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Petroleum Politics
and the Texas

Railroad Commission
by David F. Prindle
UT Associate Professor
of Government

[The single most important oil
and gas resource in the country
exists in Texas, and the govern-
mental body that manages it is the
Texas Railroad Commission. In his
recent book, Petroleum Politics and
the Texas Railroad Commission
( 1981 by the University of Texas
Press, 230 pages, $14.95), David F
Prindle takes a detailed look at
seven key episodes in the commis-
sion's history and analyzes the con-
sequences of these episodes, for
both Texas and the rest of the
country. Dr. Prindle's research was
supported in part by the Center for
Energy Studies. The excerpt below
from the final chapter of the book
draws some conclusions about the
Railroad Commission's interaction
with small oil and gas producers
and the federal government.]

The Railroad Commission
and the Small Producer

Every business venture, espe-
cially every oil venture, involves
some uncertainty. Large corpora-
tions are not suited, however, to
displaying truly significant amounts
of initiative or daring. Majors almost
always follow current conventional

wisdom; not for them are unor-
thodox theories or eccentric intui-
tions. Normally, when they apply a
new technique or discover a new
field, it is because there is abun-
dant evidence that the undertaking
is relatively safe. The gambles, the
hunches, the personal visions, the
offbeat theories, and the great risks
they leave to the independents.

For it is the function of indepen-
dents in the petroleum industry to
rush in where angels fear to tread.
Most independents are relatively
sober executives; some are famous
kooks. But all chose their line of
work because they prefer not to be
bound by traditional thinking and
bureaucratic timidity. For stability
and responsibility in the petroleum
industry, the nation relies on the
majors, but for daring and imagina-
tion it must look to the independents.

At the root of the petroleum
industry is the discovery of oil. Yet
there is no known method of finding
it directly, before the drill is put into
the soil. Oil explorers use a variety
of techniques for inferring the loca-
tion of the resource, from the
employment of sophisticated elec-
tronic equipment to reliance on pure
guesswork, but, whatever the
method, every new well is still a
considerable gamble. About 40 per-
cent of all wells drilled in the United

(Continued on page 2)



States are dry, and about 90 per-
cent of the wells drilled by wildcat-
ters are dry.' However much major
companies try to systematize and
make predictable their operations,
they cannot avoid the fact that the
discovery of their basic resource is
a highly problematic task.

The majors do find oil; statistics
suggest that they have discovered

"By promoting
the industry's
little people, it
ensured that

every possible

source of petro-

leum would be
exploited to the
fullest."

slightly more than half the nation's
reserves.2 The oil credited to the
majors, however, is usually the safe
oil, found where contemporary sci-
entific theory suggests a strong
possibility that the drill will meet
with success.

In other words, as a general rule
majors discover the low-risk oil. But,
because scientific knowledge of the
occurrence of petroleum has always
been highly imperfect, real ad-
vances in exploration have histori-
cally been the province of com-
panies willing to take large risks.
And here the independents shine.

The history of petroleum explora-
tion is studded with examples of
important discoveries made by inde-
pendents, working against accepted
theories in areas condemned by
major companies as being without
productive potential. Spindletop and
East Texas are just two famous
examples of independents outpacing
the majors; such incidents con-
tinue. 3 These historical achieve-
ments dramatically illustrate the
value, in the business of finding
petroleum, of sustaining a group of
audacious mavericks... .

Certainly because they thought it
was in the interest of the Texas
economy, and perhaps because
they thought it was in the national

interest, [Texas] Railroad Commis-
sioners for decades directed a sys-
tem of regulation that buffered the
small producer and landowner from
market forces. By supporting prices,
rationing the market, and favoring
the industry's little people, they
created an economic haven within
the state for [small producers]. This
haven had its costs [chiefly, higher
prices for consumers]. . .There is
no denying that, from the standpoint
of maximum efficiency or, as econo-
mists say, "the optimum allocation
of resources among alternative
employments," 4 it was irrational.

But there are other things worth
pursuing besides economic rational-
ity. By helping support the indepen-
dent segment of the industry, the
Commission aided in preserving its
entrepreneurial spark. By promoting
the industry's little people, it
ensured that every possible source
of petroleum would be exploited to
the fullest. By fostering marginal
wells, it preserved a great resource
into the 1980s. These actions were
the despair of economists at the
time, but history has made them
look quite justifiable. In retrospect,
the Commission's irrationality seems
more like wisdom.

