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"Hawk- talk



Catton , Bruce , " The War Lords of Washington " , NY , Harcourt Brace , 1948

Good stuff , on politics in Wash during war , how big industry
$-a-yr men took care of selves , restricted production early years , etc.

but loaded .Conversational , prolix , light



I

11

Pentagon Paper

Rich foreigner influences. U.S. polition. They haveto, Sime U.S. politic. erms & acceptein sew cuts

money & deferred bribes comertically, I we tolerate it,
why not fromfrom China Lobby, sugar_stater, Trujillo, etc.?

p. 29 The purpose of 'and' is not es
ai is not en de or any
•stringthis the indigenous non

governments of the area.
security are the beygoals mentioned

progress, development, justic equity,

such academic toys. It is to

||
11

communist governments of

"Stability"& "
notwritinually

anything like that.
40 Bulles in 1954 referredP. to not wanting U.S.

toalors salvage Brit. &7r. interests in thearea, Auggesting

slighet
i

U.S. ownerstup was slig
Hypork : since then, U.S. firms have bought up

CA

now it is our national interests".leuser etc. cheup,

There is me mention of the MSU team
Ash Milt Tayler, Dick Livellwlum,ite

LBJ in '64 pretty much engineered the Tonkin Sulf
incident. Head to destroyer an BertiogasLaw 4

raids were excuring .
to neviden,

!! altiko

were in Fulf while "344" raids were

De Soto putiols, they collected infor urefoed

operationally integrated. p.240
after incident in Any (attrite on

set benthMiNamydition forth a provocation stratigue

pretext for bombing earth 240

not

||wie, only to commit.

î
34A raids were mainly provocative Notprovocative

+

called

Maddox) JCS8
create

Not expected to
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Adm knew that Minh on Khanh wd lose
th Į

Therefore

ii works his way unway up.

1

They simply could nor understand
idealistic social movement.

sensitive to

reaching they had
kindown

to

a.
b

was indigenous.

om

Î

cia told rhien,

24

Opposed lection , union, etc.
Diverted retter. to worth

2.

255

Iis neerled)

a

reputations
(

modem bureaucracy is just
that at all; anymore than they cd.grush great religion

invent ato lunge outside force of theiV

hierarchy I credit that.
242 That southem shenf

Adeno

i

a

ted

as

did sword it

Solin Me Naughton,(²²10 go to
Cii

avoid
a

avoi

a

again, the

+

in

to

"gesaranting)"""
concept

The kind of

(1

p. 241

au

Reserver

am

indigenous
man who

are a

the war

(

res

on U.S.U.S. aims.
li

not

boondoggle.)

Win. Bundy Meens, 296-98M.
the desire to provoke attack ; avoid negotiating.

U.S.

bes

tral

stuter clearly
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'71 TRED''lit
your

?

evidence

Yet are

se es nost
b. who contributes most te
c. Wh

top govt offices?

Minerals, every,
de

Whose interest

Absentee ownerships are

Liverm

mov

oil

What elements to me support abroad ?

lange
agricoRecord from U.S.

L.C. Gray on land spees
Paul Suter

er more.

1

ta

I

campaigns

Mil. buses

They are not p.w.W

prized, logrolled, Indirect benefits.

out

Etc. franse my

7

diss.

No direct benefits.

out

1
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Pentagon papers show:

Johnson adm. above all sought positively.
involve U.S. war

Was not responsive to U.S.
manipulate it.
he was

career .

responding.
But LBJ_ was leading oil senator all hisprior

popular will. Sougher
Lapers do not show to whose will

+to

never answered.

U.S. has strong hold over govts of S. Viet Nam, Laos,
Thisland, Philippines :

Domino themy prevailed . I dea was to:
secure all s.c. Asiaa

Answer to "what U.S. interest is there " wär
sol one musí look

i. We own proper; probably.
Our influential rich French allies certainly retain
rubber plantation, I in doubt other holdings; like
Spanish in Philippines, & Freuche in Tunisice, Algeria

I'm business in Bangkok_
ii.
iii. Offshore oil.

little in SVN

to

b. Impress whole colonial world with our
stungth. Lat. Am., Africa, Aric . John Mc Naughton
said this was 70 %. of our purpose (p. 255)

SUN not needed on mil bow. We have

plenty

want SVN
in

d. Query: why did Japan
co -prosy sphere, & why did FDR chan line_

there? Even then we wanted it Why?1

T



& R7K both shot. Why?
Refused to escalate was?

seek clues in I

world

petroleum

he
dictatorships,

We line up with mil. dictaton every time. Greece.
- Viet Nam, Venezuela, Brazil, Suntemala,Aulvester,

Pakistan, Turkey, Iran, Saudi Arabia,

_world " consists mainly of military
U.S. puppets.

-t

in theorybeting
power.

e love all

$ 7K period.Threatened oil ?

sense that we

cartel thinking. One
maverick in would markets can break the structure.

Nat. Su.. Co., 152, said SVN fall would endlungen
Midelle Gast. (1.21)

" S.E. Aria, esply Malaya & Indonesia, is the
natural rubber and tim, andsouve

acute simse

to

More likely
loss developed tropical countries

owned, andfor controlled an
Owners want keep rents & As.

of insecurity &guilt,

1.21.
Rice exports of Burma & Thai land, also mentioned.
Nove of there is "strategically important" in the

require it. ( except maybe time.)
is this: primary export products from

principal

owners

community of interest orway
They are
other.
the losing landowners

twinning solidien go

producer of

one usually absentee
to marketing.

It is only partly relevant that the absenta
are not all American.atte worldThere is a

The wealthy & powerful.
om international society. They protect eachI Thus, when a war is won vs. By, or Spain,

baube to collect neut: thego
home to be memmemployed.).
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It difficult, in the
te from less

to more important user than the simple
metic of the problem would suggest Oil moves in

various logistical drummels from central sources. When

prompt
one

ust &

ement.

much more

2.

& widespread.

f 430

My up the effects proveWhat look like reserver
ible commitments to

( Emple mine)W.W. Rostow, 5-6-66.

5811 after all, the military rule, even in
peacetime in Thailand, Intonesia, and Burma. "

Wm. Brandy. 5-30-69.
This is the "free world ".



On one haud

to mim, locat bargaing parver .
On other hand, want to control all.

cos, want to max. sources,

would sources, avoid collaping centel

I domine thy. really applès here!,

Buth lead them to keep exploring &

expending.
to it's not

It's literally

just to get simple 4.
to control the world I



u
11. Mines are isolated .

They command little loud support. Their s.r.s_au

to hey need mily power.
12. Miner

13

14

15.

M

How can

Just Cu

iBut wages are low More of their costs.) They have more

fier from to They oppose local govt.
and are U.S.

The yo.

employon, may oppore local growth, to

i.e. control is

patterm 20
24

for cos influeme politis ?

they do in U.S.. only easies....

Preternatural ; inflated; exaggerated ; tungid;uvollen.
offirmen involved in U.S. fr.int. is small

hightly cured

tuxer

are

govt.

them. -
ningin his now..

so there few fiversV

in preference,

minc cos. have 95 Yo amets
oid 93 90 LL

unglepurpose.

etc.

f

to depress wager_

Thisfollows historicad

leading is all around by the nose.
fiers - & the funx bautes that control

Each ofuslivea



Jamfan Zwartendijk

Nat- Ress. Brand

Dept-of Enzy Mines & Ress

Alava, But

Send paper for revien.



War when

compet. Giddy, open scrambler.
Air routes

Shippy router

Oil leaves off Vietnam

Irade concession -- We

comes

cheap bos. ofAm

bus, abroad is very competitive.
These are outside

Contracts to supply Navy, An Fome, any. S.g. w._fuel__
are outside quotes system, says Joe Lerner .

Rt. to do bus, in oil in Persian Sulf under Am.flag.
And

We

since only a handful qualify.If they have use of armed forces.
provide them w. info. work closely. Import quotas,
Barney's paper)

overseas.

give away overseas privileges who

Polar recom

Lite burbetball

-probly mustget over anyidea that

Racing for quotes, based on history of produ
tefted)quota! Thats at it

How claim ? Bet there, establish

Majon doui't sufferfrom quote.
am finir

We even

ww.anything about overser im.credit?
Mineral

poror importing

(see

(Majen buyfr.oil

position..

-Set to ull in U.S. athi.
lower Am. taxes by promotional

let the $ be divalued. But who does

strippen, but not to mitemirereg. gives concession to

This
epitomizes policy. We discourse the intensive igre, i.a. full

of best land. Encourse extincire unger. as w. oil prorates. Let high .cast

mau.



I wells produce 30 days[mx.

1

Our system is full of things that damage mayinte
But we compensate by subsiding _extensive_megn. variam_ways,

I wil. action.esp. p.w.

stater

Care of oil, we hurt marginal by prosate. But then

to go ofnet)compensate by deplu, allowance(but not limit

& exception of migul, wines.
By not taxig non-prodig reserver, we encourage explu , clefer

By cantel syndrome, hold back best reserves, encourage_ingul.

Some minerals are ingul. now ,

they will ripen.

1

encourager

deduct deplu

them above all. Expense explus.
at well head value. Wow.

but insipe for use ber.
The A in value is intaxed. System

esply enouge acquis iugul, grow's ress.
Am Comp. lower Cam Faxe

no

cum

1

taxes onthen pay A cap.value resulting

No wonder we are all our the world. Explours

I Sephy, allowance based on wellhead value, so
better minn .

no tax at At
So imitus

by exploring oversion;
Enormon thrust.

are outriden,

ingul. mimesget as much as



I scouts. Used by, Ime. State Dept.
case

Explu__is secretive, anto social. Acquisitions.
Prior

owner

that into wates law....

U.S

ax

From viewpoint of oil co.,

rick is

approper was awas_a_minin

arenations

We seek to

mil. baser I. pol. influence establish Pax Am

a

a

But by being .
water rescue projects,an

Open tenue brings in

us
at

is

Ac

brings in overover

get in there.
We

its,to acquire rts. to

+

Auti- Fruct

U.S. mannes,

"C

sort of open tenure: from

was

in. in ge discovery.

U.S. interr

Socal um 100m.

similar

from nat. Viewpoint.

for later marines.
control, etc., aid,& suzar quotas, coffee agreements

Am. capt. & enger. areeu

me other lever of power : wbt.

I



so we & rivals rave to establish control. It is not

discovery, but wil, out lays that create terms. They also

eat up entire value of gam

To He must controlminpet, urgency even greater.
world supply to avoid compu , &/or Hackmail. So he hardly

considers just cultivatiy his own garden. He wont stop_____

This is sometimes called indy. leader in.
maverick to upset a whole centel simtierake one

othes
It wd. only

Foreign extraction alsogets_clepen allowance

E.S. Aramco. Levidently lessee can take it,if am.I
owner is fereign.) Bigger cos.get most of thein after the

profit from oversum.

If royalty to fu.
Credit, ceur deductfrom U.S.

1956 , France to Saudi Arabia,

$80m..."Royalty"
200 m ."Tax

E - 280m .

owner is called a tax.

Thus for its get fevered.med

repatriation loophole.

tukes.

is a Tax

in full.

tax treatment. Recall cells



face wd. like towd. like to accommodate discovery by

But they must know where to

U.S

closing off open acces

Explorers must seek to tell them.
en.

latemalistic landouresin turbulent auen like to

bring in strony fr. power to fuce.gurt.__
Then they

collect thein rent, relieved of public fus & cluties.



The pattern.
To valorive land, owners hold some beuke. (ree Cout,pol; ag.paper.)

The disposened & unemployed outmigrate.
Some landowner resist.

area, spee

in employed plus spec.
I las"trasportation interest.

shipping interests..

resource.

Names for pherson
1

Men autilison.

Out thrusting combo. of instur. at

Others join the

landowners join Manifur Destiny.

nomenon.

Sellen of energy fuchs: coal, ait.
Canal cos, rach highway lobby airtime.

Promotional developmental rates.
sources ERT.

Ers....

cove

every

sum of micro putterm is a mans puttem

buy landin new

Cant. pol.

Cout.. p. syndrome.exp.

We used to colonize. Now

-Worood expunimisme. Tunsoriality. Imperialim
Land grabbing

Outthirut. "Claim jumping.
7am Pol

just

in

own.

level, re every

Land& Rentin

*



1. Imperialism

areas...
have...grabs for funge

A* Woven with cultum_ We don't even realize it,
Neglect to develop what we

War

But how do you think we

Canadians, Mexican, Russians. How did Cammsung

get out there -- ridice mee._ eart-weat lentes,
instead of Pacifica & Atlantira

57.

detail.

got

Hydro-in perialism as eg.s. in

neglecting near in who. I Tual.

out here? Racing

I Tuol. -- resumet

Bianes to premature exploration . Leg.
EBMUD! grabes Mokelamine,
L.C. grabs Colo., Owena 7R.??!

Agric. grabs.

Cal

rac
producing props, not receiver)
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Territorial Imperations... _Andrey_

Fast, Body Language, sexploitation.(Nor stinglesfor watchs, but for now witchs.
Now We fight for aceams. Nation

~other. Theyfightfor weeker areas, unsettledamas. Fightla. 7 lag follows "Trade".
AL īrade a"L

Alaw like Brit.in India..

2 -

B.S. about nat.

euphemison...

goud,_ all-_ benefit equally.

not

Gauby; Rampunto etc.

b.s. Justive.5. Juliar

Leverage ofput, over public..

defence being

Oit in Viet Nam.

likely to inwade ea.
funger...

Resource_grabbing..

Mexican won asprecedent. Am, settlers in T.S.

Suatemala, 47
Persian Sulf ( ERT)
Cubu

a pure public.

Om Zammiden there; R

Also Ha.



