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SUMMARY

The aim of this thesis is to analyse the early development
of the Venezmuelan oil industry both in relation to developments
in the o0il industry worldwide and in relation to Venezuela's
social and econcmic development. It is argued that both aspects
are crucial for an understanding of the early development »f the
Venezuelan oil industry.

At the level of developmenis in the oil industry worldwide,
this thesis argue that developments occurred not because of
lucky strikes in the U3A or Venezuela btut hecause developments
elsewhere, namely in kerosene fired devices and the internal
combustion engine, made oil an economic necessity for their
practical application, Within this section the thesis attempts to
refute allegations of an "oil war" between British and USA oil
interests in Venezuela. Using original scurce material the thesis
attempts to show that this allegation, widely published in the mass
media of the time, really concealed the reaglity of an alliance
between the big British and USA oil consortia against oil producing
countries on the one hand and small o0il companies on the other,
Pinally this thesis puts an emphasis on the existence of an
"oil surplus™ and the gap between the real o0il cost and oil price.
In the period studied technical developments in the internal
combustion engine reduced the amount of "waste'" in oil and therefore
reduced the real cost of producing o0il at the same as the increasing

demand for oil products pushed the price of o0il vp. This gap
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as o0il surplus, which has shown a tendency to increase over time,
led to a position where it was possible for the bargaining

power of oil producing countries to increase provided the country
had the political strength to use this power. It is argued in this
thesis that Venezuela did not begin to acquire this political
bargaining strength until the 1930's,

To develop Venezuela's natural riches after the 1870's a
strong central Government to ensure stability was required. The
0ld constant "caudillo wars" were no longer functional either
to the Venezuelan ruling class or to the Great Powers wishing to
exploit Venezuela's natural resources., The develepment of the
Venezuelan oil industry assisted this process of a strong central
Government. The development of +this strong central Government,
that of the dictator Gomez, has been portrayed by most Venezuclan
historians as being totally subservient to the interests of the
US o0il companies, This thesis argues that Gomez was in fact more
the representative of the Venezuelan ruling class at a time of
change. And if remained almost permanently under the sway of the
foreign oil companies it was because he was sericusly
constrained by their threctened, and at times actual, support of
the Venezuelan opposition to him. However oil did introduce
profound sccial and economic changes, and also: instability into
Venezuelan scociety. And after 1930 this foreign oil company
policy of threatening to topple Gomez by supporting "caudillo

adventures" against him was no longer viablea



CHAPTER T
Introduction

This work studies the early development of the Venezuelan
0il industry until the moment when it reached its full development.
Tvorning points in history do not happen overnight; however some
events have always been used as an approximate approach to such
turning points, in order to make easier the study of certain
problems. 1928 has been chosen as such a turning point. First of
all, during the period 1921-1927, annuval Venezuelan output increased
by over 100% more than twice as much as the world output during
the same period. After 1928 its rate of increase in production
fell to below 50% per annum and after 1930 it followed the path
of world output,

Until 1922 the whole of Venezuela's oil ouput came from British
owned enterprises and between 1923 and 1927 over 50% of this output
came from British owned companies, particularly the Shell Group,
After 1928, the share of the Venezuelan oil output produced by US
corporations passed 50% of the whole,

Tinally, the political events which occurred between 1928 and
19%0 brought about basic changes in the Venezuelan political
‘structures. Géﬁez the almighty tyrant, became only a decorative
figure, The west of Gomez's family lost any political influence while
the old caudillos disappeared for ever,

This thesis has been worked out by studying different
primary sources, especially British onegs; different parliamentary
papers related to bhoth the world oil market and the relations

between Britain and Venezuela; information published by the RBritish



press and recorded in the Shell archive; records of the Board of
Trade regarding the incorporation of companies involved in the
Venezuelan oil industry, etec. Also some important secondary
sources have been used such as memoirs, researches on the Latin
American market during the 1910's, revorts about the alleged
struggle between Shell and Standard 0il in the course of the 1920's,
etc., However, the main pillars of this research are the desvatches
and telegrams sent by the British Ministers at Caracas between
1906 and 1928 (recorded under the key number F.0, 371) and the
reports published by The Times hetween 1900 and 1902 and bhetween
1908 and 1927, In the case of The Times, special emvhasis has been
placed on the reports of the annual Shell share holders' meetings and
the direct reports from the oil market,;/

From the outset of thie research a clear contradiction
emerged between the evidence given by the primary sources on the
one hand, and the Venezuelan modexrn literature on the other. Since

2/
1956, when Rémulo Betancourt's Politica v Petrgieo was published,

the Venezuelan histnrians involved in the subject have followed in
his wake to a preater or lesser extent. Fwven Domingo Albherto

3/ , , Y
Ranrel and Pedro Fstevan Mejia Alarcon, who disagree with
Betancourt in general terms, support some of these views.

Firstly, Betancourt supports the US historians in linking the
vrogress of the oil industry almost entirely to successful oil
strikes - for example, the well known left wing US historian
Harvey O'Connofé/ suatains these views. The TS writers mention
discoveries which took nlace in the TSA, like the sutccessful

Arilling in Tvtusville, Pensylvania, led by Rdwin Drake (1859) or

the other in Spindletop, Texas, initiated by Antheony Tweas (1900).



R . . o
R, Betanccurt renresents the incorporstion of Petrolia del Tachira

(1881) as the sreat achievement within the Venezuelan oil history.
It was, in fact a small cormmany operating near San Cristébai,
capital of the dchirs, State, and near to the bhorder between
Venezuela and Colombia., This company produced an almost negligible
outonut, which was sold within the Venesuelan area surrounding San
Cristbbal and the Colombian territory around Cﬁéutan Petrolials
output was so small that in 1917, 36 vears after its incornoration
over 99% of Venezuecla's kerosene needs had to be imported.
Betancourt chareces the Venezuelan government of the day with teing

. . /L .
the reason whyv the o0il company Petrolia del Tachira did not

achieve a gfreater success. According to Redancourt the Venezuelan
rulers at that time were subsewvient to Furovean ideas and culture
and congequently they were more eager to svpport the foreign
railway comranies than to back Petrolis which was owned by
Veneznelan citizens,

Another ma‘or area of contention arisine in this research
relates to Betancovrt's view of the Venezuelan rvler Jusn Vicente
Gomew, who was in power from 1908 until his death in 1935, Some
writers who published their books during and after lopez Contreras'

&/ i

covernment (1935-1941) ~ for exemple, Lieuwrn and Ronrke

- prescnt Gomez as a corrupt ruler who used his position to defraund
both the internationn! oil consortia and the Venezuel=n treasury to
hig own advantage. However, the modern Venezuelan literature
guided after 1956 by Romulo Betancourt, sees Gomez as = puppet

of the US government and a scorvant of the international oil
combineg, fven a writer like Domingo Alberto Rangel, who disagrees

with Betancourt in many substantial points, has alsc stated, on at



least one occasion, that the beginning of Gomez's government

signified the establishment of a U3 protectorate in Venezuelaug/
Finally, Betancourt and those historians who tend to follow

his line of argument accept Uncriﬁicéily the image created by

books during the 1920's of a supposed struggle between Shell

and Standard 0il. This contest was fully reported in the US

media during this period. Journalists, academics and others

o/

published research on the subject; the US journalists Ludwell Denny
2/ , 11/

and Louis Fisher and the Spanish professor Sebastian Barcia,

are three cases quoted in this research among dozens of others.,

Ludwell Denny is especially important for the present study

because he devoted whole chapters in his books to Latin America

and especially to Venezuela, Demny's books contain some useful

informations; however some of his view and opinions are clearly

unconvinecing and outdated. In spite of this, Betancourt repeats

all Demny's views without any criticism or even analysis.

