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ABSTRACT 

Title of Dissertation: The MAORT Operat ion: A Histor y of the St3ndard 
Oil Company (New Jersey) in Hungar y 1938-1948 

Bela Kissh, Doctor of Philosoph y, 1984 

Thesis directed by : Professor George L. Yaney 
Department of History 

A multinational American company discovered oil in Hungar y on 

November 20 , 1937. The flowing wells produced crude for Hungary; 13ter, 

they supplied some of t he mili tary needs of Germany and the demands of 

the Soviet Red Army after World War II. On September 20, 1948, a newly 

formed Communi st Hungari a n government nationalized the company, claiming 

that some American and Hungarian managers had sabotaged pr oduction. The 

decade-long operation of the Hungarian-American Oil Company, whose 

Hungari an acronym was MAORT, left behind intermittent, yet discernible 

trails in company , state, military and diplomatic records. In the 

aggregate, these documents preserved the histor y of MAORT, which 

exploited the Transdanubian oil fields in peace, in war, and under a 

socialist order. 

Discover y of crude deposits, attainment of national self-suffi

ciency in refined oil products, a nd friendly cooperation be tween state 

and company hallmarked the fir st half of MAORT's hi story . During the 

war, the state sequestered the company and ruinousl y accelerated 

exploitation of the fields; still, Hungary relinquished less oil to 

Germany than was demanded. After the war, the Red Army came to occ upy 

the fields and held the oil complex as a war trophy until 1947, when a 



peace treaty was signed, 

By the time the American managers had regained control over their company, the Hungarian government was in the midst of e xpropriating private enterprises. To allow, in the presence of massive Soviet arms, a vital segment 1n the nation's new socialist economy to remain in private foreign hands, was inadmissible. A criminal trial, in which the state's case rested on confessions of industrial sabotage, provided the means and justification for the expulsion of the American managers, the sentencing to prison terms or death of the Hungarian managers, and the nationalization of MAORT in 1948. The company began by serving Hungarian interests, but in its later years it became a pawn in German and Soviet hands. 



PREFACE 

In recent decades, the di s ci pl i ne of histor y has continued to 

broaden and the field of histor y has grown richer. Mult i nat i onal oil 

companies' role in the de velopment and support of the twentieth century 

state has received some attention. Control over oil resources, or lack 

of it, has had a massive influence upon national economies and interna

tional relations. Yet, Georges Clemenceau's World-War-I dictum, ''A drop 

of oil is worth a drop of blood,'' has been slow to generate historical 

scholarship in oil-related matters, even during the post World War II 

era. 

A major reason behind the paucity of oil-based research has been 

the fact that most primary source materials have been in the holdings of 

multinational companies. Traditionally, these large business firms have 

recognized few compelling reasons to open up their records for scrutiny. 

Occasionally, for ulterior motives, these firms have commissioned his

torians, selected from distinguished universities, to write their his

tories based on carefully chosen documents. With few exceptions, these 

accounts have turned out to serve the companies' interests and only 

incidentally to advance historical learning. 

The majority of those who have written on the petroleum industry 

have used wide-angled lenses. They have examined the oil scene from the 

beginning and concentrated on the geological, technological and admin

istrative aspects of the industry. But most of them have given little 

or no space to the industry's close and diverse relations with politi-

ii 



cians and governments. 

The pres ent a ccoun t of St a ndard Oil Company's operation in 

Hungar y is the hi s tor y of th e count ry's c r ude o i l i nd us t ry from the 

beginning to 1948. It has been a d i ffi cult undertaking . Both govern-

ment and company offici a ls ha ve been e vasi ve and uncooperati ve. The few 

and short s econdary sources that make reference to t he top ic provide 

only fragmentar y information. They all sa y that the pertinent records 

were lost, burned or destroyed during or after the war. Howe ver, I ha ve 

discovered that certain events, felicitous for researching historians, 

have contributed to the preservation and availabilit y of a large number 

of records both in Hungary and the United States. 

During its entire operation, Standard Oil's Hungarian affiliate 

needed and used the good offices of the U.S. Department of State. 

Foreign officers of the U.S. Legation in Budapest acted as intermedi

aries in cases of serious disputes between the affiliate and the state, 

and served as a clearing-house or conduit of confidential information 

between the affiliate and its headquarters in New York. Howe ver, e very 

time assistance was rendered, an official record was created which, as 

the property of the United States government, was eventually deposited 

in the National Archives and became available to interested parties in 

twenty years time. Because of the stormy history of the affiliate, a 

plethora of oil documents had been saved. 

In 1965, the Hungarian government commissioned a member of the 

Hungarian History Institute to collect, arrange and retype those docu

ments in the holdings of the Hungarian National Archi ves which had rela

ted to crude oil exploration and exploitation. With the documents 

retyped and some of them provided with explanatatory text, the historian 

arranged them into three volumes and photocopied each two hundred times. 

iii 
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In the end, each set of volumes was distributed to certain state offi

cials and placed on the reserve shelves of selected libraries. 

The larger portion of the three- volume set of documents relates 

to the operation of Standard Oil's Hungarian affiliate. These docu

ments, letters, reports and memoranda, were exc hanged between the affil

iate and the Hungarian Ministry of Industry. On the whole, they show 

many gaps and inconsistencies ; nonetheless, they complement t he ones in 

the Washington National Archi ves, e s pecially in the case of the war 

years, for which they represent the only source of information. 

Together, the two sets of documents, one in Budapest and the other in 

Washington D.C., contain enough information that a full history of 

Standard Oil's Hungarian affiliate could be written. 

This history di vides into two parts. One describes the techni

cal accomplishments of the people who discovered the oil, exploited the 

oil fields, and made the oil available for distribution. The other 

deals with the subtle and open struggles among states and armies to 

establish control over this essential natural resource. 
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CHAPTER ONE 

BACKGROUND: THE AGREEMENT AND CONTRACT 

Discovery of crude oil by the European Gas & Electric Company in 

1937 and exploitation of the oil fields by the Hungarian-American Oil 

Company 1 during the following decade were inseparably tied to the 

activities of the multinational Standard Oil Company of New Jersey. 2 

Crude oil and natural gas seepages had been observed in the Hungarian 

countryside for centuries; geological and geophysical examinations had 

indicated the presence of oil-bearing sands under the Danubian Basin; 

drill core samples had linked the subterrane with Polish and Romanian 

fields. Still, eighty years of exploration by private concerns and 

state agencies produced no result. Not until the 1930s, when Standard 

Oil decided to e>:pand its interest in Europe, did Hungaria.n terra begin 

to yield oil. 

Standard Oil, one of the largest multinational holding companies 

in the world, conducted some of its East-Central European business 

through the European Gas & Electric Company, called Eurogasco for short. 

A group of American and British investors founded Eurogasco to develop 

crude oil and natural gas resources in Yugoslavia, Austria, 

Czechoslovakia and Hungary;~ and incorporated it under the laws of the 

state of Delaware on February 24, 1931. 4 Reasons for the establishment 

of this American-British company arose partly from the actions of a 

multinational oil cartel, and partly from the investors' contacts with 

native geologists and oil companies working in East-Central Europe. 
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Significantly, as soon as Eurogasco completed the first e>:ploratory well 

in Aust ria and began negotiations for hydrocarbon concessions in 

Hungar y , Standard Oil purchased a block of Eurogasco shares in 1933; and 

three years later, decided to gain outright control over it.~ 

A concessional contract, drawn up in 1932 and subsequently rati-

fied by the Hungarian Parliament , defined the rights and responsibil

ities of the sovereign state an d multinational operator. The most 

remarkable feature of the concessional document was the article which 

stipulated that the company could increase production of crude just 

until domestic needs of the country would be reached. Hungarian crude 

would not be allowed to glut world oil markets. In a world of inter-

dependence and cooperation and only occasional and irregular competition 

among major oil companies, Standard Oil wanted to prevent Hungarian 

production from disrupting the world market. 

Establishment of Euroqasco 

Fear that depletion of the world's known crude oil fields would 

cause an oil shortage gripped the Western industrial nations in the 

early 1920s. Major oil companies from the United States, Great Britain, 

France, Netherlands and Italy started a worldwide scramble for new 

sources. Their discovery of several prodigious fields in different parts 

of the world, especially in the Middle-East, allayed this fear. 

Not surprisingly, some of the large multinational companies , 

specifically Jersey Standard, Anglo-Persian and Royal Dutch-Shell, had 

come into conflict among themselve~; over possession of the most prom

ising oil region lying under Arab land. At the insistence of their 

governments, the vying companies resolved their differences by signing 

the notorious Red Line Agreement of 1928. The companies, representing 

I 
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five nations, united to divide and share the oil regions of the Middle 

East. 0 Lat.er, when the pr , ,blE'm of a c:r-ude oil surplus arose, the three 

largest oil companies considered this agreement as a precedent and 

formed the fir st multinational oil cartel . 7 

In the fall of 1928, Walt er C. Teagle of Standard Oil, Sir John 

Cadman of Anglo-Persian and Sir Henr y W. A. Deterding of Royal Dutch

Shell met in Scotland and drafted a seventeen -page directive which 

became known as the Achnacarry Agreement.~ The document put forth 

principles, objectives and procedures to be followed by the petroleum 

industry in the future. The three cornpanie5 pledged ta'' ... acc:ept 

their present vo lume of busi ness an d their proportion of any further 

increase in consumption.'' 9 In essence, they divided the world market in 

order to control production. 

Throughout the 1930s, except far br i ef periods of price wars in 

scattered parts of the world, the major oil companies followed arrange

ments for controlled production, pr ice uniformity and market s haring. 

Both the actual amount of oil produced from a particular source and the 

actual amount of oil sold in a particular market area depended on the 

stipulation of understandings existing among the major s . These prac

tices were the world oil industry' s answers to economic depressions. 10 

Local problems and peculiarities of the indus tr y found solutions 

in regional compacts. In January of 1930, the Memorandum for European 

Markets announced that ''local arrangements will be made between the 

parties (oil companies) for eac:h country and s hall be of such duration 

as may be thought advisable." 11 By September, the three major s 

concluded local marketing agreements for Germany, Austri a , Switzerland 

and Poland. In the end, the memorandum decl c:1red that "it i s the 

intention that all outside concer-ns •.• shall be admitted . ' II 12 
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indicating that the three majors were interested in a united-front type 

of progr·am. 13 

Quotations from cartel agreements, pronouncements of company 

officials and details of local arrangements were consistently reported 

in comtemporary trade journals such as The Petroleum News, The Petro

leum Times, The Oil and Gas Journal and The International Petroleum 

Trade. By 1931, the tendency toward "cartelization" of the industry was 

evident; and with each passing month, less time remained for those who 

wanted to join in the general reorganization. A group of American and 

British investors sensed the opportunity and prepared themsel ves to 

export capital and technology into a part of the world where new discov

eries might be made. They knew that if they registered their intention 

by the incorporation of a company, they would discourage other groups 

from pursuing the same goal. In case they struck oil, they would auto

matically gain possession of producing rights in the region. They were 

confronted with one question: 

out for their operation? 

what part of the world should they single 

In the fall of 1919, Dr. Hugo Bockh, one of the most prominent 

geologists in Hungary, was appointed Under-Secretary of State, and was 

placed in charge of the Mining Division, a section of the Hungarian 

Treasury. 14 He belonged to those few who believed that frequent surface 

showings of natural gas and crude oil in Hungary indicated that the 

country was rich in hydrocarbons, and discovering them depended on 

long-term investments by a company which had ac cess to advanced mining 

technology and machinery. One of Bockh's first acts was to approach the 

Anglo-Persian Oil Company and invite it to undertake e~plorations in 

Hungary. a, 

The following year, Anglo-Persian sent W. L. W. Bird, repre-

~ 
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sentative of the affiliated D'Arch y Exploration Company, 16 to Budapest 

to meet members of the Hungarian government (Ferenc Bohm, Hugo Bockh and 

Janos Teleszkyl and negotiate concessions for the exploitation of oil 

and gas resources in the western part of the country. To complete 

geological surveys and drill test wells, the D'Archy official formed a 

subsidiary, the Hungarian Oil Syndicate (Brit-Magyar Asvanyolaj es 

Foldgaz Reszvenytarsasagl, consisting of Hungarian nationals. 17 Ferenc 

Bohm, who was an advisor to the Finance Minister, became the part-time 

executive manager of the syndicate. Hugo Bockh served as the director 

of geological research; Dr. Aladar Vendel, Dr. Ferenc Vajna Pavai and 

Dezso Panto assisted Bockh. To supervise the gathering of geophysical 

data Dr. Gyula Pekar, a full-time ministerial advisor, was appointed. 

His aids were Jeno Fekete, Miklos Szacsali and Janas Renner. 1 e These 

Hungarian scientists directed the geological examinations and the drill

ing of three test wells. As the work progressed, they sent geological 

reports, charts and maps to the London headquarters. There, based upon 

the information coming from Hungary, British officials made the impor

tant decisions concerning the future of the operation. 1 ~ 

Because of failure to discover ail, Anglo-Persian terminated the 

research effort and dissolved the Hungarian oil syndicate in 1923. 20 At 

the same time, the multinational company decided to retain the services 

of several Hungarian professionals and offered them employment in 

distant parts of the world. They were competent oil men who had come 

close to discovering Hungary's major oil deposits. In 1937, Eurogasca 

struck ail merely one-third of a mile from their very last abandoned dry 

hole test well. 21 

Hugo Bockh was the first Hungarian geologist to take up work for 

Anglo-Persian at exploration sites in Persia, Guatemala, Columbia, 

, ; 
I 
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Tr ini dad, Venezuel a and Alban ia. He return ed to Hungary in 1928 to 

ass ume director s hip of the roya l Hungar ian Geol ogi ca l Institute . 22 

Geoph ys icists Fekete and Renner we r e ass i gned t o the Burma n Oi l Comp a ny , 

a subsidiary of Anglo-Per s ian. They wor ked i n the Far Eas t t a king grav

ity measurements, using the Eot vos t or s ion balance i ns trument 2 ~ to 

determine substrata density. Pavai accepted a pos i tion wi t h a French 

company to carr y out geolog i cal s urve ys in s outhern France; l a ter , he 

j □ ined a team searching for oil and ga s in Austria. 24 Dr. Simon Papp , 

who in the next decade would become the central figure in Hungarian 

crude production, also found employment with Anglo-Persian conducting 

geological research in Turkey , Croatia and Albania. He al s o made 

e xplorations for another ail compan y in Canada and German y . Finall y , 

Miklos Szecsad y took measurements with the Eot vos torsion bal ance in 

Persia; and Pal Mazalan, mining engineer, directed drilling operations 

in Albania. 2 e 

Other Hungarian geologists who had no affiliation with the 

syndicate or Anglo-Persian were also leaving the countr y . Among them 

the most distinguished was Dr. Laj □S Locz y , Jr., who like Bockh, c ame 

from a family that for generations contributed significantl y to the 

advancement of geology bath as a s cience and as a prafess ian. 26 Lac zy 

became associated with the Dutch-Shell Compan y and completed s ur ve ys in 

South America and East Asia. Andras Raz lazsnik, a mining engineer 

employed by the Argentine government, organized the drilling operations 

of the state's ail fields. 27 The onl y Hungarian geologist who gained 

employment in the United States in an American compan y , the Tor s ion 

Balance Exploration Campan y of Houston, Texas , was Dr. Ra ul Vajk. He 

worked as a geoph ysical interpreter between 1928- 31. 2 e 

Whi le British companies were interes ted in searching for crude 

I 

'I 
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ail deposits, Americans concentrated an the selling of petroleum prod

ucts in Hungary. A wholly owned subsidiary of the Jersey Company, the 

Hungarian-American Petroleum Campany (Magyar-Amerikai Petroleum 

Reszvenytarsasagl, began distributing petroleum products in 1921. The 

company"s original capitalization of 5,000,000 karonas (approximately 

$80,000) increased threefold to 1,600,000 pengos (approximately 

$250,0001 by 1927.~~ 

American and British investors who sensed the general reorgani

zation of the multinational oil industry and wanted to move into a part 

of the world where new discoveries might be made, found their target in 

1931. Learning in scientific and business circles about the hydrocarbon 

potential of East-Central Europe, they established Eurogasco to bring 

capital and technology into Austria, Hungary, Czechoslovakia and 

Yugoslavia. They hoped that with the start of local production of oil, 

in an energy-poor section of the continent, they would be able tCJ see 

their company prosper without competition. In view of the trend toward 

cartelization of the oil industry, the American and British owners of 

Eurogasco set for themselves realistic business goals. 30 

Standard Oil's Interest in Eurogasco 

As early as the turn of the century, American and British oil 

companies had been involved in both upstream (production) and down

stream (distribution) activities in Eastern Europe. In 1904, Standard 

Oil and Anglo-Persian acquired interests in the production of the 

Galician fields of the Austra-Hungarian Empire and the Plaesti fields of 

Romania. 31 After World War I, they acquired refining, storage and dis

tributing facilities to service the rapidly proliferating internal 

combustion engines in most countries of this area. 32 These investments 

I 

I 
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indicated that the two ma jor internati on a l s were on their way t o 

establishing both horizont a lly an d ver t ically integra t ed operati ons. 

In the early 1930s, t wo developments impressed off i cials of the 

Jersey company to the extent th a t they deemed it adva nt a geous for their 

holding company ta gain control over Eurogasco. One was the abrupt but 

understandable change in the amoun t of oil the Sovi et Union had been 

exporting to Western Europe. Traditionally, since the Swedi s h Nobel s 

and the German Rothschilds had establi s hed thei r oil firms at the turn 

of the century, the Baku and Grozny field s in the Caucasus had produced 

crude for export. In 1933 , one year after the Soviet oil companies 

shipped abroad a record amount of petroleum, the Soviet government began 

reducing the export quotas. This occurred because accelerated industri 

alization and concomitant mechanization of agriculture forced the Soviet 

planners to allocate more oil for interna l consumption. While Soviet 

crude oil production continued to increase, production for foreign 

markets decreased until it came virtually to an end in 1940. 33 

The other development involved Romania, the only high-volume 

crude producer of continental Europe. Despite contracting global demand, 

Romanian producers increased their crude oil export between 1930 and 

1933 from 30 million barrels a year to 60 million in accordance with the 

Romanian government's orders. 34 

Under pressure from the major internationals <Standard Oil, 

Anglo-Iranian and Royal Dutch-Shell) to reduce and regulate production, 

the Romanian companies refused. They also declined to join any ''local 

arrangements." In this situation the majors concluded the Heads Agree

ment for Distribution in 1932 and the Draft Memorandum of Principles in 

1934 as their last attempts to force the Romanian companies to adopt 

certain production quotas. 3 e The Romanian producer s fir s t agreed to 
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limit their output, but e ventually they renounced their promises. This 

happened in s pite of the f act that most of the companies were owned by 

American, British and Dutch multinationals. 3 6 

At the root of the uncontrollable production of the Romanian oil 

industry was the Romanian s tate 's almost exclusive reliance on" ••. 

income from the oil trade both internal and external ... "37 Since 

1924, the government had been sanctioning new mining laws which raised 

taxes on the amount of oil produced, placed native citizens on the 

boards of directors of foreign-owned companies and toughened the already 

demanding new oil field lease requirements. 3 e These measures hamstrung 

the managers of foreign-owned companies in the free operation of their 

enterprise, and perhaps more importantly, manifested the Romanian 

state's resolve to move with deliberate steps toward nationalization of 

the industry. 

For Standard Oil, it slowly became impossible to compete suc

cessfully against the unrestricted flow of cheap Romanian crude in 

European market areas where it mostly took the place of the diminishing 

Soviet export oil. Standard Oil subsidiaries had been consistently reg

istering losses in East Europe between 1931 and 1936 because of higher 

transportation costs of their petroleum products. Two specialty com

panies, one in Czechoslovakia and one distributing in both Austria and 

Hungary, had ended those years more often with deficits than not. In 

Poland, the Standard-Nobel w Polsce reported annual losses of more than 

$300,000.3"' It had become apparent that "agreements" and "memoranda" 

failed to help balance supply with demand at a reasonable profit in the 

eastern part of Europe. 

To change the situation, Standard Oil had one of two courses of 

action to follow: form a company to e xplore the hydrocarbon potential 
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of East-Central Europe or buy participation in a company which had 

already been exploring the area for natural gas and crude oil. Standard 

Oil's officials chose the latter as early as 1933. In that year, 

Eurogasco discovered Austria's major oil field in the vicinity of 

Vienna 40 and concluded negotiations for rights to explore in Hungary. 

During the next three years, Eurogasco began experiencing finan

cial difficulties. The building of the Austrian operation required large 

sums; and at the same time, the Hungarian explorations grew much too 

expensive. To maintain solvency, Eurogasco had to rely upon Standard 

Oil's recurring purchases of new blocks of stocks. In 1936, the large 

multinational gained control over Eurogasco; and by 1939, it had 

acquired 81.68 percent of the preferred and 90.95 percent of the common 

stocks in Eurogasco. 

Some years later, in 1939, looking back to the problems of the 

early years of the decade, Wallace E. Pratt, a director of Jersey 

Standard, wrote to Eugene Holmes, who in 1944 became the multinational 

holding company's president, that " .•• a producing effort in Europe on 

our part was justified as a defensive measure for the purpose of safe

guarding our marketing in various countries there." 41 This was in line 

with Standard Oil's policy of making continuous use of resources, even 

at times of shrinking demands during the Great Depression. Expli 

citly, Standard Oil had intensified its efforts to find local production 

to reduce cost of transportation, and acquisition of Eurogasco served to 

fulfill this goal. 
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Beginning of Negotiations 

Eurogasco maintained several offices to manage the activities of 

the firm. The first president, Henr y I. Pierce, as well as his 

successor, Ralph P. Bolton, 42 operated the company's headquarters in 

London; Eugene Holmes, one of two vice-presi dents, kept his office in 

New York. When the director s selected Austria as the first count r y in 

which they wanted to search for oil, they promoted Oscar Taussig to 

vice-president and stationed him in Vienna. It happened in the Austrian 

capital that the officials of Eurogasco and several geologists from 

Hungar y met in the summer of 1931. 

The most accomplished geologists of the country were among the 

delegates from Budapest. Moreover, perhaps not surprisingly, each had 

at one time been in the employment of Anglo-Persian. Hugo Bockh, Ferenc 

Bohm, Dezso Panto, Vajna Pava i, Gyula Pekar and Simon Papp reported to 

the officials of Eurogasco in Vienna that based on their measurements 

and evaluations, Hungary possessed economically val uable crude oil 

deposits. 

Bockh and his colleagues e xplained that in East -Central Europe 

oil had been associated with the Sarmatian stratum which had most often 

been part of Tertiar y formations. Because the Danubian Basin had been 

overlaid by sediments of Tertiar y origin in which Sarmatian horizon s had 

been included at most places, structural conditions were favorable for 

the presence of oil-saturated sands. In case the sand strata contained 

oil, they were buried at great depths in complicated cross-bedded 

formation s . To locate the oil deposits and extract the oil, the 

Hungarian geologists cautioned, would require in vestment of large 

capital and utilization of advanced tec hnology. 4
~ 
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In spite of the limited prospects, Eurogasco officials showed 

interest in moving their operations to Hungary. In the fall of 1931, 

Henry I. Pierce dispatched Paul Ruedemann to Hungary. Ruedemann, a 

naturalized American citizen of German birth, was a geologist who 

studied at the University of Michigan and at Cambridge University in 

England. He was a competent professional whose distinguishing qual

ification for the assignment was his exceptional command of the German 

and Hungarian languages. 44 

In Budapest, Ruedemann met Ferenc Bohm, one of the geologi s ts 

who participated in the Vienna talks and Jacques Kaunitz, a businessman 

who had occasionally arranged for trade negotiations between high 

ranking state officials and representatives of foreign concerns. The 

two Hungarians were able to arrange an appointment with Dr. Bela Imredy, 

Minister of Finance. As a result of the exploratory type of conversa

tion, Ruedemann and Imredy agreed that to expedite matters, they would 

include legal and financial advisors in the next round of their dis-

cussions. 4 e 

A Hungarian treasury, which had limited funds for geological 

explorations, and prominent state officials who had abiding doubts over 

the hydrocarbon potential of the country, were behind the Finance 

Minister's quick acquiescence to the opening of negotiations. The 

Hungarian government's response to a memorandum of the incoming director 

of the Royal Hungarian Geological Institute, Dr. laJos Loczy, Jr., in 

the spring of 1932, further confirmed the government's lack of finances 

to support strong research efforts for oil. Dr. Loczy addressed his 

request to Gyula Gombos, Prime Mini ster, on the occasion of the National 

Work Week. Loczy stated that because his and other geologists' eval

uations consistently pointed to the presence of oil-bearing sands in 

I 

,1 
I 
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several places, the unsuccessf ul efforts of the Hungarian 011 Syndicat e 

in southwest Hungar y should not discourage an yone, e s peci a ll y the state, 

from undertaking further e xplorations. To sustain interest, he recom

mended that the state support the Zala Count y exploration with four 

million pengos and the Bukkalja one with a half-million pengos. In 

turn, the Hungarian government decided to take over the Bukkalja opera

tion altogether and remained silent over Zala Count y 's oil potential. 

This signaled that the government would be willing to deal with foreign 

firms concerning Transdanubia; Eurogasce's plans for concessions in the 

region came at a propitious time. 46 

When Ruedemann met the Hungarian Minister of Finance in the 

spring of 1932, the American oil man presented to him a personal letter 

of recommendation from Henr y Stimson, the United States Secretary of 

State. 47 The attentive gesture was characteristic of good relations 

which had developed between the two countries since the end of World 

War I. Then the United States refused to adhere to the Treaty of 

Trianon, a diktat which imposed punitive measures on Hungary after World 

War I, and in t he summer of 1921, granted a generous treaty of peace to 

Hungary. 4 e Later , the establishment of de facto diplomatic ties49 and a 

reconstruction load from the League of Nations underwritten by the 

United States,eo laid such a massive foundation of good will that e xem

plary relations between the two countries continued to exist until the 

outbreak of World War 11.e 1 

Economic connections assumed similar characteristics when repre

sentatives concluded the Treaty of Friendship Commerce and Consular 

Rights on June 24, 1925, to st.rengtt-ien "the bond of peace" and to pro-

mote "fr-iendly intercourse." Citizens of each nation recei ved per-

mission ''to carry on every form of commercial activity which was not 
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forbidden by local law" and were granted ''most favored" status provided 

they conformed "to local laws and regulations." Corporations and asso

ciations were allowed to be formed '' in accordance with and under the 

laws, National, State or Provincial of either High Contracting Part 

provided that they pursue no aims within its territories contrary 

to its laws. " The nations also granted rights and privileges to each 

other II with respect to the mining of oil . on the public 

domain II Finally the treaty provided in clear and unconfounding 

terms that properties of one nation on the territory of the other 

II could not be taken without due process of law and payment of Just 

compensation."~2 

In view of past relations between American multinationals and 

the United States government, Eurogasco entered Hungary anticipating 

s upport from the Department of State. It had become a tradition for 

American diplomatic posts to advise and aid venturesome American 

companies and to place the services of their "good offices" at the 

disposal of these companies.~3 In Hungary, members of the American 

Embassy extended personal favors and professional assistance to the 

officials of Eurogasco. Particularly helpful was the avuncular, John 

Fluornoy Montgomery, long time American Minister to Hungary, who enjoyed 

intimate connections with many of Hungary 's aristocrat--politicians and 

industrialists.~4 

The Agreement 

In the spring of 1932, Henry I. Pierce and Paul Ruedemann trav

eled to Budapest where, sitting with Hungarian legal, financial and 

industrial experts, they drafted an agenda that eventua ll y formed the 

basis of relations between the multin a tional company and the sovere ign 

! 
/ 

,, 
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state. 5 ~ During the rest of the year, the parties evaluated their 

positions; and in the spring of 1933, they again assembled and worked 

out the details of a final agreement and contract. 5 ~ 

The two legal instruments were based on Law Article VI of 1911, 

an inclusive addendum to the corpus of Hungarian Mining Laws. In clear 

and concise terms, this jurisprudence established the state's monopoly 

over hydrocarbons and activities related to their exploration, 

production and marketing. It also empowered the state to transfer this 

right to a private firm. The Minister of Finance was designated as the 

one who had sole right to grant concessions by way of written contract 

or agreement which, to become valid, had to be submitted to the 

parliament for a vote.e7 Law Article VI contributed to the creation of 

a secure legal climate for the development of a petroleum industry. 

In general, the clauses of an agreement defined the rights and 

responsibilities of sovereign state and multinational operator. It enu

merated areas which the parties would share as a result of cooperation. 

A mechanism to settle disputes was included, together with specific 

punitive measures against the operator in case the operator failed to 

satisfy certain requirements. The document contained no penalties in 

reference to the state for not fulfilling its part of the agreement. 

A detailed analysis of the agreement would offer an insight into 

the legal foundation of negotiations for concessions and would allow 

amplification of those provisions which could form the basis of an even

tual expropriation by the state. The latter has led to dramatic events 

in the history of conflict between the multinational company and the 

sovereign state. 

The Agreement, a twelve-page printed document, was based on the 

stipulations of Law Article VI of 1911. On the one hand, the Royal 
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Hungarian Minister of Finance on behalf of the Royal Hungarian Treasury 

transferred the state's monopoly over hydrocarbon (crude oil and natural 

gas) explorations in the entire area south and west of the Danube River, 

an area of 8,000,000 acres to Eurogasco for a period of five years. <See 

map on the following page.) On the other hand, Eurogasco obligated 

itself to undertake geological explorations and test borings amounting 

to an investment of no less than $300,000.~9 

According to the Agreement, Eurogasco obligated itself to under

take geological and geophysical research of the concessional area and 

agreed to submit to the Ministry of Finance and the Royal Hungarian 

Institute of Geology a copy of the resultant maps, diagrams and reports. 

In return, Eurogasco gained access to all geological data (of the same 

area) collected and accumulated by governmental and scientific organ-

izations. 60 

The Agreement called for a rigid drilling schedule of test 

wells. The total exploration area was divided into three sections (see 

map). During the second and third years of exploration, the company had 

to complete the drilling of at least three test holes; by the end of the 

fifth year, Eurogasco had to have sunk five more test holes in a pattern 

that two of the three sections would have three test holes, and the 

remaining one section two test holes. The drilling rig used by the 

company had to be capable of reaching a maximum depth of 4,000 feet.• 1 

To obtain a working staff, Euragasco was allowed to employ 

Hungarian nationals. Professional, skilled and unskilled people could 

be hired in unlimited numbers. There was only one condition: in case 

the Hungarian government needed the services of a particular worker or 

group of workers, the government would have prior right to engage the 

services of the person or group of persons. This reservation would have 
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s erious i mpli cat ion s onl y in a case of prolonged national emergency.•~ 

Eurogasco had to sub mit to state supervision. The Minister of 

Fi na nce had the right to appoint a technical expert to inspect any phase 

of the explora tion. In case t he government requested some information, 

the company had t o furnish i t expeditious l y. 63 

In the e vent oil wa s disc overed in commerc i a l quantities , 

Eurogas co would have to fulfill certain add it ional obl i gations. On the 

quantity of oil Eurogasco produced, the comp a ny had t o 

pay a royalty of fiftee n percent t o the Royal Hungarian 
Minister of Finance either in kind or in c ash a t the choic e of 
the Royal Hungarian Minister of Finance •.•. If paid i n cash , 
the price s hall be the current price obtained by Eurogasco. 64 

On the producing field, the compan y would have to employ such ext r ac tion 

methods which would prevent wastage of oil. The Agreement s tated: 

In the event of striking oil or gas, Eurogasco s hall ta ke 
all measures technically and reasonabl y possible for avoiding 
waste a nd for collecting and s t oring t he oil a nd f or shutting 
off the gas wells. Eurogas co shall be answerable for loss of 
oil or gas arising from its failure to carry out these 
obligations and also for any damage which may arise as a result 
of negligence on its part.•~ 

If natural gas were discovered in s ufficient quantities, the 

company officials would have to begin negotiations with the Mini ster- of 

Finance concerning compensation t o the state a nd plans to tr ans por t the 

gas for use in Budapest. As a n ac t of ackowledgement for di scover ing 

oil or gas, the Hungarian s tate would grant exclusive rights to 

Eurogasco to produce it.•• 

To impartially settle disputes arising between the s tate a nd the 

compan y , the Agreement provided for a board of arbitr a tion c a ll ed the 

Jury of Experts. The jury consi s ted of fou r members: two appoint ed by 

the Finance Minister and two by the President of Eurogasco. The f our 

members would elec t one of their number to be the chairman. If the four 
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e xperts could not reach agreement concerning the person for the chair-

man s hip, the Chairman of the High Court of Justice of Hungary <Kuria) 

would appoint one. The expenses of the Jury had to be born in equal 

amounts by the state and the company.b7 

In case Eurogasco failed to fulfill the terms of the Agreement, 

all rights and privileges granted to the company would automatically and 

irrevocably revert to the Hungari an state. In suc h eventuality, all 

material, equipment, plants, machinery etc., bel on ging to Eurogasco, 

would 

• became the property of the Hungarian State ... provided 
that the Hungarian State shall refund to Eurogasco the cost of 
such material at a price which shall be the estimated 
value at the time of the taking over .•• . be 

If the estimated value of the confiscated property became the subject of 

disagreement between the state and the company, the Jury of Expert s 

would establish the just price. 6
~ 

The parties decided that the company's law suits, belonging to 

civil courts, would come under the jurisdiction of the Central Court of 

Budapest (budapesti kozponti Jarasbirosagl and law suits of criminal 

allegations would be tried by the State Court of Budapest (budapesti 

kiralyi torvenyszekl. 70 

The parties drafted the Agreement in two authentic copies: one 

in English and one in Hungarian. In case of a disagreement concerning 

the language of some definitions or a divergence of interpretation would 

develop, the experts would scrutinize the Hungarian text; it was 

declared to be the prevailing one. Dr. Bela Imredy71 and Henry I. 

Pierce signed the document on June B, 1933, in the presence of four 

witnesses: Dr. Zsigmond Thaly, Ferenc Bohm, Ingemar 0. Taussig and Abel 

Bodog. 72 

r 
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Th e Contr:1ct 

Concurrently with the drafting of the Agreement , the parties 

negotiated the terms of a c ontr act t hat gave Eurogasco th e option to 

form a producing subsidiary in case the explorations led to the di s

covery of crude oil or natural gas deposits in commercial quantities. 

The ex istence of contractual arrangements assured Eurogasco of contin

uous legal standing in Hungary and promised the expeditious development 

of discovered hydrocarbon resources. 

The Contract set forth the scope of activities for the new 

company. 7 ~ It stated: 

The purpose for which the company is formed are [sic] to 
explore for and develop (produce, transport, buy and sell) oil, 
gas and other bituminous minerals which are the subject of State 
Monopoly according to Act VI of the year 1911 on the territories 
transferred to it and shall have the right to build or acquire 
and operate oil refineries and conduct all necessary business in 
connection therewith. 74 

While fulfilling these purposes, the company had to" •.. consider in 

so far as it could, without damaging its own interest, the economic 

interest of Hungary." 7
!5 The vagueness of this provision suggested that 

in the long run and in practical matters, the company and the state did 

not anticipate conflict. 

The initial capitalization of the company was established at 

$500,000, of which $150,000 had to be available at the time the company 

declared itself ready to begin production and the rest at the end of one 

full year of operation. The duration of the contract was set at forty 

years; however, if the company had invested at least $10,000,000 during 

that time, the Hungarian government would grant a twenty-year extention. 

The company, as any other legal entity of its kind in Hungary, received 

permission to issue stocks and bonds that could be bought and sold on 

, r 

I., 
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the bour-se. 70 

The company had to tur-n over- t o the state fifteen percent of its 

cr-ude oil and natur-al gasoline pr-eduction as r-oyalty pa ymen t s. Thi s ha d 

to be done in kind, but the Minister of Finance had the option to change 

this r-equir-ement and ask for- payments in cash. No later- than the tenth 

day of each month, the company had to report to the Minister of Finance 

the exact amount of hydr-ocar-bons produced during the previous month. 

The manner of making payments to the state in kind was described 

in detail. Crude oil had to be deliver-ed to storage tanks that were 

owned, built and maintained by the company. The oil had to be stored 

the fir-st thir-ty-day period without char-ge. If the state r-equested 

transportation of its oil from the storage place to a certain destina

tion, the company had to comply, charging the state only the actual 

cost. The government reserved for itself the right to sell crude oil 

below the "going" or "fi>:ed" price, in case the economic conditions of 

the country demanded such a move. 

If the royalty wer-e requested in cash, the company had to reim

burse the government at the market price. This price was fi xed "from 

time to time" by the Minister of Finance and a company representative to 

the satisfaction of both. If the two parties could reach no agreement, 

"the selling price of the crude oil would be the market price corres

ponding to the natural level of prices at the time." 77 

The Hungarian government extended substantial tax privileges to 

the company for the first fifteen years of operation. The following 

special considerations regarding rates and taxes were granted: 

full exemption from the corporation tax, and general 
income tax, as well as, with the exception of road tax, from the 
government, municipal and local additional taxes thereof, 
further from fees payable to the Chamber of Commerce and 
Industry. 
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. full exemption from government and local duty payable on 
the transfer of immovable property should such properties be 
purchased for the purposes of the working plants or in case they 
may be leased from duty payable in respect of the lease 
contracts. This exemption applies also to purchase of machines 
and accessories which are under duty legislation deemed to be 
like immovable property. 78 

According to the text, office and storage buildings, workmen's quarters 

and halls for social and cultural events were considered housing 

projects which II served the purpose of the working plants;'' 79 

therefore, they became exempt from taxation. Finally, the company did 

not have to pay fees for permits in case it entered into partnership 

contracts or issued shares of newly formed joint stock companies. 80 

Some of the Contract's tax clauses referred to possible contin

gencies in the existing tax structure of the country. In this respect, 

the Contract stipulated: 

Should the Hungarian system of taxation be changed during 
the period of the contract, in such a way that any differential 
taxation not existing at the time of the signature of this 
contract should be introduced that would impose rates higher 
than the general rates on such business as that in which the 
company or the branches are engaged, the supercharges resulting 
from such future differential taxation shall be refunded to the 
company or the branches by the Royal Hungarian Minister of 
Finance. 

In the event of an export duty on crude oil or its products 
being introduced during the period of this contract, the Royal 
Hungarian Minister of Finance shall also refund to the company 
the sums paid in respect thereof by it. 81 

Equal in importance to the clause which related to the pre

vention of oil wastage was the contractual understanding that perma

nently limited the volume of production. After the officials of the new 

company ascertained that they indeed discovered commercially profitable 

quantities of crude oil, they had ta develop the fields 

proving 
shall be 
marketed 

in a proper business-like manner, and provided it is 
reasonably remunerative ta the N.C. [New Company], it 
increased until the total home consumption which can be 
in Hungary has been secured. The drilling operations 
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for oil may be wholly or partially suspended, however, when it 
is shown upon the request af the N.C. to the Royal Hungarian 
Minister of Finance that in known oil pools the drilling has 
progressed so far that new commercially productive wells cannot 
be drilled therein. 82 

The Contract provided for punitive measures, if the new company 

produced more crude oil than the country could use. The very next para-

graph stated: 

Should the above conditions not be complied with, the Royal 
Hungarian Minister of Finance shall have the right to request 
the N.C. to make good the default. Should the N.C. not comply 
with the request within six months, the exploration and devel
opment rights on the areal unit or units in question shall 
revert free of charge to the Hungarian State together with the 
wells and test holes. 

In case any dispute ari ses out of this clause, the Jury of 
Experts shall decide in accordance with the stipulations of 
clause 25. 83 

The negotiated production ceiling prepared the way for controlled growth 

of the petroleum industry in Hungary, and it protected the arrangements 

of the multinational oil cartel from unexpected Hungarian oil exports. 

A simple procedure was selected to determine the price of crude 

oil. The Contract stated: 

The prices at which the N.C. is entitled to sell its crude 
oil, as well as the prices at which the Royal Hungarian Minister 
of Finance is entitled to sell the crude oil obtained by him as 
royalty from the N.C., shall be fixed from time to time by the 
Royal Hungarian Minister of Finance and the N.C. Failing to 
reach an agreement between the two parties, the selling price of 
the above mentioned crude oil shall be the market price 
corresponding to the natural level of prices at the time. 84 

However, the Minister of Finance had the right " ••• to sell the 

royalty oil at a lower rate should the economic conditions of the 

country demand it •.• in which case the N.C. also may sell crude oil 

at the same price." 8 e 

The new company had to purchase "all its plants and equipment 

required for production, upkeep and operation in Hungary." 86 In case 

some material or gear could not be found within the country, the 
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Mini ster of Finance in agreement with the Minister of Commerce would 

allow the new company to buy the particular item abroad.g 7 

While the Agreement allowed the employment of Hungarian citi

zens, the Contract required the new company to "engage Htingari an ci ti -

zens or employees, foremen and workers.""" This time, the foreign 

workers received special consideration. The Minister of Finance allowed 

the employment of foreigners "in positions which could not suitably be 

filled by Hungarian citizens."""' 

Regarding the economic interests of the Hungarian state and the 

new company, the latter had to follow some rather vague guidelines. 

They read: 

In carrying on the work of development for oi 1 and gas., as 

well as the disposing of the products, the N.C. shall consider, 

in so far as it can without damaging its own interests, the eco

nomic interest of Hungary, and shall comply with the reasonable 

requirements which the Hoyal Hungarian Minister of Finan ce may 

set forth in this respect."'0 

Legal consequences for not satisfying obligations were placed at 

the end of the Contract. Clause twenty-seven stated: 

In the event of default being established with regard to 

obligations stipulated in this contract ••• and should the 

intimation of the Hoyal Hungarian Minister of Finance, enjoining 

strict fulfillment of the conditions of the contract, remain 

disregarded within an adequate term to be fixed by him of not 

less than two months, • .• the Minister of Finance may bring 

legal action against the N.C. to enforce the fulfillment of the 

obligation • and if as the result of such legal action it 

shall have been established on three separate occasions that the 

N.C. has been in default •.• , the Minister of Finance may 

withdraw the rights transferred to the N.C. and sue for 

i nval i dati on of this contract before the Court . • . • "' 1 

The Minister of Finance could terminate <cancel) the Contract if the new 

company " 

obligation 

became bankrupt• .. 1192 or "failed to comply with the 

• ""'~ described in Clause one and read ". • . furogasco 

undertakes to form within three months (after discovery of oil) .•• an 

independent Hungah an Limited Company to be cal 1 ed the Eurogasco 
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Hungarian Campany or any other name stipulated before "~4 

In the event the Minister of Finance would have to cancel the 

Contract or declare the new company in default of its obligations, the 

Hungarian state would assume ownership of all or part of the new 

company's belongings (material, equipment, plant, machinery, etc.), 

provided that 

. The Hungarian State would refund to the N.C. the cost of 
such material, equipment .•. at the appraised value existing 
at the time of such taking over, such appraised value to be 
established by the Jury of Experts ... unless mutually agreed 
upon.•e 

Regarding courts of jurisdiction, the parties decided that law suits 

Which may arise out of this contract belonging to the 
jurisdiction of a regular court; and if Hungarian law does not 
confer an exclusive jurisdiction, the Central Court of Budapest 
[budapesti kozponti jarasbirosag) shall have the jurisdiction: 
and in such law suits for which the Royal Court [kiralyi 
torvenyszekl has jurisdiction, the Royal Court of Budapest 
[budapesti kiralyi torvenyszek) shall have jurisdiction.•6 

Some provisions of the Agreement were repeated in the Contract. 

They had to 

registration, 

be 

the 

transferred because with the act of the new company's 

Contract would supersede the Agreement. The 

duplication provisions referred to preventive measures against oil and 

gas wastage, supply of Budapest with gas, construction of oil and gas 

pipe lines, state inspection and supervision of production, submission 

of technical reports to state authorities, selection and role of the 

Jury of Experts, validation of the Contract by the Houses of the 

Parliament, number of authentic copies of the Contract and prevalence of 

the Hungarian version of the Contract. 