This conclusion is one that can-
not be reached by the sort of exec-
utives who gather at the state-of-
the-industry hearings, however,
because of their almost pathological
inability to come to terms with the
meaning of government regulation.
Fearing regulation in the abstract,
and hating the federal government,
they are beyond understanding that
intelligent regulation can be their
best friend.

". . [Until]
1973, Commis-

sioners
free

were
to cultivate

a state rather

than a national

constituency."

In the context of the political bat-
tles over national energy policy in -
the 1970s and 1980s, this ideolog-
ical blindness cripples the industry's
ability to plausibly defend its own
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positions on issues. It also deprives
the public of important information,
for, if the true historical relationship
between the industry and the gov-
ernment is unknown, the country
lacks guideposts for choosing sen-
sible national policy. Debate over
government regulation takes place
in a twilight zone between outright
propaganda and cherished myth,
and we are prevented from learning
from the past. If the petroleum
industry is crippled by government
intervention because of public
exasperation over industry behavior,
its members will have brought their
defeat upon themselves.

The Problem of
Democratic Control

When examined in a long-run
perspective, the substance of Rail-
road Commission policy making
gets fairly high marks. There is
another aspect of politics on the
Commission, however: method as
opposed to substance, process as
opposed to outcome. In a demo-
cratic country such as the United
States, a supremely important
industry like petroleum might be
expected to be under the influence
of national democratic control. Yet
an examination of the politics of the
Railroad Commission is not comfort-
ing to partisans of democratic
accountability.

In the first place, the men who
have exercised such influence over
the supply and price of United
States energy for half a century
have been almost completely inde-
pendent of the influence of citizens
who have lived outside Texas. Until
the 1970s, an occasional appear-
ance before a committee of Con-
gress was the only notice
Commissioners were forced to take
of a national constituency. Commis-
sion policies significantly affected
the lives of the inhabitants of many
other states, yet these citizens had
only the frailest influence over any
Commission decision.

By passing the Connally Hot Oil
Act in 1935, the United States Con-
gress delegated oil regulatory power
to the states, of which Texas was
incomparably the most important.
From that year to 1973, Commis-
sioners were free to cultivate a
state rather than a national constit-
uency. That the choices they made
under these conditions were fairly
responsible does not alter the fact



that they were severed from the
authority of most of those whose
lives they would directly affect.

In the 1970s, domination of the
national oil situation shifted to a
location still farther removed from
democratic control: OPEC. Because
the countries of this organization
have been far more aggressive in
their determination to wring advan-
tages from the United States con-
sumer than the states that practiced
market-demand prorationing ever
were, the essential similarity of the
two situations escapes notice. In
fact, however, the actions of OPEC
in controlling production to raise
prices are entirely comparable to
the actions of Texas and the other
market-demand states to support
prices. In both cases, administrative
agencies acting to control supply,

"Huge ad-
vantages in

financing have

made industry
candidates

invulnerable to

challenges ... "

and thus price, have made deci-
sions in an atmosphere divorced
from a consideration of the opinions
of consumers. OPEC does not pre-
tend to be democratically account-
able, but it is not composed of
United States citizens. The Railroad
Commission has no such defense.

In the second place, even within
Texas the structure of state politics
has combined with the structure of
the petroleum industry to deflect
democratic influences. . .The polit-
ical clout of the independent pro-
ducers is quite sufficient to
dominate state policy making in this
one vital area. The absence of
credible party competition has made
it difficult for countervailing tenden-
cies to Commission policies to find
expression in electoral challenges.
The informal organizational web of
the independent producers has
enabled them to reach a consensus
on candidates and coordinate efforts
on their behalf. The abundant
wealth at their disposal has enabled
them to supply their chosen candi-

dates with overwhelming campaign
resources.

The charge does not have to be
made that Commissioners have
been bought or captured by the
independents [Governor Jim Hogg's
concern in the 1890s]; the problem
is one not of personal integrity but
of public access. The independent
producers have not had to buy
Commissioners because they have
been able to ensure that only indi-
viduals favorable to their interests
would attain Commission authority.
In general, it is not too great an
exaggeration to say that what has
existed in Texas for nearly fifty
years is not public regulation of the
petroleum industry but regulation of
the industry as a whole, under
public auspices, by the independent
portion of that industry. . .

... Huge advantages in financing
have made industry candidates
invulnerable to challenges in the
past. In the future, they may not be
invulnerable, but they will remain
formidable. It must make the parti-
sans of democracy uneasy to
behold a political environment in
which the naked power of money
has been so plainly decisive in the
electoral arena.

