where government intervened to
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support oil exploration, there was no such state intervention in France. The French
oil industry consisted of a small number of private refiners and distributors
dependent on imports. As for development in other areas of the industry - drilling
material, transport, methods of prospection - there had been little progress.

The Inter-War Years

In December 1917 the governments of the Third Republic, who had so far relied on
private initiative, were obliged to intervene. The first step was to take over the
monopoly for buying and selling oil products. This initiative was achieved by the
creation in August 1918 of a Commissariat Général aux essences et combustibles,

which intervened at all stages of the industry. The officially defined role of this
agency was

"étudier, proposer et provoquer toutes études propres a intensifier a
la fois les recherches et la production nationale de gisements de
pétrole et autres combustibles liquides en France et dans les colonies
et les protectorats"®

This was the first official expression of a government resolution to organise
prospection in France and French territories and it is in this decision that we see the
beginnings of France's state oil sector.

For the next ten years, however, there was interminable controversy over the choice
between a state monopoly or measures to liberate the oil market, and governments
hesitated between the two extremes. The parliamentary debates about the 1928
law reflect deep divisions of opinion.* While a free market would enable a refining

industry to develop, it would also allow access by the powerful international
companies.
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It was the international companies which dominated the world oil industry at the
time. That is to say, they controlled levels of production of crude oil and the price
at which it was sold to importing countries. The 1920s was a period of
overproduction, yet oil consumption was uneven, since coal was the main source
of energy and the uses of oil were still limited. On account of the uncertain nature
of the market, the already cartellised international companies would drive up prices
to an artificially high level to ensure their own profitability. This would result in a
price war, since the small and medium-sized companies feared for their survival.
The next stage in the process was "dumping", when oil was sold at any price, even
at aloss. Although "dumping" increased sales, it reduced profitability and this led
to a further stage, also based on the cartel arrangement, in which the large
companies reduced their oil production, so that they could at least sell at a profit.’

The Law of 1928

Given the instability of the market, many national governments attempted at the time
to bring order to the chaos and gain control of their own oil supplies. In France it
was the then intendant militaire, Louis Pineau, who devised what became known as
la loi de 28.° The main principles of the 1928 law were that the import of crude oil
and oil products were to be subject to state control. That is, licences were needed
for any imports exceeding 300 tonnes* per month. These licences were also
subject to a time limit, 20 years for crude oil and 3 years for oil products.
Established importers were granted licences for a quantity equivalent to their
maximum imports over the previous 5 years. In addition, companies regulated by
the law were required to supply public services as a priority, to keep reserve stocks
of oil and to take on contracts deemed to be in the national interest.” Thus, by
means of the 1928 law, government armed itself with a legal weapon to strengthen
its role as supreme arbiter over the national market.

* 1 tonne = 1000 kilogrammes.
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The implications of the law were extensive. The licence system enabled
government to exercise control over imports in order to impose quotas. From now
on the quotas fixed by the international companies would be replaced by quotas
decided by the French government. In the words of H.B. Feigenbaum the plan was
a "fight fire with fire technique: an attempt to mitigate dependence on a foreign
monopoly by creating a monopsonic buyer".® The underlying intention was that
French interests should be protected in the face of the considerable power of the
international companies. French interests implied national defence and national
independence. These were to be protected by maintaining, with the help of the

1928 law, a diversified range of oil supplies, while at the same time strengthening
the existing French companies.®

The legislators were not therefore opposed to the benefits which the international
companies could provide. They had devised the law as a midway solution which
would avoid both the abuses of the free market and the financial and diplomatic
complications of a state monopoly. In many respects the international companies'
interests were also being protected, for the intention was

"to respect as far as possible their established rights so as to allow
them to recoup the cost of their installations; to decide on an import

system which excludes no one; in short, to fix reasonable quotas on
all our suppliers.""

The 1928 law was in fact a compromise solution, not a pure state monopoly but a
monopoly delegated to private importers via import licences (monopole délégué).
As Feigenbaum points out, it was actually a political ploy aimed at preventing the
state import monopoly desired by the Parliamentary Left, yet it also represented a
victory for French importers."" Insofar as ten years after the institution of this
legislation, France had fifteen refineries compared with two in 1928, one can
conclude that the aims of the law were achieved.
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State entrepreneurship

Regulation was not the only instrument used by government to achieve its ends.
State entrepreneurship was also employed through the government's purchase in
1929 of a 35% share in the Compagnie Frangaise des Pétroles (CFP)."”? The CFP
had been created in 1924 to manage the Deutsche Bank's share of the Turkish
Petroleum Company (later to be called the Iraq Petroleum Company (IPC) with the
break-up of the Ottoman Empire), which fell to France in the San Remo Treaty.
Raymond Poincaré, who headed the government in 1923, was aware that state
involvement in the exploitation of these crude oil reserves would put enormous
strain on the Treasury, and, being in any case opposed to state control, his idea
was to find private investors. The obvious place to look was to the ten French
importing firms known as the Cartel des Dix, who joined up with the major
investment banks, especially the Banque de Paris et des Pays-Bas. Although
initially the Cartel des Dix had been opposed to forming a single firm, since it would
be more vulnerable to state control, perceptions changed when new lIraqi oil
reserves were discovered. Thus the CFP was formed. Poincaré's fear that state
control might frighten away private investors meant that he kept state influence to
a minimum. With the 1929 recession and a drop in demand, together with a fear of
"dumping" by the Majors'®, government purchased a 35% share in the CFP. In this
way, two forms of state intervention served to protect the new French oil industry,
enabling it to develop in its upstream and downstream activities. State
entrepreneurship secured substantial supplies of crude oil, while regulation
protected the French importer distributors.

Louis Pineau was responsible for more than just the 1928 law. As a part of his
scheme to give the French govermment greater control in the provision of its own ail
supplies, he had created in 1925 the Office National des Carburants Liquides
(ONCL) to take responsibility for the practical problems of oil exploration, for
gathering data on the physical properties of regions, on the organisation of oil
prospection in France and the empire and on techniques of drilling.” The ONCL's
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starting point was to carry out further studies in regions which had already shown
signs of promise, that is, Aquitaine, Languedoc and Alsace in metropolitain France,
North Africa, Madagascar and French Equatorial Africa in the empire. Syndicats
d'études were formed (with help from the CFP and the gouvernements généraux)
and associated themselves with the ONCL in the form of mixed economy

companies. It was from these that the foreign subsidiaries of Elf Aquitaine were to
grow.