After the Contract was signed by the same persons on the same 

day as the Agreement,• 7 the Finance Minister sent both documents to the 

Parliament for ratification. 

Members cf the House of Representatives listened to the readings 
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of the Agreement and Contract on June 19, 21 and 22. Without comment or 

debate they approved them on June 23.~~ 



NOTES: CHAPTER ONE 

1. MAORT is the commonly used abbreviation for Magyar - Amerikai 
Olajipari Reszvenytarsasag (Hungarian-American Oil Company]. 

2. For a history of Standard Oil Company (New Jersey), pred
ecessor of Exxon Corporation, see the three-volume collaborative work by 
members of the Harvard Graduate School of Business History: Ralph W. 
Hidy and Muriel E. Hidy, Pioneering in Big Business 1882-1911 (New York: 
Harper and Brothers, 1955); George S. Gibb and Evelyn H. Knowlton, The 
Resurgent Years 1911-1927 (New York: Harper and Brothers, 1956>; and 
Henrietta M. Larson, Evelyn H. Knowlton and Charles S. Popple, New 
Horizons 1927-1950 (New York: Harper and Row, Publishers, 1971). 

3. Standard Oil Company (New Jersey) and Oil Production in 
Hungary by MAORT 1931-1948 (New Jersey: European Gas & Electric 
Company-Standard Oil Company, 1949), p. 1; hereafter cited as SOPHM. 

4. Letter, John W. Brice, President of European Gas & Electric 
Company, to the Secretary of State, November 23, 1948, Decimal File 864. 
6363/11-2348, U.S. Department of State Records, National Archives 
Building, Washington, D.C. In this collection, each document bears the 
number 864, denoting the country of Hungary, and the decimal number 
6363, specifying the topic of petroleum. Hereafter, documents belonging 
to this collection will be cited following the date of the document as 
NA Records. When the document is housed in Suitland, Maryland, it will 
be cited as NA Records, Suitland, Maryland. 

5. Moody's Manual of Investments American and Foreign 
Industrial Securities (New York: Press of Publishers Printing Company, 
1936), p. 2532; and ibid., 1939, p. 3086; and Letter, Brice to Sec. of 
State, Nov. 23, 1948, NA Records. 

6. The name of the agreement derived from a red line drawn on a 
French map outlining the former Ottoman Empire. The compact required 
each participant to buy crude only through the Turkish Petroleum Company 
(after 1929, Iraq Petroleum Company) in the region of Turkey, Syria, 
Lebanon, Israel, Jordan, Saudi Arabia and Iraq (Gibb and f(nowlton, I.he 
Resurgent Years, pp. 306-8). 

In modern economic terms, the Red Line Agreement created a 
monopsony (buyer's monopoly>, for the acquisition of Middle East crude. 

For a complete list of the ten companies, their affiliates, 
nationalities and exact shares in the Turkish Petroleum Company, see 
U.S. Congress, Senate, Federal Trade Commission, The International 
Petroleum Cartel, Staff Report Submitted to the Subcommittee on Monopoly 
of the Select Committee on Small Business, 82nd Congress, 2nd Session 
<Washington, D.C.: Government Printing Office, 1952), pp. 49, 65; 
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hereafter cited as International Petroleum Cartel. 

7. For comprehensive accounts on the American oil indus try, s ee 

Harold F. Williamson et al., The American Petroleum Industry 2 vols. 
(Evanston: Northwestern University Press, 1959-63), vol. I, Harold F. 
Williamson and Arnold R. Daum, The Age of Illumination 1859-1899; and 
vol. II, Harold F. Williamson, Ralph L. Andreana, Arnold R. Daum and 
Gilbert C. Klose, The Age of Energy 1899-1959; and John G. Mclean and 
Robert W. Haigh, The Growth of Integrated Oil Companies (Bos ton: 
Graduate School of Business Administration, Harvard University, 1954). 

For multinational companies, see Mira Wilkins, The Emergence of 
Multinational Enterprise: American Business Abroad from the Colonial 
Period to 1914 (Cambridge: Harvard University Press, 1970); and Edith T. 
Penrose, The Large International Firm in Developing Countries: The 
International Petroleum Industry (London: Allen and Unwin, 1968). 

8. The official title of the agreement was Pool Association. 

9. The International Petroleum Cartel, pp. 199-218. 

10. The introduction of the Achnacarry Agreement read: "If 

these principles are followed, the results will be a stabilization of 
the world's market outside of the United States' domestic market which 
will be in the interest of all," (ibid., p. 201). Specific exclusion of 
the United States was intended to prevent conflict with existing 
American antitrust legislation. The Webb-Pomerane Export Trade Act of 
1918 permitted combination of American multinational compan ies in 
foreign trade; therefore, at that time, Standard Oil's participation in 
the agreement was considered permissible and not in conflict with the 
Sherman Antitrust Act. 

11 . I bi d. , p. 232. 12. Ibid., p. 2.34. 13. Ibid., p. 236. 

14. For a biographical sketch of Hugo Bockh see Jozsef Fulop and 
Andras Tasnadi-Kubacsa, One Hundred Years of the Hungarian Geological 
Institute (Budapest: Muszaki Konyvkiado, 1969), pp. 71-75. 

15. Lettet-, Hugo Bockh, Under-Secretary of State to George 
Greenway, Director, Anglo-Persian Oil Company Limited, October 8, 1919, 
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CHAF'TEF: TWO 

THE EXPLORATION OF TRANSDANUBIA 

AND 

ESTABLISHMENT OF MADRT 

The Agreement provided for an orderly progression of prospecting 

and drilling operations. Geological and geophysical explorations had to 

commence in one, and possibly two, of the three sections of the con 

cessional area by the end of Jul y 1933, only a month after the Hungarian 

Pa rliament ratified the Agreement. During the next two years, the com

pany had to expand it s substratum examinations to obtain reliable scien

tific information regarding the crude oil potential of Transdanubia in 

all three sections. 

At the end of the first year of explorations, after Jul y 1934, 

drilling of test wells had to begin. During the second and third years 

of operation, Eurogasco had to finish three test wells without regard to 

sections. However, by 1938, the terminal year of the Agreement, 

Eurogasco had to ha ve constructed five more test well s , so that Sec

tion 1 and 2 would each have three, and Section 3 , two complete 

perforations. Each of the eight wells had to reach the stratum which, 

according to geological evaluations, would most likely contain oil; a nd 

each had to be constructed in compliance with sound engineering prac-

tices. 1 

Beginning the e xploratory acti vi ties, with so short a period of 

preparation time, was poss ible because of the existence of several 
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favorable factors. Eurogasco was headed by Paul Ruedemann, a knowl-

edgeable and experienced oil man who had clear and effective plans to 

start the operations. The American, who was an engineer and geologist, 

had also been assisted by the vast financial and technological resources 

of the Standard Oil Company. The Agreement permitted Eurogasco ta 

employ Hungarian scientists, engineers and skilled workers, and to use 

the royal Hungarian Geologi cal Institute's records and instruments. The 

Hungarians who had sought and gained employment with Eurogasco comple

mented Ruedemann, and together they proved to be an efficient and ardent 

labor force. 

Between July 1933 and September 1937, Ruedemann's team of 

geologists conducted the most intensive and painstaking exploration of 

Transdanubia that had ever been undertaken in Hungary. The first test 

well, completed in Februar y 1935, turned out to be a dry hole; and the 

next three, each placed in a different section, shared the ~ame ignomin-

ious classification. By this time, Eurogasco had exhausted its finan-

cial resources and Standard Oil assumed ownership of the company. The 

new Rockefeller Plaza owners allocated capital only for the completion 

of two more test wells, both located near Budafa in Section 2. Finally, 

in November 1937, the Budafa No. 2 well struck oil and augured suc

cessful drilling throughout the geological formation. 

Wh ile the preparatory work for the Budafa wells was under way in 

the spring of 1937, Ruedemann took steps to conclude a supplementary 

agreement and contract with the Hungarian authorities. He wanted to 

extend the time limit of exploratory drilling operations stipulated in 

the Agreement; and he plann ed to increase the company's capitalization 

which was included in the Contract. In July, before anyone knew with 

certainty t hat oil would be discovered in commercial quantities, the 
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Minister of Industry granted the requested changes. 

After the Budafa wells struck oil, Ruedemann began to organize 

the company to exploit the oil fields. He registered the company as the 

Hungarian-American Oil Company, wrote the bylaws and selected member s 

for the board of directors. By the end of 1938, the essentials were in 

place to commence a successful oil producing operation. 

Organization far Exploration 

By the middle of 1933, Eurogasco's Austrian operation around 

Vienna had begun showing results; and Ruedemann was ab le to spend mare 

time in Budapest to organize for the exploration. Ruedemann invited 

Abel Bodog, manager of the Tendloft -Ditr ich Machine Factory, to join him 

and take charge of administrative and business matters. To Dr. Simon 

Papp, a geologist with considerable experience at home and abroad, he 

offered the opportunity to lead the geological and geophysical research. 

Bath men accepted; and without loss of time, they proceeded ta fulfill 

their new responsibilities. 

Papp approached Dr. Lajos Loczy, a university professor, inter

nationally recognized geologist and current director of the Royal 

Hungarian Geological Institute, and persuaded him to direct the topo

graphic survey and surface photography of Transdanubia. At the same 

time, he brought together a cluster of young and promi sing scientists: 

Dr. Aladar Vendel, Dr. Laszlo Strausz and Dr. Miklos Kretzoi who were 

geologists; and Laszlo Facsinay, Szilard Oszlaczky and Viktor Schaffer 

who were geophysicists. 2 Finally, Papp was able to persuade Dr. Raul 

Vajk, a doctor of geodesy who had just returned from the United States, 

to join the prospecting effort. 3 

At the outset, the exploring scientists reviewed the existing 
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records of Transdanubia in the possession of the Geological Institute, 

the D'Archy Exploration Company and the Hungarian Oil Syndicate, and 

reached the conclusion that the data was inconsistent, incomplete and 

unreliable in many instances. As a group, they agreed to take addi-

tional measurements and concen trate their exploratory efforts in Sec

tion 2 which possessed the most promising and largest amount of extant 

research information. They also decided to double check and compare the 

collected information and apply as man y different geologi cal and geo

physical methods and apparatus as were available. Because of the com

plicated substrata configurations of Transdanubia, the Eurogasco team 

took the position that only a painstaking, multipronged approach could 

lead to success. 4 

Dr. Aladar Vendel and Dr. Laszlo Strausz, under Dr. Laszlo 

Loczy ' s supervision, carried on the exploration for hydrocarbons in 

several ways. With surveyor levels, they measured the elevation of land 

features and used the obtained data to prepare contour maps. During 

test-hole borings, they collected drill-core samples from different 

depth levels of the earth; and after analysis of the specimens,e they 

evaluated the composition of each substratum. The results of the topo

graphic and stratigraphic studies were synthesized to determine the 

structure of the particular area under exploration. To highlight some 

features, the geologists took aerial photographs as part of their air 

photogrametry and photogeology work and included characteristic pictures 

in their final reports. 6 

Under Dr. Raul Vajk's leadership, Laszlo Facsinay, Szilard 

Oszlaczky and Viktor Schaffer conducted magnetic, seismic and gravity 

measurernents. 7 The results of the geophysical examinations revealed not 

the presence or absence of hydrocarbons, but rather the type, dimensions 
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and arrangements of the substrata. knowing the substrata which was 

associated with oil deposits, the geophysicists could surmise whether 

the underlying structure was or was not favorable for the formation and 

subsequent accumulation of oil. Drilling into the earth was the only 

sure way to tell of the existence of oil. In this connection, once a 

well showed the presence of oil, geophysicists conducted electric log

ging measurements to learn about the properties of the producing zones 

around the bore hole. 8 

In Hungary, Eurogasco geologists and geophysicists were search

ing for anticlines: elongated dome-type structures that represented the 

least complicated, but most commonly found, type of oil traps or reser

voirs. <See the schematic drawing of an anticline with trap on the fol

lowing page.) Anticlines could easily be detected by either geological 

or geophysical methods; anticlines were also relatively simple to tap. 

However, because of the particular geological evolution of Transdanubia, 

research efforts had been hindered by the faulted and cross-bedded con-

ditions of most anticlines.• 

Between July 1933 and September 1937, the two groups of earth 

scientists worked steadfastly and prolifically. The geophysicists 

recorded 15,000 magnetometer readings, obtained seismograms from 2,500 

points and established 20,000 torsion-balance stations, mostly in 

Section 2 which covered southwest Transdanubia. The geologists compared 

their topographic and stratigraphic studies and prepared their sum-

maries. 10 In essence, the scientists found that 

Most of the southwest corner of the Transdanubian basin, 
near the Yugoslav border, is covered with Recent, Quaternary, 

and Levantine sediments with some Pliocene outcrops. The 
sediments are without definite stratification, and strong 

cross-bedding can be observed even in the Pliocene strata. 
Consequently, southwest Hungary is not a uniform area, but is 

divided into several parts of structurally different 
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character. 11 

Because thi s l and had bee n covered s everal ti mes by oceans with adequate 

marine life, and the land had been s ub jec t to violen t geologi ca l 

upheaval s , conditions were favorable for hydroc arbon format ion. In case 

there were hydrocarbon acc umulations, the oil res er voi rs would be buried 

in two di fferent s tructures: in Pliocene s and tr aps of an t i c l i nal f ol ds 

and in the fr actures of Triassi c limes tone with the oil or i ginati ng i n 

overlying Pliocene strata. 12 Drilling, the crucial test for the pres

ence of oil, could now begin in southwest Tr ansdanubia. 

Drill i ng of Test Well s 

At Eurogasco's Hungarian office in Budapest, Ruedemann and Pa pp 

received the final geological and geophysical reports. The American and 

Hungarian ail men collated and evaluated the scientific information; and 

within a few weeks, fixed the exact location of the first set of tes t 

wells. 13 Derricks, eye-catching, t a ll, hoisting structures, which sus-

pended the drilling mechanism, started appearing in s outhwest Hungary, 

signaling the beginning of the last state of exploration for oil. 14 

(See the schematic drawing of a derrick on the next page.) 

The first location to be probed with the drill was in the envi 

r ons of Mihalyi, a small town in Gyor-Sopran County in Section 1, 14 

miles from Lake Ferto in northwest Hungary. 1 ~ The geologists learned 

that 25-million- year-old (Tertiary Period) 16 sediment s covered this 

region, and below the sediments was a 35-mile-long faulted quartzite 

hill that was farmed 200 million years ago (Paleozoi c Era). Construc

tion of a derrick for the Mihal yi No. 1 (Section 1) wel 1 started on 

November 21, 1934. Drilling began on Februar y 20, 1935, and las ted 

until No vember 2 , 1935, when the rotar y drill bit reached the cr ys tal -
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line basement at 5,256 feet. This well produced gas at a depth of 

3,770 feet, and carbon dioxide between 4,990 and 5,000 feet. Through an 

8-inch valve at 154 pounds of pressure, the well yielded 15 million 

cubic feet of carbon dioxide daily. 17 

Next, Eurogasco engineers moved to southwest Hungary in Somogy 

County, Section 3, where natural gas seepages had been observed for a 

long time. 161 The structure they wanted to test was in the vicinity of 

Gorgeteg, a small village, 10 miles from the Yugoslav border. Drilling 

on the Gorgeteg No. 1 well (Section 3) commenced on October 14, 1935. 

The top 1,234 feet of the earth's crust consisted of 30-million-year-old 

(Quaternary Period) layers; from 1,234 to 4,600 feet, 15-million-year

old (Pliocene, Levantian or Upper Pannonian Epoch) layers; and at 6,755 

feet, the drill rod got stuck. While several horizons showed oil and 

gas traces, the well ended in hard, compact and dense marl, which could 

not serve as a reservoir for oil; therefore, the operation was termina

ted on April 4, 1936. 1
~ 

The third attempt to find oil took place near Inke, northwest of 

Gorgeteg, and 20 miles south of the western extremity of Lake Balaton. 

The site consisted of four buried hills, each lying in a structural 

trough. Geologists hoped that an anticline had developed in the 

50-million-year-old (Tertiary Period) formation above the 150-million

year-old <Mesozoic Era) crystalline horst, making this location favor

able for the accumulation of oil. Moveover, geophysical measurements 

(magnetic and gravimetric) indicated formations usually associated with 

oi 1. 

Drilling of the Inke No. 1 1~ell started on March 10, 1936. The 

drill penetrated an over 400-foot-thick, 15-million-year-old, 4,744-

foot-deep layer. Fifteen-million-year-old sands between 4,429 and 4,521 
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feet deep, yie lded 3 million cubic feet of gas daily, which contained 

30 percent car bon dim:ide and 70 percent paraffin base distillate. 

Drill -stem tests s howed no significant oil traces. Boring was concluded 

at 7,023 feet on October 2, 1936 . 20 

The time, effort and money devoted to the Inke No. 1 well was 

wasted. In the months ahead, the well produced mudd y water a nd a series 

of gas eruptions. The gas, propelling the muddy conate (salty) water, 

turned out to be inflammable. The gas originated from 4,455-foot-deep, 

15-million-year-old stratum. This horizon also produced scant, but 

definite, oil seepages. 21 

Dedicated efforts of knowledgeable people and substantial 

amounts of investors' money moved Eurogasco, much too deliberately, 

toward achieving the company's oil-finding goal. Since the exploration 

had begun, two years had passed and 10 million pengos IS2,000,000) 22 had 

been spent; still, not one of the three completed wells showed promise 

of oil. A feeling of failure and hopelessness followed the oil men 

wherever they moved their rigs. 23 

While the field personnel were experiencing problems, the 

directors at Eurogasco's London and New York offices were facing a dif

ferent crisis in their high-risk, long- term investment business. They 

needed more money to maintain the company's operations. Because the 

recently discovered Austrian oil fields would not generate enough profit 

to finance the rising cost of the Hungarian explorations in the near 

future, many among the British stockholders refused to contribute 

additional sums to the working capital of Eurogasco. They were willing 

to sell, and Standard Oil of New Jersey was ready to buy. Before the 

winter of 1935 arrived, the large multinational company gained 64 per -

cent of the voting power in Eurogasco. During the next year, 
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Rockefeller Plaza di smissed President Henry I. Pierce and appointed 

Ralph P. Bolton in his place, transferred the company's operations head

quarter s from Vienna to Budapest and started listing Eurogasco as a 

subsidiary in Moody 's Manual of Investments. 24 

Standard Oil officials also reviewed the progress reports on the 

Hungarian exploration and decided not to establish a budget for its con

tinuation in 1937. Howe ver, Ruedemann's persistent and con vi ncing argu

ments that prospecting should conti nue on a limited basi s in Section 3, 

modified Rockefeller Plaza' s position to the extent that Standard Oil 

agreed to cover the cost of those test wells whose drilling had already 

started or whose location had already been fixed. Altogether, in 

Section 3, which was located in Zala County, there were three s uch 

wells. 2 ~ 

In the summer of 1937, work resumed, following Standard Oil' s 

refinancing of the exploration efforts on a limited basis. 26 Ruedemann 

placed his hopes on the Budafa No. 1 and No. 2 wells for which the geo

logic and engineering works had recently been completed. Here, in the 

hilly region of Zala County, the British D'Archy Exploration Company, a 

subsidiary of the Anglo-Persian Oil Company, had already drill -test ed 

the subterrain in the early 1920s. 27 But now, newl y developed sc ien 

tific evidence suggested that the proven oil pools of Szelnice and 

Peklenice of Yugoslavia 2 e had continued into Hungary and formed part of 

the Budafa structure, which began a mere 15 miles from the border. Geo

logical data also indicated that the Budafa structure encompassed three 

secondary highs, near Lovaszi, Lispe and Ujfalu villages. In agreement 

with Papp and Pava i, Ruedemann interpreted the three high s as three 

domes on the cres t of the main Budafa anticline, which had the potential 

to become reser voirs for oil if sedimentation occurred without devel -
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opment of inconformities 50 million years ago. 2 ~ 

Work on the Budafa No. 1 well, near the small city of Lispe (see 

map on p. 17) started on July 13, 1936. The drill perforated 15-mil

lion-year-old stratum between 3,531 and 5,128 feet, and 30-million

year-old stratum down to 5,788 feet where further deepening of the well 

was stopped. Technical difficulties almost completely frustrated the 

efforts of the crew. The well caved in at 3,745 feet, and both the 

drill stem and bit were lost. At this depth, the workers cemented off 

the well and prepared the remaining portion for tests. The well started 

producing 14 million cubic feet of gas and a few barrels 30 of high

gasoline-content crude daily, sometime in February 1937. Altogether, 

the well yielded a total of 6,780 barrels, further complications forced 

the engineers to close it off completely. In spite of the failure of 

this well, core samples obtained from it proved Ruedemann's assumption: 

sedimentation had begun 50 million years ago, and the whole anticlinal 

structure developed continuously without detectable inconformities. 31 

The near-total failure of the Budafa No. 1 well prompted 

Ruedemann to personally supervise the preparations for and the actual 

drilling of the No. 2 well. 32 Work on the second well started on 

April 14, 1937, and ended on Septemner 29, at 5,946 feet in the upper 

layer of the basement rock. The well logged 2,930 feet of 15-million

year-old statum; from there to 4,997 feet, the drill penetrated 30 to 

50-million-year-old stratum to the end of drilling at 5,909 feet. 

Several horizons showed definite traces of oil, produced gas seepages, 

yielded conate water and contained foraminifera: each a definite sign 

for the previous existence of an ocean in the area . 33 

Mechanical problems again intervened when the well caved in 

below 4,217 feet. Ruedemann terminated further drilling and instructed 
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the workers to prepare the hole for testing. The stratum, between 3,973 

and 3,986 feet, began producing crude oil on November 20. Ruedemann 

remembered the event as follows: 

During the ent ire operation, every sign suggested that we would 
strike oil. We stayed at the well day and night, when finally, 
on a cold, damp November morning, the oil started flowing. 34 

Later Papp reported that 

•. by November 21, the oil flow was so substantial that we 
thought about beginning commercial production. The well pro
duced 360,000 c ubi c feet of wet gas and 365 barrels of high
quality crude oil a day, 3 e 

Because Eurogasco's Budafa No. 1 and No. 2 wells started produc 

ing crude at different times, two possible dates avail themselves to 

signal the beginning of commercial oil production in Hungary. People 

connected with or interested in oil divided in their choice over the 

date for the origin of this vital branch of industry. Newspapers in 

Budapest, in particular, the Pester Lloyd and Maqyarorszag reported on 

February 25 that according to authoritative sources, Eurogasco discov

ered oil near Lispe and the field could supply 15 percent of the coun

try's need. 3 • In 1957, Geza Szurovi, an authority on oil exploration 

wrote the following in his extensively used textbook, Koolajkutatas es 

Feltaras Modszere i Magyarorszaqon (Rock Oil Exploration and Exploitation 

Methods in Hungary): 

Success followed Eurogasco ' s activity for the first time on 
February 9, 1937, when the company brought to an end the deepen
ing of well B-1. In spite of the fact that the drill stem got 
stuck and the hole could not be developed completely, it started 
producing through an 8.5 millimeter bean [choke valve] 418,000 
cubic meters of gas, and intermittently, 24 cubic meters of rock 
oil daily. Thus, February 9, 1937, became the birthday of the 
Hungarian rock oil industry. 37 

Because of insufficient production and hope for a substantial 

strike, Skeels and Vajk, who were scholarly geologists, appropr iated no 

significance to the exact day on which well B-1 started producing when 
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they prepared the following report: 

Based on the torsion balance and seismograph data, a test well 
was located on the Budafa structure about 1.1 miles north of the 
Hungarian Oil Syndicate well. When choosing this location, road 
and transport conditions had to be considered also. Prepar
ations started in July 1936, and drilling was completed in March 
1937. The drill encountered Upper and Lower Pannonian, 
Sarmatian and Tortonian strata. The well yielded more than 10 
million cu. ft. wet gas daily, and some light oil from a depth 
of 3,500 feet . At a later date, when the gas of the well was 
used as fuel, the well yielded about 150 barrels oil daily. 38 

On the other hand, the oil men who had been responsible for the 

whole operation, Ruedemann and Papp, waited until the B-2 well came in 

before they ma de their pronouncements. Talking with John F. Montgomery, 

U.S. Minister to Hungar y, Ruedemann intimated that the first flowing 

wel 1 started pr-educing on November 20. He also said that "as the well 

yielded 480 barrels a day, prospects for other wells were excellent.''39 

And it happened only on the next day that Papp felt confident enough to 

write about the company'!:' "beginning commercial production." 

In contrast with some major oil stikes in the 1970s, Eurogasco's 

success stands out in clear relief. Eleven test wells were s unk into 

Alaska's North Slope before a commercial find was made. In the North 

Sea, the engineers and geologists had 50 false starts; and in oil-rich 

western Canada, the number reached 153. 40 While the cost of exploration 

for each of these presently producing fields is not available, 

Eurogasco's invest ment in the exploration of the Budafa field can be 

found out. Skeels and Vajk reported that the 

area east and west of Budafa was also investigated by the 
torsion balance, and about 500 stations were completed in this 
territory. Total cost of the survey was about 2,000 dollars. 
It is believed that this is the cheapest and most efficient sur
vey ever made as the 500 torsion balance station contoured three 
domes on a main anticline, each of which is now a proven oil 
field <Budafa, Lovaszi and UJfalu). Cost of the survey per oil 
field was less than 700 dollars. 41 

Undoubtedly, the discovery of oil in an energy-poor country was 
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s ignificant. However, the question arises: wh y did the Hungarian Oil 

Syndicate (a subsidiary of Anglo-Persian) fail to discover oil in the 

a rea in 1921 when its exploring geologists, some of them the same as 

those who later served Eurogasc o i n 1937, sank two test wells only a few 

hundred feet from the ones that eventuall y became producers? Onl y one 

authority on this intriguing 

Dr. Vajk wrote: 

question has offered an exp lanation. 

The Hungarian Oil Syndicate drilled two wells in sout hwes t 
Hungar y i n searc h for the continuation of the eastwest s triking 
anticline of the long-known small oil fields of Szelnice and 
Peklenice located in Yugoslavia near the border. Well No. 1 at 
Budafa penetrated 5,700 feet of Pannonian sediments with some 
oil and gas shows and well No. 2 near Kurd, reached the Miocene 
formation at 984 feet, showing some oil traces. Both well s were 
drilled on the basis of geological considerations without 
geophysical investigation. 

Geologists supposed that the eastwest striking anticline, 
which in Yugoslav ia is eas ily discerned on the surface, extends 
across the border into Hungary. However the Lower Pannonian 
strata which outcrop at Szelnice in Yugoslavia, are not present 
on the surface in Hungary, and the Upper Pannonian is without 
reliable stratification. For this reason the continuation of 
this anticline in Hungar y could not be definitely determined by 
surface geological methods. This explains wh y the exploratory 
well drilled by the Hungari an Oil Syndicate in 1921 at Budafa, 
without previous geophysical in vestigation, was a failure. It 
missed the water-oil contact of the Lispe oil field, discovered 
here later, by 1,600 feet. 42 

S~pplernentary Negotiations 

During the preparatory work for the Budafa No. 1 well in the 

spring of 1937, Ruedemann informed the Mini s ter of Industr y , Geza 

Bornemissza (who had been representing the Ro ya l Treasur y in conces

sional negotiations), that he wished to renegotiate s ome provisions of 

the Agreement of 1933. He wanted to extend the initial f ive-year time 

limit placed on explorator y drilling operations because he believed that 

if there were oil deposits, the exploring geologists needed more time to 

find them. Government officials recei ved Ruedemann's request fa vorab l y , 
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and the two parties concluded the Supplementary Agreement in July. The 

new document permitted Eurogasco to continue explor3tions two more 

years, until July 20, 1939, and increased the required number of test 

wells from the original eight to eleven, with the stipulation that the 

additional wells could be drilled in any one of the three concessional 

areas. In case the company officials decided ta place the additional 

test wells in Section 2, where Budafa was located, they could do so 

legally. 43 

After the Budafa No. 1 well had shown traces of oil, but before 

the drilling of the No. 2 well, Ruedemann notified the Hungarian govern

ment that now he wanted to change some terms of the 1933 Contract. The 

Hungarian government once again accommodated Ruedemann's request. 

Negotiations far the new guidelines entitled Supplementary 

Contract, between the Royal Hung arian Minister of Industry Ion behalf of 

the Royal Hungarian Treasury) and representatives from Euragasco, com-

menced in June 1937. 44 The main thrust of this document intended to 

strengthen the financial interest of the owners in the new company. 

Capitalization of the new company was increased from the original 

$500,000 12,631,000 pengos) 4 e to S2,727,000 114,357,000 pengos) by 

virtue of a technical, financial maneuver; and the increase was divided 

into 14,357 shares, each having a nominal value of $19 (100 pengos). 4
~ 

The significant feature of the technical, financial maneuver, 

which in effect raised the new company's capitalization by $1,910,000 

(10,057,000 pengos), was that it required no additional cash outlay by 

Eurogasca. The reason far this was that 

To this mentioned capital, Euragasco, as founder of the 
N.C., contributes an investment not consisting of cash, the 
value of whi ch is P. 110,057,000 which, according ta the Agree
ment, mentioned in the first clause of the present Supplementary 
Contract, consists of the investment having property value, and 
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made by Eurogasco during the period of the right of option, such 
as machiner y, drilling equipment, materials, wells, maps, and 
immo vables, which were necessary to complete the geological, 
geoph ysical and drilling work s carried out under the Agreement. 
The total number of the shares of the mentioned investments, not 
covered by cash, will be declared by the General Assembly 
farming the N.C. ta be 10,057 shares of the nominal value of P. 
10,057 ,000. 47 

The right to increase the va lue of the new compan y through such 

a contractual, financial conversion was reserved in hard-to-notice and 

even hard-to-connect stipulations of the original Agr eement and Con

tract. The Agreement stated: 

Provided Eurogasco shall comply with the terms of this agree
ment, it shall have the right, if it so desires, at any time 
within the period of this option, to form the Company as 
provided in Clause 1 of the Main Contract 4 s for the purpose of 
exercising the same. 49 

The "option" was defined by the Contract as 11 
••• it [ELwogascoJ under

takes to form within three months, for the purpose of executing this 

contract, an independent Hungarian Limited Company. 11
~

0 Actuall y , 

Clause of the Contract explained Eurogasco's right for those addi-

tional 10,057 shares. It read: 

The N.C. shall not pay out of the cash capital mentioned above 
to Eurogasco any amount in cash in return far the expenditures 
of Eurogasco in connection with the formation of the new 
company, with gealogising [sic], prospecting, developing and 
establish ing the project, but may, in return for the work 
per f ormed by Eurogasco, assign to it such portion of its common 
stock as it may issue in addition to the above mentioned cash 
capital (500,000 dollars) and may be determined between 
Eurogasco and the N.C. ~1 

In essence, these clauses of the Ageement and Contract sanctioned a 

three-fold increase (from $500,000 initially set investment, to 

$1,910,000) in Eurogasco's financial interest in the new company. A 

similar financial, technical move regarding investment in and cost of 

exploration would recur. 

The Supplementary Contract increased the new company's capital -
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gos). It also stated: "To this mentioned capital, Eurogasco, as founder 

of the N.C., contributes an investment not consisting of cash, the value 

of which is F'. 10, 057,000 This meant that only $817,000 

(4, 300 ,000 pengos) of the total $2,727,000 capitalization had to be in 

cash. Furthermore, the Supplementary Contract specified that the cash 

amount had to be surrendered in two unequal portions . At the time of 

the establishment of the new company, Eurogasco had to depos it $245,100 

(1,290,000 pengos> on an account of the new company opened for this 

purpose at the Hungarian Commercial Bank of Pest (Magyar Kereskedelmi 

Bank, Budapest). This amount represented 30 percent of the nominal value 

of the shares payable in cash. The remaining 70 percent ($572,000 or 

3, 010,000 pengos> had to be deposited within one year from the official 

registration of the new company in a manner to be determined by the new 

company's board of directors.e3 

Toward the end, the renegotiated document repeated the clause 

which limited the new company's production to the amount of home con

sumption of petroleum products. It read: 

The development shall be carried on continuously in a proper 
busines s-like manner and, providing it i s proving reasonably 
remunerative to the N.C., it shall be increased until the total 
home consumption, which can be marketed in Hungary, has been 
secured, but the N.C. is not obligated to perform greater drill
ing activity than stipulated in the first paragraph on any of 
the areal units taken over for development. The drilling opera
tions for oil may be wholly or partially suspended, however, 
when it is shown upon the request of the N.C. to the Royal 
Hungarian Minister of Industries that in known oil pools the 
drilling has progressed so far that new commercially product ive 
wells can not be drilled therein.e 4 

The Contract, the Supplementary Contract and the Art icles of 

Associatianee gave legal s tanding to the new company as they regulated 

the relationship between the sovereign Hungarian state and multinational 
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American company. The Supplementary Contract became valid when the 

Minister of Industry, Geza Bornemissza (representing the Royal Hungarian 

Treasury>, and Paul Ruedemann, Vice President of Eurogasco, signed it on 

June 24, 1938. Dr. Karoly telegdi Roth, Bela Faludi, Dr. Simon Papp, 

and F. C. Pannell were the witnesses.e6 

The text of the Supplementary Contract was presented to the 

House of Representatives on June 24 and 27. The representatives voted 

in favor of it on June 28. No questions, discussion or comments were 

advanced for or against the granting of the concessions with one excep

tion. Representative Geza Malasits interjected during the proceedings: 

"It should not be read so loudly; the Germans may hear it and they may 

want our oil."e7 During the presentation, no one mentioned that two 

years earlier the Standard Oil Company had gradually acquired control 

over Eurogasco. 5 g With the approval of the Upper House, on July 6, 

1938, the document became binding. 59 

On July 28, Eurogasco officials registered their producing 

company under the name of Hungarian American Oil Company Limited (Magyar 

Amerikai Olajipari Reszvenytarsasag, abbreviated MAORTl in the Company 

Register at the Royal Court of Justice in Budapest, which also 

functioned as a Firm Registration Court (budapesti kir. Torvenyszek, 

mint a Cegbirosagok Tarsas Jegyzekel. It received the firm number Cg 

40.315,<!>0 A year later, on September 4, 1939, MAORT officials placed 

the company's stocks in bearer' shares in the vaults of the National 

Bank of Hungary as had been agreed on by the state and the company. 61 

Organization of Maort 

With the act of registration in the Company Register at the 

Royal Court of Justice on July 28, 1938, MAORT became a legal entity 
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within the confines of Hungarian law and a potential force in the coun-

try's economic life. Paul Ruedemann, who came to Hungary as a repre-

sentative of Eurogasco in 1931, gained important posts and distinguished 

titles in the newly established company. He was appointed Vice 

President and Manager of MAORT--in function, an executive Vice 

President--and also placed on the first board of directors. MAORT's 

Board of Directors in 1938 had the following nine members:h2 

Clarence Herman Lieb, President 
Paul Ruedemann, Vice President 
Ralph P. Bolton 
Emil Konek 
Simon Papp 
George A. Bannantine 
Ray P. Walters 
J. F. Conaway 
Erno Hauer 

While the members of the Board of Directors made and executed 

decisions necessary for the continuous operation of the company, the 

Board of Supervisors scrutinized the activities of the Directors, ascer

taining that each acted in good faith within his competence for the 

benefit of the company. The Board of Supervisors had three members, two 

Hungarian and one American. Walter Graf and Abel Bodog were the 

Hungarians and George W. Martin of Standard Oil Company of New Jersey 

was the Amer ican. 

With 

Hungarian 

naturalized 

two exceptions, MAORT's high echelon officials were 

citizens. Ruedemann was American and Emil Sc hudel, a 

American citizen (originally Swiss), s upervised the 

company's financial matter s as comptroller. Schudel lived in Canada but 

visted Hungary often. Usually he represented (in the role of a proxy) 

the majority interest of Standard Oil's stockholders during the General 

Assembly of Shareholders. Occasionally, he was selected to sit on the 

Board of Directors. 
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Second in charge of the company's affairs was Simon Papp. He 

not only was one the Board of Directors but was also the head of the 

Production Department. Abel Bodog, who was a member of the Board of 

Directors and occasionally one of the three members of the Board of 

Supervisors, was in charge of the Purchasing Department. Dr. Raul VaJk 

was the Chief Geologist who supervised the work of the Exploration 

Department. These high officials of MAORT maintained their offices in 

an exclusive business section of Budapest, in the fifth district, in 

Ferenc Jozsef This was the central office of MOART which also 

operated a local office in Nagykanizsa and a field office in Lispe.•~ 

After the formation of MAORT, Geza Bornemissza did not delay too 

long in appointing a State Comptroller to the company. He selected 

Dr. Karoly Roth, an experienced mining engineer and administrator and a 

trusted ministerial advisor. Since the Division of Mining had been 

transferred from the Treasury to the Ministry of Industry, as Department 

X, in June of 1936, Roth had been in charge of all mining affairs in 

Hungary. Now, he also had to oversee the business of MAORT. Ruedemann 

was able to work alone with Roth, in spite of the latters' insistence on 

rapid development of the oil fields and the exploitation of crude over 

and above the needs of the country.•4 

To complete the organization of the company, MOART officials had 

to fulfill a regulation that was included in the Supplementary Contract 

and described in the Commercial Code of Hungary. They had to draft a 

set of articles of association or, as they were commonl y known, bylaws. 

This document intended to enumerate the rules for the major decision

making process of the company. 6 e 

The adopted Bylaws consisted of thirty-two articles. The first 

ones defined the name, purpose, duration and capitalization of MADRT--
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these were transferred verbatim from the Contract and Supplementary 

Contract. The rest of the articles defined the scope and function of 

the General Assembly of Shareholders and specified the duties of the 

Board of Directors and Board of Supervisors. 66 

The General Assembly of Shareholders was designated as the final 

decision-making body of the company. In it every shareholder had the 

right to participate and cast votes according to the number of full 

shares owned. Sometime during the first six months of each calendar 

year, the Board of Directors had to convene this Assembly to decide such 

matters as the allocation of capital, issuance of new shares, determin

ation of annual dividends, and the election of directors and supervisors 

to their respective boards. 

The shareholders' rights included the privilege of preemption on 

new shares issued in proportion to the number of shares they had already 

owned. They could be represented by proxies at the General Assembly if 

the proxies were properly granted power of attorney. 67 The General 

Assembly achieved a quorum in case the shareholders in attendance 

represented not less than a two-thirds part of the share capital. In 

case no quorum were achieved, the General Assembly of Shareholders would 

have to be again convened within thirty days; this time, any number of 

share capital represented formed the quorum. 

The proceedings of the General Assembly of Shareholders had to 

be conducted by the Chairman of the Board of Directors, the Vice Chair

man or a member of the Board of Directors. Resolutions of the General 

Assembly required only a simple majority of votes of the shares 

represented . In case of a tie, the chairman would have the deciding 

vote. The voting could be oral and open, provided that none of the 

shareholders called for a written ballot. Exact minutes had to be kept 
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of each session and after the chairman s igned the minutes, they had to 

be submitted to the Royal Court of Justice, Budapest as Firm Registra

tion Court Cbudapesti kir. Torvenyszek mint Cegbirosag) without delay. 

The Board of Directors consisted of no less than three and no 

more than twelve members who were elected by the shareholders in the 

General Assembly for the duration of one business year. The directors 

represented the company before third persons and made decisions con

cerning all important matters of the company which were not reserved to 

the sphere of action of the General Assembly and Board of Supervisors. 

In turn, the directors had authority to form an Executive Committee of 

their own to deal with the regular business matters of the company. 

The directors perpared their own rules of procedure within the 

limits set by the Bylaws. They elected from their own body a chairman 

and vice chairman who could convene the meetings of the board at the 

request of at least two directors. In case all members of the board 

were invited, as few as three directors could constitute a quorum. The 

resolutions of the Board of Directors had to be passed by a simple 

majority of votes; and if there were a tie, the chairman had the 

deciding vote. Fees or remuneration for the members of the board were 

fixed by the members of the General Assembly. 

The main task of the Board of Supervisors was to verify that the 

Board of Directors acted within the resolutions of the General Assembly 

and managed the company's business in accordance with the Bylaws. The 

supervisors consisted of no less than three and no more than five 

members who were elected by the shareholders in the General Assembly for 

one business year. Rules of procedure, election of chairman, quorum 

requirements and remuneration of supervisors were identical to the ones 

of the directors. 

I 
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The Bylaws also defined some necessary admini s trative pr o

cedures. At the end of each business year , which began on J anuary 1 a nd 

ended on December 31, the company had to prepare a balance s heet and 

submit it to the proper authorities.be In case the company los t ha lf of 

its share capital, the Board of Directors had to call to order the 

General Assembly of Shareholders to decide the continuation or di ssolu

tion of the company. The Bylaws of the company had to be submitted to 

the Royal Minister of Commerce and Communications for his consent and 

later presented to the General Assembly of Shareholders for its 

approval, 69 

In general, the executives of the Board of Directors, with their 

interlocking positions in the management of the company and membership 

in the Board of Supervisors and General Assembly of Stockholders, were 

the eminent persons in the decision-making process of the company. 

Throughout the history of the company, with the exception of the war 

years, the directors fulfilled their responsibilities in accordance with 

existing rules of the company and the instructions of Rockefeller Plaza. 

I 
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NOTES: CHAPTER TWO 

1. For details concerning the Agreement, see pp. 14-19. 

3. See page 6 for more details. 

4. CHOMD, vol. 1, pp. 244-46. 

5. The analysis also included careful examination of micro
fossils which could tell of a possible marine period in the geological 
history of the area. For the purpose of finding hydrocarbons, geolo
gists regarded such information useful. 

6. George D. Hobson, Some Fundamentals of Petroleum Geology 
(London: Oxford University Press, 1954), pp. 57-53; Richard E. Chapman, 
Petroleum Geology (New York: Elsevier Scientific Publishing Company, 
1975), pp. 27-46; and Orville I. Levorsen, Geology of Petroleum (San 
Francisco: W. H. Freeman, 1967), pp. 3-43. 

7. Magnetic measurements detected anomalies (irregularities> in 
the earth"s magnetic field that have been caused by the inclusion of 
different rock strata. At this time, geophysicists were interested in 
finding anomalies caused by sedimentary rock, because this type of rock 
formed the most commonly found reservoirs for oil. 

Seismic studies aided the geophysicists in the determination of 
density and thickness of the underlying layers. Sound waves, sent into 
the earth's crust, refracted differently from layers of rock with dif
ferent properties. An array of data enabled the scientists to place 
together a seismic profile of an area. 

Gravity studies recorded the earth's gravitational pull. Loca
ting areas with lower gravitational pull than what had been typical for 
the region indicated the presence of an intrusion of less dense rock. 
Salt domes, remnants of seas, which had often been associated with crude 
oil and exerted less pull than the surrounding rock, were especially 
sought by geophysicists (lewis Nettleton, Geophysical Prospecting for 
Oil (New York: McGraw-Hill Book Company, 1940), pp. 17-57; Adrion 
Scheidegger, Foundations of Geophysics (New York: Elsevier Scientific 
Publishing Company, 1976), pp. 31-38; and Carl Heiland, Geophysical 
Explorations (New York: Prentice-Hall, 1940), pp. 27-44). 

To record magnetic values, the team of Eurogasco geophysicists 
used a Schmidt vertical manometer manufactured by the Ashania Company in 
Berlin. Seismic profiles were compiled by a group of scientists from 
the Carter Oil Company, U.S.A., a subsidiary of Standard Oil Company. 
The gravity pull of the area was established with Eotvos-Rybar automatic 
torsion balance instruments of Hungarian origin and make. Many of the 
gravimetric figures were rechecked with a Humble-Truman-Howell gravi -
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meter, becaus e the hilly topogr aphy of Transdanubi a i nfl uenced the 
a ccuracy of the Eotvos- Rybar inst rument <CHOMD, vol. 1, pp. 245, 248). 