2. Unemployment

Repart from Iron Mo
I aber support of SST
Weepump

3. Unrepuentative fort.
_face. campaigns.

-3.

Oil cos, can use U.S. fereer for put.gam.

4 Logrolling

John Courally.

local_ lundowners mai

E.g...

and use

Weapons constituencives

Local laber is enlisted to help Mummor,but.
mainly concerned.

proceeds to

Cape Kenmely boom

Bayport
So. Cal.



benefit...

mich consume enormou

Not just final styer of weapour produ, theat

Water Mil. - indl. complex includes oil cos.

fuels, steel, etc..

hardly the problem.

reconcile,

Camp follower" = prostitute. But the female bind ::is

in_constant alarm.

4

5. Diversion chitraction.

ber.. our

6. Reconcile system . Ex to
aggerated inability

fear of land referm. But also, too oyd, at nat. level.
to merge, but7. 7 ve trade HOT TOorg.We shd.

threaten. Seduce by free trade.

Privityees berefit by keeping people

8. Free immigration.



9. Joint enjoyment of

-s¯

10. Mil. machines. Distruntful, suspicions, self-contained.

( E.cs. std. be self- contained in sence of using ress.
gouts, need to be absubtive, merging

But

1...7ree traders easily go astray...miss point.
To Eng., fuefree tradetrade mecent getting

Owning them, & dominating their colonies.
Sulf; Antipodean
movcuttur.

Venezuela, Phillipines.
( Mikdashi; Leeman).

is not

oreaus.

Autipodean wool; Canadian graim; plantation ergs,

Free trade is

of using ress intensively...

Also us in Cuba, banana republics, Chite, Peru,
Stenval in E. Indies. Aramco.

is not so We

in an cr we deal w. localgreat a peacemaker if
if u

landowners & help them exploit "local laber, an
w . staveowners of old s.e.

getting foreign row witch.
de Beers ; Persian

absenter landownes;
Euy did

Much of what we call inthe trade tudingis like that.I
blessed. ( cf. Alastra I Japan)

1



Solutions

1. Subst laber for land
2. 7 ree trade

6

3. 7ree immigration, based on A demandfor liber due to
instur.

4. Siant oceam to U.N.

5.

new

use market more, govt. ten, care nuyers
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PARTIAL CUTLINE OP MASON CAPFNEY'S TALK :

ECONOMIC CAUSES OF WAR
(Habitral Conference of the Henry Teorge Schools 7/0/71 )

. 1. Impeialism --our institutions prevent the highest
use of the best land . Examples :

a . San Fracisco water policy--Hydro - imperialism
b . Nation's farm policy

remove it from use

2 .

3.

c . International : Minerals are the resource over
which nations fight .

we take good land and

Oil -Military -- Pro- rata system in oil productionwhich holds domestic ofl in reserve , Lolsters
price and encourages us to scout overseas .

Unemployment counterpart of policies that keep
resources from being exploited .

Connally : "We're going to continue to fight inflation ,
4 %% unemp . is preferable1!not unemployment .

to having a war .

War as a means of combatting unemployment .

Unrepresentative government

a . Presupposes that U.S. Congress doesn't represent
the populace too well due to the need for large
sums for re - election and the need to repay
with appropriate legislation .

h . Armed forces can be used for special intorcato
protecting mineral holdings in the presenceof unstable govts .

c . Junction City , Kansas , is in the Ft . Riley business .

d . Corps of Engineers , log rolling in other ways , etc.

4. Un-free International Trade Often "free trade"
has been limited to areas from which natural resources
were being drawn .

Now U.S. is "Mother Country" for the rest of the world

-



HASON GAFFNEY 7/8/71 outline cont .

5.

Oil -quota system causes the oil companies to havethe priviledge of selling at artificiallyhigh prices in the U.S. , and allows them to
buy oil land ( or long- term leases ) at low rates ,
and then be able to exploit them when the worldprice of oil has risen .

Huge transportation lobby : Oil , auto manufacturers ,
trucking and highways -- these 4 togetherpretty well run the country .

International Migration , barriers to
(To have foreign soldiers come to your land andintermarry and fight on your side evens out

population pressures around the world andaborts rars . s
Because of our institutions we can't do this , andinstead use 10x the natural resources needed

Thus we think California is running out of
water and we panic against immigration , even
from other parts of the U.S.



Draft.

Bet

equally. Ha!
govt. a fan trade. Hold it !fein

Oil.co.pays. &

free

Lubell forecasts Nixon wd. love

ff.
Polities as a

over

Nat. defence is a

gains pays
All due to camfager money.
Will be

land

no

1

-ass in

""public good " all benefic

Oil cos, get leaser offiture. In return support

Drafter pays. Wage

today

rakes !__

bes,of wan .

peace until people capture then own

front of TV. Participate.

earner

govt.

spectator sport, goes to rich,

Or, insist on cable TV, cheap channelfor my &
for candidates.I Limit nos, by something other than money
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Douglas Named to SIA Council
W. Leslie Douglas , vice president of

the Washington brokerage firm of Folger
Nolan Fleming Douglas , Inc. , has been
named to the governing council of the
new Securities Industry Association . SIA

represents 850 firms in the U.S. and Can
ada. It was created through a merger of
the Association of Stock Exchange Firms
and the Investment Bankers Association
of America . Douglas had been active in
both predecessor organizations.

Merrick

Douglas

Merrick Named V.P.
Hubert R. Merrick has been named

vice president of W. B. Fitzgerald Mort
gage Co. Merrick joined Fitzgerald Mort

gage in 1969 and during the last three
years he has been an appraiser and a
loan officer. Before joing the compa
ny, he was an automation training super
visor for the U.S. Post Office . A native of
New York , Merrick attended American ,

Howard and Long Island Universities . He
is married and has four children.

Molster Joins Agency Board
William A. Molster Sr. , a Washington

advertising consultant, has been named
to the board of directors of R. Joseph
Harrill & Farr , Inc. , a Chevy Chase
public relations and advertising firm.
Molster has headed his own firm , Bill

Molster & Associates , since 1965 : Before
that he was director of marketing at the
National Association of Home Builders .

Golden

Molster

Golden Becomes Manager
Neil Golden , assistant store man

ager of Lansburgh's department store
at Tysons Corner Center , has been
named to manage the company's new
store in Rockville , which opens next
spring . Golden , a native of New York,

has worked at Lansburgh's since 1969,

when the Tysons Corner store opened.
Lansburgh's now has three stores oper
ating and will open a fifth in Springfield
in 1973.

McCoy Gets New Post
Walter J. McCoy, president of the American Concrete

Institute and a former research chief at Lehigh Portland
of consulting



1-4-12
Ma or Oi Fie c
Discovered n
Sauci Arabia

NEW YORK (DJ) The
United States consortium pro
ducing most of Saudi Arabia's
crude oil has made a major
new oil discovery.

ance" of medium quality crude
oil from the Arab-D zone of the
upper Jurassic formation at a

Yamani said.
depth of about 5,200 feet.

The Arabian American Oil
Co. declined official comment
on the find, but didn't chal
lenge reports made about it
by Ahmad Zaki Yamani , Saudi
oil minister.

The discovery well , No. 1
Mazalij , 93 miles south-south
east of the Saudi capital of
Riyadh, flowed an "abund

Federal Graphics Arab-D zone.
In Its 25th Year

Federal Graphics , Inc. , a
DuPont Circle commercial
art firm , marks its 25th an
niversary this year.

Founded by Samuel
vell and James F. O'
the firm specializes in
tical charts, maps an
grams.

The firm also desig
stamp for the Post
celebrating the first com
cial air service over the
Pole during the Interna
Geophysical Year.

Treasury Bill Yie
Up Slightly in W

Associated Press

Average interest rat
the government's weekl
rowings rose slightly y
day, the Treasury De
ment said .

on
The average interest

n $2.3 billion of 91-day
ury bills was 3.735 pe
up from last week's
percent.

On $1.6 billion of 18
bills, the average in
rate was 4.043 percen
from last week's 3.952
cent.

He asserted that the geologic
structure in which the well has
discovered oil is 45 miles long
and eight miles wide , which
could mean a giant new oil
field . It is 47 miles west of the
southern end of the Ghawar oil
field , which is the world's
largest with estimated re
serves of about 80 billion bar
rels. Ghawar is 140 miles long
and 13 miles wide . Its main
production comes from the

Both rates were the h
since Dec. 17, when the
month bills brought inve
4.023 percent and the
month bills, 4.263 perce

Yamani declared that the
new find "could be another
( hawar."

Aramco is owned 30 percent
each by Standard Oil Co. of
California , Texaco Inc. and
Standard Oil Co. ( New Jersey)

1

i
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Pentagon Answers
Power-Gap C aim

:

By ORR KELLY
Star Staff Writer

The Nixon Administration is
trying to head off a " missile
gap" controversy of the kind
that helped to elect John F.
Kennedy to the presidency in
1960.

In an 8½-page letter made
public yesterday, the Penta
gon responded in unprecedent
ed detail to a circular being
widely distributed by the
American Security Council
charging that the Soviet Union
has overtaken the United
States as the world's first mili
tary power and that the ad
ministration has failed to alert
the American people to the
rapid growth of Sovet stra
tegic forces .

The American Security
Council is a private organiza
tion which describes itself as
specializing in education and
research on national security
affairs.

The administration is con
cerned about Soviet strength ,
the Pentagon letter responded,
and has made the facts avail
able to the public, but "today,
we are second to no one with
respect to over-all military
power.'

Written by Baroody
The letter was written for

Defense Secretary Melvin R.
Laird by his assistant, William
J. Baroody Jr. A decade ago,
when Laird was a Wisconsin
congressman and Baroody was
his assistant , Baroody helped
Laird write a book making
charges much like those con
tained in the current Ameri'can Security Council circular.

The circular "The Shifting
Balance of Military Power".
is part of the organization's
"Operation Alert," which is
designed to warn the nation of
à rapid growth in Soviet
strength .

THE EVENING STAR

RATES: BY CARRIER
14month 1 week .

.85

Heading Operation Alert are
Gen. Earl G. Wheeler, former
chairman of the Joint Chiefs of
Staff; Gen. Lyman G. Lem
nitzer , former commander of
NATO forces in Europe , and
Ambassadors Elbridge Dur
brow and Loy W. Henderson .

Eve, & Sun........... 3.75
Eve, only ..............2.45
Sundayedition- .40 per copy

BY MAIL- WASHINGTON, D.C.
MARYLAND AND VIRGINIA

(Payable in Advance)

The organization plans a
series of television programs,
beginning next month , based
on a supplemental statement
warning of the Soviet military
buildup written by 7 of the 16
members of a blue ribbon
panel that studied the Defense
Department for the Nixon ad
ministration.

Published by
The Evening Star Newspaper Company

225 Virginia Ave. S.E. , Washington , D.C. 20003, 484-5000
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Baroody's letter was written
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members of Congress about
the warnings from the Secu
rity Council, according to Pen
tagon press spokesman Jerry
W. Friedheim.
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In effect, Baroody argues
that the Nixon administration
has not permitted the Soviet
Union to forge ahead into a
position of strategic superior
ity but that cuts imposed by
Congress on the "bare bones,
rock bottom" Defense budget
proposed by the administra
tion, have "impacted directly
on our future capabilities. '

Even so, Baroody said , " We
are confident that the Soviet
Union does not have an effec
tive 'first strike' nuclear ca
pability against our strategic
forces today.

" But we must insure against
this possibility developing-or
even the prospect of it de
veloping-in the future," he
continued.
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This is the reason for pro
grams such as a new subma
rine and a new bomber, con
tained in the 1972 budget and
"the programs we will be pro
posing early next year," he
said.
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Begum Mujibur Rahman kisses her son
Russel, 7 , after hearing that her husband ,
Sheik Mujibur Rahman will be released
from Pakistan to return to Dacca. (Story
on Page A-5 .)

_OS"4.Copers Los¨¨
n Vie : Casn
SAIGON (AP ) The U.S. Command today announced

the loss of another fighter-bamber over northern Laos ,
and four American helicopters were shot down during an at
tack on a U.S. patrol northeast of Saigon.

The command said an Air Force F4 Phantom was lost
Friday due to unknown causes and the two crewmen were
listed as missing . It was the 11th U.S. plane lost over Laos
and North Vietnam since Dec. 10 ; 15 of the crewmen are
listed as missing and six were rescued .

A spokesman, Capt . James D'Entremont , said his reports
did not indicate what mission
the F4 was on , but presumably
it was either supporting Lao
tian ground forces or was tak
ing part in the massive air
campaign against North Viet
nam’s Ho Chi Minh supply
trail network .

Announcement of the loss
was delayed while search op

Laos Base Shelled , CIA Forced
Out. Page A-3

erations were under way,
D'Entremeont said.

The four helicopters were
shot down yesterday when
they came to the aid of a
25-man patrol that was at
tacked near dusk in the jun
gle 40 miles northeast of Sai
gon . The command said one
GI was killed and 13 were
wounded in the attack . It was
the biggest American ground

See INDOCHINA , Page A-4
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IN ROME .

8 Juveniles
Arrested as
Burglars

By SHERIDAN FAHNESTOCK
Star Staff Writer

A ring of juvenile burglars
who broke into homes in the
Fairfax County subdivisions
where they live, stealing mon
ey and firearms while the resi
dents slept, has been broken
up with the arrest of eight
youths, according to county
police.

A police spokesman said
that 40 homes in the Brook
field, Country Club Manor and
Chalet Woods subdivisions
were pointed out by the juve
niles as having been burglar
ized by them between October
and December last year.

It was understood that the
eight attended intermediate
school together . A school offi
cial said the area is served by
Herndon Intermediate School.