These are the main points of disagreement between what
this regearch maintains and the views held by Betancourt and
historians influenced by him.,

Regarding the first point, as is to be explained in further
chapters, in general terms the discovery of new uses of certain
minerals is more effective in revolutionising a particular mining
activity than the discovery of new deposits of the same mineral,
In the case of oil, the intervention of kerosene - fired devices
wag the great breakthrough which led the oil-extracting activities
into the great development they underwent during the second

half of the last century. And this first boost given by kerosene

only provided outlets for the o0il produced by the oilfields near the



congsumption markets, namely the Kastern states of the USA and
Furcpe; countries like Venezuela, without an internal market
large enough to sustain its own oil industry during the intial
stage, had to wait until this century, when the development of
the internal combustion engine generated such an increase of
demand that the oil deposits of the Rastern USA and Burope were
no longer able to cope with it,

Regarding Betancourt's attitude to Petrolia del Tdehirva it is

agreed in this study that Petrolia has only a relative importance
in the history of Venezuela's oil industry. It shows that Venezuela
had people capable encugh to develop such enterprises for themselves.
Indeed, the first foreign company which initiated oil explorations
in Venezuela appointed a number of Venezuelan professionals who
made up nearly a half of the skilled workers included in their
exploration terms,ig/

However it was not lack of skill which stood in the way of
Petrolia's success; it was lack of markets. Taking into account
the fact that Venezuela had less than two million inhabitants at
that time and that 95% of this sparse population lived at subsistence
level, it becomes apparent that the infrastructure needed to
deliver the oil all over Venezuela would make the unit cost of
this oil incredibly expensive due to the low volume of internal
consumntion. Betancourt overemphasised the significance of
Petrolial's internal problems in its demise and failed to link
the history of the Venemuelan oil industry to the development
of the o0il activity worldwide,

Two wrincipal facts in connection with Petrolia are of

paramcunt importance in the period covered by this research., One is




how important demand was in the development of the oil industry,
particularly during the early stages. Whoever was able to control
the consumption market, controlled the whole oil industry., Just

i
as Petrolia del Tachira did not achieve a great success due to

lack of markets, the smaller British and US companies, some also
involwved in the Venezuelan oil industry faced similar - or even
worse = problems later. The great oil consortia such as Shell and
Standard 0il, succeeded because theyv managed to create a world
wide marketing svstem.

The other fact is that the soci~]l basis of the Venemuelan
government made it not only unable Mt also unwilling to support
Petrolia, During the nineteenth century, the Venezuelan rvling
classes -~ overwhelmincly landowners - regarded mining as a way of
balancing the bndget without affecting their owm pockets. Thus
nininge being a source of revenue, the Venezuelan government never
attempted to encournge mining enterprises with public monev.

The Venevuelan government was predisposed to direct public monev
only towards the agrarian industry. They supported new rrilway
systems which would carry the crops to the ports, new harbour
instalations which would bhe useful fto load the ship to export the
crops, ete, Mining was envisaged as a short fterm source of
revenue, It is consistent with Betancourt's general annroach
that he failed to analyse the relationship between the Venezuelan
esovernment and the Venewuelan oil indust+y,

The limitations of Retancourt's framework also affect his
view of J.V, (dmez's covernment in relation to the Venezuelan oil
industry., In criticisine bhis views it is essentinl to point to the

link bhetween the internal situation and the development of the



0il industry worldwide,

After 1880 a strong central government, able to renresent the
Venezuelans in the face of increased economic and political
pressure from abroad, became badly needed. Conseguently
increased revenues nlso became an urgent need as a strong central
Fovernment would need an army powerful enough to defeat the
private armies organised by the caudillos (landowners involved in
politics trying to impose their will by force of arms)a

A new situation in Venezuela coincided with a new situation
in the world oil market. At the same time that the need for a
strong certral government made an increase in revenue urrent, the
development ~f the internal combustion engine meant a sharn
increase in oil consumntion. If Venezuela needed revenues, its
0il potentialities could provide them, The mining code of 1906
made it anparent that Venewuela was trying to develop its oil
wealth.

During the first decade of this century foreign entrepreneurs
revlaced Venezuelan capitalists in many activities inside
Venezuela, In the world oil market big oil combines, able to
develop world wide marketing schemes had renlaced small companies
unable to control the oil activities at esach stage of the produvction
and marketing process. So the Venezuelan oil was entrusted to
foreign capitalists. If the industrvy was not developed until 1912 it
was bhecause Venezuelan demands were far bevond what the nil
combines werc willing to give and consequently these consortia
boycotted Venezuelan oil. Conditions in the world market prevailing
at that time allowed the combines to follow such policies,

#
This is the context in which the position of General J.V. Gomez



should be analysed. This thegis is not claiming that the famous
dictator was either a national hero or a great popular leader.
Indeed, he was certainly neither; during his government
Venezuela was undergoing great transformations, particularly connected
with the early development cf the oil industry. These transformations
were not being developed through Gomez's leadership and, to some
extent, they happened in spite of him. However he was able not
only to obtain personal advantage from these developments, bul to
direct similax advantages towards the upperclass =~ or at least
elements of it, Gomez enjoyed the support of those elements
until his death, and this was the basis of his success. The
main strength shown by Gomez was his gkill in dealing with
foreign combines and their supnorting Great Powers, He had learned
from his predecessor's failures the limits of his bargaining
possibilities with the Great Powers and international consortia,
President Cinriano Castro (1899-1908) had tried to impose his
will on the foreign companies working in Venezuela, This policy led
him into a head-on clash with the Great Powers and finally he was
overthrown by his closest allies headed by his then vice-rresident
Juan V. (omez. Gomez knew that he could only negotiate with
the forelgn companies and their supporting Powers, without, at the
end of the day, imposing his wishes in full, Knowing this fact
Gomez acted well within the limits he perceived,

Until 1912 the o0il policy followed by Gomez was similar to
Cipriano Castro's; he even demanded more revenue from oil
than his predecessor had, The concession granted to Max Valladares
in 1912 (a concession which eventually became the property of a

Shell subsidiary) amounted to a sort of surrender to the oil



companies, After this the first Venezuelan cil well below 300
feet was discovered (1914)° In 1917 the "Mene Grande" oilfield
came into production and in 1918 Veneruela stopped oil imports.

World Var I had meant a great increase in oil consumption.

The Bolshevik government had nationalised the Russian oil industry

and the Mexican government was trying to increase its oil taxation.
As those two nations were among the major oil exporters of the day,
these two last events encouvraged many other oil producing countries
to claim a better share in their own o0il wealth, As a consecuence

of the war the big consortia could only benefit from bovecotting the
rebel countries if they could obtain some support from within

those countries,

Initially Venezuela was one of the countries trring to
increase its share of its oil wenlth., Belbween 1917 and 1920 the
Venezuelan government issued a number of laws, decrees and new
concessions aiming to increase the tax and rowvalties paid by the
0il companics and replace the old systerm of concessions - normally
granted to Gomez's friends and relatives - by auctions, etc. In
order to implement this policy, the covernment attempted to annul
0ld concessions which were outside the scove of the new laws,

Facing this situation, the oil comhines initiated a hovcott
against the Venezwelan oilfields. As o result of it, the
Venezuelan output, which in 1918 was three times that of 1917,
registered negligible increases in 1919 and 1920, Veneruelan oil
exports diminished sharply in 1918 and 1919, declining to zero in
1920,

However the consortia well knew that they could not successfully

maintain such »ressure for Jong under the new cconomic circumstances:



the morket needed Venezuelan oil, Therefore ther hegen to use a
new method to force the Venczunlan government +to accept their
terms, Ther gave nolitical and economic shelter to the old
candillos, the oldfashioned nolitical leaders of 19th century
Veneznela, These candillos never nhtained enonsh snmnort to
overthrow Gomez, but thor 2llowed the frreisn comrrnies nnd their
surnortine Powers to impose their will be effectively blackmeiling
him. It srems more than coincidence that in 1971, the weapons that
the camdillos were loading onto vessels in Swansea and Amsterdam
without interference {rom the authorities were embarsoed by
Scotland Yard as soon as Gomez made his oil policy more favourable fo
the commanies,

After this molicr defeat in 1971 (evidently recognised by
Gomer in the new hydrocarbon law of 1922, drafted hy the TS concession
middleman Addison=McKry) there followed a meriod in which the
Veneruelan oil industry underwent rapid development; this period
culminated in 1928 when Venezuela became the sccond oil vnroducins
nation in the world and the leading oil exnorter. On the other
hand, Gomew became the tool the ~il combines needed, to counteract
the rebellion of mrny oil exportinge countries: Venezuela was
narticularly useful against *ewvwico, whnse presidents Albaro Obregon
(1920-1924) and Plutarco Flias Calles (1924-1928) had followed a
policy which did not vnlease the o0il consortia,

omez made it clear on at lenst two occasions, that he was
not nerforming this role willinsly, 1In 1924 he attempted to enact
a mew hvdrocarbons law ~nd to anmul the concession held by Vo0,0., a
Shell subsidirry which exnloited the most »relific oilfields in

Vencznela, TIn 1929 he inittiated 2 similar policy, this time



attempting to annul the concessions held by Caribbean, another
Bhell subsidiary. In both ceses Gomez was out-manoenvered. As in
1921 the caundillos were supported politically and economically until
Ggmez desisted from his new policies, whereupon Scotland Yard once
again helped Gomer to thwart the plans hatched by the caudillos.
Thus V.0,C. 2nd Caribbean concessions were nolt annulled and

the hydrocavrbon laws of 1925 and 1929 did not achieve substantive
changes to the 1922 law, Betancourt fails to mention either the
1925 or the 1929 law. As regards V.0,C. and Caribbean, he chooses
to stress Gomesn's violation of a law enacted by himself and to
present Cémez as a puppet of the US interests in a strvsgle with
Britain,.