8. Electric logging aided the geophysici s t s i n the deter
mination of the porosity and permeabilit y of the crude oil s aturated 
stratum. For the logging tests a Schlumberger apparatus was used 
CCHOMD, vol. 1, p. 250). 

9. In general, an anticline , a gentle fold in the s ubstrat a , 
was caused by tectonic forces. Within it, reser voir layers or pays 
consisted of coarser grained sedimentary rock (sandstone, limes tone, 
dolomite and grit) which possessed fluid-holding (porosity) and fluid 
transmitting (permeability ) properties. These pays were us uall y bent 
downward on all sides, forming eliptical contour lines. Gas, oil and 
water could migrate from all sides into the structure, accumulating in 
the highest part of the fold, the anticline. At the roof, an impervious 
stratum sealed in the oil completely (John R. Foster, Geology (Columbus: 
C. E. Merrill Books, 2967), pp. 175-198; and James Gilluly, Principles 
of Geology (San Francisco: W. H. Freeman, 19751, pp. 216-227) . 

10. Raul Vajk, "Geophysical E:: ploration of Southwest Hungary," 
Geophvsics, vol. 17, no. 2, (April 1952), pp. 291-92. 

11. Ibid., p. 292. 

12. D. C. Skeels and R. Vajk, "Geophysical Exploration and 
Discovery of the Budafapuszta <Lispe) Oil Field in Hungary," Geophysics , 
vol. 12, no. 2, (April 1947) pp. 212-13. 

13. CHOMD, vol. 1, p. 247. Ruedemann and Papp disregarded the 
location of the many scattered, larger and smaller surface seepages of 
hydrocarbons in the area as they selected the drilling points. For a 
detailed map showing the free occurrences of hydrocarbons see The 
Hungarian Oil Industry, pp. 90-91. 

14. The engineering corps used modern rotary- t ype rigs 
manufactured in the United States by the Hughes Tool Campany <CHDMD, 
val. 1, p. 251). 

15. In subsequent years, four more wells were sunk in this area , 
but not one of them turned out to be a producer (The Hungarian Oil 
Industry, p. 32). 

16. European and Ameri can geologists agree in designating "eras " 
(about one billion to one hundred million years ago) and "periods" 
(about one hundred million to ten million years ago) in their geolog i cal 
time tables, but they differ in the names for most "epochs," (about ten 
million to one million years ago). Europeans tend to call "epochs" (the 
last and shortest time interval) by names with local reference. When 
Hungarian geologists speak of Levantian, Pantian and Pannonian epochs , 
they talk about three parts--late, middle and early--of the Pliocene 
Era. In case there is a diffe~ence in designation, both names will be 
s hown in parentheses with the familiar American first. For a 
comparative chart, see the Hungarian Oil Industry, p. 20. 
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17. CHOMD, vol. 1, pp. 256-47. Not to waste the carbon dioxide 
Eurogasco se t up a small plant to manufacture dr y ice ("Petroleum ' 
Facilities of Hungary," prepared by Enemy Oil Committee, 1944, NA 
Records). Thi s committee consisted of government employees who 
researched for information in order to prepare reports on the energy 
situation of countries which were at war with the United States. 

18. For a detailed map s howing natural hydrocarbon seepages in 
the whole country see The Hungarian Oil Industry, p. 91. 

19. Banyaszati es Kohaszati Lapek [Hungarian Journal of Mining 
and Metallurgy], no. 9, 1939, p. 215; Hereafter cited as HJMM; The 
Hungarian Oil Industry, p. 19; CHOMD, vol . 1, p. 247; and "Petroleum 
Facilities of Hungary," 1944, NA Records. 

20. CHOMD, vol. 1, p. 248. Later two more well s were drilled 
here; well No. 2 reached 7,078 feet and well No. 3 reached 7,441 feet. 
Both wells passed through the same kind of strata as No. 1 without 
detecting oil <The Hungarian Oil Industry, p. 35; and "Petroleum 
Facilities of Hungar-y," 1944, NA Records). 

21. CHOMD, vol. 1, p. 248. Eventuall y five more well s were 
bored into the Inke structure without finding oil deposits. The deepest 
well reached 7,853 feet (The Hungarian Oil Industr y, p. 36). 

22. The official exchange rate was one pengo for o. 19 dollars. 

~3. CHOMD, vol. 1, pp. 248-51. 

24. CHOMD, vol. 1, pp. 251-52; and Moody's Manual of 
Investments, 1936, p. 2532. Ostensibly, the headquarters' transfer was 
a result of Germany 's rising influence in Austria, and the intensifi ca
tion of Nazi agitation, following the remilitarization of the Rhineland. 

25. Ibid. 

26. CHOMD, vol. 1, p. 241. First, the Mihalyi No. 2 well's 
completion continued, but without any success. In later years, three 
more wells went down into the Mihalyi structure. The No. 3 well reached 
the basement at 6,227 feet and turned out to be a dry hole. The No. 4 
well, another non-producer, passed t hrough a 285-foot thick, 33-million
year-old (Miocene, Upper-Mediterranean or Sarmatian Epoch} horizon 
before it reached the basement at 4,791 feet, and produced lots of 
carbon dioxide. Mihalyi's five wells produced no oil; still, the 
geologists' final evaluation did not exclude the possibility .of 
accumulations in this locality <The Hungarian Oil Industry, p. 33). 

27. Papp and Pavai first surveyed this region for the Hungarian 
government during World War I; and later for the Hungarian Oil 
Syndicate, in 1921. After they completed their exploration of the same 
region for Eurogasco, they went back to the results of the previous two 
sets of measurements and noticed no si gnificant differences among the 
three sets of data (ibid.). 

28. These two places had been steadily produci ng crude for 
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years, however, in small quantities (ibid., p. 34). 

29. CHOMD, vol. 1, p. 249. 

30. One barrel consists of 42 gallons or 156 liters. Because 
the barrel is the customary volume unit in the oil industry, this paper 
will also use it as its basic unit and will make no reference to 
equivalent metric units. 

31. "Petroleum Facilities of Hungary," 1944, NA Records; CHOMD, 
vol. 1, p. 250; HJMM, no. 9, 1939, p. 22; and The Hungarian Oil 
Industry, pp. 36-37. 

32. HJMM, no. 9, 1939, p. 22. 

33. Ibid.; and CHOMD, vol. 2, pp. 252-53. 

34. Ministry of Industry, Mineral Oil Division, pkg. no. 1, 
Hungarian National Archives, cited in CHOMD, vol. 1, pp. 253-54. 

ary '"1C..::....J, 

35. Ibid., and HJMM, no. 9~ 1939, p. 224. 

36. Pester Lloyd, February 
1937. 

1937; and Magyarorszaq, Febru-

37 . Geza Szurovi, ed., Koolajkutatas es Feltaras Modszerei 
Magyarorszagon [Crude Oil Exploration and Exploitation Method s in 
Hungary] (Budapest : Akademia Kiado, 1957), p. 24. The author continued 
to state: "In May of the same year, the e:-:pl orati ans at Bukkszek al so 
led to results, as rock oil surfaced in small quantity from great 
depth.'' This operation was financed and conducted by the Hungarian 
state (ibid). 

38. D. C. Skeels and R. Vajk, "Geophysical E:<ploration and 
Discovery of the Budafapuszta (Lispe) Oil Field in Hungar y," Geophysics, 
vol. 12, no. 2, (April 1947), p. 215. 

39. Despatch 207 (plain), John F. Montgomery, American Mini ster 
U.S. Legation, Budapest, to Sec. of State, Nov. 23, 1937, NA Records. 

40. Time, July 24, 1978, p. 51. 

41. D. C. Skeels and F:. Vajk, "Geophysical E:-:plor-ation and 
Discovery of the Budafapuszta (Lispe) Oil Field in Hungary," Geophysics, 
vol. 12 , no. 2, (April 1947 ) , P· 215. Apar-t from quoting the same 
figures, the writers of The Hungarian Oil Industry added the following 
on page 36 : "It was made by Hungarian e>:perts using instruments 
manufactured in Hung ary ." 

42. Raul Vajk, "Geophysical E>:ploration of Southwest Hungat-y," 
Geophysics, vol. 12, no. 2, (April 1952), pp. 293-94. 

43. The Supplementary Agreement was signed by the parties on 
June 10, 1937, and "voted i n favor-" on by the Hungarian Parliament on 
July 9, 1937 (CHOMD, vol. 1, p. 254) . Neither the Hungari an collection 
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of documents nor the Washington D. C. archival deposits contained a copy 
of t he Supplement ar y Agreement. 

44. On July 1, 1936, the Di vi si on of Mining, 1-ihi ch up to this 
date had been a part of the Royal Hungarian Treasur y , was trans fer r ed to 
the Ministry of Industr y . However, Law Article VI of 1911, whi ch 
s tipulated that the Minister of Finance (Treasur y ) had exclusive 
authority to grant hydrocarbon contracts, had not been changed. 
Therefore, the Supplementar y Contract was negotiated and signed by the 
Minister of Industry on behalf of the Royal Hungarian Treasur y . 

45. Census of American-Owned Assets in Foreign Countries -
United States Treasury Department Office of the Secretary (Was hington 
D.C.: Government Printing Office, 1947), p. 60. The official exchange 
rate was 1 pengo for 0.19 dollars. The pengo, replacing the 
inflationary, post war crown, was issued in 1923. In later year s , the 
pengo proved to be a reasonably stable and convertable monetary unit. 

46. CHOMD, vol. 1, Appendix. The exact title of th e document 
was Potszerzodes - ma. kir. iparugyi miniszter es az European Gas & 

Electric Company kozott. Supplementary Contract - between the Royal 
Hungarian Minister of Industry and the European Gas & Electric Company . 
A copy of this document is also available in the NA Records, designated 
864.6363/27 in box 6868. 

47. CHOMD, vol. 1, Appendi x , Supplementary Contract, p.1. 

48. In such a case, Eurogasco had to act in the capacity of a 
negotiorum gestor (negotiator without a mandate). In other words, 
Eurogasco had to mediate and insure that the new company would come into 
all contractual rights and obligations at the time of its registration. 

49. CHOMD, vol. 1' Appendi:-:, Agreement, p. 2. 

50. CHOMD, vol. 1' Appendi :<, Contract, p . 2. 

51. Ibid. , p . ... . .). 

C-r"\ CHOMD, vol. 1 ' Appendi :<, Supplementary Contract, p. 
...,. 

UL. I ·-' · 

c--. lb id. , pp. 4-5. 54. Ibid., p. 8. U·-'• 

55. Articles of Association or, Bylaws, had to be drafted by 
the officials of the new company and submitted to the Minister of 
Industry for his consent before it could be presented to the owners at 
the next General Meeting of Shareholders (ibid., p. 9). 

56. I bi d . , p . 11 . 

57. Orszaggyules Kepviselohazanak Naploja, 1938, p. 218. 

58. Ibid., pp. 216-36. 

59. CHOMD, vol. 1, Appendi x , Supplementary Contract, p. 11. 
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60. Ibid., p. 11. 

61. Letter, Bri ce to ... Wiederaufbau und Vermogenssicherung, 

Wien, Januar y 20, 1949, attached to letter b y George Koegler counsel to 

Standard Oil to David E. Longanecker, November 7, 1949, Petroleum 

Division, Department of State, NA Records . There were exactly 14,357 of 

them. 

62. To appreciate the multinational character of MAORT's first 

Board of Directors, it is useful to list the information available 

(names , board titles, work addresses and citizenship) on these officers: 

Clarence Herman Lieb, President, Chairman of the Board of 
Directors, Standard Oil Company, 30 Rockefeller Plaza, New York 

- American 

Paul Ruedemann, Vice President, Director, 5 Ferenc Jozsef ter, 

Budapest - American (naturalized, originall y German) 

Ralph P. Bolton, Director, Standard Oil Company, S. A. Buenos 

Aires, Argentina - British 

Vice Admiral Emil Konek, Director, Budapest - Hungary; He was 

the representative of the Hungarian Ministry of Industry 

Dr. Simon Papp, Director, 5 Ferenc Jozsef ter, Budapest -

Hungarian 

George A. Bannantine, Director, Creole Petroleum Corporation, 

Caracas, Venezuela - American 

Ray P. Walters} Director, Standard Oil Company, 30 Rockefeller 

Plaza, New York - American 

John F. Conaway, Director, Creole Petroleum Corporation, 

Caracas, Venezuela - American 

Erno Hauer, Director, Budapest - Hungarian. He was the manager 

of the Hungarian-American Mineral Oil Trading Company Limited 

[Magyar-Amerikai Asvanyolajkereskedelmi Reszvenytar sasagJ. 

Previously, this company was called Hungarian-American Petroleum 

Company Limited [Magyar Amerikai Petroleum Resz ven ytarsasagJ. 

The source, "Petroleum Facilities of Hungary," prepared by the 

Enemy Oil Committee, May 1944, NA Records, which included this list, was 

also interested in using the directors as possible sources of 

intelligence information. This can be surmised from the footnote which 

followed the list of directors. The footnote read: 
In listing the individuals who have been associated with the 

various oil companies, it should be understood that these indi

viduals may be looked to for information of possible value in 

their respective fields, but insofar as concerns the non 

Americans, no implications should be drawn as to their pol it i cal 

sympathies or affiliations. 
An appropiate example for a MAOF:T official who "may be looked to for 
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information of possible value" was discovered in the person of 

Ruedemann. After he left Hungary in January 15, 1942, he was invited to 

Washington, D.C. by Wallace Phillips, Director, Division of Special 

Information, Department of State, Washington, D.C., to be interviewed 

concerning various topics related to Hungarian economics and politics. 

It is necessary to note that the CHOMD listed Ralph P. Bolton as 

still the President of both Eurogasco and MAORT and Clarence H. Lieb 

only a member of the Board of Directors. But what is most unusual is 

that the CHOMD stated that the Board had nine members but listed only 

eight. It left out Ray P. Walters, who after 1945 would assume a very 

special role. (CHOMD, vol. 1, p. 259). 

63. CHOMD, vol. 1, p. 260. 64. Ibid., pp. 219,260 . 

65. CHOMD, vol. 1, Appendix, Supplementary Contract, p. 8. 

66. Bylaws, unattached, NA Records, box 6868. The Hungarian 

collection of documents did not contain this particular record. 

67. In fact, MADRT never had a full General Assembly of Share

holders meeting in its history. Paul Ruedemann or Emil Schudel acted as 

a proxy of Eurogasco, representing almost all shares. 

68. The first business year began with the registration of 

MAORT, July 6, 1938, and ended on the last day of the calendar year. 

69. Bylaws, unattached, NA Records. 
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CHAPTER THREE 

OPERATIONS: 1938-1941 

The discovery of rich pay zones set MAORT officials on their way 

to prepare the ail fields for large-scale production. They put to work 

the available drilling outfits to sink wells at the most promising 

locations as fast as practicable. Construction of storage and trans

portation facilities to expedite the movement of increasing quantities 

of crude from the fields to the refineries was started. Because most 

operations were in the initial stage, officials had to procure various 

types of materials, purchase new machines, organize supporting ser vices 

and store large amounts of equipment. In the course of months, the oil 

workers transformed an agricultural region of southwest Transdanubia 

into an industrial area. 

Completion of the engineering projects constituted part of the 

company's operations. Equally important were the administrative 

decisions underlying every major work phase. The director-managers 

worked under conditions which were dominated by conflicting interests. 

They made decisions based on instructions from New York and orders from 

the Hungarian government in both the board of directors and stockholders 

meetings. To make matters more urgent and complicated, MOART operated 

as a military plant, supplied Germany with petroleum products, and 

earned profits for American stockholders. 

MAORT's crude oil production continued to increase before 

67 
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Hungary entered World War II. By 1941, the fields' crude output 

e xceeded domestic needs and the refineries began exporting distilled 

products to Germany. This violated MADRT's contract with the state, but 

neither party found the breach objectionable . 

The company's increased output brought about larger profits. 

During 1939, $252,683 was transferred to Rockefeller Plaza as dividends. 

This represented the only profit earning occasion for Standard Oil from 

its Hungarian affiliate. Because of emergency legislation and the state 

of war between Hungary and the United States, future earnings of MADRT 

were used to increase the company's capitalization. 

The American Legation in Budapest also received a role in the 

day-to-day operation of MAORT. As the Hungarian government increased 

its control over the company, MADRT officials began exchanging sensitive 

information with Rockefeller Plaza by way of diplomatic wires and pouch, 

When state officials demanded larger crude output, company managers 

asked the American Minister to Hungary to intercede on their behalf and 

protect the company's rights. In return, American foreign officers 

experienced no difficulties in gathering classified geological, carto

graphic and oil-production data impinging upon Hungary's military capa

bilities. Each of these activities of the legation violated existing 

Hungarian-American commercial and friendship treaty agreements. 

For the purpose of national security, the government sequestered 

MAORT on December 20, 1941, seven days after Hungary declared war on the 

United States. The government promised to compensate Standard Oil for 

the use of the company and to return it at the end of the war. After 

having been invited to stay in Hungary for the duration of the war, Paul 

Ruedemann decided to leave the country for the United States in the 

middle of January 1941. 

I 
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Engineering Part: Characteristics of the Three Oil Fields 

Scientific investigations of Zala County continued in earnest 

after the Budafa B-2 well became a regular producer in November 1937. 1 

Geologists extended their efforts to determine exactly the character-

istics of the region. Because of the presence of wide and deep 

Pleistocene deposits, traditional geological surveys had only limited 

value. The geologists, in evaluating the oil potential of Zala County, 

had to also rely upon data recorded by geophysical instruments. 

At first, using Hungarian-made torsion balance instruments, the 

geologists located a 2O-mile-long, east-west striking gravity maximum. 

Its width from syncline to syncline was approximately 8 miles at the 

eastern end and about 15 miles at the western end, near the Yugoslav 

border. Off to the northern 

detected three secondary highs: 

and southern slopes, the geologists 

Budafa, Ujfalu and Lovaszi. The geolo-

gists interpreted the detected large gravity maximum as an extension of 

the Yugoslav Szelnice-Peklenice anticline and the three secondary grav

ity maxima as three domes on the crest of the anticline. Later, each 

dome proved to be an oil field containing several pools of oil overlying 

one another. 2 

When advanced American gravity meters became available, 3 the 

geologists rechecked the results of their first sets of measurements and 

came to the conclusion that in most instances their initial data were 

correct. They decided to drill each dome and build each hole into a 

well; and in a short time, each completed well became a producer of 

crude and each dome a separate field.~ 

The Budafa field, first to yield crude and second in total 

production, was located on a spread of land used for grazing and owned 
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by Rudibo Zichy, one of Hungar y 's richest landowners. Here, Eurogasco 

geologists detected hydrocarbons with well B-1 in February 1937 and 

found oil and gas in commercial quantities with well B-2 in November 

1937. The nearest town was Lispe, 2.6 miles north; and the neares t city 

was Nagykanizsa, 10 miles east. Because Lispe had a post office and a 

railroad station, and many people were familiar with this town, 

Hungarians, in general, often spoke of the Lispe oil field when they 

refer-red to the Budafa oil field. Often the phrase "Lispe oil" stood 

for all three oil fields of Transdanubia.~ 

The dimensions of the Budafa field outlined a reservoir that was 

compact and accessible. The producing area occupied 5 square miles and 

the gas cap 0.75 square miles. The five producing zonesb had lenti c -

ular shapes. They did not extend in the same thickness throughout the 

field but thinned out so that in some parts of the field they were 

undetectable. 7 

Particular reservoir conditions at Budafa indicated that the 

estimated oil recovery rate would be 40 percent 129 million barrels> of 

the oil contained in the pore space. Ninety percent of this was 

believed to surface by natural flow, because the gas cap above the 

reservoir and the gas dissolved in the oil would force the flow of the 

oil. However, geologists warned that to maintain these desirable 

ratios, the engineers had to adopt rational production methods. In 

other words, the responsible heads of the operation had to establish 

balanced relationships among several variables: they had to determine 

the spacing of the wells, select the bean (orifice or choke regulating 

the flow of crude) size, stabilize the gas-oil ratio and return gas into 

the reservoir to sustain bottom pressure that made the wells free 

flowing.ei 
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While the producing sands' porosity and saturation of the pore 

space were e xcellent, the sands possessed low permeabilit y (flow of the 

oil within the pore space). This condition prompted Ruedemann to space 

the wells at a distance of 1,000 feet from each other. Larger distances 

would have left more oil in the sands but if the wells were placed 

closer, they would have mutually influenced each other and would have 

reduced the productivity of the fields in the long run.~ 

Geologists and engineers developed the Budafa field gradually. 

Altogether, by the end of 1941 there were 85 wells, of which 71 pro

duced oil, gas or both, and 14 holes which came up dry. Five drilling 

outfits sank the wells to an average depth of 3,600 feet, and the wells 

produced through 0.12-0.25 inch beans. 10 

drillings and functions, see tables 3 and 4.l 

<For a summary of well 

The 71 productive wells yielded about 5.5 million barrels of 

crude and about 8 billion cubic feet of gas during the same period. 11 

(For comprehensive crude and gas production figures see tables 1 and 2.) 

The Budafa crude was similar to the high quality oil of Texas. It was 

light, had a paraffin base, averaged 38 degrees on the API gravity 

scale, contained 28 percent of 65 octane natural gasoline and only 0.15 

percent sulfur. 12 

Next, MADRT crews moved their operation near the village of 

Lovaszi in August of 1940, where they struck a profitable quantity of 

oil with their first wildcat. The field they discovered was located 5 

miles northwest of Budafa, covered 3.5 miles and had a gas cap above the 

producing zone which occupied 0.5 square miles. The producing area 

extended for a short distance into Yugoslavia. 13 

Geological evaluations indicated that the Lovaszi field repre

sented a separate structural unit, a secondary fold which developed on 

', 
I 
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the north side of the Budafa-Szelnice main anticline. As under the 

Budafa field, the producing zones consisted of Pliocene sands though 

they lay deeper and did not promise continuous development. Si x oil and 

gas-bearing horizons which made up the pay were as thick as 83 feet. 14 

The first well drilled into the Lovaszi structure became a 

producer on December 1, 1940. Equally successful were the other wells, 

22 in number by the end of 1941, as they produced crude from 5,280 feet 

deep and through 0.25-0.50 inch beans. While the permeability of the 

zones did not reach Budafa's, geologists still placed the wells 1,000 

feet from each other. 1 ~ (For drill summaries, see tables 3 and 4.l 

Up to the end of 1941, the 22 wells brought to the surface about 

1.1 million barrels of crude and 1.4 billion cubic feet of gas. The 

field's recoverable reserves were estimated to be 30 million barrels. 

The Lovaszi crude was similar to the oil of Budafa in that it was light 

with substantial paraffin content, but it yielded more kerosene and less 

gasoline. On the API scale, it registered a gravity of 40 degrees. 16 

(For crude and gas production figures, see table 1 and 2.) 

Ujfalu, the third field, was the smallest and the least impor

tant oil find. This field, near the village of Ujfalu, was discovered 

in the spring of 1941. The original belief that this field would be the 

richest of the three because its dome on the Budafa anticline was 

nearest to the proven fields of Szelnice and Peklenice, turned out to be 

false. 17 MAORT workers decided to abandon the field in October 1944, 

after the 5 wells drilled produced only 13,362 barrels of the estimated 

25 thousand barrels of recoverable reserve. Carrying much sand and salt 

water to the surface, the Ujfalu oil was thick and black, useful only 

for heating. The field yielded only negligible amounts of gas. ie 



Machinery, Plants and Support Services 

In the spring of 1938, MAORT started accelerated drilling 

operations with four Hughes steam-driven drilling outfits. Later, the 

company acquired four more units from Germany which were driven by 

Diesel engines. The well drilling rigs were accompanied by si x steel 

suspension derricks, each 136 feet long. 

contemporary rig on page 73.) 19 

(See schematic drawing of a 

Drilling engineers used long-tooth, three-cone, self-cleaning 

rock bits to bore 9-inch holes for ?-inch casing. They preferred to use 

American drill bits and drilling mud to seal in the walls of individual 

well-shafts. The completed wells used adjustable 0.25-0.50 inch 

beans. 20 

The amount of time and money required to complete a well indica

ted an efficient operation. In general, a drilling rig took two months 

to finish the boring of a well. The average cost of a completed well in 

1941 was $19,000 (100,000 pengosl in the Budafa field. However, this 

cost rose substantially to $29,300 (150,000 pengos) per well in the 

Lovaszi field. 21 At this time in the United States, the average cost of 

To begin high-volume crude production, MAORT officials had to 

build pipelines connecting the oil fields to the refinery plants. 

Direct trunk lines represented practical, secure and inexpensive links 

in comparison to truck and rail transportation of the crude. However, 

first MAORT engi neer s had to erect three kinds of tank stations. 

The field crude-gathering tank stations consisted of 6 tanks. 

Each tank received crude from 12 wells through 2-inch pipelines and 

could hold 1,000 barrels. By the end of 1941, Budafa had 9 and Lovaszi, 

5 such stations. From a distance or from an airplane, the only visible 
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objects on a completel y drilled-up oil field were the indi vidual tanks 

of the stati ons. 2 ~ 

Through 3-i nch pipelines, the crude from the field crude

gathering tank stations flowed toward crude-storag e tank stations. 

These centrally located stations consisted of severa l 10,000-barrel 

tanks. Budafa had 7 tank s and Lovaszi, 4. Thr ough 6-inch pipe-lines, 

the crude was pumped from these s tati ons to UJudvar, a small town with 

rail connections to the country' s main railroad network. 24 

UJud va r became the company's crude-transportation tank station. 

Here, in addition to 20,000-barrel capacity tanks, the company con-

structed railroad sidings and a 60-car loading rack to fill tank cars to 

facilitate the transportation of the cr ude to refineries in different 

parts of the country. 2
~ 

Transportation of the crude on rails in tank cars was neither 

technically sound nor finan cially advantageous for the company. Pur 

chase or rent of the tank cars was e xpensi ve, and filling and emptying 

them was time consuming because the cars had to travel back from the 

refineries empty . The despatch and transit of the car s depended on a 

state-owned railroad system which was over loaded with work and had to 

follow definite priorities, especially in times of war. 2 b 

While Ruedemann was pondering over the merit s of a newly con

structed transportation pipeline, he received contradicting instructions 

from two powerful sources concerning his project. Official s of the 

Hungarian government were interested in the steady flow of the cr ude to 

distant refineries in concealed, underground pipes. 27 Officials at 

Rockefeller Plaza ad vised Ruedemann not to plan such a project, at least 

not for the time being, because of the "unpredictable and unsafe s itua

tion created by the war.":;.?e 
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In a short time, Ruedemann was able to change New York's 

position. He reminded them of the fact that the Hungarian government 

prohibited the transfer of money out of the country with the passing of 

the National Emergency Defense Law of September 2, 1939. 2 • Present and 

future earnings of the company would increase the company's cash 

reserves; devaluation or inflation caused by the war could diminish 

those accumulated reserves overnight. Therefore, Ruedemann urged that 

profits be used immediately in order to take advantage of this 

investment opportunity: the construction of a pipeline. He estimated 

that the cost of the pipeline would not e xceed S2,3000,000 (12,000,000 

pengosl. This was the same amount the company projected to pay for the 

transportation of crude to the Hungarian railroad agency for just one 

year. The cost of the trunk line, Ruedemann promised, would provide a 

safe investment of the company's profits and would be amortized in the 

first year of its operation . 30 

Construction of an 8-inch trunk line from Ujudvar to Budapest, a 

distance of 165 miles, commenced in May of 1940. (See map on p. 17.l 

For the year-long construction, MAORT trained its own workers and 

purc hased 

Budapest. 

the materials from the Hungarian Weissmanfred Work of 

The main pipeline followed the towns of Ujudvar, 

Mososzentgyorgy, Lepseny, Kapolnasnyek, and Budapest. 31 

Two pipeline laterals branched off the main line; a 4-inch

diameter, 24-mile-long section at Lepseny connected to Pet and a 6-inch

diameter, 58-mile-long section at Kapolnasnyek, ran to Almasfuzito and 

Szony. Each major refinery plant was included in the network of pipe

lines, except two. 3 ~ 

On November 24, 1941, the pipeline construction reached Budapest 

where MAORT built a loading rack to fill railroad tank cars to service 
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the two remaining refineries. The construction of t he 247-mile-long 

pipeline system took one and a half years and cost $2,280,000 

(12,000,000 pengosl--almost the same as the original estimate. The oil 

was pumped into the pipeline at Ujudvar under 100 pounds of pressure and 

was deli vered to Budapest at a rate of 12,000 barrel s a day.~ 3 

In addition to crude oil and natural gas, the fields a lso 

yielded wet natural gas whi ch contained more than average amounts of 

light hydrocarbons in the form of na t ural gasoline, liquid butane and 

propane. After the wet gas moved upward in the wells, it was piped into 

a compressor house or gasoline plant, where it was placed under pressure 

to condense its light hydrocarbons. 34 

Each field had its gasoline plant. On the average, 1 milli on 

cubic feet of wet gas yielded 100 barrels of natural gasoline. During 

1941, the fields produced 32,000 barrels of natural gasoline and 26,000 

barrels of liquid butane and propane~~ (For comprehensi ve production 

figures, see table 5.) 

Adjacent to the gasoline plants, MAORT official~ built repres

suring plants. Because the growing number of wells reduced the pressur·e 

of the gas cap, engineers had to replace the lost gas pressure in the 

formation. For this reason, after the gasoline content of the wet gas 

was removed in the gasoline plants, the gas, now dr y , was led to the 

repressuring plants where it was compressed and injected through input 

wells into the producing formation for pressure maintenance. The dail y 

repressuring capacity of the Budafa plant was 4 million cubic feet of 

gas and the Lovaszi plant, 6 million. 36 

Electricit y , heat and water were necessary for the continuous 

exploitation of the oil fie l ds. To obtain electric energy, MOART had to 

undertake the largest effort. Because no sizeable electric power plant 
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operated in the southwestern corner of the country and the electricity 

need of the crude producing fields was substantial, MOART officials had 

to build, equip and maintain their own power plants. By 1941, the 

company was self-sufficient in electrical energy. 37 

Heating represented the least problem, because natural gas was 

available aplenty as a co-product of the crude. The first producing 

field, Budafa, was selected to supply gas to different size burners 

which generated heat energy for the offices, machine and repair shops 

and dwellings of workers. 3 e 

On and around the oil fields, industrial and household needs for 

water were substantial. Fortunately, large enough rivers crossed both 

fields. The Valicka River supplied the field of Budafa with the help of 

a centrifugal pump and a 1OO,OOO-gallon, concrete, underground tank. In 

the Lovaszi field, the Kerka River provided the water. On both fields, 

the tanks also stored drinking water. 3
~ 

To insure continuous work on the fields, MAORT employed dif

ferent types of skilled workers to repair and service machines and to 

store materials. In two places, at Ujudvar and Nagykanizsa, both near 

the producing fields, the company established major repair and service 

centers. The latter was the larger and more important shop. It 

included car and truck repair sections together with a welding station. 

Here also stood the central warehouse where large quantities of steel 

pipes were stored. 40 

The main office building was located in Nagykanizsa. This con

tinuously expanding facility housed both the administrative and the 

technical management for the field operation. Here offices were also 

reserved for the Budapest central office executives who often came to 

inspect the field operations. 41 
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As an auxiliary but necessary task, MAORT also had to engage in 

road building. In order to build the wells and later ser vice them, 

workers and their equipment had to reach the well-sites or the wells in 

the middle of open fields in all types of weather. Over the years, the 

company's road-building crews constructed many miles of roads which 

often ran through swamps and rivers. The roads these workers built were 

gravel and macadam. 42 

To begin and to maintain the operation of the oil fields, MAORT 

procured the necessary materials and machinery in Hungary and imported 

some from Germany, France and the United States. From the very begin

ning, the war going on outside of Hungary created critical shortages in 

the procurement of materials. To counteract this, MAORT officials 

decided to increase the company's inventories. During the period of 

March 1940 through May 1949, officials increased the amount of supplies 

in the Budafa warehouses from $195,000 ta $492,000 and in the Lovaszi 

field, from 143,150 to $170,000. 43 (For details, see table 15.) 

Employment and Compensation 

The Contract which established the relations between the state 

and company and defined the important activities of the company, granted 

MAORT the right to employ Hungarian nationals with or without technical 

or administrative skills. There was only one restriction: in case the 

country were at war, the Hungarian state could unconditionally command 

the service of any employee. This stipulation had been a s tandard 

feature in the contracts of multinational companies everywhere and did 

not discourage MAORT officials from recruiting, training and employing 

Hungarians. 44 

To the contrary, from the beginning MAORT officials expressed 
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their intention to operate the company with an almost exclusi ve l y Hun

garian work force. Later, when the number of employees reached into the 

thousands, the company still had not had more than nine American 

nationals on the payroll simultaneously. This course turned out to be 

practical and profitable, considering the labor situation of southwest 

Hungary in the late 1930s. 4
~ 

The area where oil was first discovered around Budafa and 

Lovaszi (near the villages of Csehi and Kerettye) belonged to the estate 

of one of the richest landowners, Baron Istvan Rudibo Zichy. 4
• Before 

the discovery, this region represented the poorest and most economically 

depressed corner of Hungary. It had no industry of its own. Since it 

was located far from urban centers, only agricultural jOb opportunities 

at extremely low wages were available. While in 1938, the rate of unem

ployment among agricultural workers was 38 percent in Hungary, this 

figure reached a staggering 49 percent in Zala County. MAORT officials 

came into this kind of labor situation to recruit workers and begin the 

operation of the oil fields. 47 

Scarcity of skilled workers among the area's farm laborers did 

not discourage MAORT officials. They had experience in the recruitment, 

training and assembly of a capable body of oil workers. The personnel 

specialists visited the surrounding villages and hired people who, with 

few exceptions, had been agricultural laborers all their lives. Workers 

originating from the same village were placed in the same crew, shift 

and field. Similar background, knowledge of each other's living condi

tions and family ties disposed the members of each group to be helpful 

toward each other. Their pride in their locality lent itself to be 

transferred into pride in the accomplishments of their group, especially 

in competiti ve work situations. The practice of not dispersing members 

l, 
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of one village enhanced cohes ion and i ncreased the performance of t he 

whole work force. MADRT's ma nagement showed ins i ght into the psyc he of 

the landless Hungarian agricultural day laborers. 

Fieldhands were hired at an hourly rate of 8 cents (40 fillers), 

which amounted to almost $20 (96 pengos) for a month (24, ten- hour work 

days). These workers were also placed on a si x-month probationary 

period. While the entry level wage was low, it was still 30 percent 

higher than what large farm owners paid their worker s . To be hired on 

condition was an unusual experience for the Hungarian workers. They had 

been accustomed to working so long as the job lasted, without depend

ence on their work performance. However, in this instance, the replace-

ment of the traditionally paternalistic employer did not discourage the 

peasant workers. In fact, the opposite happened. The probationary 

procedure increased the workers' performance and increased the number of 

applicants who wanted to get jobs. 

The machinists, technicians and engineers came from Budapest and 

other large cities. One of the first tasks of these educated, skilled 

workers was to provide the fieldhands with on-job training. As the 

workers learned to perform certain skills, they received raises. This 

again was a new employment practice for the Hungarians. They responded 

with eagerness and learned the different skills which transformed them 

into efficient oil field workers. 

In spite of substantial progress in recruitment and training of 

local people, Ruedemann still had his doubts. 

noted: 

In August of 1941, he 

It still is too earl y to see how our National staff will 
function. We ha ve been growing too fast in a country where no 
experienced people are available for our type of work .... 
We took on about ten young engineers during the year who a re now 
in training in various branches. Our situation as regards suit-

',, 
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able men for the supervision of work is not bad. What they need 
is more experience ••.. It is to be hoped that we shall have 
a breathing spell in which to better perfect the organization. 
Undoubtedly, we shall need the advice of specialists in the var
ious branches as soon as hostilities cease. 48 

The supervisory personnel, whether technical or administrative, 

also had to accept and satisfy new and demanding standards as conditions 

of permanent employment. They had to fulfill a probationary period of 

one year. They had to take an entry level salary that was barely above 

the field workers' wages; and what was most unusual in the experience of 

the Hungarian white-collar worker, was that they had to begin their 

assignments as physical workers and work themselves through several 

stages of skilled-labor assignments before they finally could earn the 

position for which they originally applied. 49 

Throughout their careers with the company, the members of the 

technical staff and management had to attend lectures and take in

service courses to learn new developments in their fields. The most 

capable engineers earned opportunities to come to the United States and 

expand their theoretical knowledge at American universities and receive 

practical experience at Standard Oil plants. "One of these was stated 

by Standard to be the best engineer who had ever been sent to them from 

any part of the world.''eo This type of employment practice contributed 

to the creation of a positive image in the mind of petroleum engineers 

throughout Europe. According to the words of an American diplomat: 

''The Hungarian operation was the most advanced in Europe."~ 1 

The difference in earnings between MAORT's executives and physi-

cal workers was very substantial. As physical workers learned the 

skills necessary to complete their particular job assignment, their 

hourly base wage of 8 cents (40 fillers) gradually rose to 11 cents (55 

fillers) in 1938. The workers' earnings after one month on the job 
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a mounted to $26.40 1132 pengos ).e~ In cont r ast, t he top execut ives' 

monthly salaries ranged from $ 133 (700 pengos ) to $342 11,800 pengos ) in 

1941; $209 (1,100 pengosl to $380 (2, 000 pengos ) in 1942 ; and $304 

(1,600 pengosl to $665 (3,500 pengo s ) in 1943.e~ (For detail s of e xecu

ti ves' salaries, see table 9.) 

In comparison with the earnings of other physica l workers wh o 

worked either at industrial or agricultural jobs, MAORT's ph ysi cal 

workers earned more. This fact did not escape the scrutiny of s ome 

highly placed, interested persons. In 1938, the Regent of Hungary, 

Miklos Horthy, and his wife visited the oil fields. Mr s . Horthy men

tioned to Ruedemann that "There had been some criticism of the company" s 

wage scales on the basis that it was spoiling the labor market.'' With 

out hesitation, Ruedemann replied that "in his opinion it could do no 

harm to improve the standard of living of the Hungarian workmen.'' In the 

end, ''Mrs. Horthy indicated her agreement with Ruedemann" s point of 

view."e4 

Over the years, the si z e of MADRT"s labor for ce grew without 

interruption. From 236 in 1938, the number of physical workers 

increased to 1,798 in 1941. During the same period, the salaried staff 

expanded from 52 to 2os.ee <For complete figures, s ee table 13.) 

Under existing Hungarian labor laws, a registered company had to 

provide sick, accident and death insurance in addition to a pension pro

gram.e6 Up to August 1941, MAORT was slow to establish programs f or 

these social security benefits. Ruedemann acknowledged this shortcoming 

in the following words: 

There have been hints that we are not doing enough by way of 
social welfare and we are now progressing a program for death 
and sick benefits along the Humble plans. Moreover, an expert 
on pension plans is to submit d~ta on what is being done by 
others and what could be done now .... e 7 
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In reality, Ruedemann cared about most aspects of his employees' 

He often inserted in hi s reports to Rockefeller Plaza, short 

accounts describing some beneficial program the company started. ee In 

the middle of 1941, he noted that 

Except for the landscaping, the Budafa club house was completed 
last week. An informa l inauguration turned out to be a huge 
success as about 1,300 people were present. The workmen <also 
daughters) gave an operetta performance that wa s very good. 
Proceeds from the show will be turned over to widows of MA0RT 
employees killed in action.e~ 

He also cared about the food supply for the workers. He reported: 

We arranged for the purchase of 700 hogs--one year's s uppl y of 
fat. To ha ndle this and other rationed products, a butcher shop, 
distribution store and baker y will be built at Kerettye. We 
have to look out for oursel ves or we will find our people with
out the essentials of life. 60 

While the company' s security programs were lagging behind or 

were still in the planning stage at the end of 1941, fringe benefits 

were extensi ve and generous. Garrett G. Ackerson, Jr., Secretary of the 

U. S. Legation at Budapest, visited the oil fields in 1939 and related 

the following: 

I gained the impression that the Company has been doing a 
good deal to improve the life of the workers. Some ten or 
twelve houses have been built for the American and Hungarian 
engineers living at the field. For next summer, the Company 
contemplates the construction of more houses, a sports c lub, a 
s wimming pool, and a sports field for the workmen, in order to 
keep them away from the wine shops where they spend a good deal 
of time at present for want of a better place to go. 

The Company has also undertaken medical service for the 
employees and their families, transportation to and from the 
nearest town, the construction of schools for the children of 
employees, and other such services which one finds so often on 
large American works of this nature. 61 

As MADRT's earnings began soaring in 1941, officials looked for 

expenditures which, at the present, would reduce the company 's large 

accumulated cash reserves and would benefit the company in the future. 

For this dual purpose, they establi s hed a scholarship fund as an addi -
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Each year, 
tional feature of the company's social and welfare program. 

form 1941 
MAORT granted monthly stipends in 55, 70, 100 and 130 pen-

gos 
17 and 24 dollars> to seventeen students of meager fir.an-

cial 
ability but high intellectual achievement at the Mining and For

e5try Academy in Sopron, and t o fourt een students at the Mining Techni-

n re urn, e rec:1p1en so 1ga e emsel ves cal High School 1· n F·ec:s. I t th . . t bl . t d th 

to 
work as physi ca l workers at drilling sites every summer during their 

work for the company at a place 
school years, and upon graduati on, 

determined by the company's needs for five years. Maint enance of this 

program, in a country where children of poor families could not ordin-

arily have access to higher education, created a favorable reputation 

which benefited MAORT beyond its original, pragmatic, dual purpose.c2 

Over the years, MAORT worked out a comprehensive program of 

fringe benefits. When surveying the many different services the comp any 

provided for the employees, Papp summarized the accomplishments as 

follows: 
houses, 
picture 
Company 

and even 
football 

On each field, there are food stores, s laughter 
canteens. club rooms for the workers, and moving 
theaters~ In Lovaszi there is a hospital as well. 
physicians are in attendance in eac:h and every field, 
an ambulance car has been purchased. For sporting, 
grounds and swimming pools have been provided. 

For workmen and clerks, other than those living in nearby 
villages, a camp has been built. Engineers, depending on the 
size of · their families, were housed in one and two-room dwell
ings. Every house has a bathroom with running water and gas 
heating. Additional dwellings are being built to meet the 
requirements. Vegetable gardens have been allotted to all 
employees living in the camps. An autobus runs between the 
plants and Nagykanizsa, and onc:e a week, opportunity is afforded 
to every employee, or hiS or her member~ of ! amily, to reach 
this city for shopping. The company post 1s being forwarded by 
the autobus, although, the postal authorities opened up a branch 
office at Kerettye. Public: safet y 1s watched over by the 
gendarmerie for whom the company provided barracks. A chapel 
and a cemetery are within the plant at Kerettye.b3 

At times of c:ritic:al operations, or in c:ase of industrial acc:i-
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dents anywher-e 
in the oil fields, company executi ves from the 

-- • occas1ona y r-om ,,e u apes ea quar-ter-s, Nagykan1· 1,.==- off 1· ces "nd · 11 f t'- B d t h d 

would rush to the place of need. Under Ruedemann's per-sonal leadership, 

the 
managerial staff, in shirt sleeves and over long hours, would labor 

shoulder to shoulder with the fieldhands to br-ing the situation under 

control. 
This type of executive action, singular- in the Hungarian work 

setting, raised the wor-ker's respect for his supervisors and endeared 

The exemplary behavior of top 
the or-dinary employee to the company, 

executives, in addition to the relatively high monetary and fringe 

benefit s , molded the individual employees into a willing and industrious 

work force, whose loyalty to the company became its special hallmark. 