It is hard to imagine, however,
any reform that would improve this
situation. Federal courts made it
clear in the 1970s that they would
not tolerate a law that forbade pri-
vate campaign contributions.6 Even
if they did, however, the difficulty
would only shift, not disappear.
Since the crucial election is the
Democratic primary, there would be
no party resources available to can-
didates. If private donations were
prevented, then the overwhelming
advantage in primaries would go to
those candidates who could supply
their own resources-that is, the
rich. It is impossible to believe that
such a change would improve
either the-caliber of the Commis-
sion's policy making or the quality
of its democratic accountability.

The only remaining possibility
would be to have the federal gov-
ernment take over the job of
regulating Texas' oil and gas fields.
This scheme has great advantages
in terms of democratic theory, for it
would mean that the Texas industry,
which is of vital national impor-
tance, would at last be under
national control.

Whatever appeal this suggestion
has in theory, however, it has none
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when examined in light of experi-
ence. Far from being closer to
popular influences than the Railroad
Commission, federal bureaucracies
have demonstrated conclusively that
they habitually put their own organi-
zational interests over the public

.A federal
take-over. .
would probably

involve all the

disadvantages

of regulation by

the Railroad
Commission yet

offer none of

the advantages."

interests.' Furthermore, whereas the
Railroad Commission has displayed
tolerable efficiency in administration,
the federal government's track
record with, among other things,
natural gas pricing regulation and
the strategic petroleum reserve
does not inspire confidence in its
ability to control energy production.
In brief, a federal take-over of the
Texas petroleum industry would
probably involve all the disadvan-
tages of regulation by the Railroad
Commission yet offer none of the
advantages.

It would seem, therefore, that the
state and the nation should antici-
pate a future Railroad Commission
that operates much as it has in the
past.
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CES Update
Office of Director

Dr. Herbert H. Woodson, Director
of the Center for Energy Studies,
will lead the planning of a
national fusion engineering
assessment.

The assessment will be carried
out through a one-day workshop,
and a report of the findings will be
published. Sponsored by the
National Research Council, the proj-
ect is funded by the Department of
Energy.

Dr. Woodson said that the goal of
this workshop is to bring together
experts in fusion science and engi-
neering with experts in nonfusion
fields. These specialists will
examine both the status and goals
of the fusion energy program and
the engineering development neces-

Two energy workshops for
science teachers will be offered
in June at The University of
Texas at Austin.

The ninth annual "Electric
Power and the Environment"
workshop is scheduled for June
6-18. It is sponsored by the UT
Nuclear Engineering Teaching
Laboratory and funded by Texas
electric utility companies.

Dr. Dale Klein, head of the
center's Nuclear Studies Division
and UT assistant professor of
mechanical engineering, is coor-
dinating the course. Topics will
include energy production tech-
nologies, energy conservation,
electric power, energy policy
decisions, nuclear issues pro and
con, energy curricula, and many
others. Tours of five energy
facilities are planned, he said.

This course is presented for
high school and junior high
school science teachers who
apply to be sponsored by their
local utilities. Costs of attending
are covered by the sponsoring
utility. Participants earn three
hours of graduate credit in
mechanical engineering.

sary to it. The workshop is intended
to result in a National Research
Council report that describes the
needs of the US fusion program.

Solar Studies
Dr. John R. Howell, Solar Division

researcher, is technical chairperson
of one of the largest solar confer-
ences in the world, the Solar Tech-
nologies Conference and
International Exposition, sched-
uled for June 1-5 in Houston.

Dr. Howell said the conference
will be an excellent forum organized
around four main topics: interna-
tional renewable energy devel-
opment, advanced design and
technology, the solar market, and
solar and the utilities. Entitled "The
Renewable Challenge," the event is

For more information contact
Dr. Klein, Department of Mechan-
ical Engineering, TAY 167, The
University of Texas at Austin,
Austin, Texas 78712.

The other course is "Summer
Workshop for Energy Education
Teachers in Texas," sponsored by
the UT Science Education Center
and funded by the US Depart-
ment of Energy and Gulf Oil
Corporation.

It is a two-week course, sched-
uled for June 21-July 9. Accord-
ing to the coordinator, Dr. James
D. Ellis, the course will cover
energy supply; energy demand;
social, environmental, and
economic issues; energy in
Texas; curriculum development;
and many other topics. Field trips
to ten energy facilities are
planned.