Regarding the alleged struggle between Shell and Standard 0il,
British non confidentizl diplomatic papers admit the nossible action
of US interests against British enterprises, but even so they do
not make a great deal out of this issuwe, Later in the 1920's
confidential documents begin to show a rather different reality,
Secret documents sent as earlyv as 1925 show that Standard 011 was
closer to Shell than to other US inﬁerestsglj/ The alliance
between Shell and Standard 0il hecomes apparent when the British
Minister at Caracas explains that the US combine is supporting
Shell in the Schumpeter case (launched by a US citizen against a
Shell subsidiary in 1928),‘]’4/

Thus, in the context of events in Venezuela between 1917 and
19293 it becomes apparent that there was no struggle there between
Standard 0il and Shell. Tt is nevertheless a fact that the US
cilmen who were trying to annul Shell's concessions were also

sunported by Standard., They were working with, and to a certain extent,



for Standard 0il, but they were not Standard 0il itself, 'The
fact that they wveceived some support from Standard in their attempt
to push Bhell out of Venezuela, suvpnort which in no case was
enough to defeat Shell, can be explained in terms of the following
two motives,
A, There is a reason to suppose that Standard 0il
was supporting a media campalgn alleging a
struggle between American and British oil interests
in order %to hide a real struggle between the big
and small oil combines world wide,
B. By supporting minor US oilmen in Venezuela,
Standard 0il may have been aiming to obtain
advantages in an agreement with Shell, As it to
be explained later, the agreement had been in
process since the end of the war, and culminated with
a comprehensive accord signed by both companies in
Achnacary (Scottish Highlands) in September 1928,
The campaign initiated by the media had a great impact. The
strugele between Briftish and US oilmen seemed so evident that
Gomez attempted to exnloit the supposed contest to his own adventage.
His effort was a complete failure as was to be expected. Meanwhile
both the British and the US governments supported the big oil combines
against the small ones. By the erd of the decade the small oil
concerns had bheen all but destroyed and the rebel oil exporting
countries had been forced into bLemporary retreat.
Gomez's Venezuela had been a very useful, although unwilling,
tool in the hands of the o0il consortia in their battle against
other oil exporting countries, But due to the development of its
0il industry, Venezuela had undergone a series of tronsformations in
the economic, social and political fields, ‘hen events like the

Urbina invasions took place (1929-1930) it became apparent that

Venezuela had experienced fundamental changes and the methods



previously used by the combines to pressurise the Venezmuelan
government were no longer possible,

Gomezw tried to wrest as many advantages as he could from the
oil consortia, If he failed it was due to weak points in the social
fabric that the combines were able to exploit., Certain elements which
appeared in the oil market after 1900, gave the o0il producing
countries a strong bareaining position, The development of the
internal combustion engine increased oil demands and enlarged the
range of serviceable hydrocarbons., 'Therefore, while increasing
demand meant higher prices, a larger range of usable hydrocarbons
meant diminution in waste and consesuently a reduction in costs, This
gap created between prices and costs is still present to this
days the invention of the cracking method and the development
of the petro~chemical industry further widened the nrice-const gan,
This gap which has been renamed in this wresearch "oil surplus” is a
reality in the free market syvstem, even when it is not the oil
consortia themselves who take advantage of it. The constant
potentiality of taking at least nart of this "oil svrnlus" afforded
the oil produvecing countries = stronger bargaining nover,

The nresent thesils propeses that tre oil historr of this
century is a tale of ceaseless strueglns between the oil consortia,
other industries (motor car, shipyards, transport etec.), oil
consuming countries and oil producinc countries for the control of the
largest shore of the "oil surplus'"., The concent of "eil surpl-s"
shows that the history of the Venezuelan oil industry cannot be
fully vnderstood except in world-wide terms,

The link between interrntional an? mnational events, the economic

and molitical evolution of Vernezuela, is the sntiect of this



research, It is 2 subhicet which is still current teday with the

formation of OPEC and the oil crisis of the 1970's., The studyv of

the rarly stages of the Venezuelan oil industry, the central

theme of this thesis, uncovers the roots of the present

situation of Venezuala's oil policr todey ~nd the kinds of limitations

surroundine it.
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CHAPTER II

World conditions in which the Venezuelan
0il industry was initially developed

This chapter will deal with the early development of the world
0il industry up to World War I because it was within that framework
that the Venezuelan oil industry appeared. It will also consider
the early development of the industry on other Latin American
countries, especially Méﬁico, which held second place in world
production between 1914 and 1927, when it was displaced by Venezuela's
owvn productiocn. Although the Venezuelan oil industry appeared 17
years later than the Mexican oil industry, there is a strong link
between the development of eachi as will be seen in later chapters,
the big o0il consortia encouraged such a link in oxder to play off
the one country against the other. During the 1920's in particular
Venezuela was used to bring Mexico to its knees in terms of revinues
charged and other conditions.

It is usuwally accepted that the oil industry appeared with the
successful drilling made in Titusville, Pennsylvania on 20th August
1859, 1In fact the oil industry had existed since long before then,
0il was well knowns oil seepages and pitch lakes were scattered all
over the world.;/Venezuela itself had an abundance of seepages along
the Maracaibo Lake and a pitch lake in Guanoco (in the North East of
the country). Since the early days of mankind oil had been used as
medicine, to feed lighting and heating devices, as building and
caulking material, for firebrands, mortar, dye, etc. In the
particular case of Venezuela, pre~Columbian inhabitants had used

Mene = as they called crude oil -~ to caulk their primitive vessels,



After the Spanish conguest, both Spaniards and buccaneers used the
crude oil seeping from the Venezuelan soil for similar purposes.

In some places, when the natural output was not enough to
cope with the local demand, wells were dug next to the seepages in
order to increase the output. During +the 18th century oil had been
studied by chemists and in 1738 a sort of primitive oil refinery had
been built in Alsace.g/

Nevertheless, oil demand was so small that in many countries,
natural oil resources were not used. Although oil occasionally
reached very high prices in places where it was scarce, the level of
demand was not sufficient to cover the cost of transport from distant
places where it was in surplus production.

The event which revolutionised the o0il market was a series of
inventions by the British chemist James Young (1811-1883)., In the
late 1840's he patented a liguid hydrocarbon mixture, known today
as kerosene or paraffin, to feed lighting and heating devices. It was
cheaply obtained from the crude oil yielded from a seepage located
in Derbyshire, This was the cheapest way to obtain oil, and it was
only when the diminishing out put from that seepage was no longer able
to cope with the increasing demand, that Young obtained paraffin from
other sources, firstly from coal and then from the Scottish oil
shales, It was the possibility of obtaining cheaper paraffin from
crude 0il that encouraged discoveries like Titusville,

The discovery of Kerosene encouraged oil production to such an
extent that world output increased from 1/2 million barrels in
1860 up to 149 millions in 1900. However the world output was still
very small, In 1900, although 300 times as high as in 18603 it was

still only equivalent to what the USSR (the main world producer)



obtains in 1 1/2 weeks today,

Kerosene therefore extended the market and led to the development
of the o0il industry in areas near to the main consumer markets,
namely Europe and the Eastern states of USA,

In 1881, Karl Benz (1844~1939) made the first car and in 1893
Rudolf Diesel (;858-1913) designed the engine known today by his
name. However, these inventions had very little effect on the
market until this century. In 1900 only the USA and France had a
recorded car output. After 1900 the effect of these inventions on
the oil market was of paramount importance,

First of all, costs of oil were lowered as a wider range of
hydrocarbons were found to have uses and waste was consequently
diminished, Very soon, kerosene was no longer the main product and
it became a byproduct of the production of gasoline,