In the perception of Department X officials in the Minist r-y of 

Industry, who wer-e in charge of MAORT' s operation, company employees' 

1"□rk characteristics t-eflec:ted the undesirable "American influence" of 

Ruedemann's "Amer-ican style management." Dur-ing the war- when Depart-

Karoly Roth, order-ed the company to increase its crude 
ment x 1 eadet-, 

officials were only par-tially able to meet orders 
output 

citing technical difficulties, Roth attr-ibuted the shortfalls to the 
and company 

per-sisting "American influence" of the repatr-iated Ruedemann,h
4 

in 

than 

out 

times of war, the fields became indispensable, 

to be a sour-ce 

~_guarding_ the □!) Fields 

In peaceful times, the possession of oil fields was important; 

Acquisition of more 

an 
adequate cr-ude supply at the beginning of World War II turned 

of unexpected benefits and a nest for unfor-eseen 

di ff i cu 1 ti es. 
The main problem center-ed around the meaning of the term 

"safeguarding" of the oil fields, To some, it meant the mi.litary pro

tection of the fields so that much crude could be produced throughout 
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the war. To others it meant the premeditated damaging of the fields so 

that the crude could not be used until after the war. It came down to 

the milit a ry safeguarding of production for now, or industrial s abotage 

to safeguard production for later. 

Within days after the National Defense Law was invoked on 

September 1939 (concerning this law, see~ 142), the Hungarian 

government declared MAORT a militar y plant and stationed militar y troop s 

on the oil fields. When Ackerson visited the fields in December 1939, 

he noticed that 

The fields are under military control at present, and they 
will doubtless so remain until the European conflict comes to an 
end. There are some four hundred officers and soldiers quarted 
on the fields, but there has been no military interference with 
administration and production; in fact, the military authorities 
appear to be well satisfied with the Company's work, and they 
have been helpful in procuring prompt production and deli ver y of 
materials and machines ...• The Company has also undertaken 
the construction of barracks for the soldiers and the police who 
are quarted in the field. 6 ~ 

Regarding the presence of the military, Ruedemann noted only that 

''Hungarian troops made sporadic patrols of Standard's propert y ," and 

''There were occasional German inspections." h h 

At the beginning of the war, both the government and the company 

wanted to protect the fields against air raids. For this reason, the 

engineers completed the wells in special ways. Ackerson, during his 

December visit, obser ved that 

. all wells thus far brought in are flowing wells, the der 
ricks can be dismounted when the flow begins. The wellhead is 
then placed underground in a bomb-proof cellar and nothing is 
visible from the surface or from the air. Bombing from air
planes would be virtually impossible, as the pipelines and wells 
are invisible and are spread over a considerable area. The 
gathering tanks could be bombed, but they are not absolutel y 
necessary and it would be a simple matter to run the petroleum 
direct from the wells to the tank cars. There is a pipeline, 
some twenty-seven kilometers in length, from the field to the 
loading rack. The most effective bombing would be directed 
against the ra i lroad line and against the nine refining plants, 
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most of which are near Budapest; it would be a comparatively 
simple matter to put the latter out of action and thus to render 
the petroleum useless for military purposes,b7 

As soon as the fields showed promise of large production near 

the end of 1939, Ruedemann contacted the Legation and inquired ''whether 

it would be advisable for his Company to safeguard the oil wells ... 

in case Hungary became involved in hostilities:be Montgomery, who took 

upon himself the task of responding, regretfully but truthfully stated 

that ''The Legation did not feel competent to express an opinion in the 
,, 

matter.~• However, the American Minister promised to transmit to the 

Department of State Ruedemann's memorandum. 70 

In fine details, the American oil man described how he contem

plated safeguarding the fields. He wrote: 

In view of the present international situation, we cannot 
exclude the possibility that an attempt may be mad~ to invade 
Hungary. Should such an unfortunate circumstance occur, it is 
not inconceivable that in the course of hostilities, the surface 
installation, which keeps under control the energy in the under
ground reservoirs, would either be accidentally or intentionally 
damaged or destroyed by one of the belligerents. Such an acci
dent would immediately unleash an uncontrolled flow of oil and 
gas under high pressure and, which even if it did not catch 
fire, might take weeks or months to again bring under control. 
In the meantime, however, the well and the oil reservoir in the 
ground would be suffering permanent irreparable damage, and 
might even be destroyed from the standpoint of future oil pro
duction. Therefore, in the event of imminent danger, resulting 
from possible hostilities, we would like to take such proper 
precautionary measures as may be within our legal rights to 
safeguard the wells, and the oil producing capacity of the 
ground reservoir for future operations without in any way con
travening international law or subjecting ourselves to a legiti
mate accusation of sabotage. 71 

According to Ruedemann, the protective steps would proceed as follows: 

The precautionary measures would consist of such materials 
near the flowing oil wells and the installation of the necessary 
equipment that in case of imminent danger would enable us to 
pump the necessary mud fluid or water into the well, in order to 
prevent the escape of any oil or energy, should the surface 
installations be damaged or destroyed. The fluid, thus put into 
these flowing wells, would only be in such quantities as would 
be reasonably necessary to safeguard and protect the wells. 
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With proper equipment, these wells could, within a reasonable 
time, again be placed on a flowing basis without any appreciable 
diminution from their former rate of production. It is natur
ally to our interest that this protecti ve measure be carried out 
in such a way that no permanent injury would result either to 
the well or to the oil producing capacity of the reservoir, as 
of course, we would hope to resume the exploitation of these 
wells, and of these oil reservoirs after the cessation of hos
tilities, and we fully realize that the repairing of these wells 
would be at our e:<pense with no hope of repatriation [sic_] from 
either belligerent. 72 

In the end of his memorandum, Ruedemann asked for the "advice 

and counsel" of the Legation a.nd summarized the most important con

siderations. He wrote: 

In order that we may fully exercise our legal rights in 
taking such legitimate precautions to safeguard our property as 
we may deem desirable, we are taking the liberty of seeking your 
advice of counsel on the following questions: 

1. As 1 ong as Hungat-y is not a bel 1 i gerent, may 1-ie 
legitimately store materials and install equipment which, in 
case Hungary did become a belligerent and danger to our 
property, would be used by us in killing the flowing wells in 
such a way that in case of accidental or intentional destruction 
or damage to the surface installations by either belligerent, 
the uncontrolled escape of energy would be prevented, provided 
the measures thus taken would not in any way prevent such wells, 
within a reasonable time and by the use of proper equipment, 
from again being made to produce oil as formerly; and by taking 
such measures at this time would we be in a defensible position 
should an invading enemy accuse us of sabotage? 

2. In the event Hungary was a belligerent, would we, in 
order to protect our property, be within our legal rights in 
killing the flowing wells, as outlined in question one, and 
would we be in a defensible position should the invading enemy 
accuse us of sabotage?73 

To show that he received and handled Ruedemann's request in a 

proper, official manner, Montgomery sent Ruedemann's memorandum to 

Washington and asked "please instruct me as to whether a reply should be 

given, and if so, the nature of such reply." 74 In case the Department of 

State did send instructions to Budapest, those instructions, unfor

tunately, could not be located. At any rate, Ruedemann's action plan 

was not acted upon, rather the attention of the Hungarian managers of 

MAORT shifted to a different way of safeguarding the fields. 
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was establ ished in the summer of 1938, offi 

cial s of the compan y signed a contract with a multin ation a l Fr ench oil 

Soon after MAORT 

exploring firm, the Schlumberger lilell Sur ve ying Cot-por .:1tion, "to c ond uct 

e xtensive geophysical research and undertake the boring of experimental 

wells in certain sections of the consess ional area."7e Some member s of 

thl· s corporation were also willing to contempl t t f b a e ac so sa otage. 

Simon Papp and Gabor Temesvary, two of the highest ranking Hungarian 

officials of MAORT, met C. Scheibli and P. Gipaud, two officials of the 

corporation, at Scheibli ' s residence in Budapest, sometime in December 

of 1942, "in order to put an obstacle to Ger-man pressure and to limit 

the output of crude oil on the fields of MOART:7• The four men hel d a 

secret conference and arrived at the following agreement: 

1. The output of crude of the MAORT oil fields must be brought 
down by all means of sabotage which may be at the service of the 
Schlumberger technics. 
2. The sabotage will be carried out mainly in the following 
ways: 

a. Schlumberger will make use exclusively of 8.5 mm bullets 
instead of 12mm bullets. 
b. Schlumberger will make use of an insufficient load of 
gunpowder so that almost all shot bullets shall remain 
unproductive by sticking partly in the very casing, partly 
in the cement. 
c. Schlumberger will, in certain cases, prepare the blocks 
of the shooting guns so that only the central third of the 
thickness of oil-bearing sand will be shat. 
d. Schlumberger will, in certain cases, and when there is 
no risk for this kind of sabotage to be di s covered, shoot a 
certain part of the bullets in the shales or clay covering 
the oil - strata. 

After discussing these matters, the members of this conference 
agreed that by the above mentioned methods MOART's output of 
crude oil can be reduced to zero.77 

on December 13, 1941, Hungary declared war on the United States 

of America. Four days later, during a Board of Directors meeting, 

Ruedemann announced that ''for an indefinite period of time he would t a ke 

a vacation in the United States ." 78 On December 20, 1941, the Hungari an 

government sequestered MOART. (For details, see pp . 118- 130.) Thes e 

I 
I 

I I 
1 I 

'' I 

I I 

I I I 
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rapidly L f ld ' d 
1n o. 1ng an threatening events failed to perturb Ruedemann 

For 

and Schudel, the 
onl y American citizens in Hungary at the time. 

week s they conti nued 
to live in a country which was officially at war 

with their native lar,d and wor' r. f or a compan y h . h b th , r , w 1c, ecame . e property 

of th e Hungar·1·an t t s.a e. 
The two Americans must ha ve felt that the ir 

presence 
in Hungary would be safe, and that they were welc ome to con-

In a telegram sent to 

tinue their s tay in Hungar y even during the war, 

through the communication facilities of the 

Hungary on December 

Department of State, Rockefeller Plaza states: 

We greatly appreciate your willingness and that of Schudel to 

remain at your posts but we reiterate such decision is your 

responsibility and we urge you in determining your future course 

to carefully consider all aspects to avoid poss ible later diffi

culties. Schudel should not fail to make the necessary visa 

arrangements. 7
~ 

Finally, on January 15, 1942, Ruedemann left Hungary. 

John Bohanon, a legal counselor of Standard 

with 
On March 

o· 1 1 
' Ruedemann appeared in Washington, D.C., in the office of Wallace 

1 
lips, Director of the Di vision of Special Information. In the pres-

Ph · 1 · 

ence of Major Miles o.N.I., Captain Wonderl y M.I.D. and Mr. Ferri s A.P., 

Ruedemann answered 
a battery of questions. 60 While proportionatel y few 

Ruedemann's answers touched upon the operation of MAORT, the aggre-
Of on the qualit y of relations between 

light 
gate of his answers shed 

st andard Oil and the u.s. government. Regarding MADRT, Ruedemann said 

Standard produced the entire production of Hungar y , and at 

eleven thousand barrels a day, it was enough to supply Hungary. 

This production is divided into twenty-fi ve percent gasoline, 

fifteen to twenty percent kerosene, five to ten percent diesel 

oil, and most of the balance, fuel oil, 
Hungarian troops mad■ sporadic patrol ■ of Standard' ■ prop-

erty. There were occasional German inspections . 
Standard Oil of New Jersey production facilities were t aken 

over by the Hungarian• for operation with the expressed inten

tion of returning everything after the war. Mr. Ruedemann 

expects that there will b■ eff i cient and conservative operation 

of the production plant, which will be in the Hungarian' ■ own 
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interest, because of their desire to sa ve their oil r eser ve. 
This estimate is based on the expectation that the present par t y 
will remain in power. 81 

Concerning petroleum products, Ruedemann s tated: 

Hungaq, makes no aviation gasoline. l~i th 1 ead, the product s 
of its old refineries can be raised to 85 or 87 octane. 

There is practically no oil reserves in Hungary except about 
two hundred tons of kerosene. 82 

Production of airplanes was increasing and according to Ruedemann 

The Hungarians manufactured one hundred to two hundred fifty 
planes a month for their own use at a factory on Csepel Island 
in the Danube at Budapest. ( There is a refinery on the same 
isl and.) There is a Messerschmidt pl ant Just finished one hun
dred fifty miles up river from Budapest. It is understood that 
its production is to be allocated sixty percent to Hungary and 
forty percent to Germany. 83 

Raw material and food situations were adequate. In this connection 

Ruedemann noted; 

The raw material si h1ati on is not very bad, bt1t the industr y 
is overloaded, and it takes twelve to fifteen months to obtain 
deli very on equipment. 

Food was good last year although no great variety and three 
or four meatless days. There is plenty of meat. Hungary is 
better off than other countries in that part of Europe although 
he RuedemannJ has not been outside Hungary since June 1940 when 
he went to Hamburg and Berlin. 84 

The Second Hungarian Army's performance in the Soviet Union and 

the Hungarians' attitude toward the war did not escape Ruedemann's 

attention: 

All Hungarian mechanical equipment has been lost in the 
Russian war and there are no troops now in combat there, 
al though some are on quard duty in the Ukraine. The Hungad ans 
do not regard it as their war, and have little enthusiasm, in 
spite of their dislike for the Russians. 11115 

Concerning questions about the Hungarian first family, Ruedemann 

answered that "Admiral Horthy was not well, and it was felt that his son 

would succeed him in case he died." 1116 Horthy's son~ according to 

F:u ~demann, "knew the United States wel 1 and at one time worked in the 

Ford plant. "87 
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The Jewish problem also received some comments. Ruedemann noted 

that 

There 
badly off 

Germans. 

is a little Jewish persecution, and the Jews are not 

except when specific actions are forced by th; 

The Hungarians contemplate solving the Jewish problem 

in one or two generations. Their plan is to limit participation 

in the professions in accordance with the Jewish population.~? 

The most interesting observations of Ruedemann centered around 

th e future of Hungary. 

remarks: 

In this connection, he offered the following 

Few, 

There are not many Germans in evidence. Hungarians are not 

too happy about the Germans and would ra ther be left alone. 

They seem to be contemplating an American victory in the war, 

regarding American war potential as larger than the Germans. 

Their first hatred is for the Russians. They look forward to an 

Opportunity to get a crack at Rumania after the war. They do 

not like England ••.. 

No line of Allied propaganda would be successful in 

detaching Hungary from the Axis. This is because of <a> fear of 

Russian victory and (b) fear of German reactions to any 

anti-Axis move. 9 • 

if any, observers of contemporary Hungarian political life have 

made comments as astute as those of Ruedemann, when he spoke to the mem-

bers of the Division of Special Information. After leaving Hungary, 

F:uedemann II 
served in key positions in which he supplied Allied 

armies with petroleum products."•0 

Based on information received from the Legation in Budapest and 

elicited from key employees of Standard Oil (in addition to some scant 

data f 
s) a special q_roup within the State 

ram intelligence source , 

Department called the Enemy Oil Committee compiled a booklet entitled 

"P etroleum Facilities of Hungary, in 1944," which contained numerous 

and charts describing 
in detail the operation of MAORT. In con-

clLtsion, this committee offered the following "Strategic Considerations" 

for the worth of the Hungarian oil fields: 

Value to enemt: 
While the capacities of the Hungarian 
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refineries are small, compared with other larger refineries in 

other Axis held European countries , their value to the enemy i s 

greatly out of proportion to their capacities because of their 

st
rategic _locations and because Hungarian crude oil is being 

produced 1n excess of Hungarian refining capacity. It may be 

assumed that the enemy will operate these refineries to capacity 

until forced out of the area and that he will destroy them upon 

Passi bl e val~o Al 1 i es ij _ _gpt.ur:.ed_i_ntact;,: Due ta their leaving. 

proximity to ample crude supplies, large centers of consumption 

and cheap river transportation, these refineries would be 

invaluable to the Allies if captured intact--always bearing in 

mind the small capacity of the plants involved. 
Effects of damagg: Successful bombing of the pipe stills of 

any one of the refineries would knock it out for at least si x 

months. Destruction of specialized equipment such as hot oil 

pumps and control panels would probably cause refinery shut-

downs of appreciable duration. 
Owing to the high temperatures employed in the operations, 

refineries are more susceptible to sabotage operations than are 

distributing and producing operations. However, the ■ere bomb

ing of firing of storage tanks alone, without accompanying dam

age to refinery machinery and stills would not necessarily cause 

any stoppage of actual refining operations,•
1 

Production, Consumpti_go....and E>:portation 

Continuous, large increases characterized MADRT's crude oil pro-

duct1·on d W ldW II before Hungary entere or ar • 
With the completion of 

additional well, the company gained a steady 150-barrel-a-day pro-

each 

duc:er. 

eum 

By the middle of 1940, Hungary became self-sufficient in petrol-

products; 
and toward the end of 

the year, the country started 

exporting gasoline, diesel fuel and crude oil. 

Crude production, e,ceeding domestic needs, violated MAORT"s 

concessional 
production would be increased until the total home consumption which can 

agreement, 

be 

Clause 
B of the Contract stated that". 

marketed in Hungary has been secured," 

of 
allowed, and in most cases ordered, the company to operate in defiance 

the company, 

Over the twelve-year history 

the Hungarian government promoting its own interests, 

of this clause. 
In 

19

-
1 

.~.- wells brought crude to the surface. The Budafa 

-~•7, on y 
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B-1 well started producing crude first in February of 1937 . After 

yielding 1,110 barrels, the well was shut down in the s ummer of 1938 

because of technical problems. The B-2 well, the first gusher with a 

226-barrel-a-day production, began flowing on November 20, 1937, and 

marked the beginning of a crude producing industry in Hungary. 

Together, the wells produced 10,120 barrels for the year. 92 (For a 

comprehensive chart concerning production and well distribution, see 

tables 1 and 3.) 

In 1938, MOART drilled and completed 7 more wells in the Budafa 

field. Of the total 9 wells, 7 were still flowing at the end of the 

year and went on to become regular producers. For the year, the field 

yielded 288,423 barrels of crude. 93 This was the last year the company 

was devoted to extensive explorations required by the Agreement of 1933 

and the Supplementary Agreement of 1937. 

The first complete official business year of MAORT was 1939. 

The Contract of 1933 and Supplementary Contract of 1937 came into force 

to regulate the company's activities. This year the company added 12 

new wells of which 11 became producers. The Budafa field yielded 

1,102,623 barrels of crude. 94 

In 1940, a second field at Lovaszi opened for production. Here 

the company drilled 3 wells which became producers and yielded 21,160 

barrels of crude. At Budafa the company added 29 wells, all of which 

became producers and brought forth a total of 1,914,559 barrels. 

Together, the 2 fields produced 1,935,719 barrels, for a daily average 

of 5,332 barrels.•e This was the last year Hungary still had to import 

crude from Romania to satisfy domestic consumption. 

The year 1941 turned out to be a significant one in the history 

of MAORT. Geologists discovered a third oil field near the village of 



95 

Lendvaujfalu 
(usually referred to by its shorter name, Ujfalu) and by 

end of the year the company's production exceeded the country's 

for the first time. In the new field the working crews drilled 2 
the 

needs 

wells, which produced 4,865 barrels, foretelling successful drilling 

th
roughout the geological formation. At Lovaszi the company added 19 

In the summer, the 3 fields produced 

and at Budafa 15, new wells. 

Almost without exception, natural gas is a valuable co-product 

The gas may break to the surface in its 

of upward surging crude oil. 

own gaseous form; it may be dissolved in the liquid crude; or as in most 

cases, it may come both ways at the same time. Natural gas helps propel 

the 

expensive. The three Hungarian fields, Budafa, Lovaszi and Ujfalu, were 

all on gas lift and this made the production of crude very lucrative. 

crude to 
the surface and thereby makes the recovery of crude less 

As the production of crude increased, so did the production of 

natural 

prolific 

First 
' 

wet 

carbons) 

gas 

gas. 

production 

During the first three years, Budafa proved to be a most 

gas field. 

the 

Propane.•e 

Value to the company. 

From a total of 82 million cubic feet in 1937 , gas 

surged to 4,822 million cubic 

company 

feet in 1941. •n (For a 

comprehensive gas-production chart, see table 2.> 

MADRT utilized the natural gas it obtained for three purposes. 

the company used it to generate heat energy; second, it was used 

to repressure the fields to maintain formation pressure; ■nd third, from 

(which contained higher-than-normal ouantities of light hydro

produced natural gasoline, and liquid butane and 

T

. 

1 

t of natural gas became of special interest and 

h1s as use 
(For details on utilization of gas, see table 8.) 

l
· n which the wet gas was compressed and 

The gasoline plants started operating in 1939 . The 

stripped of its 
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products, natural gasoline and liquid butane and propane, were exported 

by MAORT directly from the fields to Germany. By 1941, the compan y 

e xported natural gasoline to German y at a daily rate of about 70 

barrels, and liquid butane and propane a t about 50 barrels. In exchange 

for these products, Germany exported to Hungar y about 50 barrels of 

lubricating oils a day. 99 (For details, see table 5.l 

To provide for the country's consumption, Hungar y imported crude 

from Romania in the 1930s . Railroad tank cars transported the crude 

from Ploesti and delivered their cargo to Hungarian refineries. (For 

import quotas, see table 10.) As the crude output of the Zala field 

increased, the importation of Romanian crude proportionately decreased. 

In July of 1940, Hungary became only the third European nation sel f

sufficient in oil, next to the Soviet Union and Romania. This situation 

did not change in the course of World War II. 100 

Consumption of hydrocarbon products in Hungary showed several 

unusual characteristics. (See table 6,) Kerosene (petroleum) use was 

high because most houses in rural areas used kerosene lamps for illumin

ation. 101 A gradual increase in consumption of all distillates had came 

to an end in 1940. In that year, the Hungarian government's rationing 

of crude oil derivatives began to show it s full effect. A l arge portion 

of the lubricating oils were still imported from Germany, because 

Hungarian crudes had low yields of heavy oils. 1 02 

Before and during the war, hydrocarbon prices were among the 

lowest in Hungary. In 1939, the last year of peace in Hungary, one 

gallon of gasoline cost 1.75 pengos (35 cents) and one gallon of 

kerosene .95 pengos (19 cents). In the case of gasoline, 1. 30 pengos 

(26 cents) of the cost represented taxes; and for kerosene, .60 pengos 

(12 cents) was the state's share of the price. During the war, in spite 
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these figures did not change 
of hardships and inflation, 

substantial l Y. io~ 

In 1941, Hungary started exporting crude and refined oil 
<For 

products. 
A total of 732,909 barrels left Hungary for Germany. 

details 
, see table 7,J During the next years, the export figures grew 

increasing output of the fields, 
104 

in proport1·on to the 
Until the end of 1941, the Hungarian government did not request 

MAORT to increase the production of crude, a crucial natural resource of 

Ruedemann's 
lengthy reports to Rockefeller Plaza 

modern warfare. 
reflected this understanding relationship between the state and the 

operator. 
Writing to New York in August of 1941, the top executive of 

MAORT remarked: 
There is no desire on the part of Hungarian authorities for 
expansion beyond the needs of the country. Naturally, in these 
times, a certain amount of over-expansion is forced and cannot 
be avoided. It would be nice if one could ride along a year at 

our present size, ioe 

At 
another place in the same report, he e,plained ho• he manipulated the 

government's expectation, He wrote: 
conservative because so many of 
the expected oil production. 

produce more rather than less 
far, in August we are running 

The estimates we submit must be 
their plans are built around 
Therefm-e, it is better for us to 
than the figures submitted, So 
slightly ahead of the estimate, 

100 

Garrett G. Ackerson, J Se
cretary of the U.S. Legation in Budapest_, 

r.' 
followed MAORT's activities over the years, observed 

who had closely 
Similar behavior on the part of th ■ government. In December 1939 he 

reported: 
The Government is not at all desirous of having any petroleum 
exported now that th• war ha■ begun; in fact, the Government 
would ires to prevent exportation. The 

probably take measL . . com . th t the present is not the time to begin 
pany also realizes a _ . e~po t· · f d ction increases to d figure beyond that 

, r 1 ng even 1 pro u . 107 

required for internal consumption, 
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On the other 

noted 

hand, Major R. C. Partridge, a military attache, 

some pressure on MAORT by the Hungarian government to increase 

production in 
a report that appeared to be both contradictory and 

misinformed. In March 1941, he wrote: 

S~me time ago, the Prime Minister is reported to have told the 
oil companies not to produce too much as he wished to avoid 

having any appreciable surplus. sos 

Three 
sentences later, in a new paragraph, Partridge stated: 

The Hungarian government has requested the company to put in 
more wells, but they object that drilling equipment can no 
longer be obtained from the United States. Germany is trying to 
furnish the drilling equipment but Russia already has 80 units 
on order in Germany and it is questionable whether this new 

order can be filled, so• 

At the center of the issue concerning the presence or absence of 

governmental pressure on MAORT to increase crude output before Hungary 

became involved in world war II, was Ruedemann's contradictory behavior. 

denied, as late as August 1941, that the company was under pressure. 
He 

the other hand, he repeatedl y spoke of "unavoidable" and "e:-: pected" 

rise of H · t d crude production which the ungar1an governmen encourage. 

On The 

The growth of production 

rise in production was not significant, 

resulted in ■ n export of almost 700,000 barrels of petroleum products to 

This growth could h■rdl Y be considered a", , . certain ■mount 
German y. 

over-e:< pansi on • , , " that could ", . . not be avoided. " 
It could 

Of 

not be so, especially in the light of th• Contract which stated: 

The deve lopment of the fields s hall be carried on conti nuously 
in ■ proper business- like manner and provided it is proving rea
sonably remuner■tiv■ to the company it s hall be incre■■ed until 

th
e total home consumption has been served, 

The reports, up to th ■ end of 1941, indic■ted th ■t the Hung arian 

government 

duct· ion; 

no explicit pressure on the company to increase pro-

· accepted the amount of crude the company deemed 

1n general, it 

placed 

Sllff' . icient and necessary to produce, 

f/uedem21nn allowed accelerated pro-
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duction and exported the surplus to German y in violation of contract 

stipulations. Why Ruedemann, a mindful and cautious oil man, had done 

so could not be determined from the available facts . However, some of 

the effects can be seen. MAORT , the Hungarian state, and several 

refinery plants (mostly owned by British, French, Dutch and American 

multinationals) earned large profits in German marks; German-Hungarian 

economic relations received reinforcement; and German y acquired an 

unexpected but welcomed supplier of a much needed natural resource. 

Administrative Part: Financial Accomplishments 

Steady increases in large amounts characterized not onl y MAORT's 

production, but also the compan y's earnings. As the fields y ielded more 

crude year after year, so did the profit of the company amount to larger 

and larger sums. Between the first complete business year in 1939 and 

the last full year of the Second World War, company earnings rose more 

than twenty-fold. 

On April 1, 1938, MAORT's e xecutive-directors decided that 

actual present and expected future crude production warranted the 

beginni ng of an of f icial business year, even though the first one would 

consist of only nine months. At the end of the abbreviated year, the 

company's balance sheet showed a profit of 2,197,382 pengos 

($417,502), 110 as the company sold its crude to refineries at a rate of 

12.57 pengos ($2.38) per barrel. 111 

The following year, Ruedemann convinced the managers of major 

refineries and officials of the government that the Zala County crude 

was an unusually high-quality oil. He demonstrated that the crude's 

specific weight was less and its boiling point lower; therefore, it 

yielded more gasoline and less heavy oil per volume than ordinar y 
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crudes. 112 

a 

As a result , the price of crude was r a ised to 15 pengos 

barrel in August and to 15.43 pengos ($2. 93) in December. 113 

The higher p•-1·ce=., Id ·th b t t · II 

, - coupe w1 su s an 1a y increased production 
' 

Placed MAORT's prof1·t for 1n~9 th +· t 1 t b 
7~, 1e ·1rs comp e e usiness year, at 

The 1939 business year witnessed a significant, and at the same 

time · 
' singular, event. At the annual General Assembly of Stockholders 

meeting on May 20, 1940, Emil Schudel, who represented by proxy 14,346 

of the 14,357 shares, decided that 100 pengos ($17.60) in dividends 

should be paid out for each share. 116 Consequently, $206,000 (1,170,454 

Pengos) 117 was transferred to Eurogasco's New York account. These were 

only dividends on MAORT's stock that had ever reached the multina

tional Standard Oil Company of New Jersey. 119 

During the May 20, 1940, General Assembly of Shareholders 

meeting, where the entries of the 1939 Balance Sheet 119 received final 

a.ppr oval 
' 

anct Papp, 

Directors 

Proposal, 

Schudel, by proxy represented 14,346 shares; Ruedemann, 10, 

1. Beside the three shareholders, si >: members of the Board of 

and Board of Supervisors were also present. 120 At Ruedemann's 

the stockholders approved that from the 19.39 earnings, 100 

Pengos ($17.60) in dividends would be distributed for each share, 

amounting to 1, 435,700 pengos ($252,683). 121 In case these dividends 

not be transferred out of the country, they would be used to 

increase the company's capital stock. Of the year's profits, Ruedemann 

received per-mission to use 3,500,000 pengos ($665,000) to increase the 

ca · . 
P1tal1zation of the company 

17,857,000 pengos ($ 3, 392,830), issue stocks at a 1000-pengo face value 

from the r-einvested money, and distr-ibute the new shares, without 

Charge, among the shareholders in pr-opor-tion to the number of shar-es 
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they had already owned. 122 

After the members of the Board of Directors and Board of 

Supervisors resigned in accordance with the stipulations of the bylaws, 

Schudel nominated and the two other shareholders approved the new 

ones. 123 The majority shareholder also reminded the elected officials 

that for their sevices they would receive no remuneration, as it was the 

rule of the company. Finally, Schudel recommended that in view of the 

ongoing war, if the shareholders could not hold their annual assem- bly 

and take care of the company's business, the members of the Board of 

Directors and Board of Supervisors would continuously serve until the 

next General Assembly of Shareholders could convene. This was accepted 

and entered as an amendment in the company's bylaws. 1 ~ 4 

The third (but only the second complete) year of MAORT, also 

came to an end with resounding financial success, as the company regis

tered 9,259,919 pengos ($1,629,745) profit on December 31, 1940. 120 To 

make the final disposition on the year's balance sheet, the General 

Assembly of Shareholders met on May 1, 1941. Seven directors and super

visors146 joined Schudel who represented by proxy 17,846 shares; 

Ruedemann represented 10; and Papp, 1. At Schudel's recommendation, the 

shareholders approved the distribution of 100 pengos ($17.60) in divi

dends for each of the 17,857 outstanding shares amounting to 1,785,700 

pengos ($314,283) 127 and the return from the year's profit of 7,143,000 

pengos ($1,257,168) to increase the capitalization of the company to 25 

million pengos ($4,400,000). For this last amount, the company would 

issue 7,143 shares, each at 1,000 pengos face value, and distribute 

these shares among the shareholders in proportion to the shares they had 

already owned. At the end of the meeting, the shareholders decided to 

place the 1,750,000-pengo-retirement fund ($308,000 which was set aside 
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in December, 1940) on special reserve. 
They instructed Ruedemann to 

organize 
the company's retirement program including the drafting of its 

resignations of the members of the Board of Directors and 
bylaws. 

Supervisors were accepted and the appointment of new members 
The 

Board of 

was unanimously approved. 1
29 

With only five members present, 12
q the last peace-time meeting 

of the Board of Directors convened on September 30, 1941, 
It was brief 

Ruedemann reported 

in dL1rat1· on 
and disappointing in accomplishments. 

the dividends for 1940 could not be transferred to Eurogasco's New 
that 

York 
account; however, he was able to arrange that the 1,785,000 pengos 

1131
4,160) be placed on a new, special Unpayable Dividends account and 

He also noted 
it could be removed from the country. 

left t here until 
two American citizen board members, Bolton and Panil, had resigned 

that 

their posts. i:so 

On December 24, 1941, one day after government officials for-

mally delivered the sequestration order to take the company for the use 

the state because of the state of war existing between the United 
of 

States and Hungary since December 
17, 1941, the General Assembly of 

By proxy, Schudel 

Shareholders 
reprece t d F 5nn shares Ruedemann, Geocze and Konek 

convened for an 
emergency session. 

- n ed 24,000 an ·app, · · · 

attended the meeting. After the shareholders approved the bylaws of the 

company's retirement system,'" Rciedemann announced that he "planned to 

take an ••tended vacation and travel to North America for an indefinite 

Period of time."'"" For the interim, he appointed Papp to serve as the 

company's 

asked that 

e>:ecuti ve 

the minutes 

vice president, 
show "the assembly's expression of thanks and 

Papp accepted his new post and 

gratitude h. role in the establishment of the company 

to Ruedemann for 1s 

and 
in providing leadership during the formative years in the company"s 
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l i fe."l.'3'3 

Sometime after the s hareholders meeting, Ruedemann, who bel i eved 

t hat ''Papp's personal relations with members of the Ministr y of Industry 

and Finance would enable him to unwai veringly defend the American share

holder's interests," 134 advised the newly appointed vice president what 

to do under certain circumstances. He made statements to the following 

effect: 

t icians 

''If such danger threatened the company's interest, which poli 

who have favored Anglo-American causes and have enjoyed 

influence in governmental circles could not ward off, Papp should turn 

to the German Standard, DAPG's president, Klassen and ask for his 

support." 1315 

On December one day after Papp was elevated to his new post, 

he issued a memorandum to MAORT employees asking for their cooperation. 

He wrote: be helpful to me, too, as I begin my responsible 

assign ment, so that we can maintain, and if possible, further develop 

our compan y, which was founded to discover and produce crude oil, that 

nowadays is so valuable." 13" He did not fail to remind every employee 

of his dual al legi ance: 

Now that we have been left alone for an indefinite period of 

time, and we can rely only upon our own ability, we must show to 

the ~olding company of MAORT and to our Hungarian homeland, that 

we are capable of doing our work, and we can fulfill the expec

tations under the changed circumstances. 13~ 

Ending with the compan y 's sequestration, 1941 witnessed the 

growth of profits at an ever-increasing rate. Earnings for the year· 

added up to 12,014,829 pengos ( $ 2 , 11 4, 609) • l :S~ The key to the large 

pr·of its of the company was not only the substantial growth of production 

but equally, the graduall y decreasing cost of production. In 1941, the 

a verage cost of production of a barrel of crude oil was $0.54 (3 .06 

pengos) while MAORT sold each barrel for $2. 7 1 (1 2 .37 pengos ).1~~ 
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A quick and rough, nonetheless instructi ve, chec k of certain 

figures reveals that the declared 3.2 million pengos in profits had 

really amounted to three times that amount. In 1941, MAORT produced 

million barrels of crude oil of which the company turned over to the 

state (as royalty payment) 15 percent or 0.48 million barrels. The 

remaining 2.72 million barrels the company sold at 15 pengos per barrel 

to refineries for a gross income of 40.8 million pengos. Subtracting 

from this amount 3 pengos per barrel cost of production on 3.2 million 

barrels would leave the company with an unadjusted gross income of 31.2 

million pengos. 

MAORT's income from the sale of natural gas and carbon dioxide 

(used in the manufacturing of dry ice) had not been documented and was 

insignificant. However, the company's 1941 income from its natural gas

oline production of 24,528 barrels and its liquid butane-propane pro

duction of 19,972 barrels (which had been exported to Germany right from 

the fields) had not been distinctly shown anywhere. The company's 1941 

Balance Sheet indicated 4 million pengos on the asset side in the 

"Accounts Receivable from Abroad" line, which could have very well been 

income from the sale of these two products to Germany. Because MAORT 

transacted its export business with DAPG, another Standard Oil subsid

iary, it was also possible that the 4 million pengos had never been 

transferred to MAORT. 

The question arises: how could one discover the whereabouts of 

the company's unadjusted gross earnings of 41.2 million pengos on the 

1941 balance sheet? A comparison of the 1940 balance sheet with the 

1941's reveals that the company increased its investments in security 

papers from 0.5 million pengos to 1.5 million pengos, and its inventory 

from 2.5 million pengos to 7 million pengos. These increases absorbed 
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5.5 milllion pengos of the 1941 earnings . At the same time, t he company 

created two "sinking fund" reserve ac counts. In one it placed 5 mi lli on 

pen gos and cal led it "Reserves for Ta:-:es, Retirement and Welfare Fund 

and Other E:< penses." In the other, it placed 11.3 million pengos and 

called it "Reserves for Accounts Outstanding." These two res erves 

absorbed 16.3 million pengos of the 1941 earnings. Including the 12 

million pengos earmarked for distribution as di vidends, MAORT appeared 

to have exceeded its 31.2-million pengo grass unadjusted earnings by 2 .6 

million pengos. 

In general, the balance sheets did not present accurate and 

detailed reports on the company's financial operations. 140 For 

instance, the 1941 balance sheet did not directly show the company's 

gross earnings. It did not quote in detail the cost of production, 

although under t he heading of Investments, company officials did list 

labor, real estate, buildings, materials, research and development, 

machines and drilling rigs at their cost-value in one lump sum of 45 

million pengos. On the other hand, this balance sheet noted that the 

company's assets had reached 62.3 million pengos in 1941, which was 22 . 2 

million pengos aver the assets of the previous year. 

Role of the American Legation 

Established in accordance with the terms of the Treaty of Peace 

between the United States and Hungar y in 1921, the Legation of the 

United States of America in Budapest provided an irreplaceable service 

to Standard Oil Company of New Jersey by aiding and facilitating MAORT's 

operation. In general, the Department of State through its diplomati c 

personnel at different posts around the world, traditionally supported 

and assisted the work of American multinational companies. The s uccor 
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was usually rendered without question or reservation and was often in 

violation of treaties to which the United States government was a signa

tory. Events involving the Department of State, the American diploma

tic corps in Hungary and the management of MAORT unfolded so that they 

constituted a model case in point. 

From 1933 until the beginning of 1941, John Fluornoy Montgomery 

headed the American Legation in Budapest. The tall American diplomat 

viewed Hungary as "a small country" and as his "watchtower on the 

Danube" from which his "eyes would roam over her neighbors and neigh-

bar's neighbor." 141 During the years he had spent in Hungary, 

Montgomery believed that he "witnessed a tragic and insoluble conflict 

between fear and horror in which fear was bound to win.'' 14
~ He became 

convinced that "the essence of the fear was that the Magyars, neither 

Teutons nor Slavs, were aware of being between the two fires of German 

and Russian imperialism." 1 4 ~ Hungary could not look forward to times of 

peace a nd prosperity because, according ta Montgomery: 

It was apparent that 
tyrants would be at 
practically the same 
if the Germans 
locusts. 1 44 

it was only a matter of time before the two 
each other's throats. Russian communism is 
system as German national socialism ••. ; 
were locusts, the Russians were super-

In spite of these threatening circumstances and the imminent conflict, 

Montgomery found a ray of hope for Hungary in the personnel of the U.S. 

Legation in Budapest. In his opinion, the legation "was certainly 

equal to, or better than that of any other country." 1415 During the 

years he led the American diplomatic community in Hungary, Montgomery 

placed the legation's services at the disposal of Ruedemann and Standard 

Oil without suspecting that with some of those services, he also placed 

the United States in the class of "locusts." 

The first time that Eurogasco's company matters entered the dip-
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lomatic correspondence of the Legation was concerning the fear of some 

American diplomats that Hungarians , who had been instrumental in the 

neg otiaton for the Contract and Agreement, had received bribes or some 

illegal compromising benefit from Ruedemann. James B. Stewart, Charge 

d 'Affaires in Budapest, reported on September 30 , 1936: 

According to 
sentative who 
was paid to 
Contract. 14e 

information obtained from the American repre
is in charge of the Company's operations, nothing 
the Hungarian Government for the Agreement or the 

Garrett G. Ackerson, Jr., who inspected the fields, was still s uspecting 

unfair practices in December of 1939. He could not find anyt hing unu

sual either, as he indicated in the following account: 

... the Company has never been asked by, nor has it given, any 

Hungarian official favors or 'graft.' The concession seems to 

be based on a fair contract which was procured in a manner which 

insures fair treatment (insofar as that is possible) to both 

parties. Up to the present time, there have been no major diffi

culties with the Government and Mr. Ruedemann is, generall y 

speaking, well pleased with the cooperation which he 

receives. 146 

The fact that Legation officials could not detect illegal monet ary 

transactions had to be disappointing to Montgomery. While he apparently 

liked Hungarians, he was suspicious of them when it came to pecuniary 

matters. Based on a decade-long experience in Hungary, he believed that 

The attitude of Hungarians toward money was that its only 

function was to be spent. Hungarian hospitality was something 

proverbial in Europe. The Hungarian gentleman generally lived 

beyond his income but he always entertained some way or 
other. 147 

Ruedemann and the Legation reported no instance of impropriety 

involving Hungarian government official s , but the National Bank of 

Hungary <Magyar Nemzeti Bank) extended favored treatment and s pecial 

ser vices ta MAORT on more than one occas1· on. D B 1 I d r. ea mre y, who 

granted the crude oil exploration and production concess ions to 

I! 
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Eurogasco in 1933, and who had been the president of the National Bank 

of Hungary since 1936, arranged ''for the importation of additional sums 

at a better rate of exchange'' for Eurogasco. i 4 e Ostensibly, Imredy 

allowed the conversion of dollars into pengos at a rate higher than the 

official rate. After the National Defense Law of September 2, 1939, 

froze all assets in Hungary, the National Bank of Hungary took the 

unusual course of cabling $100,000 to the United States for the purchase 

of machinery without the red tape of procuring import permits from the 

competent ministries of the Hungarian government. 14
~ Apart from these 

two instances, Hungarian state officials appeared to have acted honestly 

and properly. 

Once crude production became substantial, legation officials 

established close contact with Ruedemann and periodically visited the 

fields. Their observations concerning the activities on the fields were 

transmitted in reports to Washington. Ackerson made an inspection in 

December 1939 and relayed the following to Washington: 

The general atmosphere at the field appeared to be good and the 
standard of living of the workers is certainly higher than that 
of workers on similar large projects in Hungary. Mr. Ruedemann 
keeps in close touch with the work and I had the impression that 
he runs the Company efficiently and with understanding for the 
Hungarian point of view, while never losing sight of the best 
interests of his employers ..•. The Government, which keeps 
close control of what is taking place, appears to be satisfied 
that the Company is working in a manner which incurs the best 
interests of the country. The combination of cir 
cumstances in Hungary appears almost ideal and one can only hope 
that political conditions in Eastern Europe will permit a 
continuation of what has been a most fortunate beginning. 1 eo 

Regarding the magnitude of the operation and the impact of the 

production, Ackerson reported: 

It is not expected, according to present geological knowledge of 
the territory, that a tremendously large production will ever be 
forthcoming in Hungary, but it seems fairly certain that the 
country's internal requirements (at least for gasoline) are 
assured for some time to come. With the construction of more 

If 
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modern refineries, which is now under consideration by both the 

Vacuum and the Shell Oil Companies . it would be possible to 

refine the petroleum more ef ficientl y and t her eby to procure an 

even l arger percentage of Hungary 's other petroleum require-

ments. 1e1 

Legation officials also explored the implications which the dis-

Montgomery, in his inimitable and 
01 presen e ta Hungary. covery of · 1 t d 

superfluous style, expounded these implications in the following words: 

With the skepticism born of privation, even Hungarian offi

cialdom has been disinclined to believe the existence of such 

wealth in the country or to estimate the implications arising 

from the possession of thi s essential of modern civilization. 