The police spokesman said
the youths , aged 13 to 17,
would slip out of their homes
after midnight and go in a
group of two , three or four,
find a likely residence and get
in by breaking a rear window
pane or by slipping locks on
doors with a piece of plastic .
Once inside , the youths would
even take money from trou
sers left on a bedroom chair
as the occupants of the home
slept.

The spokesman said such
burglaries, with the residents
at home asleep, were rare in
the county.

Racing Results
Bowie
6th- $7,000 ; 4YO up ; alwc.; 6 f.

Tsunami (McIvor)
Frozen Delight (Turcotte)
Davids Twist (Black )

5.60 4.00 2.60
4.00 2.80

2.20
Off , 3:21 . Time 1:12 2-5.
Solid Hit, Find The Doctor , Intercede

also ran .

Kelly's Bowie Handicaps
and Earlier Results, Page C-6
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PAKISTAN : ALL IN THE FAMILY

Nº

1

o one is certain of their exact num
ber or, even, of how much wealth

they control. But of their existence
as a privileged economic and power
elite there can be no doubt . For
these are what the press has come to
call the "22 families" of Pakistan.
And now they have suddenly come to
the attention of the world because
Pakistan's new President , Zulfikar Ali
Bhutto, has set out to bring them
under control for the first time in his
nation's 24-year history.

Valikas , the Habibs and Hyesons, the
Fancys , Ghandaras and the rest. Not
even the Bhutto government knows
just how much the 22 families are
really worth. They have all built up
huge foreign holdings in New York,
London and Swiss banks , and one
'Western source estimates that, col
lectively, the 22 families have as
much as half a billion dollars in for
eign bank accounts-more than twice
Pakistan's foreign currency reserves .

It will be a far from simple task.

Since partition in 1947 , the 22 families
have built up vast networks of hugely
profitable companies employing mil
lions of people and affecting every
aspect of Pakistani production from
steel to lipstick. Before last month's
war with India , the 22 families owned
or controlled 66 per cent of Pakistan's
industry, some 80 per cent of its
banking and insurance assets and
vast tracts of the country's best farm
land. And while some of the families
stand to lose heavily now that East
Pakistan has been detached from the
West, most of them are said to have
maintained their assets largely intact.

KNOW-HOW IN A VACUUM

Their acquisition of enormous
wealth is a classic story of unchecked
capitalism operating in a developing
nation . "Most of the families came
from Calcutta and Bombay in 1947,"
said an American official , "and they
brought entrepreneurial know-how
into a power vacuum .” Once in Paki
stan, they set up textile mills and
export-import firms , and , with devel
opment funds supplied hy friendly
governments in the 1950s and '60s,
they moved into a whole range of
industries. Shrewd , aggressive men ,
they expanded into distribution, bank
ing and insurance, always staffing key
jobs with relatives , close friends or,
on occasion , with the husband of a
favored mistress . Like the military
men who ran the government, they
treated East Pakistan as a colony-a
place to buy raw materials cheap and
sell industrial products dear. The
profits , of course , flowed back to West
Pakistan. "These people," commented
a Pakistani economist, "owned the
whole damn thing."

Among these super-rich , two families
contend for the No. 1 spot in the
financial pecking order . The Adamjees,
with interests in banking , insurance ,
jute, cotton , sugar and paper mills,
are conservatively estimated to have
assets totaling some $80 million . And
the Dawoods , with jute , textiles , pe
troleum distribution , rayon , fertilizer
and paper, are not far behind . Then
come such families as the Saigols and

26

BOOKS BY THE YARD

Despite their tremendous wealth,
the Pakistani tycoons for the most part
live an unostentatious life . True, some
sons and daughters indulge in splashy
sports cars and a bit of Karachi night
life. And the Adamjees have been
known to book an entire floor at the
plush IIotel Pierre when they stay in
New York. But possibly to avoid at
tention, most maintain a semblance of
frugality . Their houses in Karachi
are large, but many lack the antiques,
paintings or other status symbols of
the fabulously rich. "That's only be
cause they have no cultural back
ground," explains one Pakistani con
temptuously. "Some are the types
who are apt to order books by the
yard-not subject matter."

Such criticism , however, fails to
disturb the leaders of the 22 families,
who have until now been secure in
the knowledge that they run things
in Pakistan. "These people," says one
Pakistani, "have had practically any
one they need in the government in
their debt." But under the newly
installed Bhutto government, the cli
mate for the first families is no longer
quite so hospitable . In one of his first
acts, Bhutto ordered the passports of
the members of the 22 families im
pounded-ostensibly to prevent a flight
of capital. Moreover , Bhutto warned
last week that he would imprison those
families that did not repatriate the
capital in their foreign troves.

How successful Bhutto will be in
chopping Pakistan's economic nabobs
down to size is difficult to predict.
The manifesto of his Pakistani Peo
ple's Party calls for the nationalization
of heavy industries , banks and in
surance companies . And Bhutto is
certainly aware that if significant
changes are to be made , he must
break the power of the 22 families.
The likelihood, however , is that he
will tread cautiously . "If Bhutto con
fronted them," comments an Ameri
can scholar, "he would win popularity
with the people . But he knows that a
confrontation now with the 22 families
might tear the nation apart . He will
bide his time, but he will not forget
his objective."

dia now intending to keep its armed
forces in Bangladesh for several more
months, it was clear that New Delhi
planned to extract the maximum_con
cessions from Islamabad . Ironically, how
ever, Bhutto was in no hurry to see the
Indian Army leave Bangladesh . For the
Indian troops have prevented an other
wise certain orgy of revenge by the
Mukti Bahini guerrillas against Bangla
desh's 2 million Biharis-non-Bengali
Moslems who sided during the war with
the West Pakistani Army.

Hope: Despite the severe tone that In
dia has adopted since the end of the
war, Bhutto is trying a policy of gentle
response . He called upon Pakistan's press
to ignore critical reports from the media
of other nations . "I would prefer," he de
clared, "to see no references critical of
the great powers or any of the other
countries and that includes India." By
avoiding useless rhetorical battles, Bhut
to hoped to project the image of a newly
reasonable Pakistan , and thereby attract
the help of the major powers in rebuild
ing his country and in supporting his posi
tion during any future negotiations with
India . But although Bhutto indicated his
desire to consult with leaders in both
Moscow and Peking , for all practical pur
poses he will have to rely on the U.S.
to carry the brunt of the foreign -aid
burden . Noting that China did nothing
to prevent the dismemberment of Pak
istan and that Russia will hardly under
cut its India ally , one State Department
official maintained, “Bhutto knows damn
well that Washington is Pakistan's only
hope for remaining in the twentieth
century."

That may be true, but in a more im
mediate sense it is Bhutto himself who
is Pakistan's major hope . For while he
has earned a reputation as a histrionic
leftist with a virulent anti-American
stance, his critics may yet find them
selves acknowledging that Bhutto is pri
marily a dedicated nationalist . As a re

UPI

War's pawns : Pakistani POW's pray
Newsweek



Milan J. Kubic- Newsweek

Mujib : The central figure

e marched into the crowdsHin Rawalpindi's dusty Raja Bazaar,
an ordinary-looking figure clad in baggy
trousers and a homespun cotton shirt.
But far from being just another shopper
in search of a bargain , the man mingling
with the marketplace throng last week
was Pakistan's new President, Zulfikar
Ali Bhutto . It was a new image for
Bhutto, a man previously characterized
by his pinstriped suits and his habitual
haughtiness . And in his cultivation of
popular goodwill , Bhutto seemed intent
not only on demonstrating his commit
ment to improving the lot of the average
Pakistani but on countering the world's
image of him as a wealthy dilettante. In
fact, since taking office two weeks ago,
Bhutto has taken vigorous steps to resur
rect his country in the wake of its dis
astrous war with India . Conceded an
American diplomat : "It just might be
that Bhutto is what Pakistan needs now
-not an idealist , but a pragmatist."

Indeed, pragmatism-coupled with
some of the showmanship for which he
has long been known- stood as the hall
mark of Bhutto's first fortnight as Presi
dent. And nowhere were those two
traits more evident than in his handling
of the case of Sheikh Mujibur Rahman ,
the long-imprisoned Bengali leader
whose fate will be a key issue in any
forthcoming Indo-Pakistani peace nego
tiations . Arriving at a reception
for foreign diplomats , Bhutto
dramatically announced that
he had come directly from his
first meeting with Mujib . "It
was not an easy step to take,”
the President began , "but it
was necessary to take it. I
wish it had been taken a long
time ago." And, in an attempt
to imply that the meeting had
been successful, Bhutto added,
"He did not kick me in the
teeth, nor did I find it neces
sary to pull a gun."

Even though Bhutto refused
to discuss the substance of his
discussions with Mujib , it was
apparent that the Pakistani
President was searching for
some formula that would re
establish the links between
Pakistan and its former eastern
zone, now the independent

Newsweek , January 10 , 1972
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President
on a

Tightrope
state of Bangladesh . But even in the
unlikely case that Mujib wished to per
suade the fledgling Bengali nation to re
join Pakistan, it was virtually certain that
his pleas would be ignored . For Bangla
desh is as warm with nationalistic zealots
who would fight to the death to prevent
such a reunion , and even the country's
moderate Acting President, Syed Nazrul
Islam , vowed last week that Bhutto's
hope of restoring Pakistani rule "is a
dream that will never be realized . " In
short, as one U.S. official noted , “Bhutto's
greatest mistake would be to think he
could get much of a price for Mujib. The
best he can squeeze out of this will be
a bit of face saving."

Pacify: There was good reason to be
lieve that the politically astute Bhutto
knew the limits of his bargaining power
and that his public statements about "one
Pakistan" were designed primarily to
soothe his countrymen , who are still
bristling at their humiliation by India and
the loss of Bangladesh . Since the end of
the war, Bhutto has been under mount
ing pressure to bring former President
Mohammed Yahya Khan and a number
of purged military leaders to trial on
charges of treason . And while Bhutto
moved to quiet the cries for revenge by
appointing a commission to investigate
the causes of Pakistan's defeat, he was
careful not to take any steps that might

#
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Bhutto : The major hope

aggravate the national mood of anger.
Instead, he attempted to pacify the
Pakistanis with a series of promises and
grand gestures . He pledged comprehen
sive land reform and hinted that key
industries might be nationalized . And as
if to emphasize that he was seeking nei
ther personal fame nor gain , he banned
pictures of himself in public buildings
and announced that he would serve
without pay.

For all Bhutto's vows of sweeping
change, the path toward genuine reform
in Pakistan was studded with major bar
riers. To begin with , even though the
military is currently in disgrace, Bhutto
cannot rule out the possibility of a future
military coup d'état . "The military has
retired to lick its wounds ," one U.S. offi
cial commented, “but it is far from being
counted out in Pakistani politics." Fur
thermore, while Pakistan's economic elite
-the so-called “22 families” (box, page
26) seems reconciled to working with
the socialist ministers in the new Bhutto
regime, any extreme move to take over
their assets might wreck the nation's
economy and lead to mass unemploy
ment. "The condition of Pakistan is going
to be too precarious for a long time to
permit much experimentation with the
system ," said an American diplomat. "If
Bhutto tries to go too far, the Establish
ment will chop him off at the knees and

the military will take over
again .

UPI
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Funeral of Bihari child : The Bengalis took revenge
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Bhutto is hemmed in not
only by the possibility of a do
mestic backlash but by con
tinuing pressures from India
and Bangladesh , as well. Even
while India began last week
to repatriate some of the
100,000 Pakistani prisoners of
war, New Delhi indicated that
the fate of the remaining
POW's could hinge on the re
lease of Mujib and a Pakistani
agreement to peace terms.
Moreover, there was increas
ing insistence in Bangladesh
that ranking Pakistani military
and civilian leaders guilty of
"heinous crimes" be tried as
war criminals, and Indian For
eign Ministry officials said any
such formal requests would be
carefully considered . With In
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The Oil Industry
Moderator

Richard A. Holman , Editor and Publisher
Panelists

George E. Austin, Morgan Trust Co. of N.Y.
Harry E. Bower , Delafield Childs , Inc.

Eliot S. Knight , Smith , Barney & Co., Inc.
Karl W. Schlubach , Hamershlag , Borg & Co.

Joseph Tovey , Roth, Gerard & Co.
Peter R. Vig , Oppenheimer & Co.

Mr. Holman : Eliot , do you anticipate any major changes
in the broad petroleum field over the next six months to
a year?

Mr. Knight : Major changes in terms of the way the
industry is now structured , or the way investors will ap
praise the stocks ?

Mr. Holman : In terms of earnings or is there any
thing major coming up that you can see that might swing
one way or the other?

Mr. Knight : The major uncertainty , of course , is the
question of participation on the international scene, which
the organization of petroleum exporting countries is al
ready starting to raise with the individual companies , or
has indicated that it will start to raise.

But, yes , I think that is going to cause some definite
changes.

Austin : "... I think the role of the Governments
from a price and a taxation standpoint is the
most significant thing in the industry."

Mr. Holman : Do you see it having an impact within six
months to a year ? Do you think there would be enough
time out by then?

Mr. Knight : I think within a year , yes , there will be
enough finalized then to see how the fabric of participa
tion will develop .

Mr. Holman : Is that the fact that it was settled by
agreement some time back?

Mr. Austin : No , I think it's more historic than that
recent agreement . If you look back 10 years ago , the
Government got together and formed OPEC, which Eliot
referred to . At that time the profits on the oil produc
tion were being shared roughly 50 to 50 , as they had been
since clear back to the 1940s . But the realized prices
have declined considerably . But in the past 10 years the
actual split now is more like 70 to 30 in favor of the
host Government , because the taxes continue to be based
on a posted price , which 10 or 15 years ago was real, but
today is artificial . The latest agreement signed early this
year in Teheran and Tripoli increased the profit split to
the 70-30 level.