As the level of crude oil production, based primarily on the
demand for kerosene, proved insufficient, the rapid development of
the internal combustion engine led to an important increase in world
0il demand, In 1915 world output reached 427 million barrels, 2.9

z
times as large as in 1900,

As the development of the internal combustion engine extended the
market, increased oil needs reguired the exploitation of new oil
fields further away from the areas of main consumption. In the USA,
the Texas o0il fields had begun to be exploited in 1901, In the rest
of the world Mexico and Persia had appeared in the world oil ranking
at the same time., Fields in Egypt, Trinidad and Argentina had
followed them before the end of the decade. Burma, Dutch East Indies
and Peru had 2ll initiated their o0il exploitation some years before

1900,



Leading figures in the World 0il Market - Two men shaped the

0il world in which Venezuela eventually became involved, namely
John D, Rockefeller (1839-1937) and Henry A. Deterding (1866-19%9).
Rockefeller and Deterding represent two particular oil markets, Each
of them knew how to exploit to their own personal advantage the
particular oil market in which they developed their activities.
Rockefeller ruled the oil market during the kerosene period.
He was a business man engaged in supplying the army during the
American civil war., As kerosene was needed by the army after 1863
Rockefeller became involved in oil refining enterprises. In 1871
his "Standard 0il Company™ had US $2,5 millions capital and refined
10% of US crude output. In 1879, it dealt with 95% of this output.éf
After 1905 the man who took control of the world oil market was
Henry Deterding. His methods were better adapted to the "internal
combustion period",
Henry A. Deterding had been a bank executive in Dutch East
India and was involved in the Royal Dutch Petroleum Company, becoming
the company's manager in 1901. After g price war in 1905, Deterding's
company defeatedlStandard 0il in the Buropean market; after that, he
took unchallenged control of the world oil market until the end of
World War I. In 1907 Deterding's company Royal Dutbtch merged with
Samuel Brader's Shell Transport and Trading Company, which had been
severely battered by the price war in 1905, to become the "Shell®
Group of o0il companies, the Dutch partner holding 60% of the
consortium and the British partner 40%,
The policies followed by Rockefeller and Deterding seems to be
the antithesis of each other; but rather than being different sets of

criteria to face the same problem, each policy represents a correct



solution to a different set of problems,

While Rockefeller, on the one hand sought to avoid drilling
enterprises, in order to take control of oil transport refining and
marketing, Deterding sought to get involved in each astage of the oil
industry from the well up to the filling station., Rockefeller
initiated some drilling enterprises, but this was only in order to
reinforce his mastery over the extracting companies. In 1904 while
Standard 0il refineries produced 86% of the kerosene sold in the USA,
oil fields owned by the same company scarcely yielded 10% of the US
crude oil output. Deterding also bought oil from other producers in
certain places and on certain occasions, especially within the USA,
but he tried to rely on his own sources of supply,§/

Rockefeller kept prices as low as possible and to avoid
competition he sold oil below cost of production until competitors
became bankrupted. Deterding promoted an alliance among the oil
producers, keeping prices at the highest possible level so that every
company could survive.

Rockefeller supplied the world with US oil while Deterding supplied
the world with the world's oil,

During the kerosene stage, the cil industry produced a lot of
waste as only a small range of hydrocarbons wasg serviceable, The
well in Titusville was 69 feet deep and by the end of the century oil
wells had reached a depth of 1,000 feet. Therefore there still
existed an abundance of shallow oil deposits around the main centres
of consumption especially in the USA. This abundance of shallow
o0il deposits meant that on several occasions, especially during crisis
periods like in 1870, crude oil prices fell below the cost of

production,



Drilling was still an enterprise which needed a relatively
small amount of capital, Although big fortunes had been made
overnight in suvch enterprises, oil drilling business represented a
gamble in which it was much easier to lose than to win., Therefore,
drilling enterprises were small businegses partly because there
were abundant shallow oil deposits near the main o0il consumption
areas with the necessary infra-structures available, The most
important reason, however was that nobody was willing to risk large
amounts of capital without a reasonable possibility of recovering it
with a good margin of profit. The bulk of oil required by the
market was so small that big initial investments in the o0il extracting
enterprises were uneconomics these initial investments would have an
excesgive effect on costs per crude oil barrel due to the small
quantity of oil required by the market. Let us compare as an example,
the Venezuelan oil deposits in Maracaibo and the oil shales of
Scotland, In Maracaibo the development of such a void area needed
large initial investments, but the quality of the crude oil obtained
there made operational costs very small because of the high economic
processing costs., The Scottish oil shales on the othexr hand needed
almost negligible initial investments but they had high operational
costs, FHven so, relative to the conditions prevailing in the world
0il market at that time, the Scottish shales still gave a better
economic return than the Maracaibo oil fields.,

The Rockefeller method was well suited to this situation.
Within the part of the world where the main oil consumption markets
were located, the principal oil resources were in the USA and
consequently, the control Rockefeller had over the oil market enabled

him to impose his mastery over 70% of the world oil market,



After 1900 the development of the oil fed internal combustion
engine had a great effect on the market, Firstly costs in the
oil industry decreased as the waste diminishedj; however, prices had
a tendency to increase as demand for oil products also sharply
increased. In such conditions a big initial invesitment in oil
drilling enterprises became economic, hut only if these drilling
enterprises would be able to sell large guantities of oil at
profitable prices to be able to absorb the large initial investments.
The only companies able to do so were those who had a world wide
marketing scheme, Using the same comparison between Venezuelan
oil fields and Scottish oil shales observed previously, the Venezuelan
0il fields now became more economic as the initial investment
became increasingly absorbed by greater production. But, even so,
only companies like Shell and Standard 0il were able to take advantage
of this situation because they had the marketing scheme to enable
them to sell large quantities of o0il needed to absorb the large
initial investments.

Moreover the gap between prices and costs Just described is a
natural phenomenon which can be detected in any free market economy,
even when the oil producers do not draw advantage from it and the
benefit is enjoyed by other bodies in the system., In this thesis the
phenomenon is named oil surplus, Since 1900 the history of oil
has been the history of the struggle between different bodies to
take the major part of the o0il surplus. The existence of oil surplus
made possible the system of alliances between all the oil companies
propounded by Deterding., High prices allowed the survival of
the smaller oil companies, whose costs of production were higher, but

at such price levels the big corporations got very high profit rates,



For instance, between 1907 and 1914 Royal Dutch Petroleum Co., paid
dividends averaging 45% per annum, and its British partner "Shell"
Transport and Trading Co, obtained dividends of around 35% per annum,lg/

The policy followed by Deterding temporarily postponed the
crisis which was ultimately to be faced by the small concerns.

After 1905 Standard 0il fell under Shell's sway and subsequently prices
began to rise steadily, In 1913 prices reached US $2.50 per barrel
which was a record for the century. However the situation for the
small companies became increasingly uncomfortable,ll/ When in 1913%

the British Crown purchased a controlling stock of the Angloc Persian
0il Company some small British oilmen got official shelter for
themselves, But, apart from this case the smaller British oilmen
began a gradual withdrawal from the oilfields in the developed
countries, In some of these countries, like Peru, it was the small
British oilmen who had been the originators of the oil developments,.

S0 we can see that the number of companies able to develop oil
enterprises diminished as a large amount of capital as well as a
marketing scheme became necessary.

Moreover the world output was much below the potential
production; the whole world output of 1915 is today produced by the
USSR in just 1 1/2 months, Therefore the smaller number of oil
companies able to exploit these oil fields could select the most
profitable places in which to invest their capitals,

This situation was particularly inconvenient to countries like
Venezuela which had plenty of oil but not the possibility of
developing this activity by themselves, To illustrate this fact the
particular case of Trinidad can be useful. The retreating group of

small British oil companies in the developing countries had taken on



the role of middlemen between the big oil combines and the local
governmentss in 1912, the South Napacima 0il Ce. working there for
some years, asked from the colonial govermment a diminution in
taxation to be paid by the company. Only twe years later, when the
request had been accepted, did Shell settle in Trinidad,

As will be explained later, the alliance between small and big
0il companies encountered difficulties over other interests and led
to a crisis in 1914 (just before the war) which meant bankruptcy
for many of the small oil companies.lg/

Thus the discovery of uses of oil, rather than the discovery of
0il deposits, encouraged the development of the oil industry. New
inventions increased oil demand and consequently encouraged searches
for new o0il deposits and increasingly large investments in the oil
industry. Later on another important factor will be mentioned;
namely the development of better forms of refining., Prices cannot
be regarded as causal factors, but their significance lies in the
fact that they give an important glimpse of the competing elements
within the oil market at any particular moment., For instance, in
some cases oil prices have fallen and subsequent world output has

increased,

Tirst Steps of the 0il Industry in South America = The oil

industry did not appear in any country South of the Rio Grande before

1900, Although in Peru (1863) as well as in Venezuela (1880) some

drillins ventures had been developed before this time, they were so

small that their relative outputs were negligible in world wide terms.
Within the area, Mexico, Venezuela, Trinidad, Peru, Colombia

and BEcuador were particularly well conditoned to develop an oil

industry, since all of them had oil seepages known even before the



Buropeans appeared there. Paradoxically Peru and not Mexico or
Venezuela was the first of these countries where oil fields began to
be exploited on a large scale (1896), Mexican oil fields began to be
exploited soon afterwards (1901), Then Argentina a country which
had not previously evidenced any oil deposits discovered by chance
important reserves. In fact, men of the Argentinian Army headed by
General Mosconi, dug a prolific oil well in Comodoro Revadavia,
Chuleut Province, when they were looking for water in this dry
region (1907)., The Trinidad oil industry began in 1908: Venezuela
however, which was, after Mexico, the country where the existence
of 0il was most clearly exhibited, had to import kerosene for its
own needs until 1917.