However, shortly before World War Il, apart from having drawn up regional maps,
the prospection efforts of the colonial syndicats d'études had produced virtually
nothing. Moreover, governments of the Third Republic had reduced their financial
support in the aftermath of the 1929 world economic crisis. It is therefore no
surprise that France was still very poorly provided for in energy supplies on the eve
of World War Il compared with its major opponent, Germany. An indication is that
whereas German hydrocarbon resources amounted to 500,000 tonnes, France had
only 40,000 tonnes. "

It is ironic that two months before the outbreak of war, a major discovery of natural
gas was made at St. Marcet in the Haute Garonne, due to the exploration efforts of
the Centre de Recherches du Pétrole du Midi (CRPM), created in 1937. In
anticipation of the imminent conflict, the French government took 100% control of
the newly discovered oil field by creating the Régie Autonome des Pétroles "(RAP)
on 29th July 1939. This établissement public would be responsible for exploiting
St Marcet and surrounding area and be financed temporarily by advances from the
Ministére des Travaux Publics.® Another strand of the future EIf Aquitaine had
been born.

World War It

At the outbreak of hostilities in May 1940, however, exploitation of the gas field of

St Marcet had hardly begun. Although France had access to a number of sources
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of crude oil, which temporarily reassured the authorities, when the Franco-German
armistice was signed in June, all sources of crude oil were either acquired by the
German authorities or obstructed. First in line was the company at Pechelbronn in
Alsace. Although a small oil field, it was at the time the only established source of
crude oil on French soil. This was taken over by the Germans in the days following
the armistice. A few weeks later, on 4th July, with the ending of Franco-British
relations due to the events at Mers El Kebir, France lost access to Iraqgi oil and the
British government prohibited deliveries of oil to French tankers in Syria and the
Lebanon and sequestered the assets of the CFP. Furthermore the US suspended
delivery of industrial raw materials to France, while the British naval blockade of the
Atlantic cut off French subsidiaries of American oil groups from their mother
companies. For France a further source of oil was Roumania where three
companies had grown up, bringing together French, Belgian, British and American
capital. Although the French devised a plan to sabotage their own oil installations
in Roumania in order to cut Germany off from their energy supplies, it failed, and
French oilmen were expelled. This marked the climax of worsening relations
between France and Roumania, which was gradually transferring its loyalties to
Germany. The expulsion of the French oilmen was just part of a much larger plan
by which the Germans aimed to exploit the resources of the lands they conquered.

A further stage was the surrender to Germany of France's shares in Roumanian
oil.”

Thus in the space of a few months France was deprived of virtually all its sources
of oil supply: stocks of petrol and gasoil amounted to no more than one tenth of
average annual needs. Yet it is paradoxical that the Vichy period was of capital
importance to the French oil industry, not so much as regards results but because

it set up the legal framework and main elements of what would become in the
post-war period a public oil sector.

Owing to the strategic nature of oil, although it was of minor importance in the

energy balance, it was vulnerable to state intervention. In January 1941 oil became
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the object of a Comité d'Organisation, one of the committees established to develop
production programmes, acquire and share out raw material,control the running of
firms and intervene in the fixing of prices. Another form of state intervention was a
Groupement d'achat des carburants, created in October 1941, which all buyers of
fuel had to join. Most important of all these government-controlled organisations
was the Direction des Carburants (DICA), which succeeded the ONCL in 1939.
Although its influence was slight compared with that of the Direction des Houilleres
or Direction de I'Electricité, it had extensive powers, covering the definition and
implementation of fuel supply policy, the setting up of programmes for production,
import, transport and stocks, together with responsibility for controlling a whole
range of areas from prospection to distribution, scientific research and teaching. It
should be noted that the RAP became associated with it.

A further form of state intervention, but in this case it was aimed at obstructing
German greed, was that the government asserted its rights over a vast area of
South West France, spurred on by the discovery of natural gas at St. Marcet. A law
of 18th July 1941 gave government the right to prospect and exploit an area of 2.8
million hectares, which encompassed the area already granted to the RAP in 1939.
In November 1941 the area was handed over to the Société Nationale des Pétroles
d'Aquitaine (SNPA), a company created for the purpose, in which the state had a
55% holding, the private shareholders being the CFP, St. Gobain, Pechiney,
Rhone-Poulenc. In this way a further strand of the future EIf Aquitaine was
created.'

The Vichy period was one of maturation for the state oil group. The major
structures which would later form the Société Nationale EIf Aquitaine (RAP and
SNPA) were in place, modern methods of prospection and drilling were being
mastered, an oil services industry was being formed and a legal framework had
been established. In addition, tgams of professionals had been formed through
contacts made during the hostilitieg and in oil explorgtion activities overseas.

However, th pre-World War Il organisation of the French oil market would not be
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adequate to confront the necessities of reconstruction. Stronger government
agencies, capable of coordinating and planning, would be needed in the aftermath
of the war to reinforce and give direction to what had already been established.

THE LIBERATION

It was immediately after the war that the state oil companies received a major
political impetus. The nationalisation of all key industries was the chief
preoccupation of the Gouvernement Provisoire de la République Frangaise (GPRF).
Although oil did not at the time occupy a large share of France's energy sources like
coal, gas and electricity, the humiliating defeat of the war, together with memories
of dramatic oil shortages in World War |, convinced the post-war government that
oil was a strategic product and that it was essential to have an integrated oil
industry under French control.™

Driving forces

The means chosen to achieve this end was the policy of "national oil" and strong
government commitment to support the industry. Both these elements are stressed
in the ordonnance for the creation of the Bureau de Recherches de Pétrole (BRP),
government's instrument for the implementation of a "national oil" policy.

"Du pétrole produit et raffiné en France et dans son empire est la

seule solution parfaite aux probléemes d'approvisionnement du pays
en hydrocarbures....."°

The text of the ordonnance closes with the words:

"il apparait donc essentiel de consacrer a la recherche des gisements
d'hydrocarbures l'effort maximum; [limportance des crédits
nécessaires en méme temps que la continuité de vue absolument
indispensable sont les caractéristiques de ces recherches... Seul un
établissement public disposant pour plusieurs années de ressources
importantes et certaines est susceptible d'apporter a ce probléme une

solution heureuse" *'

49



It was de Gaulle, as head of the GPRF, who signed the ordonnance for the creation
of the BRP on 12th October 1945. With his military background, he was fully aware
of the strategic importance of oil. Furthermore, his ambition for France to be
independent in the area of defence made him a natural ally of supporters of the
policy of "national oil". It was auspicious for the future state oil industry that the
newly appointed head of the DICA, Pierre Guillaumat, should be a family friend of
de Gaulle and hold very similar convictions.?