Until those two agreements , it was maybe 65-35 , but
even at that level it says that the Governments took two
thirds of the profits on the oil production , which certainly
is considerably different than it is in this country . Again
I think the role of the Governments from a price and a
taxation standpoint is the most significant thing in the
industry.

Mr. Holman : Karl.
Mr. Schlubach : Well , I can think of several other

factors offhand that I think might come into play in
the next six months . I think the trend of the business
cycle, or economic conditions in this country and abroad,
especially abroad , give us concern and could have an
effect on the inventories and profit margins of the oil
companies.

I think tanker rates loom very importantly. They also
have shown signs of weakness in the last few months
and could be an important determinant of oil company
earnings.

And I hope that later on we will get back to this
question of participation of the producing countries in
the earnings, because I think it would be interesting to
develop that question and see what we all think the im
pact might be exactly , and how it might shape up , be
cause it looms so large.

Schlubach : " I think the trend of the business cy
cle, or economic conditions in this country and
abroad , especially abroad , give us concern and
could have an effect on the inventories and prof
it margins of the oil companies . "

11
Mr. Holman : George , do you see anything on the

horizon, whether the participation factor or anything
else, that is cause for major concern or major jubilation ?

Mr. Austin : I think Eliot mentioned the most significant
concern , the participation issue . The increasing role of
Government in all aspects of the industry , I think , is the
thing we should discuss.

Mr. Holman : By "Government ," you mean not neces
sarily the United States Government but

Mr. Austin : Well , throughout the world . In this country
the Government controls the price of natural gas for one
and monitors the price of all petroleum products pretty
closely.

In the foreign area , they have a great deal of control
over price. Certainly the role of Government on taxation
matters in the producing countries is highly significant.
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Mr. Holman : We will grasp that thistle a little later.
Joseph, what about you ?

Mr. Tovey : The major determinant of structural change
in six to 12 months is already in action , the determina
tion of both the consuming and the producing countries
to exercise more control over the major international oil
companies , and increased sophistication in pursuing this
goal.

In many ways , the multi-national international oil
company is under increased attack by nationalists , each
of whom wants to make it more directly responsive to
his own nation's goals. I think we are going to be see

1
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ing more of this affecting the oil industry, and not just by
the OPEC countries . Increased efforts by Government
owned or supported consuming country oil firms to be
come more involved in all phases of the oil industry are
part of it . But this is a continuation of a trend that, as
George noted , has existed for years . In fact , one can trace
it in many countries to just after World War I and even
before that. So here we see a long-term trend .

Probably at least as important to next year's earnings,

we are going to see changes in the demand for and
profitability of various products of the oil industry . The
oil industry is in many respects a commodity industry,
and there are four major commodities whose price is
determined in part by the business cycle and in part by
politics.

Crude oil prices in the United States are definitely
politically determined , and gasoline and other product
prices in the U.S. are politically monitored , as George
mentioned. Outside the U.S. , I think we will see increased
monitoring of product prices by the consuming countries.

Schlubach : "I think tanker rates loom very im
portantly. They also have shown signs of weak
ness in the last few months and could be an im

portant determinant of oil company earnings . "

Mr. Holman : You mentioned four main categories of
products . What were the four?

Mr. Tovey : The four commodities are domestic crude,

domestic gasoline , the entire slate of foreign prod
ucts on the revenue side , and tanker rates on the cost
side. U.S. crudes prices are not determined directly by
U.S. product prices , so each is a separate commodity. For
eign product prices , however , are pretty directly reflected
in foreign crude prices so we do not treat foreign crude
as a separate commodity. Tanker rates fluctuate widely
and the swing in the spot tanker rates , for example, is
more typical of a commodity than an ongoing business.

I am assuming an economic upswing in the United
States in the last quarter of 1971 and continuing through
1972. Outside the U.S. , the assumption is that condi
tions will not be so buoyant . Based on this , in part, I
expect that U.S. gasoline prices will begin a major up
swing in nine to 12 months . Tanker rates will prob
ably continue at a relatively low level, barring any major
crisis.

I think that , relating to Karl's statement , we will be
seeing European and Japanese product prices under a
great deal of pressure and volumes not as high as origi
nally anticipated . Furthermore , this may effect the ra
pidity with which we will see OPEC participation . If
there is a weak market for products and a weak market
for crude , the ability of the OPEC countries to force a
high degree of participation and to radically change the
structure of this industry may be slowed down.

Mr. Holman : Peter , what do you see coming up of
significance?

Mr. Vig: While I have some apprehension regarding
Government intervention , my prime concern is European
product prices . Product prices and demand in Europe are
more closely aligned to the general level of economic
activity than in the U.S. , and there may well be some
problems in terms of volume and prices looking to 1972 .

On a 12 to 24 months basis , we are a little more op
timistic about domestic product prices . During the period ,
1971 to 1973, we are adding on average about 285,000
barrels a day to our refining capacity, and unless we
start some new grass roots plants in the near future,

Make
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there is not much in terms of new capacity coming on
for 1974.

As we work off some of this excess capacity , and also
the fact that we will have more products in the hands of
majors rather than independents , one can work up a thesis
for better product prices in 1972 or at least 1973 in the
U.S.

Also , within the next year we should know the results
of major exploration plays that will impact certain stocks.
I am talking about the North Sea , and in Canada
Mackenzie Delta , the Arctic islands , and also offshore the
East Coast.

Mr. Holman : Harry, what, if any, major changes , either
positive or negative, do you see occurring in the oil in
dustry or petroleum industry over the next six months to
a year, the kind of things you have to watch?

Tovey: ".. we are going to see changes in the
demand for and profitability of various products
of the oil industry . The oil industry is in many
respects a commodity industry."

Mr. Bower : Unfortunately, I haven't had the opportunity
to hear what my good colleague up there, Mr. Schlubach
says , but I know from experience some of his thinking ,

and I know that over the last year or more Karl has said
one of the most difficult things that the industry is fac
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ing currently, and perhaps longer term , is Governments
here and abroad , which I think is certainly true.

One thing I would like to point out that I think is very
meaningful. Many years ago when I started in this busi
ness , every time you would see a report written by any
one on an oil company, on the first page of that report
you would always see a qualification , assuming normal
weather.

I don't believe , in my 20 years of observing this in
dustry, I have ever seen a time when it would be more
fitting to say assuming normal weather , because both
here and all around the world , I think every terminal ,
every tank, every teacup and saucer , is filled with oil.

And this is the most difficult thing the industry faces
over the next few months . If we get normal or colder
than normal weather , I expect the problems are going
to be alleviated a great deal.

Tovey: " I am assuming an economic upswing in
the United States in the last quarter of 1971 and
continuing through 1972."

Mr. Holman : By the problems, you mean
Mr. Bower : The problems in terms of the pricing of oil

products.
Mr. Holman : Meaning the firming of prices ?
Mr. Bower : The firming of prices , or the maintenance

of prices.
You interrupted my train of thought.
I think that the environment currently , of course, is

not good . The question of participation and the problem
resulting from the currency moves by our Administra
tion , have created at least an investor attitude that is
not going to be quickly resolved . I think they are cer
tainly overreacting to it.

To me participation is something that is not new . The
new style concessions for many years now have been
participating concessions . I think if you examine what it
would cost the oil companies to 'permit participation on
the order that has been suggested , initially a 20 per cent
thing , you would find that it's not very onerous for the
companies .

Of course, it's at a time following the price agreements
of early this year, which seemed to say to most people
that we will have peace for five years . The companies
obviously are going to maintain that they have an agree
ment until 1975 , that they own the concessions , and that
participation certainly is not a proper subject for nego
tiation . Nonetheless the discussions are going to occur,
and I think that participation of some order of mag
nitude will be a reality by the end of 1972. I think it's
much too late for it to occur this year.

Whether 20 per cent in the Persian Gulf and 51 per
cent in Libya are immediately attainable I rather doubt.
If you start with the fact that Libya is asking or reputed
to be asking 51 per cent , as compared with the alleged 20
per cent being asked by the Persian Gulf nations, it
doesn't make much sense.

Libyan oil in the current market is uneconomic ; it's
overpriced by a significant margin. Unfortunately I can't
put it into a specific figure . But if you look at that,
recognizing that oil from Libya laid down here or in
Northwest Europe or in the U. K. would cost a significant
amount more than Persian Gulf oil , and you talk about 51
per cent as against 20 per cent , then you are talking
about making it even more uneconomic than it already is.

I think that one of the serious things the oil companies
must ascertain is just how much Arab face is exposed.

—

1

·

Bear in mind that following the Algerian assumption of
51 per cent, the Governments of Algeria and Libya an
nounced complete accord as to objectives . Therefore, if Mr.
Qadhafi has his prestige on the line for 51 per cent , then
the industry has a problem . Hopefully this is not the case
at this point. It is my feeling that 51 per cent is an open
ing bargaining position with the Government willing to
accept a lesser percentage initially.

However, if one assumed that the Persian Gulf nations
will get 20 per cent initially with the objective of getting
51 per cent participation over a 5 year or longer period,
then it is reasonable to expect them to accept for their
equity oil , a price half way between tax paid cost and
third party market . Such an arrangement would cost the
oil companies something like 4 cents per barrel initially.

If one then puts Libya in the same context but at 51
per cent initially , then it would probably cost them in
Libya and this is guessing, but within 2 or 3 cents, I
would think 12 to 15 cents a barrel . So you are in
creasing the disadvantage of Libyan oil even more by
about 10 cents a barrel.

I think the companies can live with this thing . As I
say, I don't think the 51 per cent is an immediate reality.
I think the crude long companies are going to be in the
best position , as they always are , in my judgment , and
will continue to be . I think that with respect to investor
participation in the oil industry, the thing has been over
done in terms of the international majors . The stocks are
selling at the lowest relative multiple in 15 years on a
sustainable level of earnings . This is the area that I
believe money will be made in oil securities over the next
few years over the next 18 months , say, or longer.

Mr. Holman : I think that we probably ought to follow
through with some sort of estimate as to where par
ticipation is going to lead the various petroleum com
panies.

But before we do that , I wonder what are the other
aspects of the petroleum field ? Are there any parts of
this field that aren't as impacted as the typical inter
national oil companies with major holdings in the Middle
East and elsewhere?

George, what other areas of the petroleum field are
there that you see may not be substantially impacted, if
any?

Bower: "The question of participation and the
problem resulting from the currency moves by
our Administration , have created at least an in
vestor attitude that is not going to be quickly
resolved ."

Mr. Austin : Sure , I think there are some. I think if you
look at the past rate of earnings growth in companies
like Halliburton , Lubrizol , and Schlumberger, you will
see why the service companies have been relatively good
investments over the years . They are in a field which
is allied to the oil industry , but is a little less sensitive
to the political changes that we talked about , both out
side this country and in this country , for that matter.

That's one potential area.
Mr. Holman : You include oil well supply?
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Mr. Austin : This would be the so-called service aspects
of the oil industry. We think of the oil industry as being
the largest in the world . It is . But this service industry
is larger than most industrial groups of companies . The
service industry includes offshore drilling , pipeline con
struction , platform erection , subsea completion , specialty
products, et cetera . These companies are affected by the
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same fundamentals , the basic growth in demand for
petroleum products , but they are less sensitive to political
changes and do benefit from the activity of each of the
large oil companies.

Mr. Vig : If I could interject something, the offshore
drillers and some of the service companies are actually
favorably impacted in terms of what's happening in the
OPEC nations . As the tax paid cost of crude moves up,
prospects in the North Sea and other deep rough water
areas become economically more viable entities.

We try to concentrate on companies that are in this
deep offshore rough water, such as Sedco . Also Vetco Off
shore Industries which is involved in subsea completion
work.

Mr. Holman : Eliot, what about you ? What other parts
of the petroleum field do you see as being affected one
way or the other by OPEC, apart from the international
companies that are directly involved?

Mr. Knight : Well , the logical extension of what Peter
says when he refers to the pressure for more, this is go
ing to lead to higher world crude prices , higher domestic
crude prices , and higher Canadian crude prices . The
Canadian industry is certainly a place to consider as well
as exploration companies in this country.

Mr. Austin : It's good to think in those terms , but I
can't really imagine that all of a sudden the price of oil
and petroleum products will just go up because we have
had some difficulties in the Persian Gulf.

Bower: " Libyan oil in the current market is un
economic ; it's overpriced by a significant mar
gin ."

Mr. Knight : It's not going to happen immediately,
George, I agree , but I think there is going to be steady
pressure in that direction.

We've had two crude price increases in the last two
years. I am not looking for 25 cents a barrel per year but
I think an average annual increase of about 10 cents
per barrel is possible .

Mr. Austin : I think this comes back to the political
situation , Dick . Say that the price of oil is $3.50 a barrel.
The general price indices in this country have been going
up at a 6 per cent rate the past few years . Well , 6
per cent on $3.50 is , say , 20 cents a barrel per year. And
you would say that's what you need just to keep up in
the producing segment of the industry . But this is very
difficult to come by politically. We haven't seen one this
year and probably won't .

Mr. Holman : Karl , how do you appraise the other
aspects of the petroleum field?

Mr. Schlubach : Well , I would include natural gas , too.
I think we are going through quite a revolutionary phase
there, we are going to have to find new supplies or sub
stitutes , such as liquefied natural gas , or synthetic natural
gas . I think there may be whole new industries in the
offing there, supplying the liquification machinery and
processes, tanks , storage , transportation . It's going to be
a huge industry.

Mr. Holman : Joe, do you see anyone else impacted,
apart from those that have been mentioned?