If in South America oil resources had remained idle until the
beginning of this century, it was due to the lack of a market, As
w a s previously pointed out, the main consumption areas had no
need of oil imports, and the Spanish American countries, not highly
populated and with the largest part of the population living on
subsistence levels, had no internal market to support the development
of the local oil industry. Therefore each country had to find a
local basis on which the o0il industry could be developed.

In legal terms mining in all the Spanish American countries
followed the rules of the Justinian law which granted the natural
resources lying "under the soil" to the State. The Justinian principle
concerning mining had been accepted by the Spaniard since the Middle
Ages, but it was particularly convenient in the case of Latin
America because the Spaniards were especially interested in the
mining resources., But, at least initially, they tried to respect the

Indians! property right over the surface. Thus whereas a Real Onden



awarded the coal mines existing in Spain to the landowner beneath

whose property the mine lay (28ﬁh Novembexr 1789), the Ordenanzas para

la Mineris de Nueva Bspalia extended the Royal rights over any

possible mineral (22nd May 1783)., These Ordenanzas originally were

only applied in Nueva Espana (The territory of Mexico and Central

America except Panama) but were gradually extended over Spanish
America as a whole, They represented the first Mining Law in every
Spanish American country after independence. This law makes special
references to the "liquids seeping from the earth".lé/

The principle stated by Justinian formed the core of the Latin
American mining laws issued afterwards., Other principles have also
had some influencej; they are the principle enforced in the Roman
Republic (and today in the Anglo-=Saxon countries) which awards the
mining resources to the landowner beneath whose property the mine
is,lﬁ/ and the principle established by the French Revolution which
awards the mines to their discoverer. However, the influence of
these other principles is very limited and only applied in a
secondary form. The only main exception to this was Mexico between
1884 and 1917. During this period the property rights over oil and
coal resources were awarded to the landowners,

Peri, Mekico and Trinidad were the only countries within the
area where neither Shell nor any other great oil combine took part
in the initial development of their o0il industry. The increasing
demand for oil in world wide terms gave the basis for development of
both Trinidadian and Argentinian oil industries in their initial
stage, but Peru and Mexico needed a local basis to initiate their

OWN Process,

In the case of Perﬁ, this basis was the local market formed by



that country and its neighbours. It was large enocugh to sustain the
0il industry but too far away and too small to be economic for
Standard 0il. So a number of British corporations like Lobitos,
Positos y Negutos took control over Peruvian oilfields. Within the
area, Chile was particularly important as an oil consumer, especially
when, at the beginning of this century oil replaced coal as the

fuel for the Nitrate industry.li/ But this change caused the
eventual ruin of these small companies, because it eventually
attracted Standard 0il's attention. In the late 1910's International
Petroleum, a Standard subsidiary incorporated in Canada, became the
main oil producer in Perd,

Tn México it was the railway which encouraged the oil industry
during its initial stage. Mexican coal deposits were very poor and
therefore, the well known oil deposits existing in the country were
used to feed oil-burning steam engines, Before 1901 (when this
possibility arose) every attempt to develop the Mexican oil
potentialities had failed (the first attempt was during the early 1870's
The first oil refinexry built in México processed US crude oilsy it
was owned by Waters Pierce ~ a Standard 0il subsidiary incorporated in
Saint Louis, Missouri,lé/

Thus the initiators of the Mexican oil industry were closely
involved in Mexican railway enterprises; they were the British citimen
Weetman Pearson (later Lord Cowdray)lZ/ and the US citizen Edward Dohery.

The Mexiecan govermnment, particularly interested in developing the

rallway system, encouraged oil investments. The Ley de Petrgleo

enacted in December 1901 gave a 10 years holiday tax to the oil
industry; oil fields underlying public lands had to pay only 10%

royalty (7% to the Federal government and 3% to the State where the



0il field was).

Although México initiated its oil industry in connection with
the development of its own railway system, soon afterwards it
became subordinated to the US market and conseguently to Standard 0il,
I, Doheny built few refineries in México, the largest part of the
output of his "Huastica Corporation" being sold unrefined to Standard

0il, The Compalifa de Petroleos "El Aguila" (belter known as the

Mexican Eagle) owned by Peaxrson, had some refineries and sold its
output to small oil trading companies in Europe, but when his
company's output increased, he was forced to sell a large part of
his crude oil to Standard 0il. In 1917, when Pearson sold his
company he obtained over £7,000,000 and in 1926 when Doheny sold his
interests he got US $150,000,0003 they must, nevertheless be
considered minor oil enterprises because they were never able to
develop a marketing scheme capable of dealing with their large
output in a profitable way,

Due to their dependence on Standard 0il, these two, as well
as other smaller oil companies operating in Mexico, tried io obtain
a relatively less unfavourable position by fighting violently
between each othergi§/ In some cases this struggle stooped to
criminal activities. When the Mexican civil war began Pearson
and Doheny intervened giving economic support to different parties,
However this action proved completely unsuccessful, especially for
Dohenys he supported the parties which eventually became vichorious,
but after victory he did not obtain any advantage.lg/ On the other
hand, Pearson who had supported Diaz against Madero and Huerta against

Cananza, found himself in a very uncomfortable position after Huerta's

defest and decided to sell out all his ventures to Shell, Doheny



continued for another 9 years and extended his Empire to Colombia
and Venezuela, Finally he also sold his possessions to Indiana
Standard, In 19%1 Indiana Standard sold its Latin American entexrprises
to Standard 0il of New Jersey - known today as Exxon, Taking into
account what was previously said about Trinidad, and in spite of
some token ventures held by other US corporations, such as Sinclair,
Cities Services etc., (initiated during the 1930's) after 1931 the seven
partners of the Achnacarry cartel (to be explained later) took
complete control of the Latin American oil market.

After the begimning of the Mexican revolution, the new
governments tried to obtain a better share from their oil wealth.
On the 3rd June 1912 they broke the tax holiday by exploiting a

loophole in the Ley de Petréieo;_this new tax amounted US 0,03 per

barrel. On 2lst June 1914 another tax of US $O.1O per oil ton was
established, Finally the new constitution issuwed in 1917 brought

back property rights over oil deposits to the nation, Nevertheless
the new constitution did not affect the rights previously acquired

by the oil companies and although the US ambassador, Henry Lane Wilson,
described the tax of 1912 as an "expropilatory taxation" both taxes
together were very low., Until 1921 Mexico was a sort of paradise

for the o0il companies in comparison with other countries, particularly
Venezuela during the same period,

Until 1920 the Mexican o0il industry did not have any direct link
with the Venezuelan one. In fact, during this period the Venezuelan
0il industry was practically non-existent. The initial searches
began in 1912. In 1914 the first Venezuelan oilfield was opened.
Until 1918 Venezuela had to import kerosene and other oil products,

But this brief account of the beginning of the Mexican oil industry



is necessary for this research, Firstly because the link between

the post-1921 Mexican oil industry and the Venezuelan oil industry

is of paramount importance. Secondly because it describes a stage in
the history of the Latin American oil activities from which Venezuels
was almost excluded since it appeared in the twilight of this

periods namely, the stage in which the British companies - Shell and
Anglo Persian excluded -~ played an important role. However these
minor British cilmen had tried to initiate Venezuelan oil ventures,
but they failed., Finally the tax policy implemented by Mexico

during this period explains why Venezuela failed in its attempts to

attract foreign capital to develop the Venezuelan oilfields.
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CHAPTER IIT
Venezuela before the early developments of its 0il Industry