The son of General Adolphe Guillaumat, Minister of War in 1926, Pierre Guillaumat
was educated at the military academy of La Fléche (Sarthe), run by his father, and
then at the Ecole Polytechnique. Rated among the top students, he was entitled,
on leaving, to join the prestigious Corps des Mines and then embarked on a career
in the colonial service. His education destined him for posts in the Service des
Mines, first in Morocco, then Indo-China and Tunis. In 1940, having joined the
Service des Renseignements "Air", based in Tunis, he was able to build up a whole
network of contacts, many of whom were involved in the oil business.® He returned
to France in 1944 with considerable knowledge and strong convictions about oil
exploration. For Guillaumat, systematic prospection was the only way to achieve
results and this demanded considerable sums of money, continuity and effective
work teams, all of which at the time needed strong government support.?* It was
these beliefs which were to underpin not only Guillaumat's directorship of the DICA
from 1944-1951 but also his chairmanship of different branches of the state oil
sector, a career spanning over 30 years.

Working closely with Guillaumat at the DICA in the immediate post-war period were
two other colleagues who were also to play key roles in the state oil companies.
They were Jean Blancard and Paul Moch, both polytechniciens and ingénieurs au
Corps des Mines. Referred to as "les trois Bouddhas", Guillaumat, Blancard and
Moch were to be largely responsible for ensuring the continuity of management
essential for the growth of the future state oil group.”
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In 1945, however, the ambition of "/es trois Bouddhas" was not to change what
existed already, but to reinforce and direct the oil activities already begun in France
and its colonies. This would be achieved by means of the BRP, a completely new
entity. It was to be a kind of research centre, "le nerf de la recherche, la piéce
maitresse de cette industrie nationale a laquelle on réve déja."® Not involved
directly in exploration, the BRP had the quality of a holding company and inherited
public shares in a whole range of oil activities in France and its colonies.” As
regards financial backing, the plan was that the BRP should be supported by public
funds - accounted for in the general budget - by a share in the profits from
discoveries it financed and by reimbursements for loans it made to subsidiaries. In
addition, the ordonnance of 1945 instituted a special tax on certain imported oil
products. This was to feed the Fonds de Soutien aux Hydrocarbures (FSH), created
in 1950. Then in 1953, a form of tax exemption, the Provision pour Reconstitution
de Gisement, similar to the American depletion allowance* was instituted.?®

In 1945 gaining acceptance for the idea of an integrated oil industry, supported by
state funds, yet showing no obvious results for several years, demanded
considerable conviction, perseverance and administrative skill. The chief tactic
employed by Guillaumat and his close colleagues was to ensure the support of
people of influence, primarily at the Ministry of Finance. It should be noted that in
the pre-war period the Budget Department made every effort to prevent investment
in oil exploration. Guillaumat therefore made a point of involving the heads of
Treasury and Budget closely in the daily running of the BRP. For example, he
brought together for monthly meetings his comité spécial at which the Treasury,
Budget, Customs and Direction des Imp6ts were represented. Until his departure
in 1977 all important questions were discussed by this comité spécial which,

* Under the depletion allowance, American companies are authorised to

deduct 22% of their wellhead rent from their taxable profits (up to a
maximum of 50%).
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according to Péan and Séréni, was "an efficient way to defuse conflicts"
Moreover, on several occasions throughout its history, directors of the Treasury and
Budget were intimately involved in the state oil group's development. One Treasury
director, Frangois Bloch-Lainé, had a seat on the board of the Entreprise de
Recherche et d'Activités Pétrolieres (ERAP)® and Roger Goetze combined for
nearly ten years the post of Budget director with the chairmanship of the Société
Nationale de Recherches et d'Exploitation Pétrolieres en Algérie (SN Repal), the
BRP's main Algerian subsidiary.®® Another technique of involving the Finance
Ministry was to appoint Inspecteurs des Finances to the DICA, bastion of the Corps
des Mines. To this day the deputy Director of the DICA is invariably a member of
the Cour des Comptes or Inspection des Finances.

This interpenetration of the worlds of government, industry and finance, apparent
throughout EIf Aquitaine's history, was extremely beneficial to the group's
development. We should note that in 1945, while Guillaumat himself combined the
directorship of the DICA with that of the BRP and took every advantage of this
ambiguity in his functions, Paul Moch combined the deputy directorship of the BRP
with the chairmansh'i’p of the RAP. In the words of Péan and Séréni: "Ainsi a eux

deux, Guillaumat et Moch verrouillent complétement le secteur d'Etat naissant".®

It is therefore no surprise that for the first five-year plan (1946-1950) 56 billion |
francs were allocated to oil research. There was general agreement in political
circles that it was money well spent and that France's dependence on foreign oil
supplies should be reduced.

The policy of pétrole franc
According to the ordonnance of 1945, the BRP's major task was to establish "un
programme national de recherches et d'en assurer la mise en oeuvre dans l'intérét

exclusif de la nation"*. The task carried two important implications:
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(i) undertaking geological examinations of all the territories of I'Union frangaise
and prospection in regions which seemed technically and economically
promising

(ii)  the use of a mixed economy formula in the development of a French oil
industry

Accordingly, and in view of the extent and urgency of the task in hand, it seemed
obvious to share the costs and risks with foreign companies. The USA was the
most advanced in the area of oil exploration, so it was natural that the newly created
French companies should seek to become associated with the Majors.* Although
the first real association in Tunisia of the BRP with Shell and Gulf Qil provoked
violent debates in the press and parliament throughout 1949, towards the end of the
1950s several subsidiaries, both in metropolitain France and its territories, had
become associated with the Majors.

Important discoveries

The perseverance of Guillaumat's teams was rewarded by a series of spectacular
discoveries throughout the 1950s, at Lacq in South West France, in Gabon, the
Congo and the Sahara.