Mr. Tovey : Not really. I would like to comment about
the point that crude long companies would be the ones
that would still continue to make out very well . I would
agree, with the modification , that the real beneficiaries
will be companies with so-called preference crude and
preference gas, those with crude or gas in politically safe
areas, where a major consuming nation is going to say,

dalampe
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"We really are willing to pay extra for this , relative to
what we might pay for crude or LNG from a less stable
source. If necessary we will permit the price to rise,
irrespective of a decline in the price of crude or liquefied
natural gas from less politically safe sources , just to
keep a degree of domestic control and safety in our sup
ply of energy."

Bower: "I think the crude long companies are go
ing to be in the best position , as they always
are , in my judgment , and will continue to be ...
This is the area that I believe money will be made
in oil securities over the next four years .. 11

Mr. Holman : Who fits in the politically safe category ?
Mr. Tovey : The North Sea countries , Australia , Canada

and the U.S. would fit into that category at this time.
Companies that are involved extensively in German and
Dutch natural gas would tend to be beneficiaries , as
would companies involved in LNG in Brunei or Australia,
rather than being involved in liquefied natural gas in
Libya, Iran or Venezuela.

I think this may be where we are going to see big dif
ferences between one major and another , over time . The
successful major could well be the one who has been

politically shrewd at determining which countries are go
ing to be safe in the longer run . He is going to be able
to sell his oil and gas at a premium price and pay a low
tax, while the other major , who may have bigger reserves
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and more production but is in less politically favorable
areas, has his profits taken away by high taxes.

Mr. Holman : How about the other companies that
George mentioned, supply companies, offshore drilling,
platform companies?

Mr. Tovey : I follow in depth only six companies : Arco,
Gulf, Mobil, Royal Dutch , Shell Oil (U.S. ) and Sohio
so I'd rather not comment.

Mr. Holman : Now let's turn to the touchy question of
participation . Which are the major companies that are
most likely to be affected by what appears to be in the
offing for the Organization of Petroleum Exporting Coun
tries?

Mr. Austin : I think we would all agree that participa
tion is nothing really new to the oil industry. It's an
unfortunate thing that it's a highly politically sensitive
subject , it gets a lot of publicity . But as to the oil in
dustry, this participation thing goes at least as far back
as an address that Mr. Yamani made at the American
University in Beirut in 1968 , calling for a share in the
oil concessions. That's just by way of background , but in
answer to your question , I think there are seven large
companies that are involved , and I think without any dif
ficulty we could all agree on the seven.

Mr. Bower : I think probably more immediately, how
ever, would be the newer internationals in Libya , because
there is where the argument for the higher participa
tion is initially.

That would be the Oasis companies , which are Amerada,
Continental, Marathon . Shell is part of this of course
but Shell belongs in the other category . And Occidental
and Nelson Bunker Hunt.

The participation question goes back a lot longer than
that . I don't remember the dates , but , Karl , perhaps you
do. Standard Indiana made a participation agreement in
Iran back, God when , in the early '60s , and Abduman
Turiki, who was the first Minister of Petroleum in Saudi
Arabia, that I remember , has been talking about partici
pation for a decade.

Austin: " I think if you look at the past rate of
earnings growth in companies like Halliburton ,
Lubrizol, and Schlumberger , you will see why the
service companies have been relatively good in
vestments over the years."

Mr. Holman : Who are the key countries in the organi
zation?

Mr. Bower : Libya , Saudi Arabia, Kuwait , Iraq and Iran
are the key countries, and then you have the other Per
sian Gulf and African states .

Mr. Schlubach : Nigeria and Venezuela are in it, too.
Mr. Bower : Who have their own participation schemes

and go it alone . Could I make one other point on this
thing ?

I agree with George's concept that logically , in an area
where most of the oil is located , if it becomes more costly
to do business , and people, either in the industry or out,
conclude that it's not politically a very desirable place
long-term , then any area that's going to benefit from it
is going to be an area we have to look at as oil men.

One of the things that logically results just from this
and nothing else is that you are going to look for oil in
areas where it's "politically sound and politically safe."

oil service and supply group . I think the price you pay
to get into the service area right now is a pretty steep
one. I believe the price to get into Canadian exploration
is not so steep , although it's further down the road in
terms of a payoff.

I don't believe there is any such place as a politically
safe area, and I don't think there is a place that does not
pass ex post facto laws . If you will look at the United
States, where people had been assured of a 27½ per cent
depletion allowance for so many years , then Congress
passes a law and says they don't have it any more.

Mr. Schlubach : When you have a politically protected
industry, it comes under continuous assault, as the deple
tion allowance has in this country . And that's not always
the best investment climate .

There has been one threat of Government intervention
after another.

So it isn't all that happy an investment climate . Al
though I think there may be a point where the people
will say they would rather have domestic supplies at a
higher cost than imported and uncertain supplies.

Tovey: '... the real beneficiaries will be compa
nies with so-called preference crude and prefer
ence gas, those with crude or gas in politically
safe areas .

Mr. Knight : Harry, when you said look at the United
States, I thought you were going to add look at the North
Slope, which backs up exactly what you are saying .

Mr. Austin : That's the irony of the entire situation.
If those delays would have happened any place other than
in this country, it would have been condemned as expro- /
priation.

Mr. Bower : If somebody told me that because of pollu
tion or ecology we wouldn't build a pipeline in Alaska, I
would have told him he was out of his mind.

Mr. Holman : You mean the ecological and environmental
factors come in?

Mr. Bower : That's sort of ex post facto , isn't it . Just
God only knows when they are going to take any oil out
of there.

I would like to defend something that I said earlier,
that I believe that the money lies in the crude, that the
power lies in the crude , and I think this will be the case
so long as the oil companies control the source of crude.
I don't think they have to own it ; I think they have to
control it . Except for a brief period in 1967-1968 we have
not seen a margin of any significance downstream since
1963.

Mr. Holman : You mean in the refining operations?
Mr. Bower : Yes , beyond the level of crude.
Following the six day war in 1967, product prices rose.

and there was a recovery in margins downstream . How
ever, by late 1969 early 1970 prices had eroded to such
an extent that only the most efficient operators Esso
[Standard Oil Co. (New Jersey) ; Ed . ] and Shell could
have any margin downstream in Europe. Prices began to
improve early in 1970 , and things started to happen
Tapline was shut-off; Libya cut back - which accelerated
the upward move . In the volumes represented , a move
from a negative margin to a modest per barrel profit in
volves a fantastic amount of money . This led a lot of peo
ple to state that the margin is shifting downstream . And
that's poppycock ! It has not occurred and it's not going
to occur any time soon. Downstream is a different ele
ment where the buyer generally has more power . When
one is considering crude he is considering the major com

—

There is no such place , in my judgment . But that is
what's going to happen . The question then becomes what
is the price of getting into the ballgame ? I would dis
agree on an equity basis , but not on fundamentals in the
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panies dealing with a large number of smaller entities
that must have the crude . The company that controls the
crude has the power and the upper hand .

There are times when the crude seller doesn't quite
Ihave the degree of control as he had in the past , but he
has always made a margin . In times of the greatest crude
surplus we have ever known , there was 15 or 20 cents a
barrel margin from independent Iranian crude , that was
marginal crude , but they were making some money on it .

Mr. Holman : Who sits in the catbird seat then?
Mr. Bower : People who control the crude .
Mr. Holman : Who are ?

Mr. Bower : International oil companies , the seven in
ternational majors.

Mr. Holman : Who particularly among those?
Mr. Bower : Esso , of course, is in the best seat.
Mr. Austin : You mean size-wise or balance ? I think

Dick means which is in the best
Mr. Bower : I would say Esso again, because Esso prob

ably has the most diversified sources of any company in
the business.

Bower: " ... I believe that the money lies in the
crude , that the power lies in the crude , and I
think this will be the case so long as the oil com
panies control the source of crude."

Mr. Holman : Peter , how does that thesis sit with you ?
Mr. Vig : I partly agree with Harry . Not only the com

panies that have the crude but those that are successful
in developing new production in non-OPEC areas and are
also well integrated in Europe , stand to benefit the most.

You are going to have to make up this profit erosion
or increased take by the host nations at some point in
time, and I think the companies who were early to get
into refining-marketing in Western Europe , where the in
stalled cost of a refinery has approximately doubled in the
last five years , and economies of scale are important , are
the companies best structured . That's Standard of New
Jersey and Royal Dutch.

Mr. Bower : We are not in disagreement at all.
Mr. Holman : Right now the international oil companies

are selling at a fairly modest level , historically, to put
it euphemistically . Any reason to feel that this is going
to change for the better?

Mr. Vig : I think on a year to two -year basis the stocks
can be bought, but we are not talking about oils in isola
tion . Oils have to compete with alternate investment
vehicles.

The portfolio manager also has the industrial recovery
going for him in the United States . He is looking at con
sumer oriented equities such as airlines , consumer dur
ables , and shelter related stocks.

Mr. Bower : Hopefully.
Mr. Vig:. Hopefully is right , but that is their think

ing right now . The reflection we receive is that the in
ternational oil stocks are cheap relative to historic and
market standards . But with these huge capitalizations
"I can put my money into them within two to three
weeks' time, so I'll buy them later when the problems of
foreign demand and OPEC participation have been re
solved ."

Mr. Knight : You have to quantify the risks that you
have in these international oil stocks as well as the poten
tial reward. The major problem we have all identified is
the matter of participation for which there is no one an
swer at the moment . We just don't know how this is going
to turn out.

I.P.
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I think what we have to do is try to step back and try
to project ourselves a year into the future and try to fig
ure out what could this industry look like a year hence.
Will we be well on the way towards solving this partici
pation question ?

I submit that yes , we will . I don't know precisely how
it is going to be resolved , but given normally cold winter
weather this year , the inventory situation ought to be out
of the picture , and I would say that anything that the
oil companies have to pay in the way of increased tax
payments because of participation, they stand an excellent
chance of getting most of this back.

Mr. Holman : By passing it along?
Mr. Knight : In passing it along downstream , yes.
And once the uncertainty is removed , again assuming

that we are a year out in the future, then I think that
what Harry says about the multiples on these stocks is
going to be more evident. I think we will see higher mul
tiples perhaps 12-13 times estimated 1972 earnings .

Bower: " . . . Esso probably has the most diversi
fied sources of any company in the business."

Mr. Holman : Compared with what do you see now ?
Mr. Knight : Well , based on this year's estimated earn

ings , on average , they are a little under 10 times earn
ings , and they are around 9 times estimated earnings
for 1972.

Mr. Holman : Karl?

Mr. Schlubach : Well , to amplify a little on this issue
of participation, I would think that the participations will
be phased in gradually . By that I mean if there is a 20
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per cent participation , they will arrange to pay for it out
of earnings over a period of time . This has been the pat
tern in the past in deals of a somewhat similar nature.

That means that as far as the cash flow of these
major oil companies is concerned , they will not suffer
nearly as much as in the case of an abrupt overnight par
ticipation of 20 per cent without any compensation.

I also feel, along with Harry, that by the time you
divide it up and relate it to the per barrel profits now,
the impact isn't all that great . And I think that once a
pattern has been set by one or two nations , the others will
follow . And then the horizon will become a little clearer
and we will be able to perhaps price our stocks a little
higher than we are now.

Mr. Holman : Joe, do you disagree?
Mr. Tovey : I think we may have a "heads you lose

tails you lose" situation with the producing nations vis
a-vis the companies.

If product prices improve considerably in Europe, we
are apt to see retroactive taxation . Venezuela , as you re
member, retroactively raised taxes when fuel oil prices
improved. If, conversely, there is a slowdown in the
European and Japanese economies , which we are already
seeing, we are apt to see great pressure on product prices
and profits.

The institutions seem to be somewhat concerned about
these things, and should the multiple of the internation
als rise to any decent extent , we may see a great deal
of international oil stock coming out of the woodwork.

Mr. Holman : Your outlook for the next year for the
international oils is

Knight: " I think what we have to do is try to step
back and try to project ourselves a year into the
future and try to figure out what could this in
dustry look like a year hence." A

Mr. Tovey : Assuming a moderately bullish market , I
see a downside risk of 10 per cent or so and an upside
potential of 15-20 per cent.

Mr. Knight : Joe, I would add one thing : That what you
are saying is that whenever a stock group is depressed,
many investors have the feeling that if the group shows
any strength, everybody plans to bail out.

Investor psychology is a funny thing . Strength develops
and, for one reason or another, that selling pressure that
we thought was going to come , doesn't come certainly
it doesn't come as quickly as we thought that it would.

You made a comment that was interesting , and I won
der if you would amplify on it . You said that if we have
a weak market in crude and product , you felt that this
could slow participation.

there are really a large number of buyers of copper, and
there are only essentially seven buyers of oil.

Now , there are some independents , but they don't re
present much more than 25 per cent of the free world
market for oil . So it is these seven companies that trans
port, refine and market 75 per cent of the world's oil pro
duction , outside of the U. S.

And the other thing is that there is a tremendous re
quired investment in the downstream operations , a tre
mendous investment . And you just ask yourself, if you
were the producing Government , receiving , say, right now ,

one billion dollars a year from oil revenues, are you go
ing to keep that money in your own country for social or
diversification purposes , which is certainly desirable and
certainly what they will probably do, or are you going to
invest it in some refinery and chain of service stations
in Europe ?

And even if you were, it would require many more bil
lions of dollars than they have coming in.

Tovey: "... should the multiple of the interna
tionals rise to any decent extent , we may see a
great deal of international oil stock coming out
of the woodwork."

Mr. Holman : The key is control of marketing?
Mr. Austin : The control in the hands of a few rather

than many, but the other key thing is the tremendous re
quired investment in downstream operations which the
Governments , even if they wanted to , don't have the
money to do .