Until 1921, when oil exports became a discernible item within
Venezuela's balance of trade, over 99% of Venezuelan exports were
agrarian ltems, especially coffee, cocoa and sugar cane, coffee
alone yielding 2/3 of the figure. There were some mining operations,
especially asphalt, gold and copper, but in 1912 all these
commodities together made up less than 1% of Venezuelan exports.é/

At the beginning of the twentieth century the population was
less than two million with less than 1 inhabitant per square kilometre.
Although over 95% of this population was living at subsistence
level, it cannot be said that Venezuela was a poor country in
resources, as its exports surpassed imports by 30% to 50% a yeareg/
Rather it was an underdeveloped country, In 1912 for instance, the
whole of Venezuela's international trade represented £2 per inhabitant,

9 times less than the Trinidadian figures (£18 per inhabitant)n

Venezvela during the nineteenth century - During the colonial

period gold dominated mining activities in the country, with the
eastern side of the country as the main area., Gold mining however,
was negligible when compared with Venezuelan agrarian activities. In
the context of the Spanish American Fmpire Venezuela was primarily
an agrarian economy geared to supplying the mining nation of Mexico
with certain crops, particularly cocoa,

The Viceroyalty of Nueva Granada, which included Venezuela was
the place where the ideals of Bolivar, for a United Spanish America
was nearest to success, as it became the republic of Colombias but it

lasted for only a few years. In November 1929 the Popular Assembly of



Valencia decided to form the Republic of Venezuela as an independent
entity. The South American nations were formed according to the
economic units existing within the Spanish Empire, and thus, the
Venezuelan nation had its centre in the area where the cities of
Valencia and Caracas and the ports of La Guaira and Puerto Cabello
are located,

The main difficulty for the economic development of the Latin
American states seems to have been the lack of an internal market.
They had a very sparse population, the larger part of which was
living at subsistence level, Therefore these countries were
dependent on the external market. But at the beginning of the
nineteenth century this was also insufficient to absorb the complete
output of each country, Consequently, Venezuela, Argentina and
Uruguay with their cattle, Colombia and licuador with their guina
etc., had great difficulty in getting their unsophisticated products
into the market. For, after the world market had been saturated,
the remaining available goods had no economic value at all,

The above situation discouraged capitalisation as demand covered
only part of the production they obtained in wild conditions, and,
after saturating the market, no real value would remain to be
destroyed in civil war, This could recruit for their private
armies the peasantry who had become idle after collecting the goods
needed by the market, In this way, the landowning caudillos, a
common political element in many South American countries, appeared,é/

In the case of Venezuela, a military advantage was enjoyed by
the landowners of "Los Llamos" and "Los Andes"., Ports and other
premises needed by trade were a permanent value and consequently, the

central area of the country was so vulnerable to effects of warfare



that the cauwdillo who broke into the area, immediately obtained the
surrender of the government. Internal wars in Venezuela, normally
finished in a battle near Valencias: the hattle of Carabobo which
sealed independence in 1821 and the battle of La Victoria which
decided the last classic revolution in 1902, are good examples,

Nevertheless the economic advantages enjoyed by the ruling
elements of Caracas and the central area allowed them to win the
peace after being defeated in each civil warj the source of income of
these landowner caudillos was foreign trade and it was controlled by
the ports of La Guaira and Puexrto Cabello, T™he banner of these
caudillos was federalism, through which they tried to get rid of the
central government, but they could not avoid their dependence on
the ports through which they exported their crops. Therefore, the
victorious caudillos were easily attracted by the leading elite of
Caracasé/and no real change was ever achieved. Venezuelan federalism
was never more than formal.,

Thus, civil wars were rather frequent in Venezuela., Between
1830 and 1857 there were eleven civil wars and in this last year began
a series of armed struggles known as the "Federal War", which lasted
up to 1863, After that, the Federal Constitution of 1864 was
enacted; it represents the highest tide in the fortunes of Venezuelan
Federalism and caudillism as even armed rebellions gained legal
approval,

But afterwards the development of a more centralised state
became badly needed, The increased world demand for Venezuelan crops,
particularly coffee and cattle made civil wars increasingly
damaging as now all the Venezuelan crops were required by world

marketlssy a similar phenomenon occurred in other South American countries



At the same time, as civil struggle became increasingly damaging,
the IKuropean Powers re-discovered Venezuela, and it began to

suffer all kinds of pressures from them. Therefore a central
government became increasingly needed both to give internal peace
and order and tc face these external pressures in a more united way.

The task of Venezuela's unification was achieved by four
caudillos who consecutively ruled Venezuela between 1880 and 19353
they were Antonio Guzman Blanco, Joaquin Crespo, Cipriano Castro
and Juan Vicente Gomez. The first two were, in fact "primus inter vares'
among the other caudillos and they and their successors continued in
power as lgng as they were able to keep the loyalty of the other
caudillos.ﬂ/ But in 1898, when Crespo died in battle, a new stage was
initiated. Castro and Gdmez sought the support of the caudillos
and some of them, like Felix Garivaz, became important supporters,
but no longer at the same level of influence. The caudillos who
did not accept the way of these new rulers, were attacked and were
finally crushed, After 1899 no caudillo leader succeeded in over-
throwing the government; nevertheless caudilio warfare continued
until 1930,

The new conditions in the world market encouraged investments
within Venezuela, particularly in connection with agriculture. The
main fields where investments were required were transport and
trade. In many cases, Venezuelan citizens initiated these
enterprises and the Venezuelan Government supported them as well
as 1t could., After 1880 a number of railways were built which
connected different Venezuelan ports and thelr respective hinterlandsg

many of them were built by Venezuelans, Up to 1881 Trading Houses

in Trinidad controlled the wholesale market within Venezuelas



Trinidad had become a sort of stcre house for Venezuela, In 1881
Guzman Blanco established a 35%% surtax on all imports from the
Furopean colonies within the Caribbean area, This surtax put an
end to the control enjoyed by the Trinidadian trading companies
over Venezuelan wholesale; subsequently, a number of Venezuelan
trading companies took contrecl of wholesaling and kept this control
until the beginning of this century.

But while the market in the developed countries had increased
enough to absorb the whole output of the developing areas, the
accumulation of capital in these developed countries forced their
capitalists to look beyond their frontiers for places where they
could invest their capital in more profitable ways. So the emerging
Venezuelan capitalists (as in other developing countries) had to
face the competition of these powerful foreign competitors who were
larger, more experienced and already in control of the market where
the Venezuelan production was directed.g/

The Venezuelan government was able to support these Venezuelan
entrepreneuvrs, but only within certain limits. First of all, the
government needed the backing of the landowners. Although a good
number of these businessmen were also landownders, there existed a
conflict of interests between capitalists and landowners, It was
irrelevant to the landowners whether the people involved in trade were
or were not Venezuelans; what they needed was to have better prices
for their crops and the opportunities to buy imported goods moxre
cheaply.

At the same time, the Venezuelan Government was suffering strong
pressures from the Great Powers., The only way in which Venezuela could

face successfully such pressures was by obtaining support from some



of these Powers against others, and this support had to be paid
for by granting certain privileges to the businessmen of these
supporting Powers.

Finally, Venezuela was, in economic terms, almost entirely
geared for providing the foreign market with certain crops, especially
coffee, Therefore, the central government had no possibilify of
helping the Venewuelan tradesmen in the consumer market., Rather than
Venezuela, it was the importing countries - the same Great Powers =
which were able to support their citizens in these markets against the
Venezuelan businessmen.

Thus, lack of an internal market played an important role in
crippling the early development of the Venezuelan economy and
when the foreign market enabled Venezuela to develop its economy,
the newly emerging Venezuelan capitalist had to face the capitalists
of the &eveloped countries who were looking for places where they
could invest their capital in a profitable way, As is to be explained
later in this chapter, the Venezuelan businessmen were finally
defeated when Castro, in order to achieve badly needed national
organisation increased custom duties and they became no longer able
to compete with foreign capital. When the Venezuelan oil industry
appeared, the national capitalists had been already defeated by
foreign capital and the Venezuelan ruling classes were just picking up
the crumbs left by the foreign enterprises,

Mining in Venezuela during the nineteenth century - After

Independence and up to 1917, 99% of the Venezuelan exports came
from agriculture, In 1911 for instance, coffee exports only totalled
£2.25 millions, 60% of the whole Venezuelan exports. Some mining

activities existed in the country even before Independence, especially



gold, copper and lead. At the end of the nineteenth century some
important potentialities were known, expecially hydrocarbons and
hematite (iron ore). As is to be explained latter the heavier
hydrocarbons, best known as asphalt were already being exploited in

the 1880's and by 1912 had become the leading commodity among mineral
exports.