In 1951 the gas field at Lacq was discovered by one of the SNPA's teams and at the
time was one of the most important in Europe with 200 billion cubic metres of
reserves. Although the gas did not come on stream until 1957, due to the difficulties
posed by its high sulphur content - which, ironically, would later constitute a
considerable part of the SNPA's wealth - for the next twenty years it remained the
chief source of finance of the SNPA and subsequently of Elf Aquitaine.*

In French Equatorial Africa the syndicat de recherches set up there in the 1930s
had begun to prospect Gabon and the Congo. The underdevelopment of the

region, poor hygiene and lack of equipment, meant that even by 1945, little
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progress had been made. Although the BRP took a majority share in the syndicat
de recherches, creating the Société des Pétroles de I'Afrique Equatoriale Frangaise
(SPAEF) in 1949, a series of failures and waning investments prompted association
with the Majors. Agreements were signed with Shell and Mobil in 1958, leading to
modest discoveries in Gabon, but the main advantage of these associations was
that French oilmen were initiated into the techniques of off-shore drilling. The Suez
crisis of 1956 forced the Fourth Republic to increase their allocation of capital to oil
exploration in the Gulf of Guinea and efforts finally bore fruit in important
discoveries in 1956-1957 in Gabon - Ozouri, Pointe Clairette M'bega, Animba,
Tchengue - and in the Congo - Pointe-Indienne.*”

Simultaneously, the Sahara was revealing its great reserves of oil. This region had
interested geologists since the 1930s, but it was in the post-war period that
prospection began in earnest. Initially it was concentrated in the Northern Sahara
where some small discoveries were made. Then, thanks to the creation of the SN
Repal in 1946, owned jointly by the BRP and the Gouvernement Général d'Algérie,
many financial problems were overcome, due to the influence of the chairman,
Roger Goetze, both with the rue de Rivoli - he became deputy director of the
cabinet of Mendés-France after the war - and with the Gouvernement Général
d'Algérie. Although the SN Repal experienced several years of failure at the
beginning of the 1950s, its association with the Compagnie Frangaise des Pétroles
d'Algérie, the Algerian subsidiary of the CFP, resulted in the discovery of the
Hassi-Messaoud oil field and Hassi R'Mel gas field in 1956 and 1957 respectively.
A further fruitful association of a French state company, the RAP, and Shell resulted
in another important discovery, the oil field of Edjeleh, at the end of 1955.%

Oil shares

In addition to association with the Majors and the CFP, another method by which the
state oil companies sought private investment was the purchase of oil shares by the
public. With the creation of the BRP in 1945, efforts were made by Paul Moch,
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considered to be the financial brain of the three founders, to interest the major
banks in oil exploration. To little avail, however. It was only in 1954 after the
discovery of oil by Esso at Parentis in South West France that oil shares began to
arouse public interest. To quote Péan and Séréni, "Du jour au lendemain la France
se passionne pour le pétrole".*® Two months after the discovery, a financial
company appeared, Finarep, in which Crédit Lyonnais and Paribas figured among
the main shareholders. In the same year the SNPA's shares were quoted on the
Bourse. This interest in oil shares was beneficial to several parties. For the
Ministry of Finance, it eased the burden on public funds which, until then, had alone
bome the brunt of exploration, the BRP was seen less in the light of a strain on the
public purse, banks made profits by increasing the number of share issues and
among private savers there was general enthusiasm for potential profit.®

The combination of government support to the BRP, association with the
international companies and private investment was a successful formula. The
major discoveries throughout the 1950s completely changed the scale of the state
oil companies' operations. By the late 1950s they were managing vast oil-producing
regions of world scale. When de Gaulle retumed to power in 1958, he saw that the
impetus he had given to the policy of independence in energy supplies had paid off.
Babinet summarises the growth of the state oil sector thus:

“partie de presque rien dans les années 50, la production pétroliere
de la zone franc avoisine les 8 millions de tonnes annuelles en 1960

et dou't4)1le en 2 ans grace au Sahara, pour atteindre 18 millions en
1962.'

THE CAPTURE OF OUTLETS

The logical sequence of the policy of pétrole franc was the development of the
downstream branches of the industry. This process took place in several stages.
First of all, the CFP and Majors were obliged to buy "national cil", then a public
network of refining and distribution companies was created and, finally, a

substantial part of the national market would be given to them. The methods used
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were highly dirigiste. Government made use of legislation to force rival firms to
cooperate in achieving the aims of the state oil sector. Notwithstanding the support
the companies enjoyed with the Ministry of Industry, the task of expansion found
several obstacles in its path. In addition to the fact that the state companies were
late-comers to the market, they met opposition from the strong international oil
groups established on French territory, from the Ministry of Finance, from Brussels
and from divisions within themselves. Furthermore, the section of government
committed to supporting a national oil industry, namely the DICA, had to tread a
delicate path in reconciling the wishes of the different factions.

By 1958 "national oil" was flowing and the gas from Lacq was playing an important
part in France's energy balance. Until now the state oil companies had devoted all
their energies to exploration, but had neglected setting up a refining and distribution
network. Therefore, when Algerian oil arrived, they were faced with the problem of
t. The French market had been supplied by the CFP and subsidiaries
of the Majors since the 1930s, so the arrival of the BRP and RAP naturally aroused
their hostility. The attitude of the Majors was that they made an important
contribution to French supplies, whereas the view of the CFP was that it had been
created precisely in order to refine crude oil for the national market. In fact, its
refining subsidiary, the Compagnie Frangaise de Raffinage (CFR), had received
from government the right to refine 25% of the crude oil destined for the French
market.®

how to sell i

The top management of the BRP therefore devised a plan of action as follows: first
they aimed to saturate the national market by replacing oil from the established
French suppliers by oil produced by the state companies and, second, to prepare
to export. However, "national oil" came at just the wrong moment. The Suez crisis
convinced the oil-importing countries of Western Europe that there were
considerable risks attached to obtaining their supplies exclusively from the Middle
East. Furthermore, two new suppliers, Libya and the USSR, had appeared on the
world scene as formidable competitors to European refiners. In addition, the USA
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had limited its imports of oil, which virtually amounted to shutting out the European
companies from a market which represented 60% of the free world. Moreover, other
European countries, for example, Italy, Germany, Belgium, had also created state
oil companies and, like France, were seeking to sell oil on the European market,
which was fast becoming saturated.*

The weapon of “devoir national”

Insofar as the RAP and BRP would need several years to create a refining and
distribution network from nothing, the best solution was to use the capacity of
refiners already established in France, those of the CFP and Majors. However, this
was not acceptable to either party for a variety of reasons. For the CFP, its own
Middle East production already exceeded the capacity of its refineries and
distribution network. It ran the risk, should it attempt to reduce production, of being
prevented from exploring in those countries which now actually wished to increase
the quantities of oil extracted. The CFP also ran the risk of sanctions from its
international partners and of jeopardising the privileged links it had built up with
them.* For the international groups, Shell, Mobil, Esso, BP, but also the CFP, oil
produced by the French state companies was more expensive than Middle East oil,
less well adapted to their refineries due to its low sulphur content and, in addition,
it deprived them of their rente miniére - the profit realised on the price at which they

bought crude oil from their production subsidiaries and sold it to their refining
subsidiaries.*

It was for these reasons that initial talks with the CFP and Majors broke down. The
negotiators of the state oil companies were obliged to take stronger measures.
Through contacts at the Finance Ministry, the Elysée and the DICA and the support
of Jean Marcel Jeanneney, Minister of Industry, the CFP and Majors were obliged
to buy oil produced by the state companies.” The weapon used was Article 3 of the
1928 law, which imposed on holders of import licences

"I'exécution de contrats d'intérét national pour I'acquisition de pétrole
brut, de produits dérivés et succédanés, et la fabrication dans leurs
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usines de produits d'origine pétroliére utiles a I'économie générale du
48
pays."