Mr. Tovey : I'm not sure ; a great deal will depend upon
whether the consuming country Governments will support
the majors.

Mr. Bower : I would like to come in on what Joe says
and sort of support George a bit , if I could . If you would
look back to last year and the situation that developed ,
where the strength moved into the hands of the host na
tions , as opposed to the hands of the oil companies , then
you could conclude , I think reasonably, that if you were
sitting in a situation where there was loads of oil in in
ventory, then the hands of the oil companies in dealing
with the host nations is strengthened .

And I think this probably has some merit at this point.
Obviously it would take quite a long shutdown on the
part of the host nations to bring about a very free in
ventory situation and the need for the oil companies to
cave in .

But I really don't think that this is going to have a very
important bearing on it . We are talking about very sophis
ticated people on both sides of the table in this thing , and
I think that a great deal of logic is going to develop in it.
I believe that the host nations understand the oil com
panies' position , and it's going to be a protracted thing .

But I think participation is going to be a fact . I agree
with Karl that it's going to be a gradual thing . I don't
think it's going to be of the percentages initially that are
being talked about , but I think in five years it's going to
be 51 per cent.

Mr. Holman : Is there a substantial amount of crude
available outside of the OPEC countries?

Mr. Bower : No , there isn't . I would like to back up what
George said . Last year there was a great blessing that
resulted from the problems that occurred with OPEC be
cause it really brought to bear in the consuming nations
how vital the international oil companies are, what a
fantastic investment they have in facilities beyond the

Mr. Tovey : I look at the position of the majors vis -a
vis the producing countries as a relative power situa
tion, bilaterial oligopoly , if you will . So , if you have a
strong European economy , excellent demand for prod
ucts and a need for crude , the producing nations may
have the majors at a negotiating disadvantage . If , on the
other hand , you don't have a strong demand , the majors
are in a position to say to a producing country , " We don't
need all available crude , so we will lift more from some
one else and less from you , if you get nasty."

This is strictly an evaluation of the relative power of
the two groups.

Mr. Holman : What is there to indicate in the interna
tional oil field that you won't have another Chile copper
situation ?

Mr. Austin : There is one big difference , and that's that
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crude level, and what a tremendous thing it would be for
them (the consumer Governments ) not only to consider
any taking over or buying out at even nominal rates , but
what it would be to supply facilities to accomodate the
growth .

There is a tremendous capital investment necessary to
provide just the kind of growth we are looking for down
stream . And I'll guarantee you that not France , not Ger
many, not anybody else wants to make this kind of invest
ment.

The oil companies then in my judgment are sitting in
sort of a catbird seat in spite of their loss of power in
the OPEC countries , because they still control the crude
and they do have the power of disposal.

I think this is a vital thing , a very vital thing , and I
think it argues very well for the position of the inter
national majors long-term . This doesn't mean they are
going to have the kind of margins they had 20 years ago,
but I think it does mean they are going to have a margin
both on the crude side and sometimes on the downstream
side.

Mr. Holman : Should the downstream facilities , as a
practical matter, be located in the producing countries?

Mr. Bower : No , and as a practical matter today , ab
solutely no . If Venezuela doesn't convince one of this,
nothing will.

Bower: .. I think that 18 months to two years
out, you are going to be very happy that you
own them (international oils) if you buy them
now."

Mr. Austin : Esso built a tremendous LNG facility in
Libya, $350 million , and was going to sell the liquefied
gas to Italy and Spain . They finally got onstream after
many, many months of not start-up problems but political
problems.

Mr. Bower : Could I mention one more thing I forgot
that Karl mentioned ?

Whatever payment for the participation that comes
from the OPEC nations will be a token thing initially and
very token . Their payment will be out of production . There
is no question about this .

And it will be based on the net asset value , nothing
else. That's what it will be . And that's not a big thing .

Mr. Schlubach : Doesn't the net asset value , the yard
stick, worry you though , because that's very low .

Mr. Bower : That's a fact of life , so that's what it's going
to be . /

Mr. Vig: I don't think that OPEC , because of capital
investment as well as possible competition between pro
ducing countries, wants to throw out the international oil
companies ; but they have shown the oil companies that
OPEC controls the reserves that fuel the European and
Japanese economies and the OPEC countries can act in
concert.

The OPEC nations showed the world that prevailing
prices for crude oil and its products are not effective
limits to higher host Government takes and that the tax
inflated oil cost can be passed on in the market place . In
fact, the companics not only passed on their higher taxes ,
but they actually improved margins . The OPEC countries
are interested in higher revenues per barrel for what is
essentially a wasting asset.

Mr. Holman : Does anyone on the panel feel that now
is a good time to buy the international oils ?

Mr. Bower : Yes , I do . I do , very much so . I think that
whenever you can buy a group of stocks like this , where
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the outlook for earnings I'd like to qualify this by
saying I'm not a "next three-months
of analyst. I look longer term , 18 m
think whenever you can buy a group
level of earnings power is sustainabl
reasonable expectation or a reasonabl
tion that earnings will expand over
longer term , then they become an attr

Austin: . . . if we assume that
petroleum products is going to
per year throughout the Free W
international oil companies mos
earnings growth

Now , that doesn't mean that you w
I believe you will , a further period of
where they are not going to be a ro
they are approaching a bottom , and I t
to two years out, you are going to
you own them if you buy them now .

Mr. Schlubach : I would agree that t
buy for some pension funds , for insta
to take a long -term point of view .

I think that for the performance f
ried about what they might do in th
they are not the best buy.

Mr. Bower : I agree wholeheartedly
Mr. Holman : George?
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Mr. Austin : I would answer that this way :
I think if you look at the investment in international

oil stocks over a long period of time , say over the last 15
years, you will find you have done fairly well . And that's
considering that in 1955 the average multiple of those
large companies was probably just about where it is right
now , say around 10 times.

But the problem is , and I would add also right there,

that you really don't have that much more uncertainty,
although from our discussion you would think you do . But
there was uncertainty then , there was uncertainty in 1960 ,
1965 and 1970 .

But the problem is , you have got to be absolutely right
about your fundamental analysis , because there is not
much margin for error.

With all this uncertainty and all this risk , I doubt
whether they will get a 13 or 14 multiple for any length
of time . So you can't count on price appreciation through
multiple improvement . You have to be sure of your earn
ings analysis . There you come back to the thing we haven't
talked about and that is the outlook for demand for
petroleum products , which is really the key variable in
this industry.

There is a tremendous amount of consumption , and a
growth rate of 8 per cent , instead of 10 per cent or instead
of 6 per cent , makes one big difference to the leverage in
these types of companies.

My point is that you have got to be absolutely right
about your fundamental analysis.

Mr. Bower : George , really , aren't you saying that the
real risk is in terms of a sterile investment , because you
think the downside risk is not significant in these stocks ?

Mr. Austin : There is a possibility that you are only
going to get , as you have over the last 15 years , say 8
or 9 per cent return per year if the multiples decline.
That's my only point. •

Mr. Knight : Well I've got more than half of that 8-9
per cent locked in , in the current yield right now.

George, you say the multiple of the internationals is
10 times now , and that it's about the same as in '55 , but
where was the market multiple then ? The market multiple
then was lower , I dare say, than it is now . Harry pointed
out that on a relative basis , it is now the lowest in 15
years.

Jersey and Texaco are now at the deepest discount re
lative to the S&P 425 that they have been at in this
period.

Schlubach : " I would say , primarily , it is the bal
ance between production , and its location , re
fining , and marketing , those three elements. I
think that in this respect , Texaco has the great
est strength . "

Mr. Bower : I think really this is one of the things you
have got to consider at any time in looking at oil stocks.

One of the things that's always intrigued me about the
oil industry is its political involvement , and not since I
have been in it has it been absent ; it is always there . And
it is one of the things you have got to live with , and it is
one of the things that the fund managers , who in my
judgment are seldom very sophisticated when it comes to
the oil area , somehow or other find it impossible to live
with. Only when the stocks look dirt cheap and the politi
cal environment is perfect , are they willing to plunge
with the international oils.

Mr. Holman : What do you attribute the low position to?
Mr. Bower : I think it is the awfully bad press we have

-

on anything related to oil in addition to the OPEC ques
tion and currency problems.

Mr. Vig : The uncertainties affecting the international
oils such as OPEC participation , the outlook for prices
in the Eastern Hemisphere and again I come back to
the fact that we are not investing in a vacuum ; the fact
that investment managers are optimistic about corporate
profits in general next year make me conclude that there
are other groups that may be relatively more attractive
at this time.

Bower: " I don't think that it is the best balanced
(Texaco). I think the best balanced oil companies
are Esso and Shell , for many reasons."

Mr. Austin : Peter has mentioned that twice , and all I
was trying to say earlier was that you have got to be
absolutely right on your fundamental analysis.

Now, if we assume that the demand for petroleum prod
ucts is going to grow 8 per cent per year throughout the
Free World, then these international oil companies most
likely will show earnings growth of about that order of
magnitude, because they have a tremendous ability to
keep their unit costs in line despite all these political
problems.

So there you do have the 8 per cent rate of earnings
growth, on top of what Eliot said , a 4 or 5 per cent div
idend return.

Mr. Knight : 5 per cent or more on every one of them.
Mr. Austin : It changes every day . There you have a 12

or 13 per cent total rate of return .

Now, what Peter is saying is there is a better relative
outlook for other industries , but perhaps that's just a
short-term phenomenon one year, two years or three
years . Whereas , if you are right about this demand
analysis , then you have this 12 or 13 per cent rate of
return for quite a few years , because I don't see any
other alternative economic source of energy on a large
enough basis to make any difference for the next 10 or
15 years.

I was talking previously about the multiples , and now
I am talking about the fundamental analysis.

Mr. Vig : I think the stocks are cheap , but you have to
look 12 to 24 months to expect a measurable price-earnings
ratio improvement for the international oils.

Mr. Tovey : We might foresee an 8 per cent growth rate
in the consumption of these products , and it still may not
help earnings . In the case of one major , going back over
a six-year period , its earnings for five years went up
beautifully, in line with the growth in consumption of
petroleum . In the sixth year, they made a wrong guess
on a commodity, tankers , and got hurt.

Where you are dealing with commodity-type stocks
let me use the coppers as an example you can be

entirely right on your long- term growth rate for copper,
but it is the change in the price and margins that is
important . Commodity prices are determined at the mar
gin, by the supply and demand curves we all studied
in school . The difference in being right on a 6 per cent or
8 per cent growth rate that George mentioned is a ques
tion of losing your shirt or not , because at a 6 per cent
growth rate you have inventory coming out of your tanks,
and you must sell your product at , say, $2 a barrel ; or
will you be able to sell it at $5 a barrel , with very great
differences, obviously , in your profit margin.

The point is , you are not dealing with a fixed margin
per unit.

From a stock market viewpoint , I think that investors
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increasingly realize that these are not defensive stocks in
down markets ; that their growth rate is not an assured
8 per cent just as surely as a taxi meter clicks ; and that
the companies are increasingly subject to political pres
sure, performance of the international oil stocks will be
relatively worse than that of the S &P 425.

Granted, one can make money in these stocks , but one
could very likely make a fair bit more with other groups.
Unless one has good reason to expect the commodity
cycles affecting the international majors to work out well
over a long enough period to help their earnings , this
group is not apt to perform as well as the 425.

Mr. Knight : May I ask a question this way : If you were
looking out 12 months , would you then sell the interna
tional oils that you own?

Mr. Tovey : Yes , even though their earnings are apt to
be better than most forecasts . I think that an investor
could do better in other areas of the oil industry, owing
in large part to the continuing concern of investors about
the majors ' OPEC problems.

Mr. Austin : The flaw with that argument , Joe , is your
short-term emphasis on margins . Say demand grows
8 per cent a year and your margin erodes and there is
no profit ; so sooner or later the market tightens up and
prices do improve and all of a sudden the margins , in
stead of going down one year , go up the next year , and
in fact, you get a 15 per cent rate of growth in thé earn
ings , and this whole cycle goes around again .

The point is that when you look back on it , you still
have this roughly 8 per cent rate of earnings growth over
a fairly long period of time for these large international
oil companies.

Vig: " Royal Dutch , too , is a company with a di
versity of crude sources , plus the forward inte
gration in Europe in fact, the most leverage
in terms of product prices . In addition , Royal
Dutch has a major exploration effort in the North
Sea."

Mr. Tovey : Let me express my view somewhat differ
ently . The point I am trying to make is that the swings
caused by the commodity cycles are more important in
the year-to-year earnings comparison than the long-term
growth rate , and that to focus on the latter for oil and
not the commodity cycle may not be the most profitable
way of doing things for an investor.

Mr. Holman : What segregates out one international
oil company from another ? Is one company better sit
uated than others , either for management or internal
factors or control of source of supply?

Mr. Schlubach : I would say, primarily , it is the bal
ance between production , and its location , refining , and
marketing, those three elements . I think that in this
respect, Texaco has the greatest strength . They have
always kept that in view . I have talked to the manage
ment of Texaco about what they think is their primary
strength , and it is this balance.

Mr. Austin : I think balance is basically right.
Mr. Bower : I think it is the cheapest of the interna

tional oil stocks at the present time , but I don't agree
with what he said .

Mr. Holman : Where do you disagree ?
Mr. Bower : I don't think that it is the best balanced .