On the 27th April 1784 the Ordenanzas para la Mineria de Nueva

ESEaﬁa had been introduced in Venezuela and were the laws governing
mining activities in Venezuela until the 15th May 1854, While
Venezuela was still a part of the Republic of Colombia, Simén Bolivar
issued his "Mecree of Quitd' on the 24th October 1824 to govern mining
activities within the country, but the decree was entirely based on
the Ordenanzase.

Venezuelan mining law has been changed on many occasions without
the principle of state ownership over mining resources being put to
test., There used to be discussion as to whether the ownership of
the mines belong to the nation or to the individual states. The
solution was found whereby mines were held to belong to the individual
states, but administered by the central government.,

In fact some mineral changes on the principle of state ownership
of mining resources had been introduced in Venezuela, as a consequence
of the cultural influence of Revolutionary France upon the new
Latin American nations. The first Venezuelan Mining Code (1854)
was influenced by the French mining code of 18103 the French tried
to make a synthesis between the state and the landowner's ownership.
Although it had some effect, the principle which gives the property
right to the state prevailed in the Venezuelan Mining Code., The

constitution of 1864 gave to each state the property-right over



wealth underlying their territories; this article was copied by

the constitution of 1874. Finally in 1881 a new constitution was
issued; according to this new constitution undexrlying wealth
belonged to each state, but was to be administrated by the federal
government., This principle has been kept in every new constitution
issued ever after,

Between 1854 and 1910 nine different Mining Codes were enacted,
namely, 1854, 1885, 1887, 1891, 1896, 1904, 1905, 1909 and 1910, It
ought to be remembered that between 1864 and 188l there was no
federal mining law because these problems had been put under local
control. Apart from these codes, the decree of 26th May 1877 must

be mentioned., It created Compania Unidn Federal, to be studied

later, In spite of its failure, this decree was the most important
attempt to develop the Venezuelan mining potentialities by the

10/
state itself,

The reason the Mining Code had to be changed so frequently was
that they did not legislate for an activity which was already in
progress. These laws tried to encourage an activity which was
actually non existent,

The Venezuelan government tried in fact to develop mining.
This effort was not due to any problem of unemployment; in 1912
about 80% of the workers in the few mining enterprises operating
in Venezuela had to be drawn from abroad (they came especially from
the West Indies), Later on, this lack of manpower was also one
of the problems the oil industry had to face in its early stages.
Nor was there any balance of payment problem to cope withi up
to 1912 exports surpassed imports by between 20% and 40% per

2/
annume,



What Venezuela tried +to obtain by developing mining further
wag revenues. The landowning elite who ruled the country wanted to
obtain enough money to finance the budget without affecting their
own pockets. Venezuela, a country with a balance of payments
highly in the black had a government which was ina condition of
near bankruptcy. For instance according to the biennial report
published by the Ministry of Finances on 23rd May 1907 expenditure
exceeded revenues by 10,2% in 1905 and by 6.1% in 1906, 2 This
permanent budget deficit was financed, if at 211, by revenues
coming from custom-taxation of over T0% (in 1912 custom=-taxation in
Venezuela represented 76% of all Venezuelan revenues), and this
taxation especially affected agriculture as the tax overwhelmingly
came from exports.

Thus, the Venezuelan governments tried to encourage mining not
thinking of the future but to obtain revenue in the present,
Consequently, no policy which meant any kind of expenditure was
seriously followed,

This is illustrated by the case of the "Compania de Explotacion
Minera Union Federal" incorporated by the above mentioned decree of
1877 to explore and exploit the mineral resources in the country.
The "Union Federal! was a State owned corporation whose partners
were the central government and the local governments of each
Venezuelan State, The existence of the company was merely a legal
fictiony political disturbances following the death of President
Limares Alcantara led to the project being abandoned, ™

Apart from some attempts to develop state ownership in mining
enterprises, the Venezuelan government alsc granted a number of

mining richts to private concession-holders, In many cases, these



enterprises were very successful, which proves that the concessions
were in no way inconvenient to the concession holders. Perhaps,

there were some cases, like the first Venezuelan oil concession,
granted in 1865 by Nueva Andalucia State, where the concession

holder had so many duties to fulfil that the concession became
unworkable; but this was an exceptional case. The fact is that

the lack of infrastructure in the country discouraged private L
entrepreneurs from undertaking such enterprises within the country. ;;/
So the Venezuelan attempt to obtain revenue from mining failed.
Between 1908 and 1910 Venezuelan revenues obtained from mines

averaged 0.3% of the whole Venezuelan annual revenue. Between 1911

1
and 1912 mining revenues averaged 0,6% of the whole,

Castro's government = Although the Venezuelan oil industry

did not begin until ten years after he had been overthrown Castro's
government (1899-1908) is important for us because through his
government and its subsequent overthrow, the defeat of the local
bourgoisie became apparent, and the patterns of relations between the
Venezuelan government and the foreign enterprises were established.
Foreign capital, especilally British, had been present in Latin
America since the early days of independence, Initially it came in
the form of loans to the new independent states; British trading houses
also settled branches in many of these states. After 1840 British
entrepreneurs initiated other activities there like railways, public
services and other <:,=n1:e:e]_33:'ises,'C4 At that time, the spearhead of these
few foreign capitalists were individual promoters who went to each
country and sought concessions from the governments; in many cases

these promoters undertook duties which were never fulfilled. Normally,

after obtaining the concession the promoter sold his concession to a



company especially incorporsted by himself in which he was an
important shareholder. Although the largest number of these promoters
were North American, the concessions were normally sold in London.l[1

After 1880 a number of concessions were granted in Venezuela to
British, French, German and US entrepreneurs. Howevgr some of them
ran into difficulties with Crespo's government when the Venezuelan
leader tried to demand the complete fulfilment of their duties,
Although some meagures against these concessions were decided, the
lack of political order prevented their implementation.

By the time Castro took over, the need to a central and well
respected government was recognised by every one, but each cgudillo
wanted to be at its head, Consequently, the creation of a powerful
national army appeared to be the main priority; an army which
would prevent any further caudillo rebellion having a real chance
of success, But such an army cost money and Venezuela, in spite
of a positive balance of commerce of between 30% and 50%, had a
budget which was deeply in the red,

The first problem Castro had to face was how to balance the
budget. The provisiond solution found for the problem was to force
the banks working inside Venezuela to provide a loan to the governments;
the bankers who tried to resist his orders, both Venezuelars and
foreigners, were sent to prison, li/But looking towards a more
permanent solution Castro sought to increase revenues, for this
purpose he increased custom duties, he sold concessions to foreign
enterprises and tried %o obtain money from those foreign companies
operating in Venezuela who were at logger~heads with the government,

Although the forced loan was eventually paid in full and within

a shorter period than ever before, the conditions in which it was



obtained united bankers, foreign capitalists and traditional
caundillos against the government. They rallied around the banker
and "General" Francisco Antonio Matos who launched the Revolucidn
Libertadora. Although this civil war did not die out until 1903, when
Ciudad Bolivar was retaken by Castro's vicepresident Juan Vicente
Gdﬁez, it had already been decided in a number of battles near
Valencia, the last of which lasted for a fortnight (La Victoria 1lth
Cctober - 2nd November 1902)o£§/ This warfare brought Venezuela
close to bankruptcy. 1Its ports were blockaded by British, German
and Italian war vesselsigl/ sent to demand the payment of an
external debt which Venezuela was unable to pay, and o obtazin
compensation for the damage suffered by foreign entrepreneurs during

. 18/
the Revolucion Libertadora.