Those who complete the course
will earn six hours' credit toward a
graduate degree in curriculum and
instruction or science education. To
apply, contact Dr. Ellis, Science
Education Center, EDB 340, The
University of Texas at Austin,
Austin, Texas 78712.

the annual meeting of the American
Section of the International Solar
Energy Society. Dr. Howell said he
has received more than 500 tech-
nical papers, about 250 of which
will be presented at the conference.
Along with the technical presenta-
tions, the event will feature talks by
leading renewable energy experts,
hundreds of solar technology dis-
plays, an energy design charette (a
three-day architecture competition),
and a series of sixteen training
workshops.

Two of the workshops are being
taught by Dr. Howell and Dr. Gary
C. Vliet, head of the CES Solar
Studies Division. The first workshop,
scheduled for May 30, is entitled
"Active Solar Cooling." It will focus
on how to size and design ther-
mally driven cooling systems using
cycles such as absorption, desic-
cant, and Rankine. The fee is $60.

The second workshop, scheduled
for May 31, is "Design of Industrial
Solar Energy Systems." It is a
course for engineers on designing
and costing solar thermal systems
for use in industrial processes.
Case studies and an interactive
computer simulation code will be
used. The fee for this workshop is
also $60.

The conference will be held at
the Albert Thomas Convention Cen-
ter in Houston. Registration is $170
for members, $210 for nonmem-
bers, and $70 for students. For
more information call toll free:
800/531-5255, ext. 817, or, within
Texas, 800/252-9146, ext. 817.

A short course entitled "Solar
Energy for Industrial Applica-
tions" will be offered May 24-26 at
the UT Thompson Conference Cen-
ter by the Center for Energy
Studies and the Department of
Mechanical Engineering.

The three-day course costs $375
and is taught by Dr. Gary C. Vliet,
head of the Solar Division, and Dr.
John R. Howell.

The course will focus on solar
industrial applications that are pres-
ently in use or that hold near-term
promise. Performance and
economic assessment of solar sys-

(Continued on page 5)
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tems, components and controls, and
the use of simulation models to
size and design systems will all be
covered in the course.

For more information, contact
Continuing Engineering Studies,
Cockrell Hall 2.102, The University
of Texas at Austin, Austin, Texas
78712 (512/471-3396).

Environmental
Studies

Organic industrial pollutants
that are buried underground do not
always stay put. They can travel
slowly through the soil in solid,
liquid, and gaseous forms, eventu-
ally escaping into the atmosphere
and decomposing. Predicting the
movement of these organic pollu-
tants is the aim of the research
project under way in the Environ-
mental Studies Division.

Dr. Howard Liljestrand, UT assis-
tant professor of civil engineering,
said that chlorobenzenes, chloro-
methanes, plasticizers, and dozens
of other organic pollutants are being
studied. After data are taken in a
series of laboratory experiments, a
mathematical model will be devel-
oped of organic pollutants in an
unsaturated soil system (soil that
contains some water and some air).

Organic pollutants do eventually
decompose, but they must first
break down into gaseous com-
pounds in the sunlight. Thus their
final decomposition occurs in the
atmosphere, rather than below
ground.

Nuclear Studies
Nuclear engineering graduate

student Ann Patterson has been
awarded one of eight fellowships in
nuclear science and engineering
from the US Department of Energy
and Oak Ridge Associated
Universities.

The award is also an institutional
honor for The University of Texas at
Austin for its "outstanding nuclear
engineering program."

A researcher in the Nuclear Divi-
sion of the center, Ms. Patterson is
working in the area of nuclear fuel
cycles. The fellowship is renewable
for as many as four years and

includes a $1,000 monthly stipend
for the student and $6,000 annual
grant for the university, said Dr.
Dale E. Klein, fellowship coordina-
tor. Dr. Klein is head of the Nuclear
Studies Division and is a UT assis-
tant professor of mechanical
engineering.

The fellowship program is
administered by Oak Ridge
Associated Universities.

Dr. Dale Klein, head of the
Nuclear Studies Division, has been
named Young Engineer of the
Year for 1982 by the Travis County
chapter of the Texas Society of Pro-
fessional Engineers.

Policy Studies
A study of alternative ways to

deregulate natural gas pipelines
is being undertaken as an energy
policy project at the Center for En-
ergy Studies.

Dr. Allen Jacobs, UT assistant
professor of finance, said that de-
regulation of natural gas prices
makes deregulation of other as-
pects of the industry a timely
topic.