Nor do I find my colleagues, especially those representing coun

tries which should be interested particularly, to have shown 

appreciable concern with the notable exception of the French 

Mini ster, who has evinced great interest and expressed the 

belief that Hungary's increased rearmament will ensue .... 
The acquisition of wealth will afford the economic pros-

perity essential to a successful Government and should tend to 

consolidate the domestic political situation. It is no socio

logical obscurity that good times endear a Government to its 

people, and the dawn of a better future to the Hungarian people 

which has striven with meagre means at hand, and suffered so 

acutely fro■ what it terms "degraded economic culture," should 

have an electrical political and economic effect ••.• 
Will the new wealth be entrusted to Jewish financiers, the 

only element in the country now equipped to manage it, and the 

risk run of intensifying the existing feeling of anti-Semitism, 

or wi. 11 the Government maintain it in its own hands? With some
thing tangibl ■ now to Jose, will Hungary become conservative, 

practice good husbandry, pay it■ national debts, and maintain 

its independence within an 1ncre■singlY neutral policy, or will 

she accelerate rearmament, always a popular issue kept active by 

soldiery, and engage in politic■ ! adventures with ■ view to 

retrievi~g it■ Jost territory" Th■ answers will be provi ded 

only by the facts. 1 e
2 

Montgomery did not leave out th■ oil f i elds ' intern■tion■ l 

implications. 
Fro■ an intern■tion■ l point of view, the vision of possi 

bility broadens, Hungary will become a petroleum competitor of 

Poland and of Rumania .. , 
1

e
3 

He wrote: 

Montgomery envisioned that the major countries of Europe would 

now compete for the Hungarian crude, He thought that 

Italy well might use her position as l ■■d ■r of the Rome Pr otocol 
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countries to derive this advantage. Germany conceivabl y would 
intensify its Nazi propaganda in Hungary to bring about the cre

ation of a Nazi State and derive commercial advantages, 
including a lien on the petroleum, through 'Gleichschaltung.' 

France and Great Britain might be inclined to lose their apathy 

towards Hungary and to take interest in this country in order to 

counteract these activities. 1 e 4 

There 1-1ere also militar}' implications concerning the newly 

discovered oil. The American diplomat expected the following: 

Again, Hungary might concentrate military force in this bor

der zone which Yugoslavia previously wished to assimilate, with 

the object of defending the oil field. An incident, apparent or 
real, or a diversion created by political action elsewhere in 

Europe, might tempt the Yugoslavs again to claim the territory 

or to attempt to occupy the oil field as they did the Pees coal 
mines in 1919, or at least to concentrate troops on the 

Hungarian border as the Rumanians did at the time of the French 

occupation of the Ruhr. iee 

In the end of his evaluation Montgomery wrote: 

In general, the possession of petroleum 1-Joul d make Hungary a 
vastly more important country both to its friends and its foes, 
bringing to its statesmen greater influence in the world's coun

cils; but with added treasure to defend, the country's situation 
would be rendered more dangerous. 1 e 6 

Montgomery sent his report to Washington believing that it would help 

Department of State experts understand the new situation which oil 

created for Hungary. 

On September 2, 1939, one day after Germany attacked Poland, the 

Hungarian Parliament voted to place in effect the code:-:, National 

Defense Law (Honvedelmi Torveny). ie7 This body of laws had been drafted 

and approved previously; it suspended or modified existing laws and in 

the second article, paragraph 2.32, conferred extraordinary powers upon 

the state for the duration of the war. This Jaw placed Hungary under 

martial Jaw or statarium as early as the second day of World War II. 

Before the invocation of the National Defense Law, subsidiaries 

of multinationals operating in Hungary had been allowed to send out of 

the country useful and necessary information pertaining to the normal 
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functioning of their business enterprises to their home offices. This 

free exchange of information, flowing between a company doing business 

in Hungary and a controlling office outside of Hungary, was suspended 

indefinitely on September 2, 1939. MAORT officials in Budapest and 

diplomats at the American Legation learned about this restriction right 

away; and they knew that maps, charts, data and reports containing 

information that related to Hungarian national security were not allowed 

to leave the country. 

Awareness of the Hungarian government's prohibition concerning 

the transmission of sensitive information quickly became noticeable in 

the Legation's reports to Washington. The first instance occurred in 

relation to the construction of the main pipeline. On December 17, 

1939, Ackerson wrote: 

The difficulty in obtaining the permission of Standard is 
due, in some measure, to the fact that the local Company is not 
permitted, while war continues, to send full reports, production 
figures, pictures, maps and similar material to the parent com
pany. The New York Office is, therefore, somewhat in the dark 
regarding the exact situation and is naturally hesitant to 
approve a venture of such magnitude on the limited information 
available to it. 1 ~ 9 

Other difficulties regarding the operation of MADRT were noted by a spe

cial committee in Washington as it attempted to prepare a general eval

uation of the Hungarian oil industry. The report stated: 

From the end of the year 1939, the Hungarian government 
prohibited the e xport of maps. Since Hahot, a promising geolog
ical structure some 15 miles southwest of Lake Balaton, was dis
covered after that year, there are no geological maps of it 
available in the U.S.A .• • • 

There are no maps in the United States which show the loca
tion of gathering stations, flow lines, gas lines, water lines, 
etc. 1 ~ 9 

Standard Oil Company's headquarters at Rockefeller Plaza was not 

left without confidential information from Hungary too long. Ruedemann 

and members of the American Legation agreed that the Legation would 
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allow Ruedemann to us e the Legation 's d i plomatic commun ica tion systems , 

sp e c ifi call y the telephone, telegraph s and courier (pouch) s ervices. 

Herbert C. Pell, who in 1941 s ucceeded John F. Montgomer y as the 

American Minister to Hung ar y , introduced ruedemann' s report to the 

Secretar y of St ate with the following words: 

Wi th reference ta my telegram No. 479, August 5, 2 p.m., I 
have the honor of enclosing a letter with enclosures addressed 
to Mr. C. H. Lieb of the Standard Oil Company of New Jersey, 30 

Rockefeller Plaza, New York Cit y , by Mr. Paul Ruedemann. 1 • 0 

The letter, which Pell requested the Department of State to transmit to 

Rockefeller Plaza, was Ruedemann's comprehensi ve 32-page report entitl ed 

"Status of Operations ," dated August 7, 1941. It was also accompanied 

by the following enclosures: 

Letter from Janos Dinda to George Bannantine explaining the 
selection of bean size in the Budafapuszta field 

Table showing bean size and resulting change in production 

Diagram showing the effect of bean size an the gas-oil ratio 
CGOR) 

Study by Arpad Karoly on the economy of well spacing on the 
Budafapuszta field. 

Diagram showing the relationship between profit and well spacing 
on the Budafapuszta field 

Contour map of the Lavaszi field 1
•

1 

The last item accompanying Ruedemann's report was a cleverly devised 

cable code. This enabled Ruedemann to receive instructions from New York 

without necessarily relying on the communication system of the Legation. 

The scheme of the code was self explanatory and appeared as follows: 

Cable 
Reference 

1 A 

2 B 

Estimated profit for the year 
1941 - -23,000,000 

How much should be reserved for 
Pension Fund? 

When cabling 
state only 

amount 



3 C 

4 D 

5 E 

6 F 

7 G 

8 H 

11 3 

Should amount reser ved for Pen
sion Fund be handled as in 1940 
or s hould it be distributed as 
pat-t of profit? 

Do you think it advisable to 
increase Capital Stock in view 
of possible speci al levees 
based on Capital Stock? 

Do you agree on 10½ dividends 
t o be credited to Eurogasco as 
in 19 40? 

Do you agree to tran s f er 
2,000,000 or more t o appropri
ated surplus as such actions are 
customary here and favorabl y 
looked upon? 

Do you agree to elect Dinda 
as Director? 

We feel that it might be well to 
ha ve power of attorney now for 
the authorized representative of 
Eurogasco for the 1941 General 
Meeting and we propose the fol 
lowing: Emil Schudel, Dr . Erno 
Hauer and Dr. Simon Papp 

9 J We suggested, and council agrees, 
that we should have a declaration 
from the directors living abroad to 
the extent that in case there is no 
possible communication at the time 
the General Meeting is held, the 
directors residing in Hungary are 
empowered to hold the General Meet
ing and solely sign the balance 
sheet, profit and loss statement 
and the report of the board of dir 
ectors, or if necessary, that the 
chairman sign them in the name of 
the absent directors. 102 

as 1940 
or 

part of profit 

yes and amount 
or 

no increase 

a,;iree as 1940 
or 

do not agree 
giving recom
mendat ion 

agr ee and amount 
m-

do not agree 

ag1-ee or 
do no agree 

1-iill be 
forwarded 

or 
not necessary 
now 

Within less than two months, Herbert Feis, Advisor on Interna

tional Economic Affairs at the Department of State, was ready to send 

the reply from Clarence Lieb. Feis instructed Pell in the following 



wor-ds: 

Ther-e 
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report of 
F:uedemann, 
mittal. 

114 

is enclosed herewith a r-eply from Mr-. C. H. Lieb, 
of the Standar-d Oil Company of New Jer-sey, to th~ 

August 7 from its Hungarian r-epr-esentati ve, Mr. Paul 
which the Legation s ent to the Department for trans-

It is requested that the Legation, within its discr-etion, 
transmit this r-eply to Mr-. Ruedemann. 1 •

3 

The Japanese sur-pr-ise attack on Pearl Harbor forced Hungary to 

announce its intention toward the United States. While Hungarian state 

officials prepared to sever relations with the United States, they were 

careful to ease and lessen the impact of their actions on the Americans. 

The e vents leading up to and immediately following Hungar-y's declaration 

of war on the United States formed a telling example of Hungary's being 

on the horns of a dilemma. 

On December 13, at 5:30 in the afternoon, Laszlo Bardossy, Prime 

Minister of Hungar-y, handed Pell a document that announced the exis

tence of a state of war between Hungary and the United States. The 

shor-t document read: 

The Royal Hungarian Government, under the terms of the so-called 
"Three-Power Pact" of September :n, 1940, and under the provi
sions of Hungary's adherence thereto an November 20, 1940, 
respectively, furt her, in accordance with the declaration of the 
principle of solidarity of December- 11 of this year, consider-s 
the state of war, which exists between the United States of 
America, on the one hand, and the German Empire, Italy and 
Japan, on the other hand, to be existing also with respect to 
Hungary. 1 6' 4 

Two days before the delivery of this ultimatum, Bardossy, following the 

German declaration of war against the United States on December 11, 

informed Pell that Hungary could no longer- maintain relations with the 

United States. In his "triple priority" telegram to the Department of 

State, Pell stated t hat the Hungarian Prime Minister severed relations 

"but not with intention of declaring war. 1116e A few days after the 

delivery of the ultimatum, Bardossy was explaining to his pro-Anglo-
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American friends that ''he had not really declared war but had si mpl y 

noted that a state of war ex isted between the two countries as a conse

quence of the stipulation of the Tripartite Pact.'' 166 

On November 29, 1940, Hungary signed a document wich linked the 

country with the Tripartite Pact. Article 3 of the original Pact signed 

by Germany, Italy and Japan an September 27, 1940, stated: 

Germany, Italy and Japan agree ta cooperate, in the course of 
their efforts, along the lines stated. Furthermore, they assume 
an obligation ta support each other with all political, economic 
and military means, if one of the contracting parties is 
attacked by a power which is not, at the moment, participating 
in the European conflict or in the Sino-Japanese war. 167 

As a result of this stipulation and after the Japanese attack an Pearl 

Harbor on December 6, 1941, Hungary had no choice in avoiding war with 

the United States. 

There were same instances of Hungarian tactfulness in the f ace 

of these undesirable and unavoidable circumstances. Over the years, 

menbers of the American diplomatic corps established friendly relations 

with the first family of Hungary ta such a degree that occasionally 

German officials had to express their disapproval. 

involved the wife of the American Minister ta Hungary: 

One instance 

Mrs. Pell was allowed to paint a portrait of the regent and his 
wife; one far which both actually sat. This episode is related 
by Antal Ullein-Reviczky in his wartime memoirs. What Ullein
Reviczky does not mention in his memoirs is that the artistic 
endeavor of the wife of the American minister did not remain a 
secret from the German authorities, and that during his trip to 
Germany as chief of the Press Section of the prime minister 's 
office, in No vember 1941, he felt obliged to assert in the pres
ence of German officials that no such portrait was ever 
painted. 16e 

Many high - ranking American diplomats in Hungary showed strong 

positive sentiments toward Hungary and Hungarians; for instance: 

Relations between American diplomats and Hungarian officials 
had almost always been cordial in the between-the-wars period. 
American diplomats in Hungary, John F. Montgomery, Herbert Pell 
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and Howard Travers were at pains to point out to the Department 
of State that, despite appearances, Hungarians in general and 
Horthy in particular, were not pro-German but rather pro-British 
and pro-American. 'The Regent is firmly determined,' ... wrote 
Montgomery back in November, 1940, 'to refrain from taking any 
step in his relations with Germany, such as granting of military 
or air bases, which would involve a lass of sovereignty. I 
hope, however, that the matter wi 11 not be put to the test.' 16,;, 

Just after the suicide of Count Teleki, the American charge 
d'affaires, Howard Travers, reported that his feeling was that 
Hungary would do all in its power not to participate in the war 
against Yugoslavia. 'However,' he continued in his dispatch, 'it 
is doubtful whether any such efforts could prove successful 
against strong German pressure.' 170 

Montgomery, Pell and Travers were not alone in viewing the 

Hungarians in a favorable light. While Great Britain was contemplating 

sending an ultimatum ta Hungary toward the end of November, 1941, Pell 

warned the Department of State that a " British declaration of war 

against Hungary would only result in strengthening the 'war party' in 

Hungary, hitherto in a minor-ity." 171 

In their reports, the American diplomats realistically and sym

pathetically presented the situation in which Hungary found itself 

toward the end of 1941. On the one hand, Hungary had to join the 

Tripartite Pact if it wanted ta effect its revisionist foreign policy 

objective of territorial expansion; and on the other hand, Hungary had 

ta support Germany's war aims if it wanted to keep the recently 

"awarded'' territories. In the end, the result was that even some of the 

highest American statesmen appreciated Hungary's predicament. After the 

Hungarian Foreign Minister presented the declaration of war, Secretary 

of State Cordel Hull said: 

•. at least for the time being, we will not 
a declaration of war against these satellites. 
their governments were puppets of Hitler, and 
when the strings were pulled. 172 

ask Congress for 
We realize that 

they had to jump 

Addressing himself to the same subject, President Franklin D. Roosevelt 

noted: ''It is my present thought that the U.S. should pay no attention 
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to any of the decl arati ans of 1-iar against us by puppet governments. 11 173 

However, the United States government did not operate in a pres

sureless environment either and could not hold war declarations against 

Hungary and East European countries in abeyance too long. During his 

visi t to Washington, at the end of May 1942, Vyacheslav Molotov, Foreign 

Minister of the Soviet Union, disagreed with Roosevelt when the American 

President said that "it seemed something of a 1-iaste of effort" 174 to 

declare war on those East European countries. However, to accommodate 

his Russian guest, Roosevelt indicated that war would be declared on 

Romania, Hungary and Bulgaria the following week. Thus, almost six 

months after Hungary placed itself on the field of open hostility 

against the United States, Roosevelt signed the Amer·ican declaration of 

war against Hungary on June 5, 1942. 17e 

Sequestration of MAORT 

On December 20, 1941, seven days after Hungary declared war on 

the United States, Jozsef Varga, Minister of Industry, issued decree No. 

Ip.M. 7997/11/1941 (based on The National Defense Law of 1939, article 

107, paragrap h 5). 176 This temporary law placed MAORT i n the use of the 

Royal Hungarian Treasury for the purpose of national security and desig

nated Si mon Papp as t he head of the state-controlled company. At the 

same time, Varga informed the company ' s management that a delegation of 

state officials would a r rive at the company's main office in Budapest on 

December 23, to formally execute the decree. 1 77 With t his, a two-year, 

frustrating and non-productive argumentation between MAORT's Hungarian 

management and of the Hungarian government began in earnest. The com

pensation which the Hungarian government would have to pay to Standard 

Oil Company for assuming control over MAORT, formed the basis of the 
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bitter and protracted contention. 17e 

To execute the government's order, Varga dispatched Chief Mining 

Advisor Bela Faludi (representing the Ministry of Industry), Minister

ial Advisor Dr. Jozsef Czeh (representing the Ministry of Finance), and 

Assistant Chief Prosecutor Dr. Ferenc Magyarossy (from the Treasury) to 

the Ferenc Jozsef ter 5, central office of MAORT. There the state's 

delegates met Chief Ministerial Advisor Dr. Erno Hauer, Chief Legal 

Counselor Dr. Bertalan Geocze and Executive Vice President Dr. Simon 

Papp, all representing the company. 

Faludi, spokesman for the state's delegation, explained that 

MAORT would be administered as a new company with a different firm 

number under the modified name of Magyar Amerikai Olajipari 

Reszvenytarsasag uzemei a m. kir. kincstar hasznalataba <Hungarian

American Oil Company in the use of the Royal Hungarian Treasury--abbre-

viated MAORT of the RHTl. He noted that an accurate inventory of 

MAORT's properties would be taken as soon as it became practicable 179 

and that in accordance with Law 11 of 1930, the Hungarian government 

would compensate the owners of MAORT for the use of the company. The 

e>:act amount of the compensation would be determined by a special com

mittee selected at a later date. 1
~

0 

On behalf of MAORT, Geocze asked the members of the state's del

egates that the time limit placed on MAORT's concession (and stipulated 

in the Contract and Supplementary Contract) be extended by the time per

iod the company's sequestration would last. He recommended that the new 

company, MAORT of the RHT, assume and satisfy all MAORT's current con

tractual obligations. In return he offered to place the capital neces

sary to continue the company's operation at the disposal of MAORT of the 

RHT on the same terms as had previously been granted by Hungarian 
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fi na ncia l i nst i tut i ons t o MAORT . Goecze's last request was that after 

the Hungarian government r e turned the company to the American owners, 

the i nc oming MAORT manager s woul d reser ve the r ight to dismiss any 

e mp loyees hired durin g the per i od t he Hungar ian government had the 

comp a ny , without assuming se ver a nc e payments to th e disc har ged 

wor ker s. 181 

The l egal sei zure of the Amer i can comp any i n the inte r est of 

national s ecurity 182 created diffi cult , but by no means par a l yzi ng, 

legal problems for both the company and the government. The comp any ' s 

ex ecuti ve manager s had to act in dual roles for the remainder of t he 

war. The official s of the company were now employed by the Hung ar ian 

go vernment; however, during certain s pecial meetings, the same offic i al s 

ac ted on behalf of the American owners and represented MAORT against the 

Hungar i an government. 

The first opportunity to observe the officials in their dichot

omous roles occurred the next day, December 24, 1941 . In order to pro

t ect the interest of the American owners, officials of MAORT of the RHT 

a ddress ed a number of requests to the Minister of Industry. Following 

an e xpress ion of shock over the government ' s decision to sequester the 

company, the officials affirmed that "primarily, MAORT had always been 

operated in the interest of Hungary.'' 183 Nonetheless, they asked th at, 

in order to avoid administrative complications, the date of seques tr a

ti on be set for January 1, 1942. If this couldn't be accomplished, then 

1,750,000 pengos ($325,000) s hould be set aside from the company's 

reser ves to caver a retirement fund in that amount as ordered by the 

Mi nister of Industr y on September 11, 1941, (and recently es tablished in 

an emergency meeting of stoc kholder s ). In the end, the managers 

unequ ivocally s tated that they "res erved their rights to make future 
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a ppeals in ca s e problems presented themsel ves in connection wit h the 

c hanged s tatus of the company. 111 e 4 

During a joint conference on December 31, official s of the com

pany and repres entatives of the government agreed on several points. 

They s elected December 23 (the day the sequestration order was del ivered 

a t the company headquarters), as the official date ta begin crediting 

al l profits made by the company to the Hungarian Treasury. iee To pre

vent complications with the newly established retirement fund, the par

t icipants set January 1, 1942, as the first day all employees of the 

c ompany would be considered as working for the government-controlled 

MAORT. lSb 

With the sequestration order in effect, Papp directed and super

vi sed the daily business of MAORT of the RHT. He received instructions 

from Ministerial Advisor Karoly Roth, formerly chief executive of the 

Sa lgotarjani Coal Company, and a trusted and competent member of the 

s tate bureaucracy. Notwithstanding his government position, his col-

leagues respected him for his accomplishments in his profession as a 

mining engineer. Among government administrators, he belonged to that 

group of officials who did not find German-Hungarian military and eco

nomic cooperation objectionable. Roth supported a program of acceler

a ted production of the oil fields. Because Papp knew how to follow and 

implement decisions, and Roth had enough managerial sensibility not to 

ex pect fulfillment of unreasonable orders, the two men worked along with 

eac h other without major breakdowns until the end of the war. iQ7 

Less than a month after the first requests to the Minister of 

Industry, company officials were prepared to discuss with state offi 

c i a ls additional suggestions, observations and claims. To obtain the 

des ired results, the executives (in the absence of legal or business 
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pr ecedents ) developed a set of arguments on which they based t heir new 

request s . They c ontended that the s equestrati on order made no reference 

to the concessional agreements and contracts signed by Eurogasco and the 

Hungarian state; therefore, the company MAORT still existed as a legal 

entity, even though it temporarily ceased to do business. The working 

f unction of the company was taken over and continued by another company 

wi th a different firm number and under the control of the state. For 

t hese reasons, merely a ''business transfer (uzlet-atruhazas) " 188 had 

occurred; and consequently, the Hungarian government owed no compensa

t i on ta the legally still extant MAORT. 

To further elaborate an this interpretation, the executives 

wrote a letter to the Minister of Industry on January 19. They asked 

that their previously requested extention of the concessional time 

limit, the duration of the sequestration, be dropped from further con

s ideration. Rather, MAORT of the RHT should be allowed to assume and 

continue to use the granted concessional time period. The new company 

s hould also maintain and fulfill all contractual obligations and respon-

sibilities of the old company. All investments made after December 

1941, should (as had been requested before) become the property of the 

American owners without their having to be reimbursed by the Hungarian 

government at the end of sequestration. The government would owe no 

c ompensation to the owners of MAORT, if MAORT of the RHT were allowed to 

deposit a ''respectable portion lmeltanyos hanyadat)" 189 of the cam-

pany's profit on a special account at the end of each business year and 

turn over the accumulated sum to the stockholders as dividends at the 

time the government terminates the company's dependent status. 1~0 

To further support the no-compensation proposal, members of the 

Ex ecutive Board sent another communication to the Minister of Industr y 



on January 28. This note analyzed the tax situation of the two compa

nies and suggested a new way to enter the company's profits on the 

books. In 1933, when the government granted Eurogasco a concession to 

search for and produce crude oil, the Hungarian Parliament passed spe

cial laws exempting the company from taxation except for road and mili

tary levies. MAORT of the RHT had no tax exemption; it was liable for 

every type of tax that companies generally pay. This substantially 

reduced the company's net earnings. The executives suggested a simple 

bookkeeping procedure which could solve the new company's tax predica

ment. At the end of each business year, the new company would calculate 

its profit, show it in the profit column and then transfer it to the 

profit column of the old company. To keep everything legal, the new 

company would also enter the profit in the loss column and the old com

pany would pay the taxes (which were almost nonexistent) as it had 

before. Finally, the executives warned that only these steps could make 

the operation of the new company as lucrative as the old one. 191 

For weeks the Ministry of Industry failed to respond to any of 

the requests. This silence encouraged the company's executives. The 

appointment of a new Minister of Industry, Geza Bornemissza, who had 

been known to question the legality and necessity of MAORT's sequestra

tion, further emboldened the executives and they were now ready to sub

mit their most revolutionary set of proposals. 192 

Article 2, paragraph 107, of the National Defense Law of 1939 

stated that owners of companies vital to the defense of the country had 

to maintain the operation of their companies, or they had to allow the 

government to take their companies into state use. The law, however, 

did not stipulate that the government had the right to transform a 

sequestered company into a new company with a different registration 
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number. The sequestration of MAORT and the resulting two companies 

created such legal and administrative problems that the normal operation 

of the companies had become cumbersome. For instance, the properties or 

assets of MAORT and MAORT or the RHT could not be accurately separated; 

if an old building were destroyed or a new one constructed, which com

pany would suffer a loss or enjoy a gain? Every one of the old com

pany's lease agreements or contracts would have to be renegotiated, and 

as a matter of fact, the new company had no concession from the govern-

ment to operate at all. For these reasons the executives of MAORT 

requested that the Minister of Industry abrogate the sequestration order 

and appoint a state trustee to head the company. This high government 

official, together with the state controllers and occupying military 

personnel, could adequately insure the company's operation in conformity 

with any order from the office of the Min ister of Industry. 1 • 3 

Bornemissza did not respond to any of these requests. However, 

at the initiative of Department X, he appointed a committee of six high 

government officials and charged them with the task of preparing an 

inventory of the company's possessions. 1 q 4 On March 5, 1942, the 

selected officials visited Nagykanizsa, a town near the oil fields where 

the company maintained its field offices and the supply and mainten ance 

buildings. Here they held one meeting, concluded that their task was 

too large to accomplish, and as~ed for and received copies of the com

pany's latest <December 31, 1941) inventory lists. To the Ministr y of 

Industry, they reported their findings and suggested that to obtain an 

up-to-date inventory (to be prepared by an outside group) the government 

would have to choose a larger group and allocate mare time to perform 

the t::.sk. 1 ..,15 

Onl y one of the company officials' requests, the one regarding 
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the company 's tax status, received attention. On Mar ch 20, 1942, the 

Legal Section of the Royal Hungarian Treasury informed MAORT of the RHT 

that its tax s pecialists had come to a conclusion regarding the com-

pany's tax situation. They stated that tax exemptions and pri vileges 

enjoyed by MAORT could not be transferred because they had been lodged 

wi th the company as a "legal person." This ruling included situations 

in which the owners would have to lease out their company for 

profit. 1 .,0 

Inclusion of the leasing instance was important because the tax 

e :-: perts judged the state's sequestration of MAORT as an act of "forced

leasing for profit (kenyszerhaszonberlet)." 197 However, this was not 

the only reason why MAORT's tax status could not be transferred to or 

assumed by another company. The Treasury, as executor of the state's 

sequestration order, established a new company for the sole purpose of 

operating MAORT. MAORT of the RHT was an independent legal person; it 

"ias the e :-: ecutor of the will of the "forced leasee," the Treasury, and 

had no legal relationship to MAORT. On the other hand, MAORT, during 

t he "forced-lease" period, still remained an independent legal person. 

It had the right to exercise certain executive functions such as to col 

lect compensation and communicate its opinion to government offices and 

it still possessed every one of the granted tax exemptions. In short, 

MAORT still existed; only its activity had been limited by the seques

tration order. 

For the Treasury's legal experts, it was not difficult to estab

lish that MAORT of the RHT had no tax obligation. In Hungarian law, a 

company and its owner formed an inseparable legal personal union. As an 

in tegral part of the Hungarian government, the Royal Hungarian Treasury 

had no tax obligations. 1 ~e Because the Royal Hungarian Treasury owned 
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MAORT of the RHT, the company enjoyed exemption from all taxes or 

levi es. 1 ~~ MAORT ' s e xecutives were pleased to learn the decision of the 

Treasury 's legal experts because this way no unexpected tax charge would 

reduce the company's profits. 

On the other hand, company officials were openly dissatisfied 

with s ome other recent developments . In a letter dated October 22, 

1942, 200 Gabor Temesvary, a member of the company's Board of Directors, 

informed Simon Papp that according to confidential information he had 

received, an interministerial committee would soon begin to hold a 

ser ies of conferences to determine the size of compensation for the 

takeover of the company. Therefore, officials of the company should be 

ext remely cautious in agreeing to any proposition. Moreover, there 

would be no guarantee whatsoever that after the war the American owners 

would approve the actions of the company's Hungarian officials. Accord

ing to Temesvary, there was only one way to handle the situation: under 

c ertain circumstances, company officials could accept a government

proposed settlement but with the explicit reservation that the compen

sation would be taken only as an advance toward the final payment to be 

negotiated between the government and the rightful American owners after 

t he war. 201 

In early December of 1942, company officials were again read y to 

express their preference for a certain modified control over the com-

pany. They asked the Minister of Industry to discontinue the company 's 

sequestration and to appoint a state trustee to head the company. This 

time the company executives went one step further and suggested that the 

state choose Simon Papp for the responsible post. 202 

The executives supported the appointment of Papp as a state 

trustee with two arguments. The present "hm-company system ( ket 
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vallalati r endszar)''~03 made the administration of the company difficult 

and confusing. At the end of t he war wh e n the c ompan y 's l eadership must 

give an account of MAORT ' s assets and liabilities to the American 

owners, a single, trusted and res pected person from within the company 

would be able to do the jOb more creditably. 204 

A few days later, the execut ives followed their request for a 

state trustee with a review of the company's administrati ve probl ems 

caused by the sequestration. Dr. Bertalan Geocze drafted the review; 

however, the signature at the end of the letter was not his. As had 

been the case with the other communications, the name MAORT stood in 

place of a personal signature. 20
~ 

In the opening part, Geocze noted that not one of the company ' s 

four, problem-describing and solution-suggesting letters, over a span of 

the last twelve months, had been addressed by the government except that 

which dealt with the new company's tax status. The apparent inactivity 

on the part of the government to settle even a few of the new company' s 

problems induced the executives' belief that the company was more than 

adequately serving the civilian and military needs of the country and 

that the government had no intention of settling any of the major 

problems before the end of the war. However, one year of operation by 

the sequestered company had created several questions which needed to be 

addressed for efficient operation of the company for the second year. 

Soon the two companies' yearly balance sheets would have to be prepared. 

Because the government had not revealed its intentions about many unde

cided matters, the executives suggested that the books of MAORT of the 

RHT be prepared the same way as the books of MAORT had been in previous 

years. After the obligations of MAORT of the RHT had been satisfied, 

including the fifteen percent royalty payment to the government, the 
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profit of the company would be transferred to MAORT as of January 1. 

MAORT would "pl ace this amount at the disposal (rendel kezesere 

bocsajtj~)'120
• of MAORT of the RHT without interest but with the stipu

lation that the company invest it. The ownership of the investments 

would then be transferred to MAORT as assets. Because the e xecuti ves of 

both companies were the same, they would invest the profits 1n necessary 

and useful projects or properties. 

In the closing part, Geocze mentioned the executive ' s hard work 

toward the building of a successful company and their patriotic devotion 

to the Hungarian state. He also stated the MAORT's executives had been 

serving the interests of the Treasury as well as those of the 

st.ockholder-s "with the car-e of a r-egular- businessman." 207 At this junc

tur-e, Goecze came to his main point which was to state that because of 

the twofold natur-e of the company, MAORT should r-elinquish claims for 

compensation; and the gover-nment should be asked to postpone further 

changes in the company's status. 20e 

Up to the end of November- 1942, the Hungarian government avoided 

addr-essing all but one of the company's attempts aimed at finding solu

tions to pr-oblems created by the sequestration or-der. On December- 1, 

1942, Bornemissza invited company representatives to participate in a 

series of conferences regarding the compensation issue. The negotiating 

sessions continued until December 23; five officials represented the 

Ministry of Industry and three were present on behalf of MAORT. 20~ On 

January B, 1943, the Ministry of Industry abruptly handed down its deci

sion. The government's ruling failed to incorporate any of the negotia

tors' recommendations which could have been beneficial for the company 

and the state. 210 

The description of the terms of the compensation drawn up by the 
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government was long in detail and short on explanation. The or der 

stated that the government would have to pay MAORT 6, 300,497 pengos 

($1,197,094) for each year the company was in use. 211 The yearly amount 

of compensation was based on the average taxable earnings of MAORT over 

the past three years. 

Because there was no extant jurisprudence which could have 

guided the "legal relationship ( jogviszanytl " 212 between the state and 

the company, the government had to search for laws which showed "simili

tude of r-ights ( ;oqhasonlos.:1got) 11213 to the act of the sequestration. A 

section in Hungarian civil law regulating "lease for profit 

(haszonberletetl" 214 relationships had shown the greatest affinity; 

therefore, the government chose to follow the stipulations of this set 

of laws in deciding the particular details of its compensatory obliga

tion. 

Two definitions, which under normal conditions would apply, 

turned out to be disadvantageous because MA□rt was such a rapidly 

growing company. Each year's compensation was based on the average 

earnings of the company for the previous ten years. MAORT had been 

operating for less than three full years. Each successive year's earn

ings showed prodigious growth (taxable earnings for 1938--2,197 ,382 

pengos, 1939--2,929,843 pengos, 1940-- 12,332,958 pengos); therefore, the 

company could never recover all its earnings in any one year. The 

"lease for profit" laws did not allow the company to collect payment for 

the very large, purposefully accumulated supplies and materials. At the 

time of the sequestration, the company had just invested large quanti 

ties of money in supplies and materials for two reasons: the company 

prepared for large-scale expansion of crude production and it antici 

pa.ted shortages due to the war. The "lease for profit" laws simply 
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stated that the amount of compensation covered both the "use and using 

up (felhasznalasatl" 2 ie, of all materials which were necessary for the 

normal operation of the company. In a similar vain, another article of 

the law stipulated that ''no allowance would be made for depreciation 

which occurred during the sequestration period. " 214' 

Perhaps in acknowledgement of the company's several appeals to 

the Ministry of Industry, the ministerial decision noted that the "com

pany's sequestration took place in accordance with lawful orders;" 217 

therefore, company officials' repeated "indignations lacked foundations 

in law. 11218 Nonetheless, the officials of MAORT had the right to appeal 

the order and ask the Minister of Industry to "re-e:-:amine it (vizsqal ;a 

felul l " 21 .., if the officials "were not satisfied (meqelegedve nincsenekl" 

with the adjudged compensation. 220 

As soon as MAORT's executive board members had an opportunity to 

examine and discuss the government's compensation offer, they turned it 

down in toto. On February 1, 1943, after reminding MAORT officials that 

"the company did not demand compensation for its being taken into 

use" 121 Barnemi ssza ruled that the Treasury and MAORT' s "mutual demands 

(kolcsonos koveteleseikl'' 222 on each other over the company's seques

tration would be "put in order (rendeztetnil":.z:23 after the company's 

sequestration ended. Until that time, the Treasury would obligate 

itself ''ta place at the company's disposal sums necessary to finance the 

company's operational costs." 224 The sums would be "mutually agreed 

upon and they would become part of the final accounting of the termina

tion of the sequestration." 220 

With this, for the duration of the war, further litigations were 

officially discontinued. In a sense, the Hungarian government maneu-

vered itself into an advantageous position; it made assurances but no 
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Commitment~- for the fLltL1re. F t t} f MAORT th T d ' d 

or una e y or , e reasury 1 not 

touch th e profits the company made during the war and allowed the 

company officials to invest those profits in the expansion of the 

Operation. When the American managers returned to Hungary after the 

they found a company which grew larger in physical assets as well 

as ec 
on □mic importance. 

I' q I 

r 

r ./ I 

' I' 
I 



NOTES: CHAPTER THREE 

1. At the same time, Eurogasco geologists had been carrying on 
investigations in other East-Central European countries. In Austria, 
after discovering crude in commercial quantities, they were preparing 
the fields for production near Wien. Between 1937-1939, one American 
and one local geologist were engaged in mapping and exploring 
Czechoslovakia's natural gas fields. Two American geologists were doing 
field work in Yugoslavia during 1936 and 1937. They were looking for a 
possible extension of the Szelnicza and Peklenicza anticline to the west 
<American Petroleum Interests in Foreign Countries, p. 376, 3781. 

2. Raul Vajk, "Geophysical E>(ploration of Southwest Hungary," 
Geophysics, vol 17, no. 2 (April 19521, p. 295. 

3. In the early 1940s, new and accurate gravity and magneto 
meters replaced the torsion balance instrument in gathering data for 
gravity surveys. The hilly and crossbedded topography of Transdanubia 
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sites for oil deposits CD. C. Skeels and R. Vajk, "Geophysical 
E:-(plorations and Discovery of the Budafapuszta Oil Field in Hungary," 
Geophysics, vol. 12, no. 2 (April 19471, pp. 217-201. 

4. Ibid.; and "Petroleum Facilities of Hungary," report by the 
Enemy Oil Committee, May 1944, NA Records. 

5. "The Hungarian Di 1 Industry," report by Si man Papp, attached 
to Despatch 473 (secret), John Peabody Palmer, Secretary of American 
Mission, Budapest, to Sec. of State, July 21, 1945, NA Records. 
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Howard K. Travers, Charge d'Affaires, American Legation, Budapest, to 

131 



a e, Augus t 7, 1941, NA Rec ords ) . Sec. of St t 

ungary" , · , P• L> ; an e roleum Facil it ies of 
H 

1.0. CHOMD vo l 1 '"'"'8 d "F' t 
Sever~i' report by the Enemy Oil Committee , May 1944, NA Reco~dc 

· • othe · · ' •· thi s field r sourc~s wh i ch also ouoted the number of wells drilled on 
reported • noted different figures; however, •hen th■ s ame sources 

production figures, the figures agreed without exception. 

Records 1~· · tReport by Walters to Sec. of State, May 6, 1946, NA 
- ' ui land, Maryland. 

Ibid., p. 37; and CHOMD, vol. 1, p. 268, 

Records 13 · . Report by Walters to Sec. of State, May 7, !946, NA 

' Su1tland, Mar yland. started On th■ Yugoslav sid■ , beginning •Ith !941, a German company 
and t ••ldcatt,ng and completed six •ells. Four of them became gas 
for ,;~.became oil producers. The oil production reached 5,000 barrel ■ 
!ibid.)~' and the estimate snowed a slight increase for the year of !944 

12. 

Records 
14 

• "Hungarian Di 1 Industry, " report by Papp, July 21, 1945, NA R■tka · • The names of th■ si• hori•□ns •ere: Pak■, Upper Ratka, Lower 
local' s.,get, Lenti, Lovasz! and KutfeJ- The names had reference to 

places and not to any geological nomenclature (ibid,), 

report !5. Ibid.; CHOMD, vol - 1, p. 250; and "Status of Operations," 
by Ruedemann, Aug. 7, 1941, NA Records, 

Comm; t !6. "Petroleum Faci 1 ;ti es of Hungary," report by the Enemy Oi 1 
.tee, May 1944, NA Records; and The Hun ari ■n Oil Industr, p. 30, 

Ge 17. Raul Va; k, "Geophy■i cal Exp! oration of Southwest Hungary, " 

~' vol. 17, no. 2 (April 1952), P• 295. 
no Lendv•u~alu was 2 miles southwest of Lovaszi and 3.5 mile■ 

as of F'eklenicza (ibid,), rthe t -

18 . I.!J.g_HLill,g_g_i.filLJti.LJ_illl.J:l s t..r_t, p . 38- 39 . 

NA 19. "Status of Opera ti ans," report by Ruedemann, Aug. 7, 1941, 

Records. 
Oil C 20. "Petroleum Facilities of Hungary," prepared by the Enemy 

ommittee, May 1944, NA Records, 
Aug. 

7 

21. !bid.; and "Status of Op■r ■ti ans," report by Ruedemann, 

' l941, NA R~cords, 

R 23. "Hungar 
I 
an Oi 

1 
Industry," report by P■PP, Jul Y 21, 1945 , NA 

3

ecords. Each t t · 
1 

h d several separators: these were tanks of 
~oo- Sa 10n a so a . · •nct barrel capacity- In them gas, dissolved 1 n the crude, was separated 

Pumped to gas-gathering tank stations (ibid,), 

22. 
Williamson et al,,~~• vol. 2, 

p, 56? -· 



133 

24. Ibid. Budafa was 9 miles from Ujudvar and 15 miles from 
Lovaszi (ibid.). 

25. Ibid. 

26. "Petroleum Facilities of Hungary," prepared by the Enemy 
Oil Committee, May 1944, NA Records. 

27. Memorandum by Garrett G. Ackerson, Jr. Secretary of 
Legation, Dec. 17, 19-39, attached to Dispatch 383 (plain), Howard K. 
Travers, Charge d'Affaires, to Sec. of State, Dec. 20, 1939, NA Records; 
hereafter cited as Memorandum by Ackerson, Dec. 17, 1939, NA Records. 

28. Ibid. 

29. For details concerning this law seep. 142. 

30. Memorandum by Ackerson, Dec. 17, 1939, NA Records. 

31. "Hungarian Oi 1 Industry," report by Papp, July 21, 
Records. The pipe sections came in 36-foot seamless sections. 
were welded together and placed 4 feet below the surface beyond 
frost 1 ine (ibid.). 

1945, NA 
They 
the 

32. Despatch 200 (plain), John Palmer, Secretary of Mi ssion to 
Sec. of State, Aug. 20, 1945, enclosure entitled "Brief Summary of the 
Present Situation of the Hungarian Mineral Oil Industry," no author, no 
date, NA Records, Suitland, Maryland. 

33. "Status of Operations," report by Ruedemann, Aug. 7, 1941, 
NA Records; and "Hungarian Oil Industry," report by F·app, July 21, 1945, 
NA Records. To transport the growing output of the fields, the 
engineers added five booster pump stations along the main pipeline. 
Each pump station raised the trunk line's capacity by 2,000 barrels a 
day (ibid.). 

34. "Hungarian Oil Industry," report by Papp, July 21, 1945, NA 
Records; and ''Petroleum Facilities of Hungary," report by the Enemy Oil 
Committee, May 1944, NA Records. After the Budafa plant was expanded, 
it became capable of producing 1,000 gallons of gasoline and liquid gas 
a day (ibid.). 

35. Despatch 115 (plain), Palmer to Sec. of State, July 21, 
1945, NA Records. 

36. "Petroleum Facilities of Hungar y," prepared by the Enemy 
Oil Committee, May 1944, NA Records; and "Hungarian Oil Industry," 
report by Papp, July 21, 1945, NA Records. The plants used American 
Cooper-Bessemer and German Thomasen compressors of 200-300 horsepower 
(ibid. J. 

37. "Hungarian Oil Industry," report by F·app, Jul y 21, 1945, NA 
Records. 



134 

38. Ibid. 39. Ibid, 

ti oned t:~- '.bid• It is worthwhi 1 e to note that no source has men
pany. The mace, number and type of trucks and cars in use by the com
owned 

149 

only available document, dated 19~6, simply stated that MAORT 
Schoe f motor vehicles 1n 1944 (Despatch 2~61 [restricted]. Arthur 

n eld A · · 194

6 

NA ' mer1can Minister in Budapest, to Sec. of State, Dec. 18, 

• Records). · 

R 41. 
"Hungarian Oil Industry," report by Papp, July 21, 1945, NA 

ecords. 

NA R 
42

• "Status of Operations," r-eport by Ruedemann, Aug. 7, 1941, 

·ecords. 

4
3. Ibid. No pengo figures wer-e given by RL1edemann. 

Pp. 

77

_

7

:~- For details of employment privileges and restrictions, see 

4
5. Memorandum by Acker-son, Dec. 17, 1939, NA Records, 

46. CHOMD, vol. 1, p. 234. 

NA 48. "Status of Qperat ions," report by Ruedemann, Aug. 7, 1941, 

Records. 

47. CHOMD, vol. 2, p. 90, 

49. CHOMD, vol, 2, p. 91. 

50. Memorandum by Ackerson, Dec. 17, 1939, NA Records. 

Re 51. Report by Palmer to Sec. of State, Jan- 5, 1946, NA 

cords. 

CHOMO 53. Papers of the Ministry of Industry, bundl ■ 1, HNA, cited in 

'vol. 2, p. 112, in 

19 

• The positions held in August 1941 and th• monthly incomes earned 

4~ by some of MADRT'S top executives were as follows: 

C:-'"\ WL• CHOMD, vol, 2, p. 91, 

E:<ecLt· N I l ve' s 
ame 

Simon Pa pp 

Janos o· 
Bel inda 
Fera Majersky 

enc A F · ngyal 
eren c Packer 

Bela H 1 a asz 

E:<ecL1ti ve' s 
Position 

chief geologist and second 

vice president . 
super-intendent of product

1
on_ 

supervisor of pipe conSt ruction 

supervisor- of dr-illing 
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CHAPTER FOUR 

TRANSFER NEGOTIATIONS WITH I. G. FARBEN 

Industrial relations between Standard Oil and I. G. Farben, 1 

which began in the 1920s and expanded in the 1930s, greatly influenced 

the operations of both large multinational companies. German-Hungarian 

economic relations, which also grew during the same period, strengthened 

the two nations as they pursued their particular goals in the late 

1930s. The outbrea~ of World War II and the course of the war until 

December 1941, did not significantly change the intensity af relations 

between the two companies and the two states. 