Thus, importers were obliged not only to buy considerable quantities of national oil
but also to refine them.

Confirmation was obtained from the Conseil d'Etat that the contracts were in fact in
the national interest, with the proviso that all companies must be treated in the same
way in implementing the law. According to Article 3, the volume of crude oil each
company should buy was determined by its position on the French market. As a
result, the CFP and Majors were obliged to buy quantities of crude not exceeding
30% of their outlets. Regarding the price at which they bought national oil, this was
also determined by the company's position on the market, by the quantities
imposed, by the quality of the oil, and by the price at which the foreign refining
subsidiaries were supplied with crude oil by their mother company.*

It should be noted that decisions about quantities and prices were not imposed in
an authoritarian way. Both the DICA and companies wished to avoid conflict. The
DICA was fully aware that the international groups controlied 60% of the French
refining and distribution market, whereas the international groups were conscious
of their weak legal position. Moreover, the CFP was well aware of the strength of
support enjoyed by the state oil companies at the Ministry of Industry and the
Elysée and that a battle with the administration might put it at a disadvantage.

The necessity for an integrated group

Although the state oil companies were successful in selling their crude oil by means
of the contrats d'intérét national, this was only the first step. In the long term it was
essential for them to have a completely integrated industry. The reasons were
numerous. The price at which the Majors bought "national oil" was lower than the
price at which they supplied their own refineries with their own crude oil. This

constituted a loss for the state companies. In addition, the 1928 law with its
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licensing and quota system was in conflict with the Treaty of Rome. Article 37 of the
Treaty anticipated the gradual removal of state monopolies. Furthermore the
Majors would soon acquire licences for Saharan exploration themselves and at that
point they would no longer buy from the state oil companies.® The necessity for a
vertically integrated state oil group was also obvious to the French administration
as well as to the state producers. According to one of Babinet's sources: "C'était
I'idée naturelle, évidente, que des producteurs importants ne peuvent étre
indéfiniment producteurs sans étre aussi raffineurs.”™' Consequently the project for
a Société Industrielle des Pétroles (SIP), created jointly by the BRP and RAP,
obtained the support of the Minister of Industry, J-M Jeanneney, with the proviso
that a single, united group should be formed, not a host of small refining companies
competing with one another. In addition there would be no question of reducing the
CFP's share of the refining-distribution market to make way for the new group. The
relationship with the CFP should be one of saine concurrence.

The DICA's task was not an easy one. It was committed to supporting the state
companies’ efforts to build up a refining-distribution group, while simultaneously
recognising the important contribution of the international oil groups to French
supplies and protecting the CFP. This company was already in possession of an
oil industry of its own and was indispensable to France. The DICA's task was
further complicated by de Gaulle's foreign policy, opposed to NATO and to an
understanding with the Majors, yet favouring a rapprochement with the Arab
countries and the developing world.*

The nature of the future SIP was the object of much deliberation, but the solution
finally retained showed two dominant characteristics, which revealed the
preoccupations of the administration. On the one hand, it was essential that the
new group form a united whole. The reasons were that, in the immediate post-war
period,. a host of companies had appeared at the initiative of the RAP and BRP.

Certain companies which had made important discoveries, for example, the SNPA
and SN Repal, had become very rich and aimed at a considerable degree of
autonomy from the BRP, which consequently had difficulty controlling them.
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According to one of the SN Repal's geologists: "Le BRP ne commandait pas
véritablement ses filiales... Elles restaient trés indépendantes, refusaient toute
coordination."® The second characteristic of the new organisation was that it

should be a state group, whose policies would "automatically conform to instructions
from government".

The Union Générale des Pétroles

The new group became effective on 14th November 1960 under the name of the
Union Générale des Pétroles (UGP). According to the official communiqué, it would
consist of "des participations égales de la RAP et de la SN Repal et d'un
groupement de sociétés ayant également atteint le stade de la production, telles
que la SPAEF" and would ensure, in conjunction with private oil groups, the
transport, refining and distribution of oil from the franc zone.> By way of reconciling
the interests of all parties the communiqué underlined, on the one hand, that oil
produced in the franc zone by national companies should also be used and sold in
the franc zone, on the other, that a sufficient part of the French market should be
left for the CFP and international groups, whose investments had already given
France a modern and well-adapted refining and distribution industry. The
communiqué incorporated three important points concerning the nature and role of
the UGP. First, the new group would not be privileged in any way, but compete on
an equal footing with other companies. Second, it would acquire a majority share
in the transport, refining and distribution activities of Caltex™ amounting to no more
than 4% of the French market. Third, the various refining and distribution groups
in France were invited to make agreements with the state oil companies, so that
each year a reasonable share of French oil supplies should be made up by oil
produced in the franc zone.

There were, however, numerous obstacles to the UGP's development. First of all,
among the refining and distribution companies in France, the most successful had
already been acquired by the CFP, whereas those prepared to be taken over by the
UGP usually had specific difficulties and saw their survival in being bought up by
the state group. The example of Caltex was a case in point.* In addition, the CFP,

60



naturally opposed to the UGP's existence, since it had itself been created twenty-
seven years earlier to fulfil the same role, made every effort to obstruct the new
group's attempts to gain a share of the refining-distribution market. The national

press of the day, no doubt backed by the CFP and Majors, also added fuel to the
controversy:

"Pourquoi engager des fonds de I'Etat pour créer un nouveau réseau
de distribution de I'essence et du fuel alors que cette distribution est
faite jusqu'ici avec une progression de moyens qui donne toute
satisfaction aux usagers?"*’

A more dangerous obstacle was the Ministére de I'Economie et des Finances. Even
before the creation of the UGP, Antoine Pinay, Minister of Finance from January
1959 to January 1960, considered the structure of the new group too statist and
opposed the views of J-M Jeanneney. Tension rose from 1962 when Valéry
Giscard d'Estaing was appointed Finance Minister. Opposed in principle to public
sector companies, Giscard d'Estaing expressed his disapproval of this new
extension to the state group in the following terms:

"C'était une création facheuse au moment ou la France avait une
souverainté totale au Sahara; elle devient plus dangereuse et inutile
encore a I'heure actuelle. Je pense qu'il est indispensable qu'un seul
groupe pétrolier (la CFP) défende les intéréts de I'Etat frangais."*