I think the best balanced oil companies are Esso and Shell,
for many reasons . They have the best balanced sources
of supply. They are without question outside of the United

JOSEPH TOVEY

JOSEPH TOVEY, Oil Industry analyst with Roth,
Gerard & Co., was born in 1938 , grew up in the South
west, and has lived in New York since 1954. After
graduating from Brooklyn College in 1959 , Joe received
both his MBA and his Ph.D. from New York University,
in 1961 and 1969 respectively. Before joining Roth , Gerard,
Joe was with A.G. Becker & Co., Mobil Oil Corp., and
Lybrand, Ross Bros. & Montgomery . Joe has been a
frequent contributor of articles to professional journals
and served as Associate Editor of Tax Letters from
1961-1966 . Married and the father of three children, Joe
makes his home in Brooklyn.

States the lowest cost integrated operators . And I dis
agree Texaco may be the third , but it is certainly not
as low cost an operator as either Shell or Esso.

I would like to deal with some other things that have
come up, if I could .

To me, if you could show nine years of growth and
then have a bad year, I don't think that's bad . This tanker

andthing , which has gotten an awful lot of emphasis
rightfully so , of course is not a normal kind of thing.
If you will look back , it has always been except for a
couple of occasions desirable to be as heavy in the spot
market as possible , because it saved you money.

-

Bower: "The United States and every other place
in the world , in 1980 , and beyond is going to be
looking to the Middle East, because this is where
it is ...||

In the Suez situation , back in '56 -'57 , it paid to have
been in the long charter and owned position , because as
a result of the closing of Suez , spot charters jumped like
nobody's business and it hurt the hell out of some people .

The same thing occurred in '67 . It occurred again last
year, and it was all related to Suez or factors that were
imposed upon Suez .

I think you are going to reach a time and I don't
think it's too far out where Suez isn't going to make
any difference.
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I don't think it is right to take a position on an inter
national oil company on the kind of basis that I look at
them [and all other oil stocks] the 18 months to three
year concept . I don't think that the tanker thing is an
awfully meaningful one .

It can clobber the hell out of a company when the
spot rate goes from world scale 80 , say , to world scale
320 or 330 , as has occurred . Then a company caught
heavily in the spot market is in one hell of a position,
but that's a very temporary situation.

Look at the spot market today . In the Persian Gulf
one can get a 50,000 ton tanker for world scale 30 or 40.

Mr. Tovey : You raised a perfectly valid point , that
there are times when it pays to be in the spot market for
tankers , and times it pays to be fully covered by long
term charters . That is purely a question of the relative
rates . Right now , there are some majors that are fully
covered long-term at 80 , but their competitors are spot
chartering at 35 and are able to undercut them in the
product market .

Mr. Bower : What makes it all a problem and why you
have a problem at the moment is the thing I started out
with in the very beginning.

The thing that did it was weather . We ran into a situa
tion last year where there was great concern in Europe
about a shortage resulting from the closing of Tapline
and Libya's cutback , and you had the situation in this
country where people started talking about a fuel crunch.
The oil companies here and abroad wanted to make damn
sure that they were able to supply every ounce of oil
that anybody needed . They did not want a bad press any
more, they had enough for a long time .

If you cut off everything , they were ready to fulfill
the requirements . For some reason , the oil companies as
sumed we were going to have the most frigid winter in
history.

Mr. Holman : Is that what boomed tanker prices?
Mr. Bower : That was part of it . In addition , with the

closure of Tapline and the production cut back in Libya,

more than one million barrels a day of crude which was
only a stone's throw from the major markets of Europe,
had to be replaced from the Persian Gulf . With Suez
closed, the crude had to be shipped around Africa thus
increasing the tanker haul up to six times.

Bower: " From the end of 1970 to the end of
1973 , we are talking about a growth in capacity,
refining capacity , of a little over a million bar
rels a day .

Mr. Holman : Where does that leave you now ? Are
there any international oil companies that you would buy
at this point ? Which ones would you single out, if any?

Mr. Bower : As I said , I think Texaco is the cheapest.

And, forgive me , I can't remember figures , but it has
the lowest multiple , and I think in terms of the earnings
figure I'm using , that I see the biggest gain.

Mr. Holman : Second would be what?

incremental earnings coming from its European gas
fields.

Further , in North America , it has some two billion
barrels on the North Slope and perhaps one to two bil
lion barrels in Santa Barbara . Also , the Company owns
70 per cent of Imperial Oil ; through its 70 per cent
ownership of Imperial it has exposure to large potential
exploration plays in the Canadian frontier areas .

Royal Dutch, too , is a company with a diversity of
crude sources, plus the forward integration in Europe
in fact, the most leverage in terms of product prices . In
addition, Royal Dutch has a major exploration effort in
the North Sea.

Schlubach: "Standard of Indiana . . . now more
of an international company, is one of the more
favorably situated companies."

Mr. Holman : Eliot , how do they seem to you ?
Mr. Knight : We think the group is very attractive,

Dick. I think they are going to move as a group and
we are really splitting hairs when we try to say
which is the most attractive. I think if we go around the
table, probably every person here will have a different
one that he likes best and can substantiate it . I think
I can make a case for each one of the six internationals,
as to why it is attractive.

At the moment we happen to have Jersey and Texaco
on our recommended list.

We also like Gulf and Standard of California.
Royal Dutch has all the advantages that Peter speaks

of. I really think we are looking at a group here which
will move as a group .

Mr. Vig : I would disagree with Eliot . In an institu
tionalized market , which has characterized the market
over the last 18 months , you have got to be very discri
minating in terms of stock selection within the group .

Of the six internationals that we monitor, the average
for the six companies since the 1st of the year is down
slightly in excess of 10 per cent , while Standard of Cali
fornia and Jersey are off less than 3 per cent . In con
trast , Gulf and Mobil are off more than 15 per cent.

So I think stock selection will continue to be very im
portant.

Mr. Holman : Joe, I know your views on the group are
not as favorable.

Mr. Tovey : Assuming a modestly bullish stock market
and buoyant domestic economy, I think that one can do
relatively better in certain other parts of the oil group,
even though the majors ' earnings will probably be better
than most forecasts of which I'm aware.

Let me revert to your prior question , as to what dis
tinguishes one international major from the other. I
think there are at least three important areas of distinc
tion . One, the source of the earnings , what part is from
the U.S. , Canada , Venezucla and the Eastern Hemisphere.
What part looks poitically safe ?

Two, the sources of crude and natural gas , both actual.
and potential. Who has big reserves in the U.S. , Canada ,

the North Sea , Australia , relative to the reserves held in
the OPEC countries ? Who is exploring in the Middle
East, and who is exploring in Canada and the North
Sea ? Who has a good acreage spread in the high poten
tial, politically safe producing areas ?

Mr. Bower : First Texaco , then Esso , then Standard of
California and fourth , Royal Dutch.

I think all of them are relatively attractive.
Mr. Holman : Peter , how would you appraise it at this

point?
Mr. Vig : No. 1 : We would rate Standard Oil of New

Jersey and No. 2 , Royal Dutch,
Jersey is a company that has great strength in the

Eastern Hemisphere , in terms both of diversification of
crude sources and refining marketing . Plus , it has large
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Three, where does a company have its major markets
and in what products ? Who is strong in the German gas
oline market at a time it is going up ? Who is strong on
the U.S. East Coast gasoline market , when it is strong
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and the West Coast market is weak ? Who has a lot of
low sulphur residue and who has mostly high sulphur ?

These differences will reflect themselves firstly in
earnings, but secondly , in the relative multiple accorded
to any company in the group . Although the stocks may
tend to move as a group in the market , if somebody says ,

"This company is cheap and this company is dear," there
is often a good reason why.

Over a five-year span , these distinctions will be im
portant in the relative performance of one international
major's stock versus another's . For one or two years,
these differences are not likely to be dreadfully impor
tant.

Knight: " Indiana and Atlantic Richfield are the
two stocks we have on our recommended list at
the moment."

Mr. Holman : Who would you rate as the two strongest
in the group , even though you generally don't favor the
group?

Mr. Tovey : In terms of market performance?
Mr. Holman : Yes .

Mr. Tovey : Since I only follow in depth some of the
group , I'd rather not comment.

Mr. Holman : Karl , how do you appraise the situation?
Mr. Schlubach : I just pick Texaco and let it go at that.

Mr. Holman : George ?
Mr. Austin : I will let my colleagues make the specific

recommendations , but I would say if you look at these
large international companies over a long period of time,
they have generated the types of earnings growth that I
mentioned earlier.

.

I think, again , the most important question is what is
the demand for petroleum products going to be in the
future ? We all spend a lot of time thinking about it,
wondering about it , but I still haven't met a person yet
or seen any society that wants to accept a lower standard
of living . You will have to say that the demand for
petroleum products is going to continue to increase .

Mr. Holman : Is there any reason to feel that the 8
per cent figure , which I guess is roughly what George
mentioned, would not be reached fairly consistently for
the next two or three or four years ?

Mr. Knight : 8 per cent demand growth?
Mr. Holman : Yes.
Mr. Austin : Worldwide.
Mr. Knight : I think it is too high for '72 .
Mr. Austin : Dick , I'm talking about over the 1970s,

a long period of time , 10 years.
Mr. Holman : It would average out at 8 per cent a

year?
Mr. Austin : Right.
Mr. Bower : Including the U.S. Including the U.S. "72 ,

you would disagree ?
Mr. Knight : I would say 6 , 7 , going through the '70s .

Mr. Austin : Suppose we settle on 7. That would be good
enough .

Mr. Schlubach : We underestimated the group the last
three or four years.

Mr. Bower : I believe the problem in 1971 is that they
overestimated it.

PETER R. VIG
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& Co., hails from Columbus , Georgia, where he was
born in 1940. He received his BBA in 1962 and his MBA
the following year, both from the University of Georgia.
A member of NYSSA , Peter worked for Texaco, Inc.,
Shearson, Hammill, and Union Service Corp. before join
ing Oppenheimer & Co. Peter lives in Manhattan's Upper
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Mr. Austin : I think Harry hit it on the head . It is not
going to be 7 per cent this year.

Mr. Bower : If you had 7 per cent this year, you
wouldn't be looking at the ball game you have now .

Mr. Holman : Would you agree that that's somewhat
the magnitude you would expect over the next five to
seven years?

Mr. Bower : I think 8 per cent is a pretty logical num
ber for the longer term .

Mr. Austin : If there was an economic alternative, we
wouldn't worry about it . But if you look at any other
source of energy liquefied natural gas for one.

Mr. Holman : Coal?

Mr. Austin : Nuclear energy for another but that 8
per cent rate of oil growth assumes that nuclear is be
tween 5 and 10 per cent of world energy consumption in
1980 , it assumes that the nuclear plants are going to
come in.

—

d
But I was referring to liquefied natural gas , synthetic

products , say natural gas from
ucts from coal , oil from tar san
involve tremendous investments
which our society is unaccustom

So that until we can have so
in terms of developing an econ
just happens to be cheap . That'

Mr. Holman : Joe ?

Mr. Tovey : Given present te
(Continued on
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Knight : " Atlantic - the company seems to be in
a rather unique position compared to the aver
age domestic company , in having substantially
added to and increased the life of its North
American reserves because of its position on the
North Slope."



Educational Development Corporation
Johnston, Lemon & Co.

Southern Building, Washington , D.C.

Approx . Price

(1970) :
(1971) :
Shares Outstanding :

Price Range:

Earnings Per Share :
FY 2-27-71 :
FY 2-29-72 Est.) :
FY 2-28-73 (Est. ) :
P /E Ratio (1972 EPS) :

Recommendation

7

8½ -3 %
9¼ -5%

2,064,620

$0.16
$0.28
$0.45

25.0 X

We recommend purchase of Edu
cational Development Corporation (EDC ) common stock
at this time based on the following factors :

(1) Revenues for fiscal 1971 were more than double
those of the previous year while earnings per share
increased five fold . Revenues and earnings are ex
pected to grow at a rate of 50% per annum in the
next two years and by more than 25% annually
over the longer term .

(2) EDC is a fully integrated educational publisher of
supplemental materials for the elementary and sec
ondary school market . Although the market served
has a small base , supplemental material sales are
growing rapidly as school administrators and teach
ers attempt to increase the efficiency and enhance
the quality of education to meet the individual
needs of students in today's changing social en
vironment.

(3) EDC offers a "complete systems approach" to class
room education . This approach provides the student
a cross reference with most of the widely used
texts and other educational resources of the school
thus providing individualized learning opportuni
ties supplemented by audio instruction and visual
aids.

" EDC is a fully integrated educational publisher
of supplemental materials for the elementary
and secondary school market."

In our opinion , the shares of this highly regarded pub
lisher are moderately appraised in view of the Company's
prospects for rapid growth in revenues and earnings over
the next several years . We recommend purchase for specu
lative accounts seeking above average capital apprecia
tion over the long term .