The opposite held true in German-American relations. Because of 

political changes in Germany before 1939 and military actions by Germany 

after 1939, the United States government's initial suspicions turned 

into outright distrust of Germany. By 1940, relations were definitely 

strained, with neither nation showing signs of change. 

One consequence of these variega ted developments in business and 

diplomatic relations was that the immediate future of MAORT became 

uncertain. In the words of a senior American diplomat: "MADRT was as 

good as lost to Germany without compensation . 112 

Long-standing, mutually beneficial transactions between the 

Jersey Company and I. G. Farben pointed to a possible solution for the 

uncertainty surrounding MAORT. The two multinational companies could 

make a deal for MAORT and work their way out of the undesirable situa

tion created by the unfavorable attitude the United States toward 

146 
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Germany . A quick, quiet consummation of a deal could circumvent the 

sc r utiny or objection of a ny of the three i nterested governments. 

Cert a in l y the Hungarian gover nment, whi ch had been looking to 

Berli n more and more for support of i ts r ev is ionist goals of rega i ning 

lost t err i tor ies wou l d not ob j ec t t o suc h a dea l, provid ed that I . G. 

Far ben assumed every one of Standar d Oil's concessi ona l obl iga t ions . 

Wit hout a doubt, t he German government would not bloc k t he ac quis i t i on 

of the o i l f i elds by a German company at the beginning of ma j or war 

e ff or t s . Onl y the United States government appeared almos t cert ai n to 

want t o frustrate the deal. An executive order of Presiden t Roosevelt 

had already brought Germany under foreign funds control in t he fa ll of 

1939. 3 

Anticipating these governmental postures, Standard Oil offic ia l s 

de c ided to go ahead and begin negotiations with I. G. Fa rben for the 

s ale of MAORT if for no other reason than to find out how far the Un ited 

St a tes government would allow such business dealings to progress whi le a 

major war was going on. 

Background of Standard Oil and I. G. Farben ' s Cooperation 

The first contact between Standard Oil and I. G. Farben occur red 

in the spring of 1925, when a group of sc i entists and execut ives of t he 

Germa n company came to visit the American company's refiner ies i n th e 

New York area. Toward the end of the visit, Wilhelm Gaus , spokes man of 

t he German delegation mentioned to Standard Oil official s t hat his 

compan y had been making headway in the improvement of Dr . Fri edr ick 

Bergius's method for converting coal into liquid hydrocarbon by tr eati ng 

c oal with hydrogen under high pressure and temperature. Bec ause the 

American hosts expressed interest in thi s t ype of res earch, Gaus invited 
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Fran k A. Howa rd, Presi de nt of Stand ard Oi l Development Comp any Ca s ub -

si di a r y of the Jersey Comp any) to i nspect s ome of I. G. Farben's l abor a-

tories. Howard, who had coordinated research and development effort s 

a nd superv ised the exchange of licenses and patents among the many sub

s idiaries of Standard Oil, accepted the German industrialist's offer. 4 

In March of 1926, Howard came to Ludwigshafen, where I. G. 

Farben operated its largest and most important research laboratory.~ 

Recollecting his impressions of the German company's facilities 1 the 

American e>:ecutive wrote: "I was plunged into a 1~orld of research and 

development on a gigantic scale such as I had never seen . "" He was 

e s pecially interested in I. G. Farben ' s experiments with synthetic oil . 

After he looked over the hydrogenation pilot plant, he wrote to Walter 

C. Teagle (Chairman of the Board of Standard Oil Company) who was stay

ing in Paris with a number of senior officers of the company and asked 

him to come to Germany. 

Teagle know that 

To give urgency to his request, Howard let 

Based upon my observations and discussions today, I think that 
this matter is the most important which has ever faced the 
company since the dissolution of the Standard Oil Trust by a 
Supreme Court decision in 1911. I. G. Farben can make high
grade motor fuel from lignite and other low qualit y coals in 
amounts up to half the weight of the coal. This means the abso
lute independence of Europe in the matter of gasoline supply. 
Straight price competition is all that is left. 7 

Accompanied by a member of the Board of Directors, James 

Moffett, Teagle promptly arrived in Ludwigshafen. 

i mpressed. F:eporting to Fiockefeller Plaza, Teagle wrote: "I had not 

known what research meant until I saw it here. We were babies compared 

to what they were doing. ue After a thoroL1gh inspection of several lab

oratories, the three Standard Oil officials met in the lovely, medieval, 

university town of Heidelberg and sat down to ponder the probable 
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effect s the startling deve lopments at Ludwigshafen could have on the 

world's oil industry . 

Although I. G. Farben's coal hyd rogenation process was too 

e xp ensive for commerci~l use at thi s time, Standard Oil officials con

cluded that an inexpensive method could e ventuall y be deve loped. They 

had to safeguard the business of the compan y ; therefore, after much con

sultation, the Jersey e xecutives decided to enter into negotiati ons with 

I. G. Far·ben. Standard Oil wanted to learn techniques which would l ead 

to the conversion of different t ypes of coal into gasoline, at a time 

when worldwide demand for gasoline was increasing.~ 

In the fall of 1927 , representatives of Standard Oil and I. G. 

Farben signed an agreement which would guide the two companies ' rela

tionship for the next twenty-five years. The document stated: 

Jersey undertook to carry on research and development 

designed to adapt the hydrogenation process to oil operations. 

It agreed to erect and operate an oil hydrogenation plant having 

an output of 40,000 tons of products per year, using the 

Badische patents without paying royalty. It also arranged that, 

if it so desired, it could build and operate additional plants 

in this country by the payment of fair royalties. I. G. Farben 

was to retain all its United States patents and to control the 

licensing of them to others; but in compensation for Jersey' s 

expenditures, Farben was to pay to Jersey one-half of any 

American royalties. The latter, in turn, would own the patents 

on any of its improvements on Farben's hydrogen~tion process and 

retain full control of their licensing; but it would pay the 

German concern half of whatever ro yalties it collected in the 

United States. 10 

During subsequent years, Standard Oil and I. G. Farben officials refined 

a nd expanded the cooperation between the two companies. In March of 

1929, the two multinationals agreed that the German company would 

sell its hydrogenation and other oil-refining patents, 

including those based on inventions that might be made during 

the next seventeen years, for the whole world exc ept in Germany 

•. for the sum of $35,000,000 which, at the request of I. G. 

Farben, would be paid in Standard Oil's stock .•. ' 1 

Eight months later, Jersey officials delivered 546,011 shares to I. G. 
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Farben. 1 ~ 

Some patents which related to both the oil and chemical fields 

presented a conflict of interest or infringement on the rights of the 

other company. To clarify and adjudicate borderline patents, the offi

cials of the two companies ag reed to 

organize a company to be owned jointly, to wh ich each 

would assign borderl i ne processes. Ever y such process would be 

handled as a separate project, and the company turning over an 

invention would retain control of it as well as a five-eighths 

financial interest. 13 

In October 1930, the Joint American Study Company was formed which 

tested and evaluated new processes. This firm complemented the existing 

Standard-I. G. Company which controlled and exchanged patent rights of 

discovered processes. 14 Together, the two companies protected and 

enhanced the interests of the two multinationals in the 1930s. 

Apart from these intricate arrangements with I. G. Farben, 

Jersey Standard had one other major concern in Germany which received a 

role in the history of MAORT. The American multinational holding com

pany wholly owned the Deutsche-Amerikanische Petroleum-Gesellschaft, in 

s hort DAPG, a marketing company of petroleum products. 1 e DAPG concen

t rated on the distribution of petroleum derivatives. With a sales vol

ume of 16 million barrels in 1938, the American-owned company controlled 

29 percent of Germany's oil market. 1 ~ Toward the end of the decade, as 

Germany's need for petroleum products increased, I. G. Farben began 

supplying DAPG with synthetic fuel. The fuel come from the Deutsche 

Gasolin A.G. in which DAPG owned one-quarter interest. 17 

Toward the end of the first year of the war, facing imminent 

loss of MAORT, Jersey directors assessed the situation and decided that 

negotiations with I. G. Farben for the transfer of MAORT prop erties 

would be a useful move. As it turned out, a somewhat different con-
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clusi on emerged from behind the sales conversations. 

Propos i tions for Transfer 

The first documentable German offer to buy MAORT came from the 

Deutsche Bank; the second, ~ □on after the first, originated with I. G. 

Fa rben. These initial propositions for the transfer of MAORT properties 

c a me to the attention of a third party, the United States government, as 

the result of a telephone call on October 23, 1940, from Jay Crane 

(Treasurer of Standard Oil Company) to Hans Morgenthau, Jr. (Secretary 

of U.S. Treasury). Reporting the event to Robert A. Jackson, U.S. Attar-

ney General, Morgenthau wrote: 

On Octobet- 24, 
Standard Oil Company 
tion of his Board 
statement which he 
concerning a business 

1940, Jay Crane, the Treasurer of the 
of New Jersey, called on me, under instruc
of Directors, to confirm and expand a brief 
had given me the preceding day by telephone 

matter of his company. 18 

In Morgenthau's office, Crane intimated to the Secretary of the U.S. 

Treas ury that 

Standard Oil had been approached through a representative of the 

I. G. Far·ben in Switzerland as to whether the company would be 

willing to sell against dollars its oil wells in Hungary ... 

Earlier the Deutsc he Bank had sounded the company out on such a 

proposition but so far nothing had come of these. 1 ~ 

Crane believed that "the Farben people would probably be making the pur

chase on behalf of the German Government." 20 Toward the end of the 

conversation, the Standard Oil official, summarizing his company's 

position, said that "this might be a welcomed opportunity for Standat-d 

Oil to withdraw from one of its European investments. and sell its 

Hungarian wells for cash rather than see the Germans come in and take 

them over." 21 

The first concrete offer from I. G. Farben to purchase MAORT 

came on April 1, 1941. Dr. Fritz Fenthol, a Berlin lawyer who had usu-
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ally represented t he Ammoni awerk Mersenburg Leuna Werke (a subsidiary of 

I. G. Farben} in international business transactions, submitted the ini

tial offer to the Hamburg office of Standard Oil. Surmising that 

Standard Oil estimated the val ue of MAORT at around $30,000,000 and that 

the American multinational wanted to receive the price not in marks but 

in dollars, Dr. Fenthol offered $20,000,000 in curren cy explaining tha t 

at t hi s time, on such short notice , I. G. Farben could not arrange for a 

larger amount of cash. For the remainder, he suggested that the 

Deutsche-Amerikanische Petroleum Gesellschaft (DAPG} should take over 20 

perc ent of MAORT, to be paid to Standard Oil at the equivalent of 

$5,000,000 dollars in new shares which DAPG would issue explicitl y for 

this purpose. The remaining $5,000,000 of the $30, 000, 000 pri ce would 

be eliminated by e xcluding the lubricating oil distributing busi ness of 

MAORT from the final transaction.~2 At the same time, the Berlin lawyer 

r equested Standard Oil's Rio de Janeiro office to facilitate his entree 

into the United States in order to move the deal closer to a mutuall y 

sati s factory conclusion.~3 

Standard Oil rejected Dr. Fenthol 's offer; nonetheless, the 

American company did not discourage the Germany company from advancing 

further propositions. Regarding Dr. Fenthol's request to enter the 

United States, Orville Harden, Director and Vice president of Standard 

Oil, disapproved of it. 24 Crane, who maintained the line of communi

cati ons between Rockefeller Plaza and Washington, D.C., also found it 

unwise for this representative to come to the United States. As an 

alternate place to meet and confer, Standard Oil official s suggested 

Havana, Cuba. To conduct negotiations on a personal basi s in this s mall 

island country turned out to be unacceptable to Dr. Fenthol. 2 ~ In the 

end, Rio de Janeiro was selected and approved by both parties as the 
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c it y where the future ownership of MAORT would be decided. 2 6 

In early July 1941, Harden flew to Rio to meet Dr. Fenthol. In 

the picturesque Brazilian cit y , Dr. Fenthol presented an itemized bill 

of e xchange for MAORT on July 9. The bill included: 

Gold, mostly in German coins---------------- --
Deli very to be taken in Lisbon, Portugal; 

the gold to be purchased by I. G. Farben from 
the Reichsbank, Berlin, and to come from within 
German y . 

Swedish kronor, Swiss franc, and/or Central or 
South American currencies---------------------

The Swedish and Swiss funds are held by 
large Swedish and Swiss Banks. The Central and 
South American currencies will be on deposit in 

banks in several countries. 

Promissory note of I. G. Farbenindustrie--- ---
This promissory note will be payable in 

U.S. dollars with interest three months after 
the end of the war and will recite that due 
payment of the instrument will be guaranteed 
by collateral represented by the American 
holdings and assets of the I. G. Farbenindus
trie.27 

$13 , 000,000 

5,500,000 

5,000,000 

$24,000,000 

Harden approved the gold but rejected the assorted foreign cur 

rencies and promissory note. A few days later, Dr. Fenton made a dif -

ferent and last offer. What he offered and how Standard Oil regarded 

that offer could be discerned from Harden's letter to Henry A. Wallace, 

Chairman of the Economic Defense Board. On August 28, 1941, Harden 

worte: 

. the representative of the I. G. Farbenindustrie who is now 

in Rio de Janeiro has informed me that his Company would be able 

to obtain approval of the German authorities to a payment of 

$24,000,000 in gold to be delivered to us in Lisbon. 

We sincerely hope that the Economic Defense Board will be 

able to consider this matter prompt l y, since we all realize that 

if a sale is to be made, time is working against us. 

The admonishing wm-ds of Vice President Harding, " time is 

working against us," alluded to Standard Oil Company's reasons for the 
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sale of MAORT; especially to those which had developed since the 

outbreak of World Wa r II. In differi ng degrees, t he reasons owed t heir 

existence to the prevailing political-military situation. Because of 

the abiding nat ional aspirations to revise the territori al arrangements 

of the Treaty of Trianon after World War I , the Hungarian government had 

to conduct its foreign and domesti c affairs in ways to earn not only the 

appr oval of Germany, but also the military support of the powerful cen

tral European country. Expected consequences of Germanophile policies, 

according to the vic e President of Standard Oil, were the following: 

1. With German domination over Hungary, the property would 

be taken by German y if and when needed regardless of ownership. 

2. If Germany needs the Hungarian oil, the fields will be 

e xploited on the basis of producing the maximum quantit y of oil 

over the shortest possible time, so that after a few years the 

fields would have relati vely little value. 
3. In the event of the war ending fairly soon, the European 

countr i es would not be in a position financiall y to permit prof

its to be taken out, so that from the standpoint of the American 

stockholder it is difficult to visualize that any dollars would 

be realized from our Hungarian venture for a long time to 
come. 2 ~ 

Standard Oil's earnings by MAORT, with the exception of one lump 

sum of $206,000 in 1939, 30 could not be collected by the ma jor American 

multinational holding compan y . After the beginning of hostilities, the 

Hungarian government forbade the transfer of Hungarian or foreign cur

rency from the country. 31 This indicated that so long as the war con

ti nued, Rockefeller Plaza would not receive any profits from Hungary. 

Thinking about inflation as one of several calamitous economic develop

ments which usually occurred during and right after war s, Standard Oil 

officials, in a move to protect the company's accumulated profit s , could 

only instruct their MAORT representatives to invest the profits made by 

MAORT and hope that some day they would be able to recover all the 

profits from Hungary. 32 These prospects failed to di ss ipate Rockefeller 
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Plaza"s growing disquietude surrounding the Hungarian properties. 

Being unable to determine the life-time production of an oil 

field with some reliability also affected Standard Oil officials' 

decision-making process. Now that there was a concrete opportunity to 

convert the Hungarian investment into gains, this consideration came 

into focus. Much was at stake, as the mere S2,500,000 initial invest in 

the mid 1930s had grown to command the lucrative offer of $24,000,000 in 

gold in 1941. Standard Oil officials started comparing the present pro-

duction of MAORT with the estimated future yield of the company's oil 

fields. On May 7, 1941, Har-den said that a 15,000-barrel-a-day produc

tion was possible; but after 18 months, production would drop to 5,000 

barrels a day. 33 On June 12, 1941, Crane reported that "the output. of 

the field wa.s around 6,100 barrels a day. " 34 Clarence H. Lieb wrote 

that ''it is possible to increase MAORT's production from 8,000 barrels a 

day to 15,000 barrels a day for some months; but afterwards, production 

would fall back to 8,000 barrels a day."-5" Standard Oil officials' 

pronouncements conveyed the impression that selling the Hungarian sub

sidiary for $24,000,000 in gold was both desirable and advantageous for 

the American multinational company, even though the field's actual 

production for the May through September interval reach 9,050 barrel~ a 

day.~<!> 

Finally, a somewhat frivolous consideration for the sale of 

MAORT was put forth by Harden on August 9, 1941. When writing to Henry 

A. Wall ace, the Vice President of Standard Di 1 stated that the 

gold used as payment in Lisbon " .. would be part of the original 

gold reserves of the Reichbank and would be drawn wholly from within 

Germany." 37 Ostensibly, this would reduce Germany's stockpile of gold 

at home and consequently, Germany could s pend less gold for other, most 
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probably military, purposes. 

Positions of the United States, German and Hungarian Governments 

When the negotiations for the transfer of the MADRT properties 

from Standard Oil to I. G. Farben ownership began, most high-ranking 

U.S. government officials who had knowledge of the proceedings did not 

perceive any significant reason to object to the proposed transaction. 

In the fall of 1940, when Harden informed Morgenthau that for some time 

conversations about the sale of MAORT to I. G. Farben had been under 

wa y , the Secretary of Treasury responded '' .•. it was all right for the 

company ta go ahead ••. " with its plans and the Secretary only wan ted 

to know II . where the dollars would come from 11 38 later, on 

May q 
. ' 1941, Dr. Herbert Feis believed that " ... nothing would be 

gained by objecting to the consummation of a deal, if the company found 

it possible."~"' With this view, H. L. Welles, Undersecretar y of State, 

concurred. 4 c• 

However, as the negotiations progressed, several European 

nations were drawn into the war. This changed the grounds of consid

eration for the sale of MAORT, and government officials began finding 

objections to a German compan y' s acquisition of American propert y during 

critical times. Recalling the fact that soon after the outbreak of the 

war the United States brought Germany under foreign funds control, 

Morgenthau, in a letter to Robert A. Jackson on June 12, 1941, noted 

that 

contemplated German dollar payment for Standard Oil's 

Hungarian properties is several times as large as Germany's 

known short-term assets in this country and constitutes a 

considerable fraction of Germany's known total assets in the 

United States. The release of blocked German assets to pay 

Standard Oil would therefore impair the position of other 

American interests who also have claims against Germany, but who 

have not been so quick to advance their claims. 41 
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Morgenthau clearly saw a disadvantage for some Americans; for this rea-

son he disapproved the use of the frozen German assets. Still, he did 

not object to the sale as a whole. 

Having found I. G. Farben's last offer satisfactory, Standard 

Oil officials applied to the U.S . Treasury Department for permission to 

conclude the deal on July 30, 1941. Five days later, Edward H. Foley, 

Acting Secretar y of t he U.S . Treasury, wrote that approval of the trans-

action " 

SUt'"Y Depart me nt 

No. 8383. " 42 

would not be in acco,.-dance with the policy of the Trea

in administering President Roosevelt's Executive Order 

He e~plained that this orde,.- prohibited American com-

panies from doing business with Germany or countries occup ied by Germany 

and f orbade the sale of Ameri can-owned p,.-operty for payment out of 

accounts blocked in the United States belonging to German nat iona ls.4~ 

In gene,.-al, U.S. government officials observed the whole matter 

from a national point of v iew, within the context of Amer ican business 

activity and not from the partisan Standard Oil position. He,.-bert Pell 

became the first U.S. government official who unequi vocally urged 

Washington not to permit the sale of MAORT to the German firm under any 

conditions. On August 12, Pell explained to Cordell Hull that 

This transfe,.- would have a manifestly bad effect in the inter
nat ional political field. I t would i ncrease Ge,.-man prestige and 
would lessen ou,.-s. As long as these plants remain in the hands 
of a Hungat'"ian concern owned by an American compan y , they can be 
a dministered with an e ye to the long ,.-un. Under German adminis
tration, they would be, economicall y Of'" not, squeezed for the 
ultimate possible immediate yield. 4 4 

Fo,.- emphasis towa,.-d the end of his communication, Pell reiterated hi s 

pos.i ti on: "I am convinced that it would be against the interest of the 

United States to permit the sale of the company to Germany." 4 e 

In his dispatch, Pell also asked the Department of State to 

deliver a letter and report written by Ruedemann for Clarence H. Lieb. 
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The task of sending the papers to New York fell on Herbert Feis, who 

also decided to e xpress his concern over the matter in the following 

words: 

I assume that the Standard Oil Company of New Jersey will 
not proceed with any decisive move in the matter concerning the 
sale of MAORT without full and further discussion with the 
Department and possibly other i nterested branches of this 
government. 46 

On August 19, 1941, the U.S. Treasury Department transferred 

Standard Oil's request for permission to sell MAORT to the Economic 

Defense Board, 47 Viewing the matter as important, the board reques ted 

clarification of policy or expert recommendation from the Interdepart

mental Committee on Foreign Funds Control on September 22. This commit-

tee counted among its members Assistant Secretary of State Dean G. 

Acheson, Assistant Attorney General Francis M. Shea and General Counsel 

of the Treasury Edward H. Foley, Jr. 

The transfer of MADRT from American interest to German interest 

fell into the category of highly sensitive matters, and the Economic 

Defense Board referred the case to the Interdepartmental Committee on 

Foreign Funds Control. After extensi ve consultation with each committee 

member, Edward H. Foley summarized the committee's recommendation (which 

also became the officials' e xplanation for the board's decision) to deny 

a permit for the completion of the sale. The summary stated: 

An ap pro val of this transaction would have permitted the 
Standard Oil Co. to have been preferred by Germany over other 
American owners of capital investment in Germany and the occu
pied countries .... 

Germany wanted to purchase the Standard Oil properties in 
Hungary as a part of its program to acquire through so-called 
legal methods complete economic domination and control over 
Europe. For this Government to have approved the proposed sale 
of Standard's Hungarian oil properties to Germany would not 
merely have facilitated Germany's program of economic domination 
of Europe, but would have been tantamount to an approval of 
Germany's economic new order in Europe. 

It is a fundamental policy of our freezing control program 



159 

to prevent G . . tries or f ermany from acqu1r1ng the assets of overrun coun-

m■y have 

1 
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reserves of the Reichsbank, would be drawn wholly from within 
Germany, and probably would be largely made up of old German 
coins. By such payment, Germany would of course be reducing her 
total stocks of gold.e 1 

After Farish repeatedly denied knowledge about the origin of the 

gold, the following conversation took place: 

Senator Connally: Gold is gold, no matter who it belongs to. 
Mr. Farish: So our Treasury seems to think, sir. We buy it 

from anybody and everybody. 
Mr. Fulton: There might be some question as to the title of 

that gold though, I assume. 
Senator Herring: We will have to subpoena Hitler and find out 

about that. 
Mr. Farish: Probably.e2 

The German government ' s position favoring I. G. Farben's efforts 

to purchase MAORT, could be discerned from indirect evidence. That some 

members of the German government had been aware of I. G. Farben and 

Standard Oil's conversations could first be seen in Morgenthau's letter 

to Jackson. According to the Secretary of the Treasury, on October 24, 

1940, Crane thought that "The Farben people would probably be making the 

purchase in behalf of the German government."~3 Later, on August 12, 

1941, in Budapest, Ruedemann when talking to Pel 1 stated that "Ger-man 

interests under Government direction are desirous of buying the MAORT 

for thirty million dollars."e4 

Both the Deutsche Bank and the Reichsbank were at some time 

drawn into the transfer negotiations; the former as an interested buyer 

and the latter as a potential supplier of gold. Crane, in a conversa-

tion with Morgenthau on October 24, 1940, said: II . the Deutsche 

Bank had sounded the company out on such a propositon ear lier. uee 

Harden, in a letter to Wallace on August 19, 1941, explained that: 

" .•• the gold 

Reichsbank 

.. would be part of the original gold reserves of the 

11 e 0 Even before this, Dr. Fenthol': itemized bill of 

e;:change for MAORT included the following statement: " ... the gold 
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will be purchased by I. G. Farben from the Reichbank in Berlin .. ~~7 

These activities of the two most important German banks could hardly be 

pursued without the knowledge of some members of the German government, 

especially at a time when the achievement of national autarky had been 

accorded priority in German economic life. Finally, when Carl Clodius, 

Chief of the Economic Section of the German Foreign Office, visited 

Hungary in August 1941, he requested cooperation from the Hungarian gov

ernment in case MAORT became a subsidiary of I. G. Farben.~8 

Expeditiousness, if not duplicity, characterized the Hungarian 

government's position toward the possible German acquisition of MAORT. 

The Hungarian government publicly avoided giving signs of disapproval or 

opposition to the sales conversations between Standard Oil and I. G. 

Farben. Carl Clodius returned to Germany with the impression that the 

Hungarian government was prepared to accept the possible change in the 

ownership of MAORT.~~ Privately, members of the Hungarian government 

admitted that they were adverse to German management of the oil fields. 

Reporting to the Secretary of State on August 12, 1941, Herbert Pell 

wrote: 

Obviously, the 
terrific pressure 
the transfer to 
the Standard Oil 
sale 

Hungarian government, which is under such 
from Germany, is not in a position to refuse 

Germany of this American-owned company should 

Company of New Jersey decide to make the 

The Hungarians themselves do not like the idea of this 

transfer and would welcome--though they dare not publicly 

express any enthusiasm on the the subJect--its rejection by the 

Standard Oil Company of New Jersey.•0 

The examination of how the three governments related themselves 

to the sales negotiations would be incomplete without a look at the pos-

ition taken by MAORT's manager, Paul Ruedemann. It has been mentioned 

that Ruedemann was a naturalized American citizen of German birth who 

had had contacts with each one of the three interested governments. 



Because of a scarcity of sources, information was sometimes not avail -

able. Among t he few thin gs that could be learned was t he fact that 

Ruede ma nn s pe nt th e mont h of June 1940, i n Germany wh ere he stayed i n 

the ci t i e s of Ha mburg and Ber l in . 01 What he di d in these two citi es 

<Both are l ocat i on s of i mp ort ant I . G. Farb en off i c es) could not be 

ascertai ned. 

Somet i me a round Augus t 10, 

a ppo in t ment with Pell in Budapest. 

1941, Ruedemann ar ranged f or an 

In the cour se of the con versat i on 

with t he Ameri can Mi n ister to Hungar y , Ruedemann revealed his knowledge 

of t he curr e nt negot ia t i on s f or the sale of MAORT. 62 Pell, who pre -

par e d a report of his discus sion with Ruedemann for Washington, wr ote: 

"Mr. Ruedemann . . rep orted that German interest s under 
government direc tion are des irous of buying the MAORT ...• 
The s ub s t a nc e of the statement s made by Mr. Ruedemann were di s
cussed with Mr. Traver s of the mission, who also discussed the 
mat t e r with the member s of the Hungari an Government referred to 
i n Mr. Ruedemann's letter to Mr. Lieb. After hearing the verbal 
reports a nd after reading Mr. Ruedemann's letter and report on 
t he s tatus of operations, I am conv inced that it would be 
ag ai ns t the inter es ts of the United States to permit the sale of 
t he company to Germany. 03 

End i ng h i s report, Pell asked: 

If the Department is in position to convince the Standard 
Oi l Compan y of New Jersey that it is inadvisable to dispose of 
i ts Hungar i an company at thi s time, I should appreciate tele
graphic ad vi ce to that effect. This would materially ease the 
mind of the high Government official mentioned in the report. 04 

Through diplomatic channels, Pell sent his letter to the Secre

t a r y of State and requested that the Department of State transmit at its 

o wn discretion, Ruedemann's letter and report on the status of opera

ti on s t o Cl a rence H. Lieb. 0 e From this scanty and indirect evidence, 

Ruedema nn ' s position toward the possible sale of MAORT could no t be 

determ i ned with certainty. 

The relations between Standard Oil and I. G. Farben demons t r at ed 
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that not even the small Hungarian oil fields could operate in isolation 

from the encompassing business interests of the large multinational 

firms. In the end, the unsuccessful attempt to sell MAORT to I. G. 

Farben served a much appreciated and well-timed purpose for the involved 

companies. It created an opportunity to test on several levels the U.S. 

government's willingness to allow cooperation between the two companies 

in times of war. This experience behind the transfer negotiations had 

been uppermost in the minds of several directors of Standard Oil Company 

as they continued relations with I. G. Farben. 

The End of Standard Oil--I. G. Farben Relations 

Standard Oil--I. G. Farben relations, which began with executive 

visitations of industrial facilities in 1925 and culminated in the Hague 

Memorandum of 1939, ended with the American company's repurchase of a 

jointly owned affiliate in 1953. 

During August and September of 1939, the last month of peace and 

the first month of war, leaders of the two companies realized that they 

had entered upon a critical period in their relationship. To forestall 

some likely difficulties, they decided to accomplish three things: 

divide their j □ int business enterprises, settle their joint research and 

patent exchange programs, and work out some accommodations which would 

allow them to maintain contact with each other during the war. Two 

different hearings, two separate investigations, charges by the U.S. 

Department of Justice and vesting orders from the Alien Propert y 

Custodian formed the waves of attacks against Standard Oil for attempt

ing ta reach these goals. 

The directors of the two large multinational companies began the 

breaking up of their "full marriage" 00 by terminating their joint owner -
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ship of two companies. The first of the two companies, the Standard-

I. G. Company, 

this company, 

was incorporated in the state of Delaware in 1929. To 

I. G. Farben assigned patent right of the Bergius-Bosch 

hydrogenation process of coal and oil for the production of gasoline 

II . including those based on inventions that might be made for the 

next seventeen years, for the whole world except the territory of 

Germany llb? I. G. Farben owned 20 percent and Standard Oil 

80 percent of the Standard-I. G. Company. Some time ago Standard Oil 

had purchased 60 percent of the shares from I. G. Farben for which it 

paid $35,000,000. At that time, this represented 2 percent or 546,000 

shares of Standard Oil's entire common stock. 6 e 

The other company, the Joint American Study Company CJASCD>, 

was also incorporated in Delaware but one year later in 1930. The 

purpose of this company was" ... to test and license new processes 

developed by either party in the 'oil chemical ' field . . • 11609 espe

cially as those processes related to the manufacture of Buna synthetic 

rubber from oil and coal. While I. G. Farben and Standard Oil owned 

JASCO equally "every process was handled as a separate project and the 

company turning over an invention retained control of it as well as a 

fi ve-eighths financial interest." 70 I. G. Farben transferred many 

patents to JASCO; Standard Oil had none to contribute, but it still 

received world rights to all patents with the exception of those in the 

territory of Germany. 71 

Walter C. Teagle and Walter Duisberg opened the preliminary 

sales negotiations for the two companies in August of 1939. Teagle, who 

had been a long-standing and trusted employee, was at this time Chairman 

of the Board of Standard Oil Company. Walter Duisberg, who in Teagle's 

words ''was now the German I. G.'s sole representative in the coun -
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try, " 7 ~ 1-Jas the s;on of the founder of I. G. Farben (Carl Duisberg) and 

had just recently become a naturalized American citizen. 7 ~ 

The two negotiators had to achieve rapid progress to keep ahead 

of developments taking place in Europe. By the last day of August, they 

finished their work. In essence, they agreed that Standard Oil would 

buy I. G. Farben's 20 percent interest in Standard-I.G. Company for 

$20,000, and Duisberg himself would acquire I. G. Farben's 50 percent 

share in JASCO for $4,000. For final approval Teagle and Duisberg sub

mitted the results of their negotiations to their respective executive 

boards. 74 

While Germany was attacking Poland on September 1, the head

quarters of the two multinational companies approved the transfer of 

Standard-I. G. Company. In Teagle's words, "we 1-Janted to protect this 

minority interest in the event of war between ourselves and Germany 

• for it would certainly be very undesirable to have this 20 percent 

in Standard-I. G. pass to the U.S. Alien Property Custodian , who might 

sell it to an unfriendly interest. " 715 

The e xec utives at Rockefeller Plaza found the proposed purchase 

of I. G. Farben's 50 percent interest in JASCO by Duisberg unacceptable. 

To work out a different arrangement and take care of other business mat

Rockefeller Plaza requested that Frank A. Howard, who was at this 

time commuting between Paris and London on official business, attend a 

series of conferences with I. G. Farben officials somewhere outside of 

Germany. Uppermost in the minds of the e xecutives was the problem of 

how to maintain contact between themselves and I. G. Farben executives 

in case the United States became involved in war with German y. 76 To 

provide for this contingency, Walter C. Teagle had already worked out a 

solution with the representatives of I. G. Farben more than a decade 
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Now Rockef e ller Pla,a 
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for a nomin a l payment, would sell its stock i n J asc o ta 

Oil Development Company. Jasco would ret ai n all its 
in the patents far the United States and the Briti s h and 
empires; it would transfer to Farben its ri ghts in the 
far the rest of the warld.e2 

In case the territorial di vision would prove unfair, the negot i ators 

f ur th e r agreed to undertake 

. periodic reviews of earnings. If such reviews indicated 

t hat royalt y receipts did not work out in proportion to the 

original Jase □ formula--that is, fi ve-eighths and three-eighths 

--the two companies would settle the difference in a manner 
s ati s factor y ta both parties. 83 

Thus, while Standard Oil gained sole ownership of Standard-I. G. Company 

and JASCO, I. G. Farben did not have to relinquish its contac t with and 

participation in Standard Oil's future business activities or vice 

versa. The transferred companies were patent-holding affiliates with 

c onc ern for territorial and royalty rights, and their functioning 

required some mechanism for periodic territorial and royalty adjus t

ments. 

On September 25, Howard and Ringer prepared a summary of their 

ac complishments which would have to be approved by the executi ve boards 

of their respective companies. In a short itme, the summary became 

known as the Hague Memorandum and in part read: 

Pursuant to these arrangements I was able to keep my 

appointments in Holland, where I had three days of discussion 

with the representative of I. G. Farben. He delivered to me 

assignments of some 2,000 foreign patents and we did our best to 

work out complete plans for a ~odus vi vendi which would oper

ate through the term of the war, whether or not the U.S. came 

in. All of the arrangements could not be completed, but it i s 

hoped that enough had been done to permit closing the most 

important uncompleted points by cable. It is difficult to 

visualize as yet just how successful we shall be in maintaining 

our relations through this period without personal contacts.~4 

During the next two months, in piecemeal fashion, the leadership 

of the two large multinational companies approved the det a ils of the 
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Ha gue Memorandum. Howard himself was satisfied with it and in an evalu

at ion presented to the executive committee he wrote: 

I believe this arrangement, when coupled with the provision for 
the future readjustments, is entirely equitable, and that 

without regard to the possibility of legally enforcing the 
readjustment provision, it should be satisfactory in substance 
to us, as it is ta the I. G. An attempt to put this provision 

in form which would be fully legally enforceable might result in 
many difficulties and (speaking for myself and the I. G. negoti
ator) it was not our intention to provide any legally enforce
able clause of this character in our arrangements.Q~ 

There was only one correction that Howard wanted to make. In December, 

he proposed to Ringer that their agreements be dated retroactively to 

September 1, 1939, two days before England and France officially sent 

declarations of war to Germany. Ringer accepted the suggestion; and the 

different date technically made the Hague Memorandum a prewar docu-

ment.eb 

The one last transaction which the two executives could not 

consummate at The Hague was concerned with I. G. Farben's patent for 

Buna rubber. The German company refused to include the right to manu-

facture or sell Buna synthetic rubber with the other 2,000 patents which 

the German company turned over to the American company. Within a short 

period of time, this omission placed Standard Oil in a difficult situa

tion with the United States government and the major American rubber 

companies. 

Since the mid 1930s, using I. G. Farben know-how, German rubber 

companies were able to produce different types of synthetic Buna rubber. 

The German Bunas were comparable to natural rubber in quality; they were 

not appreciably more expensive to produce; and the necessary raw 

materials were available in Germany. When World War II started, Germany 

was self-sufficient in rubber products. 87 

On the other hand, American rubber companies relied entirely on 



169 
There wer-e two 

E'}•p , orted . raw material~ in 
imp - manufacturing rubber article.:, 

ortant " 
The companies enjoyed an almost unl imited 

reasons f or this, 

SL\pply of · 1 ne>:pensi ve natural 

from South-East Asia; and they 

c:1ose 
,,-elations v1ith r. G. 

bel · ieved that because 
or later the American company would obtain for them the 

Standar-d Oil 

Farb en 
' sooner 

Germ an know-h Ol'J on Buna. ea the maJOI"" Amer-ican ,,-ubber companies, 

Thi s did 

inc1L\d . lng S tandard 

Oil, completely neglected experimentation with syn
not mean that 

thet · lC rubb er; but the · 

existing limited research and development effort 

f ■vor- · n mer1can synthetic rubb■r which could ha•• compared failed to produce a A . . 
There 

th
e properties of th• German Bun■ general purpose rubb••· 

t:1bly with 

was one 

standard Oil scl ■nti ■t• developed Butyl, a 

Spe . Clalty rubber 

used for pneumatic product■ such as tub•• and balloon• • 

st
andard 01·1 G C 

deci d■d to foll ow th■ Standard-!. . ompany 
In 

th

e letter and turned 
0

ver th• right■ and know-ho• on Butyl 

Germ -
dn company. Si nee pun• ••• not a p■tr ol eu• d■ri vat iv<, I• G. 

not obligated to transfer th■ patent• of thi• synthetic pro-

<which assigned all 

in the chemical field to I. G. 

f:'ar-b en was 

dLtct to St andard Oil,e"' with GermanY taking bold•• and larger 

Toward 

toward 

the 

the 

1 ate 1930S, 

that th■ir company ' ■ cartel ■rrang•••••• wi

th 

with the United states d' lr-ect ors began sensing 

I. G. Farb en could lead to serious especiallY be tr•••• c ■•e •general••• broke 

import• of American rubbe• manufacture•• from 
9ave r-nment 
0Ltt - . 

This 

end Sa natural 
Llth ~East M Asia 

arch 
1938 ' soon 

would 

and south Ameri<• came to an abrupt••••· 
rubber 

As earl Y as 

Berlin 

after German troop■ 1nv■ded Austria, Frank Howard 

d

. ctor· h0W promptlY standar-d 

Reminding r. G. Farben ,re • 

11111 



17 0 

Oil ma de the But y l patent s available, Howard pleaded for the Buna 

kno w- how . Ter Meer, one of the I. G. Farben directors, explained that 

unti l the German government and militar y authorities (which sponsored 

the res earch on s ynthetic rubber) granted permission, he could not 

fu lf il l Howard's request. However, the German executi ve promised that 

he would do e verything in his power to gain the consent of those author-

Howard understood that I. G. Farben needed state and militar y 

cl ear a nce to conduct many of its business operations and knew I. G. 

Fa rben was acting within its rights when it refused to transfer the Buna 

pa tents.• 1 Explaining this situation to Rockefeller Plaza, he wrote: 

Certain difficulties still exist which prevent our I. G. friends 
from giving full technical information and proceeding in the 
normal manner with the commercial development of Buna in the 
United States. It is to be hoped that these difficulties will 
be surmounted in the near future and we here desire to do every
thing possible to bring about the results. 

In view of the very genuine spirit of cooperation which 
Dr. Ter Meer displayed, I am convinced that it was not only the 
right thing to do but the best thing from everystand point that 
we passed on to them full information on Butyl. I do not 
believe we have lost anything by this ...• • 2 

Meanwhile, the major American rubber companies, Goodyear, 

Goodrich and Dow Chemical, learned about Standard Oil's predicament. In 

t he spring of 1938, they informed Standard Oil that they were ready to 

begin development of their own synthetic rubber technology. Standard 

Oi l persuaded them to postpone their efforts until the German company 

could deliver. Unable to secure the patents, Standard Oil began employ

ing similar delaying maneuvers with the rubber companies to those I. G. 

Farben used with Standard Oil. Howard explained the situation to 

a nother Standard Oil executive: 

Our primary objective in our talk with the Goodyear and Dow 
people was to convince them of our good faith and willingness to 
cooperate with them in order to avoid having them proceed pre-
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Department of Justice could not be persuaded to drop all charges. 

On March 20, 1942, Attorney General Franci~ Biddle, Assistant 

Attor ney General Thurman Arnold, Secretar y of War Henry L. Stimson and 

Secretar y of Navy Frank Knox prepared a memorandum t o President Franklin 

D. Roosevel t. While the prominent government officials admitted that an 

investi gation and lawsuit would interfere with Standard Oil Company's 

war effort, they insisted that the e l imination of cartel restrictions on 

the development and manufacture of synthetic gasoline and rubber could 

only be possible through the enforcement of antitrust laws . Conse

quently, the authors of the memorandum and President Roosevelt agreed to 

suspend current investigations and preparation of lawsuits, but at the 

same time, in deference to the Department of Justice, President 

Roosevelt would request congressional action to extend the statute of 

li mitations on the antitrust case so that after the war prosecution 

would be possible.~b 

Because Standard Oil declined to accept the postponement of the 

government's case against the company until after the war, company and 

government lawyers worked out a compromise. On March 25, 1942, Standard 

Oil and ten of its chief officials pleaded nolo contendere to the Anti

trust Division ' s criminal charges and were fined $5,000 each. The anti

trust charges were based on Standard Oil and I. G. Farben's cartel-type 

ar rangements and implied that the current rubber shortage was due to 

this restraining of trade. To the Department of Justice's civil com

plaint, Standard Oil entered a consent decree. Standard Oil agreed to 

disconti.nue relations with I. G. Farben; promised to abandon contracts 

and practices to which the government objected; and offered to all 

United States applicants all patents by which Standard Oil and I. G. 

Farben had monopolized trade in the chemical and petroleum industries. 
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I n bath legal ac t ions, I. G. Farben was named an uni ndi ct ed 

co- cons p1rator.~ 7 

To e xplain why Standard Oil chose not to contest the case in the 

c ourt s , company officials issued the following press release: 

The company realized that to obtain vindication by trying the 
issues in the courts would in volve months of time and energy of 
most of its officers and many of its employees. Its war work is 
mare important than court vindication. Nor has the company any 
desire to remain in a position which the Department of Justice 
considers in any way questionable.~e 

Wi l liam S. Farish, President of Standard Oil, placed the company's situ

a t i on in a different perspective as he commented: 

In that consent decree, we did not admit--nor were we asked to 
admit--that we had violated the antitrust law. We simply agreed 
that in the future we would, in respect to these I. G. Farben 
contracts, follow the interpretations now being given by the 
Antitrust Division of this country's antitrust law.~• 

On March 25, the same day the antitrust charges and civil 

c omplaints were filed, the U.S. Alien Property Custodian, Leo T. 

Crowley, issued a vesting order for some recently acquired Standard Oil 

properties. Deel ari ng I. G. Farben an "enemy corporation," Cr□1"ll ey 

s eized Standard Oil stocks formerly owned by I. G. Farben in JASCO and 

Standard-I. G. Campany. 100 As a result, during the next few months, 

Standard Oil released over 2,000 Jersey-Farben patents at royalty cost 

and markedly reduced the company's control over the ail and chemical 

i n dust r i es. 1 c• 1 

As the Department of Justice was concluding its lawsuits against 

Standard Oil, Assistant Attorney General Thurman W. Arnold prepared to 

set forth in full detail the history of Standard Oil's relations with I. 