A further obstacle to the UGP's expansion was the rivalry which existed among the
different companies composing the group; RAP 33.3%, SN Repal 33.3%, GEP®®
33.3%. The GEP brought together four of the BRP's producing subsidiaries; SNPA
40%, SPAEF 40%, CEP® 15%, PREPA®' 15%. It was a device to allow the BRP to
become involved in industrial activities. The conflicts arose from the fact that
certain companies were resentful that their share of the new firm was not

proportionate, either to the position they occupied vis-a-vis the BRP or to their
wealth.
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Conflicts were to some extent resolved by the system of a rotating chairman and by
the DICA. Regarding the system of chairmanship, the heads of the three
companies holding shares in the UGP, Paul Moch for the RAP, Roger Goetze for
the SN Repal and Jean Blancard for the BRP, were to take turns as chairman. In
the event it was Pierre Guillaumat, not Roger Goetze, who succeeded Paul Moch,
the UGP's first chairman. For its part the DICA went to considerable lengths to
make sure that conflicts did not become politicised. A former official described the
role of the DICA in the following terms:

"Dés cette époque, probablement au contact des groupes
intermationaux, nous étions trés conscients de la nécessité de ne pas
malmener les diverses personnalités, d'autant qu'il y avait aussi des
intéréts privés. Nous avons donc veillé & ne pas provoquer de
conflits ou, en tout cas, a ne pas les laisser se pérenniser. Car nous
savions que si ces conflits devenaient trop violents, ils risqueraient
d'étre arbitrés par le pouvoir politique. Trés proches des sociétés
elles-mémes, nous pensions comme on peut le penser encore
aujourd'hui, que toute interférence politique était nuisible dans ce
domaine. En d'autres termes, nous avions le souci de régler ces
affaires en famille."®

The UGP's attempts to expand

The leaders of the UGP had rapidly to find outlets for the oil produced by the state
exploration companies and, simultaneously, to learn about the refining-distribution
profession on the job. Consequently, they went about the task in a somewhat
disorganised fashion, buying up whatever they could find. In the area of
distribution, by 1962, their acquisitions amounted to seven or eight small companies
representing about 8.5% of the market. Unfortunately, these companies had only
local distribution networks, not in large urban centres but in rural areas. Moreover,
in attempting to expand, they encountered all kinds of administrative regulations
regarding the location of petrol stations. They also discovered that the structure of
the oil market hardly favoured UGP's expansion. Saharan oil was rich in petrol,
gasoil and domestic fuel but poor in heavy fuel, and it was the consumption of the
latter which would triple in the years ahead.®
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In the area of refining, the situation was similar. The only refineries available for
takeover were old and poorly situated, so that two years after the UGP's creation,
they amounted only to 4% of the refining market. The solution was for the UGP to
have its own refineries, located not on the coast next to large ports, according to the
established view, but inland, close to important centres of oil consumption, that is,
large cities, power stations and petrochemical complexes. This would reduce
transport costs and ensure useful outlets. This reasoning explained the choice of
refineries at Gargenville, Grandpuits - Paris region - and Feyzin - near Lyon - built
in the 1960s. The refinery at Feyzin, completed in 1966 and one of the largest in
Europe to operate according to the steam-cracking process, became the motivating
force of the company created through UGP's merger with La Mure Union, an old-
established refining-distribution company near Grenoble. Since La Mure had
contacts with the chemical industry of the Rhone-Alpes region, this association

allowed the UGP to expand into the important area of petrochemicals.®

The Leblond decrees

Although the state companies' efforts to expand their refining-distribution sector
were partially successful, the above-mentioned obstacles prevented them from
developing as much as they wished. Furthermore, the sources of the UGP's crude
oil supplies, for the most part, the Sahara, imposed some lack of flexibility on the
company.

According to Babinet:

"Constituée pour écouler le brut franc, essentiellement celui du
Sahara, un brut léger - 'UGP manque de souplesse. Elle ne peut,
comme d'autres compagnies, se livrer au véritable commerce
international du pétrole, jouer sur les différentes qualités des bruts,
mettre a profit tout ce systéeme d'échange, poumon d'un raffinage bien
équilibre."®
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In fact, the leaders of the UGP felt entitled to the same privilege as the CFP, a 25%
share of the market. However, conscious of the opposition from several quarters,
they would have been content with a 15% share. It was this percentage which Paul
Moch proposed in discussions with leaders of the Union des Chambres Syndicales
de I'Industrie du Pétrole (UCSIP) in 1962. The reply, however, was negative.

Knowing the support they enjoyed at the DICA, it was to this department that the
leaders of the UGP next appealed. The director of the DICA, Maurice Leblond, was
committed to the expansion of the UGP, but was not prepared to arouse the hostility
of the Majors and the CFP. The presence on the French market of Shell and BP,
important European companies, complicated the matter, since an attempt to cut
their share would provoke the wrath of the European Commission. Leblond, again
making use of the 1928 law and its system of autorisations spéciales, proposed
increasing the UGP's import quota - which determined companies' share of the
market - and reducing that of other companies. His proposal involved raising the
quantity of imported oil for all groups, but increasing the volume allowed to French
and European companies more than that to American companies. Leblond took
advantage of the renewal date for licences in 1963 and executed his decision in
what appeared to many to be a very authoritarian fashion. The decrees of February
1963 renewing the A13* licences fixed the share of French companies at 61.3% -
as against 49.6% previously - and reduced the foreign groups' share to 38.7% - as
against 50.4%. In this way the UGP was given a 14.5% share of the market.®

The decision provoked a furore in many circles; in the press, at the Assemblée
Nationale, in London and Brussels where the Hallstein Commission recommended
to France: "the same treatment for all companies and a general increase of import
quotas for crude oil and oil products."® The international companies appealed to
the Conseil d'Etat requesting it to ask the European Court in Luxembourg whether
the Leblond decrees were an infringement of Article 37 of the Treaty of Rome,

* Import licences valid for 13 years.
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which obliges member states to reduce their monopolies. The affair went no further,
as the Majors' case contained a small defect, namely that Article 37 requires only
EC member states to "adjust state monopolies progressively".