Therefore, in 1903 Castro's situation was desperate, The
blockading Powers had taken over part of the custom revenues of
La Guaira and Puerto Cabello in accordance with a verdict settled'%%
the International Court of The Hague to solve the previous crisis.—;/

The policy previously described, by which fastro had sought to
balance the budget, failed. His attempts to get money from the
companies which had had problems with previous Venezuelan governments
created difficulties between Venezuela and some International Powers,
These problems were particularly serious in the case of France
and the USA, as the main companies which had legal difficulties were
either American (like the asphalt enterprise New York and Bermudy Co.)
or I'rench (like the company which held the monopoly on telegraphic
links between Venezuela and the rest of the world). To counteract the

emnity of these two Powers, Castro sought the friendship of

Britain and Germany., But Britain did not give the help Castro



expected, as on the one hand, France was Britain's world wide
alljgg/ and Germany its leading rival, and at the same time the US
company New York and Bermudrz had an impqptant part of its stock

in the possession of British citizens,gl/

Due to these unresolved problems with foreign companies,
Venezuela did not succeed in selling concession to foreign
entrepreneurs, These concessions were sold through Venezuelan
middlemen and, as is to be explained later, became the medium
through which members the Venezuelan ruling class received the
crumbs of the national wealth,

The increase in custom duties was the only one of Castro's
measures which succeeded in increasing government revenues. But
it damaged the Venezuelan trading houses which were no longer
able to compete with the foreign companies also involved in trade
with Venezuela, These foreign companies, the principsl of
which were German, were better protected against custom duties as
they could minimise ille-effects by importing larger quantities of
goods.

Thus Castro achieved the task of creating a responsible
Venezuelan government at the expense of virtually destroying the
new Venezuelan capitalists. This made it easier to the Powers and
foreign companies to de-stabilise his government., As is to be
explained later, stable government was finally achieved by Gomez
and oil provided the revenues which made the task easier,

Castro was finally overthrown when, after his failure to obtain
British support during the difficulties with France he tried to force
Britain's hand by taking retaliatory measures against British

interests. He not only failed to change British policies in his



22/

favour, but converied Britain into one of his leading enemies,
Just a couple of months later, Castro was overthrown by his own
friends headed by his vice-president Juan Vicente Gdﬁeze

British economic presence in Latin America between 1910 and 1914 =

Castro's overthrow coincided with a period in which British
capitalists tried to reinforce their presence in Latin America.
Between 1909 and 1912 British investments in the area increased

by nearly %1% (see Table 1),

TABLE T

British Investments in Latin America

1909 1912 % increase

between

1909 and
Million £ % Million £ % 1912
Railways 287 .6 40,2 431.3 46,0 48,9
Government Securities 31069 43,4 300,1 32,0 =3,5
Banking and Shipping 20.8 2.9 29.9 3,2 43,8
others 26.5 13,5 175.9 18.8 82,3
TOTAL T15,.8 100 937.2 100 30,9

Original source: The South American Journal 23/

British capital, especially devoted to transport and loans,
had controlled the region for a long time, but at the beginning of
this century, British entrepreneurs met the challenge of German and
US investors who tried to break into the area. The next chapter
will show how different publications, either independent or
parliamentary etc., reveal this new attitude of the City of London
towards South America.,

Although Venezuela had just 1% of all British investments in



South America, it will be shown in the next chapter that British economic
researches of the period paid a great deal of attention to Venezuela,
But they hardly mentioned oil or even asphalt. The main interest

of these researches was directed to the development of Venezuelan
transports (especially railways and the Orinoco waterway), cattle
breeding and public services. As previously said, Venezuela had

been re~discovered by the world capitalist centres, even before its

0il had aroused this interest,.
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CHAPTER IV

The Beginning of Juan Vicente Gomez's Regime

The coup dfetat = On the 19th December 1908, Cipriano Castro

was overthrown by a conspiracy in which some of his more close friends
were involwved and whose leader was his own Vice President and old
acquaintance, Juan Vicente Gomez.

The conspiracy got support from all the main powers except
Germany, and some of these powers, namely the USA and Holland made
ostentatious displaysof force along the Venezuelan coast, either
before, during or after the bloodless coup, but the principal role
was played by the Venezuelan conspirators.

When Castro lost the already cold British support he had, the
Venezuelan ruler became an "everybody's businessﬁiénd all the Powers
tried to get rid of him. However, even the British recognised
Castro's popularitygg/ Moreover, nobody either abroad or inside
Venezuela wanted the country going back to anarchy and civil wars
this was another reason why the coup had to be bloodless as a
"legal Justification" was badly needed,

In 1973, when the Chilean president Salvador Allende was
overthrown, the word "de -:stabilisation" was created. Nevertheless,
the first and more successful case of "de-stabilisation" was the one
which took Ciprianc Castro out of power. The Buropean Powers and
the USA expressed publicly their views and Venezuela was isolated in
different ways, From August 1908, the Dutch fleet had been making
a hostile display along the Venezuelan coast, But the success of
Castro's last tour throughout the country showed that if they were

to have a bloodless coup it would be necessary to have Castro abroad



before the coup. His travel to Europe for medical reasons created the
opportunity,

The navy was considered as a Castro stronghold., Therefore,
General Roman Delgado Chalbaud, the man in charge of this service
needed to play an important role. To prevent any eventual
Castroist registence by their men of war, the Dutch fleet captured
two Venezuelan gunboats in the week before the coup,.

Finally, to discourage any further Castroist resistence, the
conspirators asked the Powers to send war vessels to La Guaira to give
"moral support" to the new govermment. But, only one Power, the USA
sent a fleet to Venezuelan shores,é/

However the main role was played by the Venezuelans themselves,
The conspirators organised some popular demonstrations and patriotic
meetings, intended to be against the Dutch, but in fact against
Cipriano Castro. These actions prepared the people's mood, and
then, by a bold manouevre, performed by Gofnez himself on 19th
December at dawn, the main barracks of Caracas were taken, its
commanders replaced by Gomez's men, and those ministers who still
supported Castro put in prison. The coup had been “easier than
drinking watei®,

There were some attempts at Castroist resistence by the
Venezuelan gunboat "Miranda" and by some military units commanded
by some of Castro's relatives. But they were attempts only; the
coup d'etat was completely bloodlessoé/

As Castro had been so easily overthrown, the presence of US
war ships in La Guaira became an unnecessary vexation to the

national pride. But Gomez found a scape goat in José de Jesis Paﬁl,

one of his main fellow conspirators who had invited the USA, as well



as other Powers, to send war vessels to support the coup, in his
capacity as Minister for Toreign Affairs. The Venezuelan Congress
(still the one elected under Castro's guidance) empeached him

when he was in Kurope as a plenipotentiary trying to come to terms
with France and Holland, In this way, GSmes got rid of a possible
competitor and uncomfortable pariner.

Finally, the legal justification was found. After unsuccessful
attempts to prosecute him for attempting to kill Gomez (they did not
get enough proof) Castro was officially accused of the assasination
of GeneralParédeéjug/ In fact, the failed invader of 1907 had been
executed without a itrial, Without being particularly difficult,
the legal jﬁif}fication was the less easy task connected with the

1

coup d'tetat,

Meaning of Gomez ''s dictatorship - Despite, or perhaps becavse of,

the ease with which Castro was overthrown, Juan Vicente Gémez, the
new ruler, remained in power for 27 years (1908-1955) and the only
reason for the curtailment of his government was his own natural
deaths. It ought to be pointed out that Gomez's - success is a
consegquence of Castro's failure.

It seems that Castro had strong support inside Venezuela almost
until the very moment of his overthrow., This strong support came from
the large majority of Venezuwelan landowners, businessmen and
intellectuals; they represented less than 5% of the Venezuelan
population, but the rest had no real political power,

These influential groups needed a strong leader able to give
them peace, so that they could run their business free from interferance
from warfare. There was a sort of contradiction between urban

businessmen and landowners with regard to foreign capital; while the



latter sometimes preferred to deal with foreign trading houses,
as they were able to pay more for their crops and to sell imported
goods cheaper, Venezuelan capitalists tried to keep their own
share in the national market.
As Castro had his main support in the commercial circles, he could
be blamed for their failure, and consequently lose their support,
and this happened to some extent. Sir Vincent Corbet reports that
the Venezuelan Minister for Toreign Affairs José de Jesus Paul reported
thats
"He (Paul) does not conceal his dismay at his
(Castro's) commercial policy, which he confessed
was ruining the country and indirectly, I fear,
seriously affects the Minister's own pocket,." 12/
But it was only in parit, otherwise Castro would have fallen
long before. The main problem was that the bourgoisie had recognised
their defeat by international capitalism and subsequently had
accepted both the conditions egtablished by these international
entrepreneurs and the role reserved for themselves, Thus Castro's
overthrow was a surrender of Venezuela to international capitalism,
Gdmez's policy eventually proved that this surrender h<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>