G. Farben before a Senate Special Committee to investigate the National 

Defense Program headed by Harry S Truman. On March 27, 1942, supported 

by tens of thousands of documents from Standard Oil's own files, Arnold 
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s ummarized his fi nd i ngs 1n a t wenty-seven-page report. Characterizing 

the purpose beh in d Stand ar d Oi l and I. G. Far ben' s cooper at ion, the 

A~si st an t At t orn ey Ge ner al s t ated: "Th e so l e moti ve was an attemp t on 

the par t of Standard Oil to get a pr otected market , to elimi nate 

c ompetition a nd f ina ll y , t o r estrict wor ld pr oduc tion i n orde r t o 

maintai n t ha t cont rol." 102 The Hag ue Memor andum, e speciall y i t s 

a rrangeme nt s fo r periodi c rev i ew of earn i ng s to make adjustment s in 

accor dance with the original f ormulas, also recei ved at tention in the 

report . Ar nold c lassified the memorandum a s a ". device for the 

continuati on of the cons piracy at least through the war .. u 103 

Regar d i ng th e p l a ns of t he persons who dr a fted the memorandum he sa i d: 

as a 
nen t 
a nd 
t he 

what thes e people were tr ying to do was to look at the war 
tr ans itory phenomenon and a t business as a kind of perma-

thing: The war i s bound to be over in a couple of years, 
let us not have it interfere any more than necessary with 
c ommer c ial relation s hip s which in the long run are bound to 

e}: i st. 1 c• 4 

On the t opi c of Buna rub ber, Arnold stated that the United States had to 

delay the use of it " •. . because the Hitler go vernment did not wish to 

have t h i s rubber e xpl o ited here for military reasons, 11 1 0
~ and he con -

eluded that "Jer·sey ' s cartel arrangements with I. G. Farben were the 

pr i nci pal causes of the shortage of synthetic n1bber . " 10
b At the end of 

Ar no ld 's presentation, a reporter asked Senator Harr y S Truman whether 

he regarded the Hague Memorandum as treasonable. In his terse manner 

the Sen a tor replied: "Why yes, what else is it? 11 1 07 

During the next session William S. Farish gave his testimony. 

He defended the comp any by saying t hat "any charge t hat Standard Oil 

Comp any or any of its of f icers had been in the slightest respect dis

l oyal to the United Stat es was unwarranted and untrue . " 108 Regarding 
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relations with I. G. Farben, he stated: 

I w
1
· s h - t -on that whetr,er the several 

to assert with conv1c 1 
contracts made wit h the I. G. did not fall within the_borders 
set by the patent s~atutes or the Sherman Act they did inure 
greatly to the advanc e of Americ an industry and mare 

th
an any 

other one thi ng, have made possible our present war act1v1t1es 
in aviation gas~line, taluol, and explosives and in syn

th
etic 

r ubber. 1c,o;, 

Farish rejected Arnold ' s charge that Standard had delayed or retarded 

deve lopment of synthetic rubber. 
In short he said: "This statement has 

not =- sh d f f d - ,, 11~ TLirni· ng hi· s attent1· on to the Hague Mem-~· ,a ol-'i o 0L1n at1on. v -

orandum, Farish disclosed some hitherto unknown facts, 
He said: 

• . the American and British qovernments had been informed of 
the negotiations in a dvance, -that the company had offered to 
conduct the negotiations in the presence of a member of the 
American Legation at the Hague, and that certain papers involved 
had actua ll y been carried by a courier of the Department of 

State . 111 

The next set of legal proceedings which involved Standard Oil 

April 13 , 1942, when the Senate Committee on Patents (under 

Homer T. Bone) opened its hearings. The purpose of this inquir y was to 

star ted on 

consi der "a bill to provide for the use of patents in the interest of 

nc1 t i anal defense or the prosecution of the war .. , "1
12 

Two testi mo

given before this panel of senators turned out to be injurious to 

Standard Oil Company. The first one was delivered by Senator Robert M. 

Follete, Jr., from Wisconsin, who said: 

Recently Standard Oil of New Jersey was found by the Antitrust 
Division of the Department of Justice to be conspiring with 
I. G. Farben ... of Germany. I. G. Farben, through its maze 
of i nternational patent agreements, is the spearhead of Nazi 
economic warfare. By its cartel agreements with Standard Oil of 
New Jersey, the United States was effectively prevented from 
developing or producing any substantial amount of synthetic 
rubber. 

The penalt y administered on Standard Oil for its part in 
this obstructionist arrangement was a court 'consent decree' 
which provided a $50,000 fine and temporary--strictly temporar y 
--and only partial suspension of the monopoly patent privilege 
which stopped full United States use of granted patents ... 

All the consent decree does .. is to guarantee t hat 
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Standard Oil will hold these patents for I. G. Farben .•. 
until the day when Standard Oil can render an accounting to 
I. G. Farben, and return the patents. 11 :'!' 

The other testimony came from Thurman Arnold, who presented the 

entangling and confusing patent situation as the work of internat ional 

patent cartels. To buttress his charges, he used materials collected 

from the files of Standard Oil in connection with the investigation made 

by the Antitrust Division of the Department of Justice. He asserted 

that 

II 

shortages of many basic, strategic materials were caused by a 

. cartel system that used the patent law not to reward the inven-

tor but as an instrument to establish an unproductive business policy of 

high cost and low turnover. 114 Regarding the future, he said that "his 

interest . was not only in a stop-gap law for the duration of the 

war but in a reform of the patent system to prevent the postwar use of 

patent cartels to establish monopolies. 1115 

The congressional inquiries and court rulings created a public 

concensus which was unfriendly, if not openly hostile, to Standard Oil. 

Newspaper editorials and readers' letters to editors demanded changes in 

the company's leadership. One letter to the editor of a liberal New York 

paper demanded that 

Whatever the intentions which lay behind these policies, the 
effect was to make Standard Oil an ally to Hitler, an economic 
enemy agent within the U.S.A .... We think it your dut y to 
remove Walter C. Teagle as Chairman of the Board and William S. 
Farish as President and Frank A. Howard as Vice President of the 
Standard Oil Company and radically change the policies which put 
them in the position of acting as international economic collab
orators of the Third Reich. 116 

To improve the company's image, Jersey directors decided that 

those leading figures who had most exposed themsel ves in connection with 

I. G. Farben should be moved into the background. Before he c □Llld 

tender his resignation as president of the company, William S. Farish 
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died of a heart attack on November 29, 1942; one day later, Walter C. 

Teagle vo luntarily relinquished his post. This left Frank A. Howard who 

was allowed to remain president of Standard Oil Development Company for 

wo more years; however, special board action markedly reduced his 

fo rmer influence and author·ity. 117 

Standard Oil's I. G. Farben related problems did not come to an 

end until several years later. To regain control over patents and 

stoc ks of Standard-I.G. Company and JASCO, which originally belonged to 

the German company, the American company filed a complaint against the 

U.S. Alien Property Custodian. The trial began on May 21, 1945. 11 e 

Company lawyers contended that at the time the patents and stocks were 

seiz ed on March 1942, Standard Oil was their rightful and legal 

owner because all vestiges of I. G. Farben's interest in the properties 

ended in September 1939 with the Hague Memorandum. On the defense side, 

government attorneys maintained that the transfer of the stocks and 

patents to Standard Oil, as provi ded by the Hague Memorandum, was a 

camouflage to conceal the enemy ownership by I. G. Farben. 

August van Knieriem, former chief legal counsel of I. G. Farben, 

delivered the decisive testimony which settled the case. The German 

lawyer who was captured by the American army during the last days of the 

war agreed to come to the United States and appear in court. In April 

he arrived in New York and he brought with him correspondence between 

the chemical company and the German High Command. 11 • Especiall y 

damaging to Standard Oil's cause was Knieriem's own copy of the Hague 

Memorandum with handwritten notes in the margin. Beside the preamble, 

recapitulating the initial 1930 agreement, was written: "Nachkrieg 

~~mouf lage. 11 One letter from I. G. Farben to the High Command was also 

revealing . It stated: 
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By this transfer ... the patents in German possession will be 

removed from enemy seizure ... we consider it right to trans

fer the patents to an American holder who is on _friendl y terms 

with us and who will cooperate with us on a friendly basis in 

the future. 120 

In the view of the lawyers representing the United States gov

ernment. Knieriem's documents were sufficient to reach a deci 5 ion. They 

believed that the presented evidence 

exposed the falsity of the Hague Memorandum• • • and 

showed conclusively that the whole scheme was a transparent 

device to conceal the propert y from the Alien Property Custodian 

in the event of United States' participation in World War 

II. 121 

Fi ve months later on November 7, 1945, Judge Charles E. 

Wyz anski, clr .• rendered his verdict. He considered the transfer of 

assets from I. G. Farben to Standard Oil as they were stipulated in the 

Hague Agreement a deliberate act of deception which intended to create a 

false impression regarding the true ownership of property interests. In 

his court br1· ef, h 1 · d e e>:p a1ne : 

The court is satisfied that the overriding real agreement of the 

Jersey group and I. G. was that ... these transfers both of 

legal title and equitable interests were to be null and void at 

the pleasure of I. G., and the parties intended that after the 

close of World War ii, the Jersey group and I. G. would make 

whatever deal then deemed . to be approp~iate. 122 

Wyzanski's judgment of the seizure case was overpowering : 

and the subsequent transactions in 

in form, left I. G. with unaltered 

And so the United States govern-
In short, the Hague Agreement 

reality, though not always 

legal and equitable rights .. 

ment and the Alien Property 

these rights on March 25, 1942, 
Custodian were entitled to seize 

as properties of an enemy. 1 23 

On September 22, 1947, the respective circuit court upheld Judge 

Wyzanski's decision as Judge Charles Clark observed, in no unmista~able 

words, th 5 t Standar·d □ 1· 1 ld h b d d 
= cou ave een jU ge an enemy national 

because of its relationship with I. G. Farben afer the United States and 

Germany had become active enemies. Clark wrote: 
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Though the defendant does not make the argument, it would seem 

Possible to contend that, under this e xtensive definition, 

P~aintiffs became enemy nationals after the outbreak of the war, 

since their concealment of I. G. assets continued there

after. 1.'.;;!4 

Judge Clark's decision became final when the U.S. Supreme Court denied 

all t 
wri 5 of certiorari on April 19, 1948. 128 

In April of 1953, the Alien Property Custodian offered at public 

auction th 

d . 194r' 

•□se JASCO stocks which Standard Oil had to surren er 1n . L 

attempted to regain in 1945. As it turned out, the highest bidder, 

St andard □ 1· 1 

f th 

Development Company, was a wholly owned subsidiary o e 

Jer 5 e y Company. 1 2• 
Back in 1939 when Standard Oil purchased the same 

stocks from I G 
• • Farben, the reason Standard Oil gave was that ot her-

wise th
ey might fall into the hands of "unfriendly interest. " 130 This 

fear had finally been put to an end. 



NOTES: CHAPTER FOUR 

Interessen Gemeinschaft-Farbenindustrie Aktiengesellschaft 
b t n amalgamation of 

was, as its name indicates, not one comp any u a -
1. 

~ . . t t d largest enterprises 
.omp an1es which represented the most 1mpor an an ·_ t d i th · f the companies stare n e German chemical industry. The fusion o ·' 
aroun d 1900 when six German companies gained a worldwide monop~l y over 
production and distribution of synthetic dyestuff. The companies wer e 
the follo wing : 

BASF (Badische Anilin und Soda-Fabr i k of Ludwigshafenl 
Bayer <Farbenfabriken form. Friedrich Bayer & Co. of 

Leverkusenl 
Hoechst <Farbwerke vorm. Me ister Lucius a nd Bruening of 

Hoechst am Main) 
Agfa <Aktienoesel lschaft fuer Anilinfabri katen of Berlin) 
Cassel l a (Le~pold Cassella & Co. of Frankfurt) 
Kalle (Ka lle & Co. of Biebrickl 

Competit ion marked by kickback s to customers, price cutting a
nd 

industrial s pyi ng reduced each company's profits . To change the situa
tion, the c hief officials of the si x companies decided to form a commun
ity of interest s (interessen Gemein~chaftl in 1903. Consequently, the 
company heads adopted a formula for sharing profits without surrender
ing contro l over their respective companies. Only dyestuff was under 
carte l reg ulations as each compan y remained free to pursue the develop
ment, manufacture and sale of other products (Joseph Borkin, J_hg_~rJ..m_g 
and Punishment of I. G. Farben <New York: Macmillan Publishing Co., 
Inc., 1978 1, pp . 4-6). 

The informal and limited community of interest came under heavy 
criticism dur i ng World War I. Some members contended that after the 
war, competition from abroad would be inimical to the whole German 
chemical industry. To prevent such a development, the original six 
companies , joined by the Ter Meer and Greisham companies, formed the 
Community of Interest of the German Dyestuff Industry (Interessen 
Gemeinschaft der Deut schen Teerfarben-Industriel. The eight members 
agreed upon closer cooperation. In addition to sharing profits, they 
also decided to share patents with each other (ibid., pp. 20-21). 

Thi s was not the last move to strengthen the partnership. To 
cope with increasing competition abroad, the I. G. companies merged into 
a monolithic industrial entity in 1925. The eight companies agreed to 
bring all their industrial activities and financial resources into one 
sing le corporation called I. G. Farbenindustrie Aktiengelellschaft. 
After this, no member company had independent acti vit y or individual 
identity; they all had to follow one chairman of one managing board 
(ibid. , pp. 42-43 l . 

2. Despatch 114 (strictl y confidential), Herbert Pell, Ameri can 
Minister- to Hungar y in Budapest, to Sec. of State, Aug. 12, 1941, NA 
Records. 

1. 80 
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<Ne w York: The Macmillan Co., 1941 ) , vol. 9 , P· 133 · 

4 . Borkl n , The Crime and F'uni shment of I. G. Farg_gJJ_, P · 
47 

· 

. . _ t f BASF the largest and 
5. This laboratory or1g1nall y was pcir O ~ ' . 

mo 5 t important member of I. G. Farben. At the time of the merger tin 

19~e t SF' 1 d ~hip and consequen 
. L~ , he seven companies ac c epted BA s ea er-

incorpor a tion into BASF (ibid., p. 43). 

6. Ibid., p. 47: and Larson, Knowlton and Popple, t!fil:LJiorizon=, 

P · 153 . 
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8. Ibid., pp. 47-48. 

9. Larson, Knowlton and Popple, New Horizons, P· 154. 

10. Ibid. Learning about the arrangements, a New York Times 

reporter made the following predictions: 

What experts in chemical fields admit is that the world is on 

the threshold of a new fuel era and that the often predicted 

failure of the gasoline supply is now shoved centuries in the 

future. The discoveries in these fields are more 

mar velous than inventions which enable rapid strides in the 

development of radio, other uses of electricity and in air

planes, according to a prominent industrialist .... 

He also forecast that by 1928, 20 percent of all gasoline used in the 

world would be manufactured synthetically. The price of this fuel would 

be less than the price of natural gasoline, and Germany would not need 

ta import any petroleum products in the near future (Borkin, Jhe Crime 

~O.f!_Punishment of I. G. Farben, p. 49). 

However, it did not happen quite that early. Only in 1948 could 

a Chicago Sun Times reporter write: 

Up to 70 percent of the world's coal can be turned into 

liquids and gases that can be used to make gasoline, heating 

oil, diesel fuel and Jet fuel, usi ng a new, award-winning 

process. 
The process, developed by Ex xon Research and Engineering 

Co., has been recognized in award ceremonies at the Museum of 

Science and Industry here as one of the year's 100 most sig

nificant technological achievements .... Depending on the 

type of coal and the operating conditions, 50 percent to 70 

percent of the coal can be converted into usable liquids and 

gases 
(Chicago Sun Times, August 4, 1984). 

11. Larson, Knowlton and Popple, New Horizons, pp. 155-56 . 

12. Ibid. , p. 157. 
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14. Ibid., p. 161. 

15. It appears to be impossible to detect the exact holiinfs-~; 
Standard in Germany. Some of the reasons for this came 

O 
ig 

d d O l 's record~ 
words o f those who 1-iere al 1 awed "to use Stan ar 

1 
-

int ervi ew its personnel," as fallows: · . 19~(~ J rsev was Although profits were good 1n the later ~>-, e , _ 
unable to convert its di vidends from DAPG into dollars because 
of Germany's unfavorable foreign-e xchange balance. The same was 
true of interest and payments on funds ad vanced to th~ company. 
Much of what was owed to Jersey therefore had ta remain in 
Germany, where it was invested in various properties. The 
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World War II 
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1929--of which Jersey claimed to be the owner 
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Robert A. Jackson, U.S. Attorney General, June 12, 1941, NA Records. 
Morgenthau also sent a copy of this letter to Cordell Hull, U.S. 
Secretary of State. 

19. Ibid. 20 . Ibid. 21. Ibid. 

22. Telegram from Standard Oil office in Hamburg, Germany to 
Orville Harden, Director and Vice President of Standard Oil, New York, 
April 1, 1941, NA Records. On May 6, 1941, Harden, referring to this 
telegram, said that while I. G. Farben offered $20,000,000 for 80 per
c ent of MAORT, he could allow the German company to have only 66 2/3 
percent for that amount (Interview with Harden, May 6, 1941, NA 
Records ). 

The lubricating oil distributing business was not a part of MAORT 
properti es. 

23. Telegram from Standard Oil office in Ria de Janeiro, Brazil, 
to Gordon H. Michler, Advisor and General Counsel to European and Latin . 
American marketing subsidiaries, New York, May 2, 1941, NA Records. 

24. Interview with Harden, May 6, 1941, NA Records. 

25 . Letter, Morgenthau to Jackson, June 12, 1941, NA Records . 



183 

26. Telegram from Standard 011 office in Rio to Michler in New 

York, June 16, 1941, NA Records. 

27. U 9 Congress Senate, Special Comm ittee Investiga~i ng the 
National Defe~;~•Progr am Rubber, Hearing before a Special Committ~ 
I . • - , 71 Seventy-
_f!_ves1;_1_wi ng the National Defense F'roqrg1m on S. R~s . · . . 
seventh Congress First Session (Washingt on : Govern ment Pr i nt in g 
Office 194?) F·a'rt 11 p 4670 : hereafter cited as Hear ing· · · Rub-

' ~ ' ' • · • . · t h · c ff er 
Q.gc. The original, rough and slightly different version □~ 1; 0 

can be found in letter , Cr ane to Dean G. Ac hes on , U. S. Ass1stan Secre-
tary of State, July 9, · 194 1, NA Records . 

28. Letter , Harden to Henry A. Wallace , Chai rma n of Econom ic 
Defense Board , Au gus t 2 8 , 19 41, NA Recor ds; a nd !:!e ar-i ngs • · · Rub..Q.fil:., 
p. 4669. 

29 . 
Hearings . 

Me morandum by Harden , Aug. 19, 1941 , NA Rec ords ; and 
. . Rubber, p. 4670. 

30 . Letter , Br i ce to Sec . of St ate , Nov. 23, 1948 , NA Records , 

3 1. I n t erview with Harde n, May 6 , 1941 , NA Rec ord s , For det a.i l s 
concerning the proh i bition of monetar y tr ans fer s in Hungar y after Sept. 
2 , 1939, see p. 146 

32. CHOMD , vol. 1, p. 328. 

33 . Let t er, Harden t o Ath e r ton , May 7 , 1941 , NA Records . 

3 4. Let t e r , Morgenthau to Jackson, June 12 , 1941, NA Records . 

35 . Le tter, Fe i s ta Welles, Ma y 9, 1941 , NA Record s . 

36 . See tabl e 1. 
Septemb e r period, di vide 
multip l y the quot ient by 

To find out the production for the May through 
the total production for 1941 by 12 and 
5 (the number of months in the interval), 

37 . Let t er , Ha rden to Wa l lace, Aug. 19, 1941, NA Records; and 
Hear ings . . • Rubber, p. 4669. Harden planned to "arrange for the 
ship men t of the gold to New Yor k by s teamer and obtain a navicert from 
the Br itish gove rnment covering the consignment,'' (Memorandum by Harden , 
Aug. 19 , 19 41, NA Records; and Hearings . . . Rubber, p. 4670). 

38. Inter v iew with Harden, May 6, 1941, NA Records. 

39, Report, Dr. Herbert Fei s, Ad visor to Division of European 
Affairs, to Henr y L. Welles , Undersec r etary of State, May 9, 1941, NA 
Recor ds . 

40. Ibid. A note, "Welles agrees with Atherton and Dr. Feis," 
was attac hed t o Feis's report (ibid.). 

41. Le tter, Morgenthau to Jac kson, June 12, 1941 , NA Records . 

42. Hearing Rubber , pp. 4518- 4519, 4670 . 



184 

4 3 , Ibid. 

44. Despatch 114 (strictly confident ial), Pell to Sec. of St ate, 

Aug. 12, 1941, NA Records. 

45. Ibid. 

46. Letter Herbert Feis, Advisor on International Economic 

Affairs, to Claren~e H. Lieb, Sept. 8, 1941, NA Records. Feis's pre

vious job title was Advisor to Di vision of European Affairs. 

47. Memorandum by Harden, Aug. 19, 1941, NA Records; and 

H~§lr1ngs . . Rubber, p . 4670. 

48. Hearings Rubber, p • 451 7. 49. Ibid., p. 4373. . 
50. Ibid. 51. Ibid., p. 4669. C-'") u ... . Ibid., p. 4373, 

C-7 ,.J._;,, Letter, Morgenthau to Jackson, June 12, 1941, NA Records. 

54. Despatch 114 (strictly confidential), Pell to Sec. of State, 

Aug. 12, 1941, NA Records. 

55. Letter, Morgenthau to Jackson , June 12, 1941, NA Records. 

56. Letter, Harden to Wall ace, Aug. 19, 1941, NA Records. 

57. Hear i nqs Rubber, p. 4670. 

58. Telegram 617 (c onfidential ), Pell to Sec. of State, Aug. 3, 

1941, NA Records. 

59. Ibid. 

60. Despatch 114 (strictly confidential), Pell to Sec. of State, 

Aug. 12, 1941, NA Records. 

61. "Interview with Ruedemann by Wallace Phillips," March 3, 

1942, NA Records. 

62. Despatch 114 (strictly confidential), Pell to Sec. of State, 

Aug. 12, 1941, NA Records. 

63 . Ibid. 64. Ibid. 65. Ibid. 

66. This expression was first used in the Memorandum of the 

Meeting at the Ambassador Hotel, November 15, 1926; present: Bosch, 

Sc hmidt, Gauss, Von Knieriem, Pickhard, Ruedemann, Howard and Clark 

<!:ig~r._inqs ... Rubber p. 4582). · 

67. Larson, Knowlton and Popple, New Hori zons, pp. 155-56. 

68. Ibid.; and Borkin, The Crime and Punishment of r. G. 

Fa rben, pp. 50-51. To demonstr ate satisfaction and approval of the 



185 

venture, Walter C. Teagle accepted an 1nv1tation from I. G. Farben to 
serve on the board of the American I. G. Chemical Company, a recentl~ 
established holding company of I. G. Farben in the United States (1b1d., 

P • 51 >. 

69 . Ibid. 

70. Larson, Knowlton and Popple, New Horizon~, P· 15b. 

71. Ib . d 1~6 ~7 and Bor' •, 1·n, The Crime and Punishment of 
l ., pp . .J -.J; ' 

Farbe~, pp. 51-52. 

72. Borkin, The Crime and Punishment of I. G. Farben, P· 83 · 

73. Ibi d., pp. 83-84. 

74. Ibid. 
At the time t he Joi nt ownership of the companies was es tabli s hed, 

an American legal exper t noted the following: 
Each company gave the other a world monopoly insofar as they 
were able to convey it, with the exception of the German market. 
This was done by setting up two patent pools, one for synthetic 
gasoline controlled by Standard Oil, and the other for synthetic 
rubber, controlled by I. G. Farben 

<Hearings . . . Rubber, p. 4309). 

75. Borkin, The Crime and Punishment of I. G. Farben, P· 84. 

76 . Larson, Knowlton and Popple, New Horizons, pp. 405-6; and 
Borkin, The Crime and Punishment of I. G. Farben, pp. 83-85. 

77. Hear· i nq s .. Rubber, p. 4584. 

78. There is a noticeable discrepancy between Borkin and 
Larson's a c counts con cerning the duration of the Hague conference. 
Borkin says that '' .•. the two men met a t The Hague on September 22 

On September 25, Ringer and Howard finished their business and 
depat-ted for home , each carrying a copy of the "Hague MemorandLtm" • • 
<Borkin, The Crime and Punishment of I. G. Farben, pp. 85, 87). On the 
other hand, Larson et al. write that "On September 22, Howard met Dr. 

Friedrick Ringer at The Hague The two executives, on September 
30, wrote a memorandum--known as The Hague Memorandum-- .... " 
<Larson, Knowlton and Popple, New Horizons, pp. 406, 407). Borkin's 
account is accurate. Howard, reporting to Rockefeller Plaza on October 
12, 1939, wrote: " ... I was able to keep my appointment in Holland 
wher·e I had 3 days of discussion with the representatives of the I. G." 

(Hearings .•. Rubber, p. 43 11>. 

79. Bork in , The Crime and Punishment of I. G. Farben, pp. 76-78 : 

and Larson, Knowlton and Popple, New Horizons, p. 406. 

80 . Ibid., p. 407 . 

81. Borkin, The Crime and Punishment of I. G. Farben, p. 86. 

II 

-



186 

82. Larson, d F·opple, ~iew Horizons _, p. 407. ~-: nowl ton an 1· 

83 . I b i d. 8 4. Hearing .•. Rubber, P· 4311. 

85 . Borkin, The Cr ime and Puni s hment of I. G. Farben , P· 88 · 

86 . Ibid. 

87 . Ibi d. , pp. 78- 79 : and Larson , f< nowltan and Pop ple , New 
Horizons, p. 174. 

~nd B 1-· The Crime and Punishment at 88 . Ibi d. , pp. 4 12-15 ; ~· □rF~ 1n, 

1, G. Farb en , pp. 78-79. 

89 . I b i d. , p . 79 ; a nd Larson , Knm-ilton a nd Poppl e, ~!;!~ 

Horizons, pp . 169-75 , 41 2- 15, 418 . 

90 . Borkin, The Cr i me and Puni s hment of I . G. Farben , PP · 79-so . 

9 1. Ib i d . , pp. 77-78. 

92 . Let ter, F. A. Howard t a R. P. Rus sell, Standard Oi l Develop
ment Comp a ny, March 15 , 1938 , rep ri nted in U.S., Congress, Senate~

7
~~m

m1 t tee on F·a tent s , Hear i ng before the Cammi ttee on Patents an S~ A...:::'. 
an d S . 2 491. Sevent y-seventh Congress, Second Session (Washington, 
D.C .: Government Pri nting Offi ce, 1942 1 , Part 6, p. 2906; hereafter 
cited as Hearing ... Patents. 

93 . Le tter, F. A. Howard to F. H. Bedford, Standard Oil Campany, 
April 14 , 193 8, reprinted in Hearings . • . Rubber, Part 6, p. 2910. 

94. Defendant ' s Exhib i t 333, telegram from I. G. Farben to . 
Stand a rd Oi l De velopment Campany, October 16, 1939, reprinted in Borkin , 
The Cri me and Punishment of I. G. Farben, p . 87. 

95. Ibid. , p. 89. 
Thi s i nvesi i ga t i on was an outgrowth of Senate Resolution 7 1 which 

aut hori zed an i mmediate inquiry into the Nation a l Defense Program to 
fi nd cause of weaknes ses and ways for improvements in the nation ' s 
indust r i al performance. In the course of the hearings, I. G. Farben's 
unsuc cessful a t t empt to purc has e MAORT s urfaced when Edward H. Folel y 
sai d: "Standard Oil had been preferred by Germany over· other American 
owners of capit a l i nvestment in German y and the occupied countries." To 
supp or t his c ontention Foley added: 

The proposed transaction may have been even mare generous 
th a n a mer e preference. Mr. Farish in his testimony indicated 
that $ 2 4,000, 000 represented a good bit mare than the cost of 
the pr operties to the Standard Oil Ca., and that the Standard 
Oil Co. was "getting something fo r nothing." 

<He a r i ngs ... Rubber, p. 451 7 ), Further investigation found that Pell 
reported t o Washington the fallowing: "I believe that Standard Oil 
Co mp a n y of New Jersey has only put about two and one-half million 
do l lar s i nto this con cern," <Despatch 114 [strictl y confidential], Pell 
to Sec. of Stat e , Aug. 12, 1941, NA Records). 



187 

96. Ibid. 

97 lb · d L ':'. nowl ton and Popple, New • 1d., p. 89-91; an arson, r 

t!Q.~~;QQ.§., p. 431 . . 

98. Borkin, The Crime and Punishment of I. G. Farben, P· 91 · 

99. Larson, Knowlton and Popple, New Horizons, P· 432 • 

100. Borkin, The Crime and Punishment of I. G. Farben, P· 9o. 

101. Larson, Knowlton and Popple, New Horizons, P· 432 . 

102. l::i~arinqs ... Rubber, Part 6, p. 4308. 

103. Ibid. , p. 4311 . 104. !bid. 

105. Borkin, The Crime and Punishment of I. G. Farb~IJ., P• 92. 

106. Larson, Knowlton and Popple, New Horizons, P· 433. 

107. Christian Science Monitor, March 28 , 1942. 

108. Hearings .•. Rubber, Part II, p. 4360. 

109. Ibid. 110. Ibid., p. 4361. 

111. Ibid., p. 4497. Farish said the truth. The Hague meeting 
was arranged with the cooperation of Jersey"s New York headquarters; the 
assistance of W. R. Carlisle. a Jersey attorney living in London and 
familiar with I. G. Farben c~ntracts: and the consent of Joseph P. 
Kennedy, American Ambassador to Engl~nd; but against the warnings of 
Hershel V. Johnson. counselor at the American Embassy in London (Borkin, 
The Crime and Puni~hment of I. G. Farben, p. 85; and Larson, Knowlton 
and Popple, New Hor izons, pp. 405-6. 

112. Hearings ... Patents, Part 9, p. 1. 

Ibid., Part 6, p. 11. 114. Ibid. 

115. Larson, Knowlton and Popple, New Horizons, p. 443. 

116. Et!., April 5, 1942. 

117. Borkin, The Crime and Punishment of I. G. Farben, 
pp. 93-94. 

118. Excellence and accomplishment characterized the members of 
the defending and prosecuting teams. John W. Davis, Democratic nominee 
for president of the United States in 1924, represented Standard Oil. 
Attorney General Francis Biddle selected Philip Amr-am, a successful 
trial lawyer from Philadelphia to advocate the government"s case. The 
judge matched, in all respects, the qualifications of the contending 
legal representatives. Chief Justice Harlan Stone designated Judge 
Charles E. Wy zanski, Jr. of the U.S. district court in Boston to preside 



188 

over the trial <Borkin, The Crime and Punishment of I. G. Farben, 

PP· 200-1 ) . 

l19. Knieriem's material remained intact because I. G. Farben 

moved his files from war-torn Frankfurt to protected Heidelberg (ibid., 

P • 201 >. 

120. Ibid., p. 202 121. Ibid. 122. Ibid. 

12.3. Ibid.• pp. 202-3. While the Alien P,.-ope,.-ty Custodian 

ret · · 
ained control over most JASCO and Standard-I. G. Company stocks and 

Patents, including some Buna licenses, Standa,.-d Oil ,.-egained possession 

of some securities and patents. Judg~ Wyzanski declared that ce,.-tain 

t
r
ansactions between the American and German companies, those which 

occurred before the Hague Agreement, had been made in good faith and had 

not Pl"'Ojected substantial f~ture re~d jus tment; therefo,.-e, they could not 

be adjudged as enemy property (ibid., p. 203). 

124. Ibid. p. 203. 125. Ibid. 126. Ibid. 127. Ibid. 



CHAPTER FIVE 

WARTIME ACTIVITIES 

Between 1938 and 1941, capable and devoted employees of MAORT 
built a strong foundation that started with the drafting and signing of 
a comprehensive and effecti ve concessional contract. Under the leader -
ship of Paul Ruedemann, native geologists discovered oil, local workers 
built the facilities and manned the oil fields, MAORT earned unexpected 
profits and the country as a whole achieved autarky in essential petro-

leum products. The Hungarian government's sequestration of MAORT 
brought the initial phase of the company's operation to an end. 

The second phase began with the company being given a new name 
(MAORT of the Royal Hungarian Treasury) and the Hungarians Joining other 

World War II belligerents on the battlefield. State authorities 
declared the company a military installation, and soldiers Joined the 
oil men on the fields. From the winter of 1941 to the spring of 1945, 
the company increased its oil production and shipped greater quantities 
of oil to Germany. Hungarian managers, left without the experience and 
leadership of the repatriated American oil men, commendably directed the 

company's ship through stormy waters. 

The Allied Powers' multifarious destructive forces impaired, but 
never stopped, the crude production on the oil fields. During the war 
the producing capacity of the fields was irreparably damaged because of 
the eagerness of Hungarian state officials to meet the escalating 
demands of German military authorities. The company's operation came to 
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a temporary halt only in March of 1945 when Hungarian and German mili 

tary groups, retreating from the vanguard di visions of the westward 

advancing Red Army, dismantled the equipment and evacuated some essen

tial machinery to Austria. 

Production, Rationed Consumption and Exportation 

The war years of 1942, 1943 and 1944 witnessed a forced, ruinous 

growth in the production of crude. While the country's area and popu

lation had increased during these years, the volume of domestic consump

tion of petroleum products remained relatively stable at the per capita 

level. This occurred because the government introduced a strict ration

ing system of petroleum products at the beginning of the war. This con

trolled consumption and the increase in production left a larger portion 

of the Hungarian oil for exportation. 

During each of the first two war years, production rose sharply. 

In 1942, the average daily production of all fields was 14,019 barrels, 

which amounted to a total of 5,117,155 barrels for the year; 1,858,178 

barrels more than the previous year. 1 In 1943, the second full year of 

war for the country, crude output reached an all-time high of 6,425,718 

barrels with a daily average of 16,997. After this the Zala County oil 

region's production decreased, with each year showing a yield less than 

the one preceding. 2 

In 1944, the total yield reached 6,204,065 barrels, which was 

221,653 barrels less than the year before. Each field, with the excep

tion of Hahot, produced less. The average daily yield of all fields was 

16,997 barrels. 3 

The year 1945 was truncated with regard to wartime production. 

By April 4, the Soviet Red Army defeated German and Hungarian army units 
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and completed occupation of the country. During the months of January, 

February and March, total production cf the four fields was 2,362,290 

barrels. 4 (For comprehensive production figures, see table 1.) 

Natural gas production was also increasing during the war years. 

On March 21, 1945, two weeks before World War II ended for Hungary, 

Simon Papp reported that the company had so far produced 40 billion 

cubic feet of natural gas; and he estimated that the company could 

altogether recover 95 billion cubic feet more gas before the fields 

would ultimately be exhausted of both crude and gas.e 

The Budafa field remained the most prolific gas producer. In 

1941, the field's output reached 4.8 billion cubic feet, which broke 

down to 13.2 million cubic feet of gas as the average daily production. 

In 1942, the recently discovered oil and gas field, Hahot, contributed 

34 million cubic feet of natural gas to the yearly total production of 

7.5 billion cubic feet. 7 

Lovaszi produced 5.3 billion cubic feet of gas and thus became 

the most fecund of all the fields in 1943. The average daily production 

reached 25.7 million, and the total for the year was 9.4 billion cubic 

feet. Toward the end of this year the Ujfalu wells, which produced 

crude of high tar and sulphur content, were shut down permanently.a 

While crude production declined for the first time in 1944, 

natural gas production maintained its steady rise. This development 

indicated that the fields had passed their most productive stage and 

that future differences between crude and gas production would grow. 

The yearly total reached 10.97 billion and the average daily production 

30.1 million cubic feet of gas.~ 

As crude production decreased in 1945, gas production continued 

to increase. The total for the year reached 12.8 billion and the daily 
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average production stood at 35.2 million cubic feet. 1
c• This year, 

Lovaszi's production was twice as large as Budafa's. 

Throughout the years, the least s uccessful and at the same time 

the most controversial development in MAORT 's operation had been the 

company officials' indifference to the wastage of large amounts of 

natural gas. 11 More than half of all the gas which surfaced was allowed 

to escape into the air. One half of the gas which found some applica

tion was repressured and returned into the earth to maintain formation 

pressure to assist the upward surge of the crude. One quarter of the 

gas was burned by the engineers for heat energy in the operation of var-

ious auxiliary plants. 
The other quarter, classified as wet gas, was 

piped to gasoline plants where it was compressed to precipitate its nat

ural gasoline, liquid butane and propane contents. Only a small frac

tion of the obtained gas found its way to local customers and generated 

some revenue for the company. Significantly, not until after the war 

did responsible government officials begin to question the company ' s 

neglectful handling of the natural gas. <For gas production and util-

ization figures, see tables 2 and 8.l 

In varying amounts, each of the four fields yielded wet gas that 

was rich in coproducts. The Budafa wet gas contained 70 to 80 grams of 

light liquid hydrocarbon in one cubic meter of gas. 
12 The wet gas from 

Lovaszi gave 42.9, the Hahot 53 .8 and the Ujfalu 40 grams of liquid 

hydrocarbon to a cubic meter of gas. 13 The rewarding outcome of the 

operation was that by subjecting the available and plentiful wet gas to 

routine treatment in a simple apparatus, the company was able to gain 

highly prized products. Moreover, MADRT of the RHT could sell the nat

ural gasoline and liquid propane and butane directly from the fields 

without needing to run the products through refineries. 
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Natural gasoline production increased during each year of the 

war, reaching the record in 1944. Liquid butane and propane production 

greatly fluctuated from year to year. From the company's central load

ing station in Ujudvar, the products were shipped--liquid butane and 

propane in steel bottles and the natural gasoline in railroad tank 

cars. 14 (For production figures, see table 5.) 

Few nations had been able to become self-sufficient in petroleum 

products during World War II; even fewer had been able to share their 

surplus oil resources with their allies. In a short time, Hungary had 

achieved both. 

To save as much oil as possible for the country's war effort, 

including exportation of petroleum products to Germany, the Hungarian 

government resolved from the very beginning of the war to restrict 

domestic consumption of distilled crude oil products. On September 2, 

1939, when members of the Parliament voted into effect the already 

written emergency corpus juris, the National Defense Law of 1939, they 

simultaneously instituted a system of rationing of all hydrocarbon 

derivatives for the country. 1 e 

To implement the nation's hydrocarbon austerity program, 

government agencies took several actions. They placed a moratorium on 

the sale of gasoline and ordered owners of gasoline engine vehicles to 

convert the carburetors of their vehicles for ''motalka'' (a mixture of 

gasoline and alcohol) use. 16 Vehicle operators received tickets each 

month ta purchase a definite amount of fuel and oil. As the years of 

the war passed, the amount of fuel available for civilian use decreased 

in accordance with successive orders from the Minister of the Interior. 

The periodically escalating restrictions on the purchase of 

petroleum products had affected the quality of life in Budapest. Paul 
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Ruedemann, who returned to the United States in the spring of 1942 , made 

the following observations: 

There is a limited use of taxis during the daytime and no 

use at night without special permit. Private cars have almost 

completely disappeared from the streets. Buses have stopped 

running except during rush hours, morning and evening. There 

are enough trains for ordinary civilian traffic but travel has 

been discouraged. 17 

The meager amount of permissible petroleum products for con-

s umer s supported Ruedemann's bleak observations. In February 1942, pri-

vate passenger car owners were allowed to purchase 4 to 16 gallons a 

month, and private truck and tractor owners 10.6 to 31.7 gallons a month 

of the particular fuel their vehicle required. One year later, in May 

of 1943, the government further restricted the allocations. Car owners 

were now allowed 2.6 to 5.2 gallons, and the truck and tractor owners 

could purchase only 5.3 to 15.8 gallons of fuel. City transit buses 

could use 10.5 to 31.7 gallons, and the taxis 15.8 to 31.7 gallons of 

fuel a month. Kerosene used in lamps for the purpose of illumination 

also became scarcer, as the amount available for sale in 1942 was 

substantially reduced in 1943. 16 

Consumption figures for those war years in which records were 

available showed that demand climbed to the highest level for gasoline 

in 1941 and 1943 and for kerosene in 1942. The fact that diesel oil 

consumption in the country stood at only two-thirds that of gasoline, 

indicated that there were relatively few trucks on the roads and 

tractors in the fields. The amount of heating oil consumed implied that 

few households were equipped with oil furnaces. 

sumption charts, see table 6.) 

(For comprehensive con-

In 1939, when the country was in the first stage c,f controlled 

consumption, larger amounts of petroleum products were used than in the 
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next year. By 1941, consumption figures reflected the country's expan

sion from 58,170 square miles to 106,793, and a population growth from 9 

million to 14.6 million people.~0 In the following years consumption 

levels maintained a moderately rising tendency. 

After World War I, in order to provide the country with finished 

crude products, Hungarian refineries ran Romanian uartificial'' or 

"sweet" crude, which was a mixture of crude and refined products. This 

was done to avoid paying high Romanian tariffs on exported crude and 

equally high Hungarian duty on imported refined products. Between World 

War I and World War II, the refineries put through 1.5 million barrels 

of crude a year. In 1941 there was a rise to 4 million, and in 1944, 

with the participation of about 40 percent foreign capital, Hungary's 

refineries reached their peak of 10 million barrels of crude. Shell, 

Vacuum and the Hungarian Oil Works refined more than half of all petro-

leum products. Because of frequent and massive air raids, almost each 

major refinery plant suffered extensive damage. After the war, the 

refining industry did not recover its wartime capacity for several 

years. 21 (For comprehensive charts of the major refineries, see tables 

15 and 20. > 

Between 1942 and 1944, the Hungarian government exported more 

than half of all the country's refined crude products. An aggregate of 

732,909 barrels of assorted refined crude products was shipped out of 

the country in 1941. In t he next year the country increased its exports 

to more than twice that of the previous year. In 1943, gasoline sur-

passed the 1 million barrel plateau and so did refined oil with the 

total hydrocarbon export topping 3,090.055 barrels. Then 1944 turned 

out to be a record year with the total exportation at 3,673,460 barrels. 

This year crude became the largest export item because of the U.S. Air 



196 

Force's frequent and successful bomb ings of each important Hungarian 

refinery plant. 27 (For further details on petroleum exports, see table 

7.) 

Other hydrocarbon fract ions were also exported from Hungary . 

Directly from the gasoline plants located near the oil fields, officials 

of NOART of the RHT expedited large quantities of natural gasoline and 

liquid butane and propane. These products and the bulk of all the other 

petroleum products were destined to Hungary's wartime ally: Germany. 

The exportation of natural gasoline began in 1939 with 2,344 

barrels being shipped out. The grand total of this product amounted to 

562,323 barrels exported over the six-year period. 24 

Liquid propane and butane, coproduct derivatives of wet gas, 

also left the country. The first shipment occurred in 1940, and the 

total export amounted to 292,734 barrels. 2 e (For details on natural 

gasoline and liquid butane and propane exports, see table 5.) 