The atmosphere was nevertheless intolerable. Prime Minister Pompidou could not
allow it to continue. The state oil companies had everything to lose from the bad
feelings which existed between them and the Majors, especially at a time when the
progress of events in Algeria created a very real possibility of their having to leave
the franc zone and set up in Canada, the USA or Nigeria. On four occasions, from
Autumn 1963 to Summer 1964, Pompidou received the chairmen of the foreign
companies at Matignon to reassure them of the importance he attached to their
presence in France.® They also received an official letter stressing France's
interest in cooperation with the international groups, but also clarifying how the
1928 law should be interpreted. The gestures of reconciliation continued.
Inaugurating two refineries near Strasbourg in October 1963, in which the UGP, the
CFP and the international groups were associated, Pompidou stressed the
importance of solidarity among European oil companies:

"Les producteurs, raffineurs et distributeurs qui exercent leur activité
en France doivent chacun avoir la possibilité de développer leurs
activités dans un esprit de concurrence loyale, avec pour seule limite
le respect de l'intérét général."®®

Other acts of reconciliation were that Esso was allowed to construct a refinery at
Fos-sur-Mer while Shell, BP and Esso were allowed to build a pipeline for finished
proddcts linking the Mediterranean and the Rhone. In addition, Esso's application
to explore in the Gulf of Gascony, previously blocked by the DICA, was authorised.
In return, the state oil companies were allowed to associate with the Majors in
exploration of the North Sea, although their initial request in 1961 had met with a
humiliating refusal. The final mark of reconciliation between the UGP and Majors
was UGP's acceptance as a member of UCSIP.”
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The last stage in the battle against the Majors was the abrupt dismissal, in the
summer of 1964, of the director of the DICA, Maurice Leblond. Although he had
done no more than execute government directives by publishing the decrees,
someone had to pay for the controversy created.

The state oil companies' early development of downstream branches of the industry
reveals the effectiveness of the government-company partnership. The pursuit of
common objectives by government and the state-owned oil companies was a
successful formula in overcoming a range of tough obstacles. It should be noted
that the climate of the early 1960s was also favourable to this nationalistic approach
to industrial policy. De Gaulle's ambition to turn France into a major ecohomic and
industrial power entailed strengthening certain firms in order to give them a better
chance to do battle in the international market. The firms chosen, or “national
champions", as they were called, were those whose activities were strategic for
national independence.”” It is therefore no surprise that the top managers of the
young state oil sector, committed to the survival and growth of an oil industry under
French control, should have been able to obtain the support they needed from those
sections of government responsible for the industry. This support could not be
limitless, however, since there were other oil companies operating in France, whose
contribution government valued, and whose hostility would be harmful to the French
national companies outside France. Hence the double role which government had
to play in increasing the state oil sectors's share of the domestic market, while

simultaneously granting opportunities to the international companies to expand
within France.

THE BIRTH OF A GROUP

The determination to create an industrial group capable of defending itself in the
international arena and a strongly dirigiste approach adopted by government
supervisors responsible for the oil industry are again obvious in the next stage of
the state oil companies' growth, namely their reorganisation and partial
amalgamation towards the totally integrated status they achieved in the mid-1970s.
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It was André Giraud who replaced Maurice Leblond as director of DICA in
December 1964. He had not been involved in the running of the state oil
companies, so could adopt a more objective view than his predecessors, Pierre
Guillaumat and Jean Blancard, who had combined the directorship of the DICA with
responsibilities within the BRP. Giraud was struck by a number of weaknesses in
the state oil companies. First, the future of France's oil relations with Algeria was
uncertain. It was therefore important that the state-owned companies establish
themselves outside the franc zone. To this end, it was essential that they should not
be seen in conflict with the international oil groups. Second, the multitude of
subsidiaries created by the BRP and RAP and the tendency of a number of them
towards autonomy’ meant that there were numerous decision-making centres and
a consequent inefficiency regarding the circulation of money and distribution of
manpower. Third, the use of private capital should be better controlled because,
until then, not only had the results of private investment been uneven, but its
intervention could hinder policies decided by government. In Giraud's view, the
state oil companies should be reorganised in order to achieve greater unity of
control and more efficient use of finance and manpower. This implied the merging
of the BRP and RAP to form an integrated group which would be capable of
defending itself in the highly competitive world oil industry.

On the basis of Giraud's observations of the workings of the state companies, new
aspects of a national oil policy would emerge which would strengthen the position
of the future group. Firstly, the CFP and national producers would occupy 50% of
the French market and, abroad, a share of the market equivalent to that of the
foreign companies in France. Secondly, in order to give the national producers the
solid base they needed on the French market, foreign oil companies should not
expand as fast as the market but only half as fast. Thirdly, French companies
should control sources of crude oil equivalent to the totality of national needs.

Fourthly, every oil company should keep a nine-month stock of oil - previously three
months’.
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How the merger should be carried out was Giraud's next task and for this he needed
Pierre Guillaumat because, in his view, "lui seul aura l'autorité suffisante pour se
faire entendre et obéir des différents barons de la RAP et du BRP."* Guillaumat
surrounded himself with trusted colleagues, Blancard, Giraud and Moch, together
with chosen executives of the younger generation, Raymond Lévy, Pierre
Desprairies and Jean Méo, the presiding director of the DICA, Michel Vaillaud and
his deputy, Georges Dominjon.

internal structure

In June 1965 the stucture of the newly integrated group had been outlined in a
report drafted by the above-mentioned top managers and government officials. It
was given the name Entreprise de Recherche et d’Activites Pétroliéres (ERAP). The
dominant features which emerge from the report concemn the managerial structure

of the new group, the legal and financial organisation and the role of private
capital.”

The top management structure reflected the need to maintain unity in an
organisation characterised by its differences and dominated by personalities. At the
top of the pyramid, a conseil d'administration, on which representatives of the
supervisory ministries of Industry and Finance would have a seat and also one from
the Ministry of Foreign Affairs. Alongside, a comité spécial, would bring together
the chairmen of the BRP, RAP and UGP with the autonités de tutelle but would meet
more often than the conseil d'administration. Finally there would be a comité
directeur, consisting of the chairmen of the three companies. They would have the
essential powers of approval of budgets and programmes, movement of assets,
regulations governing staff and the financing of new projects. In the view of the
authors of the report, the triumvirate was necessary so that decisions of the group

would be seen to be the result of a common way of thinking. This would create the
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indispensable esprit du groupe.

As regards the legal and financial organisation, the main objective was to ensure
maximum mobility of finance. This implied, on the one hand, frequent merging of
firms to facilitate the allocation of finance to certain sectors, and on the other,
reduction in the number of subsidiaries by country. Finally, the authors underlined
the necessity to regularise the flow of money within the group by fixing prices for the
buying and selling of crude oil, the import and export of finished products and the

sale of raw materials to petrochemical sectors.

The role of the SNPA

The use of private capital focused mainly on the SNPA and its future.”® Should it
be merged or remain independent? The authors of the report, aware of the SNPA's
wealth and its strong tendency towards autonomy, chose a mid-way solution. The
single group, formed out of the BRP and RAP, would hold the public shareholding
in the SNPA but the SNPA itself could exercise certain activities alone, for example,
the exploitation of the gas field at Lacq. The SNPA would also serve to bring
private capital into the group. It was quite clear that the top management intended
to make full use of the SNPA's wealth. They calculated that "a substantial part of
the SNPA's available funds would contribute to the development of new exploration

zones or to sectors whose activity would increase further, namely refining and

distribution".””