In some ways natural gas pipe-
lines can be considered natural
monopolies; their rates of return
have been regulated since the
1930s. The most important con-
cern to the government and the
public, however, is that efficient
and adequate pipeline invest-
ments are being made for the fu-
ture, he said. Under today's regula-
tions in some cases a pipeline
company may have incentive to
build a pipeline too small or to de-
lay building it.

The main goal of the study, Dr.
Jacobs said, is to shed light on
simpler regulatory schemes that
contain the incentives necessary
for optimal investment by the pipe-
line companies.

The study will identify and ex-
amine the factors that influence
pipeline construction decisions
and will evaluate different deregu-
latory strategies concerning pipe-
line ownership rules, financing re-
quirements, rates of return,
industry structure, and other key
elements of current regulation.

Most of the energy reserves re-
maining in the United States lie
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under federally owned lands, on-
shore and offshore. A complex
system of bidding and leasing
has grown up as the system by
which private firms or groups of
firms buy the privilege of drilling a
well or operating a mine in a cer-
tain location on federal land.

Because the bidding and leas-
ing of federal offshore energy
lands alone occur on a scale of $7
billion per year and that figure is
likely to increase considerably,
two UT economics researchers
have begun to develop and test a
theoretical model of how firms be-
have in the offshore tract auctions.

Quite a few factors influence an
energy development firm's deci-
sion to bid on a tract, said Dr.
Randolph Lyon, assistant profes-
sor of economics. Two of the most
important factors are technical in-
formation about the potential of
the tract and the firm's financial
constraints. From the firm's point
of view, an optimal bid is one that
is feasible given the firm's finan-
cial constraints, allows a reason-
able rate of return, and is competi-
tive with the bids of other firms, he
said.

Dr. Lyon and Dr. Otis Gilley, also
an assistant professor of eco-
nomics, are creating a theoretical
model of the process of bid entry
decisions and will test it statisti-
cally. With the model they hope to
examine such questions as:

" How tract characteristics af-
fect bidding patterns

" How firms select partners for
joint bidding

* How the current ban on joint
bidding for the eight major oil
companies affects bid levels
and lease distributions.

Want to receive CES
Executive Summaries?

To be included on the mailing
list to receive executive sum-
maries of major Center for En-
ergy Studies research reports,
both technical and policy-re-
lated, please send your name, af-
filiation or organization, address,
and area(s) of interest to:
Jennifer Evans, Center for En-
ergy Studies, ENS 143, The Uni-
versity of Texas at Austin, Aus-
tin, Texas 78712.
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MICROCOMPUTER
SOFTWARE FOR

INDUSTRIAL
ENERGY

CALCULATIONS

T he Energy Conservation
Division of the Center for

Energy Studies offers five pieces of microprocessor
software that calculate industrial energy processes deal-
ing with: steam, heat loss and insulation, piping, curve
fitting of data, and discounted cash flow.

These programs are written for the Apple 11 computer
on 16-sector disks, and each one includes a documenta-
tion manual. Priced at $50 apiece, they are useful for the
plant manager or engineer who needs an inexpensive
and quick way to make these calculations frequently.

To order, fill out the form at right, detach, and mail,
either including payment (check made out to The Univer-
sity of Texas at Austin) OR filling in purchase order
number on the form. Mail to:

Microcomputer Software Project
Center for Energy Studies
ENS 143
The University of Texas at Austin
Austin, Texas 78712

.................. E............E..

Order Blank

D Thermodynamic Properties of Steam-Computes en-
thalpy, entropy, saturation temperature, saturation pressure, .
specific volume, temperature

Q General Curve Fitting of Data-Computes best-fit equa- .
tions for exponential, square root, log., power, inverse,
linear, polynomial; performs % deviation, plots, and in- .
terpolations

Q General Heat Loss Estimation-Computes Btu/hour loss- .
es from pipes and flat surfaces with varying temperatures
and single or multilayer insulation

Q Pressure Loss and Pumping Power for Pipe Flow-
Computes head loss and power consumption in a single .
pipe; allows user to specify any configuration of pipe fittings
(program contains menu of common pipe fittings)

Q Discounted Cash Flow Analysis-Computes labor cost,
energy cost, interest, and depreciation to give discounted .
rate of return or payback period; user can specify operating
hours, efficiency characteristics, depreciation alternatives,
and five other input options

Q Total payment enclosed, OR
Q Bill, purchase order number_

-(Quantity) x $50.00 (Price) = $

Texas residents add 5% sales tax $

Total $

Name

Firm -

Street

City State Zip

Phone Number Date .
............................... U....EE