The Company Educational Development Corp. is a
fully integrated educational publisher of supplementary
materials, programs and systems for marketing to elemen
tary and secondary schools . The Company creates , pro
duces , manufactures and distributes learning materials
which utilize audio and visual aids such as tapes, rec
ords, cassettes , films, transparencies and instructional les
son cards.

veloped educational products for distribution by nation
ally known publishers such as Ginn & Co. , McGraw-Hill,
Harper & Row and Science Research Associates ( an IBM
subsidiary) . By 1969 the Company was well established
as a quality materials developer and a leading innovator
in multi-media ( utilizing audio and visual instructions to
supplement progress textbooks ) , products which contrib
uted fresh approaches to teaching and learning. In No
vember, 1969 , a private placement of common stock in the
amount of $2,150,000 was consummated with 5 institution
al investors : Aetna Casualty & Surety Co. ( $500,000 ) Hart
Ford Fire Insurance Co. ($500,000 ) , Suez American Risk
Capital Fund S. F. ($500,000 ) , Travelers Insurance Co.
($500,000) , and Midland Capital Corp. ($150,000) . These
funds were used to implement management's decision to
shift emphasis from "contract products " distributed by
other publishers to "proprietary products" distributed by
the Company under its own name . The Company (1 ) re
cruited a marketing force of approximately 20 experi
enced salesmen ("educational specialists") with exten
sive publishing and educational backgrounds ; (2) devel
oped an extensive inventory of educational products (pri
marily instructional lesson cards and cassettes ) for math
ematics , language , arts, social studies , science and other
areas for grades 1 through 8 ; and ( 3 ) expanded produc
tion and advertising activities . EDC's success in direct
marketing was immediately apparent and was reflected
in the sales of $2.1 million of new products during the
first year . Total sales for fiscal 1971 were boosted to
$4,123,439 from $ 1,846,669 for the prior fiscal year. Sales
and royalties are set forth below by type of product :

Years Ended February 28
1968 1969 1970

(000's omitted)
$367 $314 $453

1,370 1,393 3,525
192 140 145

$1,929 $1,847 $4, 123
124% (-4)% 1123%

Sales and Royalties:
Basal Materials ( Textbooks), $241
Supplementary Materials . 859
Other
Total

% Increase from Previous Year

1967

$353
1,026

80 180
$1,180 $ 1,559

132%

Founded in 1961 , the development division , (Educational
Development Company edc ) , authored , edited and de
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"We recommend purchase for speculative ac
counts seeking above average capital apprecia
tion over the long term ."

EDC now distributes a broad line of supplemental edu
cational materials . The "Continuous Progress Laborato
ries" and "Audio Reading Progress Laboratories" repre
sent the most promising series of products and accounted
for about 50 % of sales in fiscal 1971. The "Continuous
Progress Laboratories " is a series of 33 multi-level , multi
media programs covering each of the 4 basic disciplines ,

(mathematics , language arts , social studies , science for
grades 1 through 3 ) . The program of instructional lesson
cards, workbooks and 260 cassettes is adaptable to either
the whole classroom approach or to individualized in
struction for remedial or enrichment purposes.

The "Audio Reading Progress Laboratory" is a multi
level , multi-media reading program designed for supple
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platform onto a broader range of left-lib
eral terrain . He favors cutbacks in Penta
gon spending and U.S. troops in Europe,
abolition of the draft and amnesty for
draft evaders ("I think they've paid
they've gone to jail or into exile") , more
Federal effort on behalf of education
and mass transit and against hunger and
pollution , more young people in govern
ment and women on the Supreme Court.

McGovern is no orator . On the plat
form or television tube, his dry earnest
ness evokes more of the former history
professor at Dakota Wesleyan University
than the current Presidential candidate.
But he shines in conversation , and even
his speeches (unlike Muskie's ) are regu
larly interrupted by applause . His listen
ers often speak of his "decency"-the
word, in fact, has become something of
a nettlesome cliché in the McGovern
camp , since it crops up so often in remarks
such as "McGovern's certainly a decent
guy, maybe too decent to be President .'
He faces the peculiar task of being de
fensive about his niceness . Not long ago,
in a rare sally of humor , McGovern told
an Illinois audience wryly : "We have
two research people who are compiling
a list of my indecencies that should prove
I'm pretty balanced."

Staff: But decency does not preclude
political savvy, and McGovern has been
remarkably astute at laying his cam
paign's groundwork . He has set up a
full-time paid staff of 25 at his Capitol
Hill headquarters and stationed an addi
tional 35 salaried operatives out in the
field (the largest non-Washington staff of
any candidate, aides say ) . In Wisconsin ,
he has organized in 60 of the state's 72
counties ; in New Hampshire, he has ten
full-timers already at work and 30 more
(mostly college students ) due in January.

The campaign manager is Gary Hart,
33-year-old Denver lawyer who

worked for Robert Kennedy in 1968 .
He shares control of the operation with

a

en dringe

Cultivating a hardhat in Illinois
December 27, 1971

another old Kennedy hand , Frank Man
kiewicz, Kennedy's press secretary. Oth
er top strategists include John Douglas,
assistant Attorney General from 1963 to
1966 , and former Humphrey aide Ted
Van Dyk, and just last month Richard
Dougherty, a New York correspondent
for The Los Angeles Times , left his paper
to sign on as McGovern's press chief.

Photos by Nicholas Sapiena-Rapho Guillumette
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Dougherty's is a key job : McGovern's
press problem is one of a cluster of diffi
culties that have bedeviled the cam
paign so far. Many of the senator's staff
ers complain bitterly that their man has
been ignored by the media, and it is
true that he has been caught in a vicious
circle peculiar to underdog candidates.
The press tends to give the most space to
those candidates who do best in the polls,
but a candidate generally doesn't start
to do well in the polls unless he is report
ed widely in the press.

Last week the McGovern forces took
heart, reported NEWSWEEK's Elizabeth
Peer, from what they hoped was a sign
that their candidate had finally broken
out of his double bind : for the first time,

the Gallup poll included him among the
Democratic candidates it ran against
President Nixon in trial heats , and he
didn't do too badly : he won 33 per cent
of the vote to Mr. Nixon's 49 (Hubert
Humphrey scored 37 per cent against
the President's 47 per cent , and both
Edmund Muskie and Edward Kennedy
racked up 41 per cent to Mr. Nixon's
44) . But this good news was dampened
by the fact that at the very same time
this poll was taken , the Gallup people
were also sampling Democrats to see
whom they favored for the Presidential
nomination , and here McGovern ranked
far below the top three with only 6 per
cent. And a Harris Survey found that a
surprisingly small proportion of Kennedy
Democrats, only one in 25, would cast
their lot with McGovern if Teddy didn't
run; the bulk of the Kennedy votes went

#

Wally McNamee- Newsweek

Sorting the headquarters mail
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to Humphrey, Muskie and John Lindsay
as second choice.

Lindsay himself embodies McGovern's
second main problem . The New York
mayor is edging closer to open candida
cy, and his name on primary ballots
would cut into the liberal, youth-and
minority-oriented constituency that Mc
Govern had hoped to hold for himself
while Humphrey , Muskie and Henry
Jackson battle for the party's middle and
right.

Change: Finally, McGovern must face
the possibility that the pitch of his cam
paign is out of phase with the public
mood . He seems to be trying to kindle
the same sense of urgency and outrage
that fueled Eugene McCarthy's and Rob
ert Kennedy's campaigns in 1968. He
seems to be trying to reforge the same
coalition of young people and minorities
that was once vaguely called "the Move
ment." His billboards in New Hampshire
proclaim : "McGovern-If you really want
things to change . " But it is possible that
change has lost its allure , that the Move
ment has halted, that the old outrage has
cooled and that George McGovern is a
general trying to fight a new war with
the tactics of the one just past .

Thus, by conventional calculations , Mc
Govern's chances seem remote . But no
gloom infects his eager staff. Their
strategy is to make a decent showing in
New Hampshire and Florida, enough to
prove the race is not a Muskie walkaway
and to win the media coverage that is so
sorely needed . Wisconsin will be the first
real test: McGovern will probably have,
to topple Muskie in that primary, or else
come very close , to build up the momen
tum he will need for the crucial races in
the West. At the moment, Muskie ap
pears to have a solid lead in Wisconsin .
But it is still early in the race, and con
ventional calculations have never been
shatterproof. If December forecasts al

came true, Eugene McCarthy
would have been forgotten in the snows
of New Hampshire and Lyndon Johnson
might still be President.

ways

PRISONERS OF WAR:

They Also Serve
Peace on earth is a lie

and death is sadness.
They'll never be back,
for mankind is madness.

Mrs. William Mullen of Oakland, a 37
year-old mother of two sons, has cause
to inscribe her homemade Christmas
cards with such unseasonably bitter coup
lets. Her husband , a Marine pilot downed
in Laos almost six years ago, is still miss
ing. The same despair consumes other
families of Americans captured or miss
ing in the Indochina war . The govern
ment has responded with a hope chest of
solicitude- cards from the White House,
record albums from the Air Force , potted
plants from the Navy and wooden
plaques from the Army . At last week's
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national Christmas-tree lighting, Vice
President Spiro Agnew lit up an extra
tree commemorating the 470 known
POW's and 1,005 others missing in ac
tion , the MIA's . The gestures only under
scored the cruel fact that the Adminis
tration appears no closer to getting the
captives released-or even learning the
fate of the missing-than it was a year
ago . Now the President is confronted
with an incipient revolt among the pris
oners' wives that could have political
consequences in 1972 .

Bleak: POW specialists worry that the
treatment of prisoners has deteriorated.
Of the known POW's in North Vietnam ,
three have been captive for more than
seven years , and 74 others for more than
six years, but any prospect of release re
mains bleak. Even the trickle of skimpy,
six-line letters from the prison camps has
all but dried up . "Some people think this
is just the dark before the light at the
end of the tunnel ,” admits an Administra
tion official. "We see it as the dark that
anticipates more darkness ."

For several years , the crusade to
identify POW's and secure better treat
ment was mounted by the National
League of Families of Prisoners and
Missing in Southeast Asia, which claims
2,200 members . With unofficial White
House patronage, the league assiduously
avoided partisan politics . But last May,
more activist-minded wives split off to
form the POW/MIA Families for Imme
diate Release . Underlying their break
away was the conviction that the Presi
dent was exploiting the POW issue to
cement support for his Vietnam policies.
The families of MIA's or POW's in South
Vietnam or Laos were particularly con
vinced that they would never get their
men back until the war stopped . "There
was no plan in Vietnamization for the re
lease of prisoners ," says Mrs. Mullen , a

James D. Wilson- Newsweek

Barbara Mullen : Bitter couplets
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national coordinator for the Families for
Immediate Release . "As we started to
talk, we realized we weren't able to
back the President any longer."

Results: The group , which claims sev
eral hundred families , has lobbied_on
Capitol Hill for an end to the war . The
Families for Immediate Release has also
launched a modest advertising campaign
to rival the public-service appeals of the
National League . The unabashed goal is
results . "As long as the bombs fall in In
dochina, my husband's not going to be
released," says Mrs. Michael Cronin,
'wife of a Navy POW.

While league members have flown to
meetings on military aircraft, worked in
offices donated by the American Legion
and had their appeals mailed by the Vet
erans of Foreign Wars , the Families for
Immediate Release has encountered of
ficial hostility. Barbara Mullen twice
asked Secretary of Defense Melvin Laird
to list the organization in newsletters
sent out to all the families. The Pentagon
turned her down . "While your objective
-the release of prisoners of war- is hu
manitarian ," wrote a Pentagon aide , "the
efforts of your group are political."

But as the disenchantment spreads
among the families , the league itself
may be swept along in a new militancy.
"If nothing continues to happen, I'll lead
the fight to make us political," says Mrs.
James Stockdale , whose husband, a cap
tain, has been since 1965 the highest
ranking Navy POW. At the league's
meeting last fall , Mrs. Stockdale, a
founder of the group , moved for political
action but was voted down . "If there's no
progress by May,” she has decided, "we
should make the POW's a major issue ,
even if it means becoming anti-Adminis
tration and supporting a Democrat."

Pressure: Concern grows among the
families that Mr. Nixon wants to soft
pedal the POW issue while he pursues
his rapprochement with China and the
Soviet Union . But the relatives are also
conscious that an election year gives
them their last and best chance to pres
sure for the return of their men . "This
Administration is not going to forget
those men because we're not going to let
them," Mrs. James Mulligan , whose Navy
husband has been a POW in Hanoi since
early 1966, told NEWSWEEK'S Thomas De
Frank. "Richard Nixon is a short-timer,
and we take to the streets if neces
sary to make sure he doesn't forget."

In fact, an outright rupture between
the wives and the White House is possi
ble-although one Nixon aide shrugs:
"We don't see it as a major political prob
lem." The once-docile National League,
looking ahead to its May deadline, is
talking tougher . "You cannot make me
believe that this Administration is doing
everything possible when it can't even
get a complete list of prisoners from a
country the size of Missouri,' argues
Mrs. Wilmer Grubb , the national coordi
nator and the wife of a captured Air
Force pilot. "Everything possible is not
enough . We want more."

AP

Henderson : Leaving with a jolt

MY LAI:

The End of the Affair
After 62 days and 6,000 pages of

testimony from 106 witnesses , the court
martial at Fort George Meade , Md. , of
Col. Oran K. Henderson- the last and
the highest-ranking officer to stand trial
in connection with the My Lai massacre
-finally ended last week . The lean , 51
year-old career officer had been charged
with dereliction of duty in failing to
properly investigate the killings , failure
to report a war crime and false swearing
before an Army investigative panel. But
the jury of two generals and five colonels
took just three hours and 57 minutes to
acquit Henderson on all charges-and
with that verdict , the Army closed its
judicial books on My Lai.

The marathon trial- the sixth resulting
from the My Lai incident and the fifth
to end in acquittal-matched in length
the record court-martial of First Lt. Wil
liam Calley, who was convicted and sen
tenced to life imprisonment last April for
the murder of at least 22 noncombatants
in the March 16 , 1968 , assault on the vil
lage . (Calley's sentence has since been
reduced to 20 years . ) The Henderson
trial revealed nothing about the events
of that day that had not been told, in
grisly detail, at the earlier trials.

Case: The prosecutor's main thrust
was that Henderson knew "beyond ques
tion" two days after the episode that a
massacre had occurred . Maj. Carroll
Tichenor, 32, based his case primarily
on testimony from former members of
a helicopter scout company at My Lai
that day who said they had reported in
discriminate killings . The colonel, Major
Tichenor noted pointedly, was a much
decorated veteran of three wars who
had taken over command of his brigade
only a day before the assault-and he
had already been recommended for pro
motion to general . "If the reports
were true," the prosecutor stated, "his
own career was finished." Accordingly,
Tichenor declared , Henderson conducted

Newsweek
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