The total merger of the three companies was therefore to be avoided. The SNPA
shares were star performers and it seems that just the news of the BRP-RAP merger
was enough to make their price fall several points. Another factor, perhaps less

well known, underlay the avoidance of a total merger:
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"Elle (la SNPA) avait un cash-flow important, alors que la RAP et le
BRP étaient subventionnés par le Fonds de Soutien aux
Hydrocarbures. Or on avait bien l'intention de tirer le plus possible
sur cette pompe a finance non pas tellement pour I'exploration comme
¢'avait été le cas précédemment mais pour créer les réseaux de
raffinage-distribution nécessaires a l'intégration. En laissant la SNPA
de coté, on se donnait donc le moyen de justifier une demande d'aide

a I'Etat, tout en ayant cependant la volonté bien arrétée d'éteindre
celle-ci un jour."™

A first step was nevertheless made towards this partial merger of ERAP and the
SNPA: the appointment of a common chairman to ensure the coordination of
policies. Who other than Pierre Guillaumat could fit the post, having played such
an important part in the early days of the group and whose authority was generally
respected among national producers? Another more tactical reason for the choice
of Pierre Guillaumat was the DICA's determination that one of their "own men", that

is, an Ingénieur au Corps des Mines should be appointed to the job.”®

The importance of preserving the profitability of the SNPA is revealed in the note
which the Minister of Industry received from Georges Pompidou on the day of

Guillaumat's appointment, November 21st, 1965:

"La politique de la SNPA me parait devoir avant tout respecter la
stucture mixte de la société et maintenir sa politique de rentabilité
fondée sur un équilibre convenable de ses activités entre la
recherche, la production, le traitement et la transformation des
hydrocarbures. Cette action devra naturellement étre coordonnée
avec celle du groupe des producteurs nationaux, tout en laissant a la

SNPA une grande autonomie dans le choix des terrains de
recherche."®

The guiding principles of the merger: better circulation of finance, resources and
manpower, a common chairman and a degree of autonomy for the SNPA, were
endorsed by government and ERAP came into existence in December 1965. Novel

aspects of the new organisation were the use of the term groupe for the first time
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in French law and the creation of an établissement public through the suppression
of two others of the same type.® In addition, the decree instituting the new
organisation specified that the chairman must belong to the top civil service. "Both
the head of the DICA and Guillaumat wanted to avoid the danger of a political

appointment."®

The practical execution of the merger was Guillaumat's immediate task, and
according to his wishes, Jean Blancard and Paul Moch were appointed
vice-chairmen. Blancard was given responsibility for exploration-production and
Moch for refining-distribution. In addition each vice-chairman was to be assisted
by a deputy, Jean Meo for Paul Moch and Raymond Lévy for Jean Blancard.

Although certain aspects of the merger posed problems, such as the unpopularity
of methods used by R.Lévy to combine work teams and protests from the RAP's
unions that the new structure was a form of denationalisation, even opponents of

the restructuring admitted years later that it was a success.

A further symbol of fusion of the state oil companies materialised a year later, on
27th April 1967. This was the official launching of the trade name "EIf", finally
decided upon after nearly six years of deliberations! From now on the state oil

group would be a visible and recognised rival to the big international oil

companies.®

The state oil éompanies' expansion reveals many aspects of close collaboration
between government and industry. First, ministry officials responsibie for the oil
industry ensured, by means of legislation, that national oil was sold. Second, they
participated in the creation and development of a refining and distribution sector
and in securing for it a substantial share of the domestic market. Finally, they
worked together in the important merger of upstream and downstream activities. In
order that the integration of activities should succeed, the top management of the
new group, with the full consent of government, intended making use of substantial
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amounts of private capital by means of the SNPA. Thus, although an établissement
public in name and, by definition, 100% state owned, ERAP was gradually acquiring
the character of a mixed economy company.

It should also be noted that the personalities involved in the expansion of the state
group, both in the Ministry of Industry and top management of the companies, had
similar ambitions for the development of a powerful state oil sector. The fact that
they occupied high-ranking posts in the administration and companies meant that
they could impose their wishes. It is also apparent that they largely belonged to the
Corps of Mining Engineers (Corps des Mines) in which Pierre Guillaumat was
patron. Being in addition one of the founding fathers of the BRP and close advisor
to de Gaulle, his influence on French energy policy was enormous. As Feigenbaum
suggests in his explanation of why France needed a second oil company, when a
"national champion" already existed, namely the CFP:

"It was a foregone conclusion that the high-ranking posts in the new
petroleum company would go to members of this corps (Corps des
Mines) which had already established a monopoly on positions in the
petroleum sector. The establishment and continuing life of two state

oil con'gganies therefore provided important advantages to certain
elites.’

THE FRANCO-ALGERIAN OIL CRISIS

The state oil companies were expanding not only in France. The 1960s were also
years of rapid expansion outside the franc zone, in Canada, Nigeria and the North
Sea. One of the factors which determined this expansion was the accession to
independence of French possessions during the 1950s and early 1960s. While this
process was peaceable in the case of most states, the Franco-Algerian war, which
culminated in Algerian independence in 1962, was a bitter conflict and posed
problems for the group which dragged on for nine years.

Neither de Gaulle nor the top management of the state oil companies had any
illusions about the future of French oil assets in Algeria. The fact that the state
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companies were beginning to move outside the franc zone from 1959 was, in itself,
a sign that their top management foresaw what was coming well before the signing
of the Evian agreements of March 1962, which marked the end of the Algerian war
and heralded Algerian independence. Péan and Séréni summarise their attitude
in the following terms:

"En prévision de l'orage inéluctable on retire autant d'argent que
possible d'Algérie et on va le faire fructifier ailleurs, au Canada, au
Moyen-Orient, en Afrique noire...En somme, on compte sur I'Algérie
pour financer le désengagement algérien des pétroliers d'Etat et
reconstituer ailleurs I'équivalent de I'Algérie."®

Franco-Algerian relations prior to the 1965 agreements

Before 1962 the exploitation of Algerian oil had been governed by the Sahara Oil
Code, promulgated in 1958, and which established a regime distinctly favourable
to the French oil companies operating there. According to Jean-Marie Chevalier,
the tax system laid down in the Code was much more generous to the producing
companies than agreements signed in Venezuela or Iran at the same time.*® In fact
Chevalier points out that <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>