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Genesis @initial
decades

While India was gradually making strides lowards gaining ;
‘foothold in the strategic 0il sector, foreign plavers dominated
the landscape for first eighl decades

Indian oll
industry

DIPANKAR DEY

he history of oil in India dates
back to 1825. The earliest
recorded references to oil in the
upper Assam were found in the
despatches of Leunt Wilcox. He saw it “ris-
ing to the surface at Supkhong with great
bubbling of gas and green petroleum.”
In 1865, HB Medicott of the Geological
Survey of India (GSI) came across the
oil seepages while reporting on the coal-
field of upper Assam, and recommended
a trial boring in the area. This was the
first important step towards scientifically
assessing the oil prospects in Asia. The
drilling was carried out by Goodenough
of Makillop, Stewart and Co., Calcutta.

Assam Railways and Trading Co. Ltd.
(AR & T Co.), which was registered on
July 30, 1881 with the objective of con-
structing railways and exploiting the natu-
ral resources of coal, successtully spudded
awellin the hope of oil in September 1889
at Digboi. After the discovery of oil by AR
& T’ Co. at Digboi, a tiny refining unit was
created at Margherita in 1893.

In 1899, AR & T Co. formed a new
company — Assam Qil Co. (AOC) — to
take over their oil interests. The Assam
Qil Syndicate was formed and construc-
tion of India’s first refinery was started.
The Digboi refinery was commissioned in
1901. As petrol driven cars were not intro-
duced in the Indian market at that time,

the refinery produced only kerosene, wax
oil for lubrication, fuel oil and greases. The
capacity was 500 barrels per day.

The history of Indian petroleum sec-
tor can be divided into three phases: (i)
between 1889 and the 1960s when it was
mostly controlled by foreign companies
(ii) during 1970-1990 when public sec-
tor institutes were wielding their control
(iii) from 1991 to present — the liberalisa-
tion, privatisation and globalisation (LPG)
phase of Indian economy. This article will
remain confined to the first phase only.

0il before 1970

AR & T Co., whose main business was
transportation, tradingand coal mining in
upper Assam, got involved in petroleum
refining without any prior experience
and proper planning. Their construction
workers discovered oil by a sheer chance,
and due to the non-existence of any refin-
ery in and around, they had to think of
constructing a refinery to process the
crude. In 1921, through arrangement with
AR & T Co., the Burmah il Co. (BOC)
took over the control of Assam Qil Com-
pany’s operations in a phased manner.

The Burmah oil Company (BOC)
— founded by a Scottish merchant in
1886 with headquarters at Glasgow —
had proven experience of oil operations.
It was the first petroleum
transnational corporation
which got involved in the
nascent petroleum indus-
try of India. After it took
over AOC’s opera-
tions in 1921, it was I
entirely rebuilt in

1923. In 1954, a new gasoline plantand a
new lubricating oil distillation unit were
added. The Digboi refinery remained the
only refinery in India till the early fifties.

The other three major transnational
corporations which dominated Indian
petroleum industry, mainly as traders, till
the early fifties were: (a) Burmah Shell, a
joint venture between Burmah Oil Com-
pany and Shell Transport and Trading
Company of Royal Dutch Group; (b) Stan-

dard Vacuum Oil Company (Stanvac), a
jointly owned affiliate of Standard Oil of
New Jersey and Mobil Oil; and (c) Caltex,
ajoint venture of Standard Oil of Califor-
nia and Texaco.

Immediately after the independence,
the Government of India had proposed
to Burmah Shell, Standard Vacuum and
Caltex to set up oil refineries in India.
But those companies did not accept the
proposal as it was more profitable to
them to market imported products from
Abadan (Iran) than to process imported
crude. On the other hand, Indian busi-
ness houses were not prepared — both
technically and financially — to take up
the refining job.

In 1950-51, the government renewed
the proposal. This time foreign companies
agreed. There were atleast two reasons
which influenced the change in the earlier
decision of the f()reign companies. First,
the nationalisation of Anglo-Iranian Oil
Company in Iran — leading to the closure
of the Abadan refinery in 1951 — resulted
in the disruption of supplies of the market-
ing affiliates of major oil companies. Sec-
ond, there was threat from other smaller
oil companies setting up refineries in a
large market like India.

The Government signed the first
agreement with the Standard Vacuum
Qil Company on November 30, 1951 for
construction of a refinery at Trombay near
Bombay. The agreement with Burmah
Shell was signed on December 15, 1951
for setting up of a 1.5 MM'TPA refinery
at Trombay. With Caltex, the agreement
was signed on March 20, 1953 for a 0.5
MMTPA refinery at Visakhapatnam. The
refineryagreement provided that “all pur-
chases of crude oil are to be made at world
market price prevailing at the time and
place of shipment with freedom of choice
as to the source of supply”

The terms of refinery agreements
were heavily loaded in foreign companies’
favour. India suffered due to the inclusion
of the clauses relating to crude supply and
the remittance.