Wells, Reservoir Conditions and Explorations 

The portentous growth of crude production during the war years 

could not have taken place without concurring growth in the number of 

oil wells. On April 3, 1945, the last day for Hungary in World War II, 

292 holes perforated the southwest region of the country. Since the 

s equestration of the company on December 20, 1941, MAORT of the RHT sank 

163 holes, including 63 exploratory ones. Of the 292 total h 1 19~ o es, ~ 

were flowing wells and 100 either dry wells or unpromising, unfinished 

exploration holes. During its sequestered period, the company added 100 

flowing wells. To bore the 292 holes, oil workers drilled 1,312,000 

feet with an average depth of 4490 feet.26 (For a comprehensive chart 

concerning wells~ see table 3.) 
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The majority of the well s were bored and finished (A permanent 

steel casing was cemented into place) by the company's aging, large 

Hughes Tool Company drilling rigs. The remaining ones were done with 

s maller, later model German rigs. Drilling crews origi nally took about 

two months to c omplete one well; however, over the years more rigs were 

used and fewer wells were drilled. there were three reasons for th is : 

the rigs were becoming older and less efficient, and replacement parts 

for them were difficult to obtain. Procurement of necessar y 

well-building materials was becoming more difficult; and the depth of 

the a verage well was increasing because it was becoming laborious to 

find new producing horizons close to the surface. 27 

A breakdown of the 292 wells according to productivity of indi

vidual wells and the type of energy which propelled the crude upward 

indicated t hat the Zala County fields had passed their young, profuse 

stage by 1944. Few 300-barrel-a- day wells remained in operation and 

"mature" wells fluctuated in producti vity between 80 to 120 barrels a 

day.2e 

At the beginning of the war, most wells were on gas lift; there-

fore the cost of production was at a minimum. Toward the end of the 

war, far fewer wells were using gas to move the crude to the surface, 

proving that the fields had gradually become mature producers. As the 

total production of the fields increased because of the proliferation of 

new wells, an increasing number of wells fell under the influence of 

secondary production methods. These wells used repressured gas or 

mechanical pumps (compressors) as an energy source. 26 

The first and only accident to mar the safety record of the com

pany took place on October 9, 1944. While completing a well, a crew 

member dropped a drill bit in the Lovaszi 94th well. As the workers 
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attempted to retrieve the bit, gas, present in the well-shaft, caught 

fire and exploded. Papp's report described the incident in the 

following words: 

The fact must be recorded here that during the week from 

October 9th to 16th, 1944, in the course of a fishing job in 

well L-94, a gas blow-out occurred. This was the first such 

event in the history of MAORT. The escaping gas caught fire on 

October 26th; the fire was extinguished but the gas flared up 

again. It was planned to prevent the escape of gas by way of 

side-tracking. 30 

Fortunately, no personal injury occurred to anyone. 31 

To exploit the fields without damaging them and still be able to 

obtain the largest possible quantities of oil from the estimated recov-

erable reserve, Ruedemann had employed three rational production 

He directed the company's geologists and engineers to arrange 
methods. 

the drill holes to allow 2,000 feet between any two of them. He did not 

allow any wells to tap oil from more than one pay zone at one time. He 

also prescribed the use of small bean sizes to preserve pressure within 

the formation. He was convinced that the particular reservoir condi-

tions under the Zala fields required the rigid practice of each of these 

methods for efficient, long-term exploitation of the entrapped oil. 3 2 

The large number of wells and the record quantity of extracted 

crude rapidly reduced the gas pressure within the formation. When 

Ruedemann noticed t he normal, unwanted decrease in reservoir pressure, 

he prepared to implement secondary production methods. He called for 

and supervised t he construction of repressuring plan t s which, through 

designated we l ls, pumped gas back into the pay. Where this technique 

was not practicable, he ordered large compr essors which mechanically 

pumped those wells which were rapidly losing pressure. Ruedemann had 

commenced these field-saving techniques as early as the fall of 1939. 

Wh en Ruedemann left Hungary in 1942, each of the 129 flowing 
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wells was completely or partially on gas lift. This was an important 

achievement, but equally important was the thorough training of the 

Hungarian technical leaders of the company in knowing why and how 

rational and secondary production methods should continue. 33 

Because of Hungary's decision to Join World War II on the side 

of the Axis Powers, Hungarian statesmen had to put available natural 

resources at the disposal of their ally, Germany. As a matter of fact, 

Germany demanded this type of cooperation from Hungary. Through the 

Ministry of Industry, the leading Hungarian politicians exercised 

control over the basic decisions of MAORT of the RHT. As a result, Papp 

and other executives of the company had to compromise Ruedemann's 

field-saving production methods. 

Soon after the sequestration of the company, Karoly Roth ordered 

Papp to begin a program of drilling more wells on each field and spacing 

the new wells only 1,000 feet from each other. As a result, 133 of the 

163 wells completed during the war years in the Budafa and Lovaszi 

fields had only half the distance between them that Ruedemann deemed 

technically correct and justifiable. The remaining new wells, 25 in the 

Hahot field, 2 in the UJfalu field, and 3 test wells near Gorgeteg still 

had 2,000-feet intervals between any two of them. 34 

The relatively new Lovaszi field had to be developed quickly. 

Papp reported: 

... in this field, the wells were originally spaced 300 meters 

distance from one another. As, however, the Royal Hungarian 

Ministry of Industry conveyed the wish expressed by the Germans 

that production be increased and that the wells should be 

drilled at a distance of 150 meters from each other ... 30 

Roth requested that Papp begin to extract oil with one well from 

two or more pay zones at the same time. To keep the crude production of 

the company on the rise, Roth also ordered the e}:change of beans of many 
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wells for larger sizes for greater y ield in a shorter t 1me. ~6 

In order to give weight to his requests and cont a in the dissent 

ing voices within the company , Roth d i d not fail to remind all employees 

that they were working during wartime at a militar y installation. He 

would even recommend to the Ministry of Defense that certain employees 

be conscripted into the army in spite of the militar y status of the com

pany and the consequent technical exemption of the employees. 37 

When Papp complained that accelerated production damaged the 

fields and would reduce the company' s profitability in the future, Roth 

proposed his "interest theory" as a way to show that he had prepared to 

avoid such an eventuality. This peculiar idea suggested that more wells 

would produce the available crude from a particular reservoir faster 

over a shorter period of time than would fewer wells. The money the 

company would earn for the larger quantity of earlier obtained oil would 

earn interest and offset the loss caused by the larger amount of oil 

left in the reservoir. Papp rejected this theory as "unsound as well as 

unscientific" and "essentially harmful to the fields." 39 Geologists 

supported Papp by noting that the excessive number of wells would 

quickly use up the gas energy of the field, would disrupt the continuous 

flow of gas from adjacent areas and ultimately leave too much crude in 

the reservoirs. 

Because of their knowledge and experience in oil excavation, 

com- pany workers were able to moderate some of Roth's technical 

requests which were invariably aimed at increasing output. In spite of 

their efforts to save the fields, production increased and the damage 

became evident. The year 1944 marked irreversible decline of the Zala 

Country oil fields. 40 

The frequent requests from Papp to reduce production quotas and 
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save t he f i e lds fin a ll y r eceived some consideration in the sp r ing of 

1944. Roth author ized Papp to permanently close off some wells which 

s howed unf avor able gas-o il - wat er ratios, and ta use some others inter -

mittentl y. 41 

Apart from the fa i l ur e t o prac t ice rationa l production methods, 

th e s low and belated inst ituti on of s econdary pr oduc t i on met hods a l s o 

contributed to the field damage. Af t er the war was over, Papp wrote: 

The princ ipal caus e of the decline i n format i on pres sure was 
that we did not recei ve the Thomassen compressors ordered from 
German y and that gas repres suring on a s ub s tantial scale could 
onl y be commenced in 1944. 42 

Even the late and superfic i al attempt s at s aving the f i elds di d 

not last long. In the fall of 1944 , Ferenc Szal as i and hi s Arrow-Cross 

Party assumed control over the Hungarian government. The new regime 

pledged its continuous support to Germany and the prolongation of the 

nation's war effort. Szalasi appointed Emil Szak vari as the new Min 

i s ter of Industry, who immediately requested that Roth increase produc

tion again and continue oil exports to Germany . 43 

Depending on their individual characteristics, fields produced 

gas (G), oil (0) and water CW) in definite ratios. In the hands of 

experts, the GOW ratios forecast the s ize of a field's reser ves, the 

amount of crude which could ultimately be recovered and the length of 

time the extraction would take. Becaus e the GOW ratios reflected th . e 

slightest changes in reservoir conditions, geologists could s elect and 

change the optimal extraction methods regarding bean sizes, density of 

wells, etc. Finding and using the right extraction methods assured com

pany officials the greatest amount of crude production within the short 

est period of time. 

At the beginning of the extraction, GO ratios in the Budaf a and 

l 



Lovaszi fields (Water had no direct bearing on the production of 011 in 

these fields) were relati ve l y high. The reason behind Budafa's 7,854 

cubic feet of gas for each barrel of oil (cu. ft. /bbl.) and Lovaszi's 

3,439 cu. ft./bbl. was that the first wells lifted mostly gas at the 

start. Later, the GO ratios s howed more typical va lues. In 1942, Budafa 

registered 1,077 cu. ft. /b bl.; and in 1943, Lovaszi achieved a ratio of 

1,391 cu. ft./bbl. 44 (For details, see table 14.) 

A sharp rise in GO ratios occurred for both fields in 1944 and 

1945. In Budafa the ratio jumped from 2 ,233 to 2,603 c u. ft./bbl. and 

in Lovaszi from 1,857 to 2,807 cu . ft./bbl. Thi s change in the fields 

reflected that there was a greater number of wells, that the wells were 

located closer to each other, that the wells were produc ing from more 

than one pay, and that larger bean s were being used. Recognizing the 

danger these high figures predicted, Papp and company geologist s repeat

edly warned the government officials that the optimal GO ratio for t he 

Budafa field would be 1,670 cu . ft./bbl. (about 40 percent below the 

actual rate ) and 2,690 cu. ft./bbl. for Lovaszi (about 25 percent lm-.,er 

than the actual rate). No problem existed in the Hahot field because it 

used water for energy to drive the crude to the surface. 4 e 

Another reservoir-condition indicator was the static bottom- hole 

pressure or simply the formation pressure. This was calculated on a 

3,000 feet, sub-sea depth and expressed in pounds per square inch 

(lbs. /sq. in.) In 1939, the value of this pressure under the Budafa 

field was 1,400 lbs. / sq. in. By July 1942, it fell to 1,113 lbs./sq. 

in. Because of some gas repressuring introduced in the spring of 1944, 

the reading rose to 1,140; but then it agai n declined to 1,058 lbs./sq. 

in.4b 

In the Lovaszi field the formation pressure originally regis-
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tered 1,764 lbs./sq. in. By November 1941, it decreased to 1,730; 

November 1942, to 1,502; and in November 1943, to 1,391 lbs./sq. in. 

The normal yearly expected decline of 2 percent rose to 13.2 percent, 

and the next year the decline amounted to 21. 1 percent. As a conclusion 

Papp reported: 

A decline on such a scale, beyond doubt, was the result of 

increased production. Another contributory cause was that 

repressuring could not have commenced in time. Repressuring on 

this field dated from March 1944 only, and at present, daily 

some 7 million cubic feet of gas was passing back through 8 

input wells, but in all probability this figure would have to be 

increased. 47 

Explorations for new fields continued during the war years. 

After Ruedemann's repatriation in early 1942, Papp determined the 

direction of MAORT of the RHT's explorations based on his evaluation of 

Transdanubia's geological properties. Geologists concentrated their 

efforts around the proven fields; and when they decided to expand their 

activities, the instruments and drilling rigs were moved northward in 

Transdanubia. 4 ei 

The intensity and speed with which the exploration efforts pro

ceeded did not depend on Papp's professional judgment but rather on that 

of the Ministry of Industry, on Karoly Roth in Department X. The per

forations and geological works represented all the research accomplish

ments of the company and demonstrated the Hungarian government's wartime 

interest in the discovery of new oil sources. Company officials 

accepted the government's moderate emphasis on the development of the 

concessioned area and expressed no desire to change it. 49 

None of the exploratory holes yielded enough evidence to warrant 

developing any of them into wells, yet most of them produced some nat

ural gas and many of them showed traces of crude. Only a few turned out 

to be completely dry. An unusual feature of these exploratory holes was 
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that they were drilled more than 6,600 feet, while most of the 200 

producing well s had depths near 5,280 feet. The most promising explora

tory hole was located near Salamonvar .~0 

The onl y noteworthy discovery of the war year s turned out to be 

the Hahot field in 1942. It accounted for one barrel of each ten that 

had been produced by MAORT of RHT during the war.~ 1 Hahot was different 

from the other three fields because of the unique geological formation 

of its reser voir zone. Pliocene sands formed the reservoir rock under 

the other fields but the Hahot well s produced oil from a layer of porous 

Miocene limestone and fractured Triassic limestone. This situation 

became more intriguing when geologists discovered that the two lime

stones did not form the primar y "mother rock" for the entt-apped oi 1. 

Evidence showed that the oil in the Hahot field also originated in 

Pliocene sands and migrated into the pore space of the limestone core 

over geological epochs.~2 

The favorable ratio between productive and nonproductive wells 

also held true in the Hahot fields. Of the 9 wells, MAORT of the RHT 

drilled in this region, only two were dry holes. The wells produced 

through one-eighth to one-quarter inch beans at a GO ratio of 1,163 cu. 

ft./bbl. The gas production of this field was low in comparison to the 

quantity of crude, the reason being that the crude was pressured upward 

by water and the recovered gas was obtained from the crude in which it 

was dissolved.~ 4 (For crude and gas production figures, see tables 1 

and 2.) 

In comparison with the Budafa crude, the Hahot crude was heavy 

and contained paraffin. In 1943, a field engineer complained that the 

II crude was very paraffinous; and during the winter, special go-

devil crews had to keep running go- devils through the flow lines.••ee 
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The crude contained little gasoline, more kerosene and much heating oil. 

Because of the presence of unusually large amounts of sulphur, the Hahot 

crude was not mixed with the crude from the other fields, to accommodate 

the refinery plants.~6 

The peculiar reservoir conditions rendered the generally relia-

ble estimation of recoverable reserves impractical. Geologists could 

not determine with any accuracy either the porosity or the permeability 

of the pays. These two figures would have been necessary to calculate 

the field's total pore volume.~ 7 

Administrative and Financial Developments 

During the war years company officials occupying interlocking 

positions on the Board of Directors, Executive Board, Board of Super

visors and in the General Assembly of Shareholders searched for solu

tions to a recurring, twofold problem: what to do with the company's 

profits which were i ncreasing and accumulating year after year and how 

to conceal them from outsiders. 

In long sessions of different board meetings, the officials dis-

cussed the choices at their disposal. They knew that if they succeeded 

in persuading state officials to approve a series of postponements (or 

grant an indefinite suspension) of regular General Assembly of Share

holders meetings, they would not have to submit copies of the annual 

Balance Sheet for required publication to government and commercial 

agencies; and the company's financial records would not have to come 

under annual public perusal. During the same meetings the directors 

evaluated investment opportunities for the company's profits. Some of 

these were directly related to the company's operation, as the building 

of a refinery complex and the construction of pipelines. Others were 
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unrelated, like the buying of multi-level buildings in Budapest. 

The first Board of Directors meeting during the war years, on 

March 1942, reflected the twofold concern of the directors. Hauer 

asked whether it would be prudent to postpone or even perhap s indefin

itel y suspend the up-coming General Assembly of Shareholders meeting 

because the disclosure of the previous year's business activity ''would 

evoke undesirable reactions as the public had no understanding of many 

important factors••~e in the operation of the company. The directors 

decided only to postpone the regular May General Assembly of Sharehold

ers meeting to October 1942. Before the conference closed, Geocze asked 

Graf, chief expert of the company's books, to suggest to the board mem

bers within fifteen days, ways to reduce the size of the company's prof

its through ''bookkeeping techniques (konyvelestechnikai csokenesere).~•" 

Participants of the May 7, 1942, Board of Directors meeting lis-

tened to an involved presentation by Papp. The chief e xecuti ve 

explained an accounting procedure which would aid the directors in their 

attempt to conceal some of the company profits on the 1941 Balance 

Sheet. He said that oil producing companies customarily employed "book

keeping techniques" which permitted them to capitalize the cost of 

searching for oil.•0 (Indeed, the Supplementary Contract pp. 2-4 made 

provisions for this type of maneuver.) After the excavation of oil 

started, the companies subtracted from their earnings a certain portion 

of t he capitalized cost of exploration each year until the entire cost 

was met. The size of each year's subtracted portion was determined by a 

ratio for med by the actual amount of oil under the field. The advantage 

this graduated reti r ement of the cost of exploration offered was that it 

did not entail a corresponding reduction in the company's capitaliza

tion. In ot her words, the company 's accounting of the initial expendi-
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tures as assets remained the same even though those expenditures were 

fully recovered within the span of a few years. 

Following this technique, the company capitalized 7 ,975,077 pen

gos. From this capitalized cost of exploration, the company amortized 

948,122 pengos up to December 31,1941. This left the cost of explora

tion account with an outstanding balance of 7,026,954 pengos. To retire 

this, the company planned to enter 6,433,668 pengos on the liability 

side of the balance sheet and balance it with profits made in 1942. The 

capitalized cost of the Mihalyi exploratory well of 593,286 pengos (This 

amount could have exactly retired the total capitalized cost of explora

tion) had to remain for the time being, on the company's account of 

investments because the well produced saleable carbon dioxide used in 

the manufacturing of dry ice. 

Papp continued to describe other ways and means to either hide 

or lay away some of the company's profits on the 1941 Balance Sheet. He 

said that from the General District Expense account, the company capi

talized 379,652 pengos claiming that this amount was necessary to cover 

drilling expenses. He proposed that in the future the company should, 

''through retroactive bookkeeping procedures (utolagos konyvelesi 

muvelet veqrehajtasavall, 11
•

1 enter every item of the General District 

Expense account also on the Cost of Production account. 

In 1938 and 1939, MAORT contributed 243,833 pengos toward the 

state's road building program, as one of the company's few tax obliga

tions. Consequently, the company capitalized this amount and retired 10 

percent of it each year. The remaining 170,683 pengos had been handled 

as an operation expense. In order that this amount would reduce the 

company's earnings, Papp suggested that it be entered an the liability 

side of the 1941 Balance Sheet. 
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The Roads account, constituting the company's own road and 

bridge building maintenance expenses , totalled 748,316 pengos up to 

December 31, 1941. As a matter of course, the company capitalized this 

amount. Papp noted that this practice would have to be changed because 

the roads and bridges could never be sold as entities. Their costs 

could be recovered only partially in the increased value of the land 

surrounding those improvements. However, when the company's operation 

moved to other areas, the va lue of the land would decrease. Therefore, 

the expenses under the Roads account should not be capital i zed, it 

should be transferred and placed on the Operational Costs account. 

Papp informed the other directors that he planned to set up two 

sinking funds before the exact size of the company's profits were 

determined. One would amount to 1,000,000 pengos and would be labeled 

as Retirement Fund. The other, called Reserve Fund, would consist of 

This money would be used to satisfy all or some of 

the company's debts and other financial obligations which incurred 

before the sequestration took place and which the government-controlled 

MAORT of the RHT refused to honor. Also, from this reserve, the company 

would pay for expenses which could not have been foreseen or estimated, 

such as the state's recentl y established militar y supply and equipment 

tax. 

Closing the meeting, Papp stated that if the di vidends could not 

be paid out as planned, and at this time it appeared that they could 

not, they would be deposited on the Undistributed Dividends account. He 

also noted that as in the past, no more than 10 percent of the company 's 

profits could be set aside for this purpose. 62 

The ne xt Board of Directors meeting took place on September 17, 

1942; and each board member, e xc ept Dinda, attended the session. With a 
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measure of disappointment, Papp reported that the establishment of the 

two sinking funds <Reserve Fund of 2,000,000 pengos and Retirement Fund 

of 500,000 pengosl could not be accomplished as planned, 6
~ In con

nection with these funds, two directors, Geocze and Temesvary, conferred 

with Dr. Janos Erda, a judge at the Royal Hungarian Court of Firms. 

Erda advised that the funds could not be set aside before the determina

tion of the company's profits for the year, because the shareholders 

would be denied fair s hare of the profits. Moreover, such financial 

maneuvers violated the articles of the Commercial Code. The judge noted 

that after the company's financial officials proposed the size of the 

profit and the shareholders approved it, the reserve funds could be 

established provi ded the shareholders did not object. 

The directors discussed the problem presented by the reser ve 

fund and agreed not to pursue a course of action which would reduce the 

company's profits. Rather, they searched far alternative ways to 

approach the difficult matter. After an exchange of ideas, they decided 

ta leave the 2,000,000 pengos with the profits and formulate plans which 

would apply to all profits at a later date. 

Papp informed the directors that the company's bylaws required 

that the annual General Assembly of Shareholders meeting convene during 

the first six months of the year. The 1942 meeting could not be held 

during the specified time because several directors were engaged in 

negotiations with state officials over the compensasation issue related 

to the company's sequestration. The company notified the Minister of 

Commerce of this and was granted a justifiable delay until the middle of 

autumn. 

Toward the end of the board meeting, the directors discussed a 

sensitive matter in the operation of the company. They reached the con-
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clusion that Department X in the Ministry of Industry, under the lead

ership of f<aroly Roth had paid little or no attention to the company's 

financial situation in general or to the company's accumulating large 

profits in particular. The present company leaders were eager to care 

for and improve on both these financial aspects; therefore, the direc

tors decided that to safeguard and enhance the company's financial 

interests, they would invest the company's large, accumulated, liquid 

assets in a variety of enterprises. Determining the details of this 

would be postponed to the General Assembly of Shareholders meeting. 64 

The annual General Assembly of Shareholders opened on October B, 

1942, several months past its regularly scheduled time. Papp repre

sented by pro>:y 24,997 shares, while Dinda, Goecze and Hauer each repre

sented 1 share. Papp informed the shareholders that no invitations 

could be extended to the foreign owners Lieb, Ruedemann, Bannantine, 

Eastabrook and Schudel because of the war in progress. The company's 

profit was set at 15,514,824,829 pengos ($2,730,609) for the 1941 year. 

Because no dividends could be paid out, Papp noted that 7,000,000 pengos 

of the profit would be used to increase the capitalization of the com

pany and distributed among the shareholders in proportion to the number 

of shares they had already owned. This way the company's value reached 

Papp reported that the company had set up an Employees' Accident 

and Welfare Fund in the amount of 500,000 pengos. Workers, who through 

their services had demonstrated their value to the company, could 

receive financial assistance from this fund in case they experienced 

some hardship that was not directly their own making. This fund could 

also be used for education that would eventually benefit the company. 

The Board of Directors would approve deserving employees for aid after 

t 
I , 
r 
f 
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their names were submitted by the board's president. Institutions which 

aided the operation of the compan y or enhanced the company's reputation 

could also receive financial assistance. Motivated by similar consider-

ations, Papp noted that the company also set aside 10,000 pengos for 

workers' housing and the building of a Cultural and Self-Improvement 

Center. 

The pengo amounts to increase the company's capitalization, 

Retirement Fund and Employees' Accident and Welfare Fund, monies set 

aside for the Cultural and Self-Improvement Center and a special Reserve 

for Unexpected Taxes added up to 11,760,000 pengos. Subtracting the 

grand total of these sums from the 15,514,829 pengo profit, left the 

company 3,754,829 pengos. This final amount the directors decided to 

bring forward and add to the 1942 operating budget. 

The last activity centered around the election or reelection of 

members to the Board of Supervisors. Dinda, Goecze, Hauer, Konek, Papp, 

Abel, Blaho, Gyulay and VaJk received votes to become, or remain members 

of the board. 66 

Because of the generally unsettled and confusing situation in 

the country, neither the Board of Directors nor the General Assembly of 

Shareholders met during 1943. However, toward the end of that year a 

committee consisting of Walter Graf, Dr. Gabor Temesvary, Zoltan Weniss 

and Bela Pataky 67 met and prepared a proposed balance sheet for the 1942 

business year. Members of the committee were ready to present their 

work on February 28, 1944. 

To discuss and approve the committee's work, the Board of Direc

tors held an official meeting on June 14, 1944. 68 They established that 

the value of MAORT of the RHT was 40,892,996 pengos at the time of the 

sequestration (December 20, 1941). This amount consisted of the capi-
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talization of the company, the profit the company had earned during the 

year· , and the amount others still owed the compan y at the end of the 

year. To have a "price tag" indicating the value of the compan y was 

important for the final settlement between the Hungarian government and 

Standard Oil Company at the end of the war. During this meeting the 

Board of Directors acted as if they were the members of the General 

Assembly of Shareholders-- indeed, most of them held positions in that 

body. 

Regarding the Balance Sheet for 1942 , Papp and the other direc 

tors agreed that the profit of the company should be set at 33,498,613 

pengos. Because distribution of dividends would not be accomplished, 

the directors decided to use the profit to increase the capitalization 

of the company and issue new shares in the amount of the profit. 

Because of this the company's capitalization reached 69,974,161 

pengos. 09 

Only a balance sheet could offer information regarding the com

pany's financial state in 1943. There were no meetings, conferences or 

assemblies of any kind with minutes to check back on. This year MAORT 

of the RHT earned 36,611,012 pengos profit. The compan y 's capital 

(buildings, machines, equipment, etc.) reached 69,570,984 pengos; the 

managers kept 20,566,191 pengos worth of inventory on hand; and the cost 

of production was 46,322,216 pengos which included 3,000,000 pengo for 

ta>:es. This year the value of the company reached 141,986,778 

pengos. 7 c, 

Because of militar y defeats abroad and economic disorders at 

home, Papp wrote on June 1, 1944, to the Minister of Commerce and Trans

portation requesting an indefinite postponement of the obligatory Gen

eral Assembly Shareholders meeting, 71 In his reply on July 28, Dr. Paul 
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Jablonszky , who was a ministeri al advisor, granted permission to delay 

the meeting until December 31, 1944. The meeting was never called to 

order and no balance sheet was ever prepared for the year of 1944.?2 

In 1938, the year MAORT was founded, the company's value was 

At the time of the company's seques-

later it reached 141,986,000 pengos ($24,137,751). Most likely, by the 

end of 1944 the value had passed the 200,000,000 pengos ($34,000,000) 

mark. A 10,000,000 pengo investment in a few exp loratory wells had grown 

over seven years to 200,000,000 pengos' worth of industry, demonstrat

ing a twentyfold growth in monetary value and much more in economic 

importance. MAORT of the RHT became Hungary's third largest industrial 

enterprise at a time when industrial employment had increased from 

289,000 in 1938 to 392,000 in 1943 <not including the recovered areas). 

For the first time the value of industrial products e xceeded the value 

of agricultural products. 73 

The profit l evel and value of the company had increased 50 

rapidly, not because the company received more for a barrel of crude 

over the years, but rather because the company's vo lume of production 

had grown so prodigiously. The price the company received from the 

refineries for its crude from the beginning to the end of World War II 

had not changed s ubstantially. The initial quote of 12 pengos ($2,ll) 

far a barrel in 1938, rose to 14.38 pengos ($2.53) in August 1939 and 

again rose to 14.80 pengos 1$2.61) si x months later. The final adjust

ment in January 1941 was a small amount (15 pengos or $2.65 a barrel); 

and on April 1, 1945, the price was still the same,74 

The company had tried on several occasions for pr1·ce h . , 1 t:: es. 

When Papp had requested more money for the high-qualit y crude from the 
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Lovaszi field, 7 ~ he was turned down on the grounds that the improved 

quality of crude would not increase the volume of the di s tilled prod

ucts; the better quality could not be passed on to the consumer in 

higher prices; and the government had been taking special measures to 

maintain price stability across the country. 76 

Because Papp was determined to receive a higher price for this 

vital commodity, he asked the National Oil-Refineries' Association to 

support the company's position again on December 14, 1943. This was 

also to no avail. 77 On January 15, 1944, the Minister of Industry was 

asked to examine the merits of the case. This time company officials 

presented the same reasons why they wanted a price increase with one 

addition that amounted to a not-so-veiled threat. 78 The letter stated: 

Under normal conditions, in time of peace, we could find ways 
and means to defend our just interest and bring around the 
refineries to see the situation from our point of view. But 
that we could not do without endangering the continuous suppl~ 
of crude oil which has such a large military importance.79 

In spite of this last request, the price did not change for the duration 

of the war. 

While particular government organizations denied any substantial 

rise in the price of crude, Karoly Roth ordered and enforced general pay 

raises for all employees. These measures reduced the company's profits. 

During the war years the price of crude remained the same, yet the 

hourly wages of physical workers increased from 0.40 pengo (S0.071 in 

1938 to 3.00 pengos ($0.51) in October 1944. This was a 650 percent 

increase. 50 

The Hungarian government and Karoly Roth had several salient 

reasons for increasing and maintaining higher wages for MAORT of the RHT 

employees. 

effort. 

The company was both singular and vital in the nation's war 

Roth intended to keep the workers satisfied and to enhance 
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their awareness of their importance and that of the service they ren-

dered. He was also convinced that government generosity would move the 

worker s closer in their devotion to the state. 5 1 

On the day the Hungarian government sequestered the company, 

Papp issued a memorandum to all employees. He informed them that he was 

appointed to manage the company and requested ''w ith respect and empha-

sis" that "in my responsible assignment . each employee help me in 

every instance. ""12 He stated: "We must demonstrc:,te to the owners of 

the company and above all, our Hungarian country th at we can continue 

the i-mr k of the compan y. "e3 

At Roth 's request , Papp ordered a 23 percent across-the-board 

salary increase effective on January 1, 1942 . Roth knew that workers 

had asked Ruedemann for a general wage hike in October 1941. The 

American manager refused explaining that the Hungarian government had 

ordered a wage freeze to control inflation. Now that the Hungarian 

Treasur y had become the temporary owner, Roth intended to prove 

Ruedemann wrong. 54 

With the 23 percent general pay raise, the difference between 

the lowest and highest paid employee again increased. Amer·ican managers 

would have found this counterproducti ve. (For exact salary schedules, 

see table 9.) Roth did recommend continuing the social and cul tural 

benefit programs as the Americans would ha ve done . ~~ 

Directing the compan y to cover the increased payroll was not the 

only financial policy of the government injurious to MAORT of the RHT. 

To control the rather mild 10 percent yearl y inflation during the war, 

the go vernment suppressed the price of raw materials but allowed the 

manufactured goods to command a price rise of 200 to 250 percent. Com

panies, such as MAORT of the RHT, wh ich used large amounts of these man-
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Compulsory acceptance of unwanted war~ projects from the 

Hungarian government added to the hardship and frustration of MA0RT of 

the RHT managers. Throughout the war years, the Ministry of Industry 

assigned certain tasks to the company which turned out to be burdensome 

on the company's material and financial resources. The unsolicited work 

projects invariably involved the Hungarian government's determination to 

find oil under the recently recovered lands. Soon after Hungary 

regained North Transylvania from Romania as part of the Second Vienna 

Award on August 30, 1940, a team of Hungarian state geologists began 

searching the area for hydrocarbon resources. By late 1941, the 

explorers located a promising natural gas field in the vicinity of 

Erdoszentgyorgy. 87 Following six months of preliminary negotiations, 

representatives of MA0RT of the RHT and the Ministry of Industry agreed 

on the details of the construction of a gas pipeline connecting the 

source at Erdoszentgyorgy with two nearby cities, Nyarszereda and 

Marosvasarhely.gg 

In accordance with the Minister of Industry's 104 293/X 1942 

order, Karoly Roth officially appointed MA0RT of the RHT as the builder 

of the trunk line and allocated to the company 2,800,000 pengos for 

expenses on June 20, 1942,B~ The final details were settled and the 

contract was signed by Roth and Papp on July 11, 1942. The company was 

to construct the natural gas pipeline using 10-inch diameter pipe, and 

it would be approximately 25 miles long. MA0RT of the RHT had to employ 

its own personnel and use its own equipment and machinery to complete 

the work. Moreover, it had to ". . regard the whole project as if it 

were its very own.'' 90 The Minister of Industry would come to the aid of 

the company in case difficulties developed with the procurement of cer-
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ta1n scarce materials on account of war time shortages. The company had 

to finish the construction within four months of the signing of the con

tract. The last stipulation gave the right to the company for a 25 per

cent profit after all expenses had been met.~ 1 

MAORT of the RHT completed the trunk line within the specified 

time period; however, the total cost of the project rose to 6,500,000 

pengos before the 25 percent profit surcharge. The result was that the 

company not only did not earn a profit, but it also had to absorb the 

difference between the original estimated cost and the final actual cost 

of the project. 92 

In 1943, a new Hungarian state-owned company , The Royal 

Hungarian Mineral Oil Production Works, decided ta explore the northern 

part of the Alfold. State geologists located the first test well in the 

nook formed by the Tisz a and Karas Rivers, in the vicinity of 

Kisasszonyszolo (west of Kunszentmarton town) on a gravitational maxi

mum. In this connection, Papp reported that ''MAORT was ordered to per

form the drilling at its awn cost to a depth of 7,626 feet.••~ 3 The 

workers found hot salt water, later used for bathing and medical treat

ment, but no trace of oil or gas.~ 4 

Between 194 1 and 1945, the managers of the company had to 

fulfill several additional government orders. Whenever the government 

decided to increase the number of soldiers guarding the fields and 

plants, the company had ta undertake the construction of barracks for 

the additional men.~e When MANAT (German-Hungarian Oil Company) was 

formed in 1941, MADRT of the RHT had to lend money, equipment and 

personnel to them in addition to performing certain e xploratory and 

drilling tasks. 

In October 1944, the Minister of Industry assessed the country's 
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refinery situation in view of the destruction of several plants by hea vy 

air raids. He ordered the immediate construction of ten minor distill-

ing pl ants to be locat ed in different parts of the country. MAORT of 

the RHT received orders to build two of them (one near the Budafa field 

and another at Ortahaza l with the possibility of a third to be con

s tructed at the company's railraod station a t Ujudvar.~• 

As requested, the comp any start ed constructing the refineries 

and by December 22, 1944, had completed the concrete found ation of each 

plant. However, at this point the bu i lding activity had to s top because 

the distilling equipment hadn't been deli vered. Worker s were then 

ordered to begin laying a 4-inch diameter pipeline leading from the com

pany's crude storage tanks to the future refineries. 97 

This pipeline construction was not the only one required of the 

company by the government. In late 1944 there was another. 

In addition, the Hungarian Ministry of Industries, in compliance 

with the wish of German experts, prescribed the construction of 

a major pipeline for the transportation of crude. It was to run 

from Bazakerettye by way of Ortahaza to the northern part of 

Kormend, from there a deviati on to Gyor on the Danube by way of 

Celldomolk; the other branch was to continue west, for the time 

being, as ~ar as Vasszentmihaly.~8 

This was a major order. The pipeline network had to cover a distance of 

aver one hundred miles , and to finish the jOb would take over a year. 

However, by December 15, 1944, workers had completed the first stretch 

of about 9 miles between Bazakerettye and Ortahaza . Here they stopped 

because they had no mare pipe sections. Even the completed inter va l did 

not use the proper type and size pipe. The company had to use 6 5/8-

inch drill-pipe casings because nothing else was available. Papp pro

tested to the government against the use of this kind of pipe from the 

company's own supply and added ''that in due course we would claim dam-

ages for using our pipelines and casings for such purposes.••~~ 
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While some work crews built pipelines and others ref i ner y 

plants, st i ll a third group had to begin const ruct ion of loa d ing r ac ks 

to facilitate the pipel i ne transportation of crude. The company ha d to 

build one additional set of loading racks at Ortahaza with a daily 

capacity of 3,000 barrels. This project was completed by the end of 

and the government began negotiations for another one at 

Geise. 100 

A recurring question throughout the war years which the Board of 

Directors of MADRT of the RHT had to try to answer concerned the dis

tillation of aviation or 100-octane gasoline. Papp provided the defin

itive report on this topic after the war when he wrote: 

In the course of the war, the question has several times 

been touched upon whether or not aviation gasoline could be pro

duced in Hungary. Military circles requested MAORT to try to 

produce isopentane from the gasoline of the Budafa and Lovaszi 

fields, as it would be one of the ingredients of aviation gaso

line. In view of the fact that the gasoline obtained at Budafa 

contains 15½ isopentane and the isopentane content of the 

Lovaszi gasoline is B½, the erection of a plant for producing 

yearly 25,000 barrels of isopentane would be required. Plans 

had been drawn up, but up to and including December 22, 1944, 

they could not be carried out, as the quantity of steel required 

was not available, and on the other hand, war events rendered 

execution impossible. 101 

The only project during the entire war period which MAORT of the 

RHT officials considered as needed was the building of its own refinery 

complex. Such an acquistion would accomplish three goals. To the 

existing upstream (extraction) operation, a refinery would add a down

stream capability. For the company's increasing profits, financing the 

construction of the refinery would present a lucrative, long-term 

investment opportunity. The acquisition of a refining operation would 

place the Hungarian managers in a favorable light with the American 

managers after the war. With the future in mind, only a distributing or 

marketing component would be left to build after the war in order to 
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turn MAORT into a fully integrated affiliate of the Standard Oil Com

pany. 

In this connection, Papp approached Jozsef Varga, Minister of 

Industry, on October 7, 1941. He informed the government official that 

MAORT would like to take ad vantage of the option in the Contract of 1933 

which guaranteed the company the right to build facilities related to 

the oil business. The plan called for the construction of a refinery 

with a capacity to di s till three milli on barrels of crude a year, at 

Szony, on the left bank of the Danube, 40 miles west of Budapest. With 

permission, it would begin ground-breaking operations at the beginning 

of 1942. 102 

On the same day that Papp contacted the Minister of Industry, 

Ruedemann sent a telegram to Rockefeller Plaza. What Ruedemann wrote 

was indicated in a letter sent to the U.S. Secretary of State on Novem

ber 3, 1941, from T. R. Armstrong, a Standard Oil executive. Armstrong 's 

letter read: 

On October 7, we received a cable ... and we were advised 

that MAORT had announced that it would build a new and modern 

refinery. The representatives of th stockholders in New York 

answered the MAORT cable on October 10 advising that ''we would 

prefer not to build a refinery at this time.'' On October 13, 

the MAORT management cabled back to us stating that it was 

'impossible to follow your preference because the Hungarian 

Government had accepted MAORT' s announcement of intention to 

build a refinery.' No answer has been made to this cable. 103 

On the surface, Rockefeller Plaza's rejection of the refinery project 

was a surprise; however, one had to bear in mind that Hungary's politi

cal and military alignments with the Axis Powers were well known. At 

this time, everyone concerned was aware of the fact that Rockefeller 

Plaza had only nominal control over MAORT; a tacit acceptance of this 

could be found in the continuation of Armstrong's letter to the Secre

tary of State: 
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Although details are lacking as to the type and capacity of 

the proposed refinery, we estimate from experience elsewhere 

that under present conditions two or three years will be 

required for its completion, and our guess concerning its cost 

would be roughly 25,000,000 Pengos. The management of MAORT has 

proposed to finance the refinery construction through current 

income plus bank loans, and we agree that the Company's finan

cial condition is sufficiently strong to permit them doing so, 

during this period when foreign exchange movements have ceased 

and dividends cannot be remitted to New York. All of the e xpend

itures for the refinery would be made in pengos and no dollar 

exchange would be involved. 104 

The initial reaction of the Minister of Industry to Papp's first 

proposal was so encouraging that by January 2 , 1942, Papp had ready a 

detailed outline of the planned refinery complex. Prefacing the draft 

were several considerations of national importance. If the company's 

crude production were increasing at the projected rates, the amount of 

uplifted crude by the end of the year would exceed the capacity of all 

Hungarian refineries. Exportation of crude oil (because of insufficient 

distilling volume) would not be as profitable for the nation's economy 

as fully processed petroleum distillates. The new refinery would 

improve upon this situation. Moreover, in spite of an adequate crude 

supply available in Hungary, the country still had to import heavy 

distillates (high viscosity oils). The new refinery would have facil

ities to produce different weights of lubricants and stop reliance on 

foreign products. 10~ 

Regarding the availability of transportation and the supply of 

materials, the location of the plant at Szony on the Danube offered 

several distinct advantages. The place was almost equidistant from 

Budapest and Wien, and was less than one hundred miles southeast of the 

prosperous Czechoslovak city of Bratislava. Each city enjoyed fine 

road, rail and water connections to Szony. Through a 6-inch pipeline, 

crude oil of the Zala field had already reached Almasfuzito (Vacuum Oil 
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Refining Company), a town only six miles from Szony. A location so near 

a river a lso provided the refinery with plenty of water. The plant 

needed 650,000 gallons an hour for its regular operation. 1°6 

MAORT officials ca lculat ed that they needed two years to build 

the refiner y on a 60-acre site to be purchased from Dr. Bela Lowinger. 

In order to remain within the projected time frame , they would have to 

rece ive extraordinary cooperation from the government wh ic h had already 

been on the brink of being overwhelmed by the demands of war. The com

pany needed different materials which were especially scarce bec a use of 

the war and special licenses to import machinery not available in 

Hungary. At the end of the detailed refinery plan, Papp warned that 

without the complete support of state agencies, the refinery could not 

be bui 1 t. 107 

On March 2, Varga approved MAORT's intention to acquire a down

stream capabilit y as presented in Papp's January 2 letter. The Minister 

of Industr y singled out only one instance needing further attention. He 

noted that from the point of defensibilit y , the proposed location of the 

refinery exposed it to easy attacks from the air and asked the designers 

to take this military consideration into account in the prepa ration of 

the final plans. 1 oe On April 13, Papp submitted an e xpanded ver si on of 

the plans and included only one major change: construction of the 

refinery would tc1ke three instead of two years. 10~ 

After April 13, 1942, only scant information regarding the his

tory of the refinery-building project was available. Some time in the 

spring, the Minister of Industry issued a license that construction of 

the facilit y could start. The final plans for it were prepared by an 

affiliate of Standard Oil Compan y, the Societe F'etrolifora 

Francaise. 110 In 1943, an intelligence report noted that 
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Aerial reconnaisance shows that a new r efiner y has been 

under construction on the Danube, approximately two miles east 

of the Almasfuzito refinery. There i s not yet sufficient 

material available to permit the estimating of the capacit y of 

this refinery. 1 11 

At the end of the war the refiner y still had not been completed. Papp 

remembered that Emil Szakvari, Minister of Industr y under the Szalasi 

government 

forbade proceeding with the construction work. This was 

very costly for MAORT as very many preparations had been made 

incidental to the construction, namely, the ground had been pur

chased and materials and supplies necessary for foundation work 

for offices, dwellings, etc. were acquired. 112 

This was the last piece of information concerning the refinery. 

Germany's Role and Share in the Oil Production 

Ever since the first Budafa wells started flowing, German y had 

displayed keen interest in Hungar y 's oil resources with the intention of 

gaining access to as much oil as possible. At the outset, German busi-

nessmen came to negotiate for oil concessions and to purchase ~ar1ous 

petroleum products. Later, Ger·man militar y personnel arrived and 

demanded that Hungarian state authorities sell larger and larger quanti

ties of crude and refined products to Germany. At the same time, German 

military-technical e xperts started periodic visits to MAORT of the PHT's 

offices and fields in order to ascertain that the company was extracting 

oil as fast as it could and as much as it could. During the war years , 

there seemed to be no end to Germany's need for Hungarian oil. Months 

after a representative of the Provisional Hungarian Government signed an 

armistice agreement on January 20, 1945, in Moscow, the company and 

refineries were still e xporting large quantities of crude and refined 

oils to Germany. 

Soon after the first Zala Count y wells started producing oil in 
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January of 1939, a representative of the German oil firm Wintershall 

Aktien-Gesellschaft of Kassel, approached Geza Bornemissza and expressed 

his interest in obtaining hydrocarbon exploration rights for the south

east region of Hungary. 114 Because the German company indicated that it 

had only a small amount of money to invest, Hungarian government offi-

cials allowed the negotiations to lapse. 
11

~ 

The following year, under changed conditions, the talks resumed. 

This time, Jozsef Varga advised his negotiators to respond encouragingly 

to the German company's offers. Wintershall, now a member of a five

company consortium, planned to have more capital to invest in the 

e>: p 1 or at i on. i i 7 

ON August 26, 1940, Jozsef Varga, on behalf of the royal 

Hungarian Treasury (which was the repository of the right to grant 

concessions) and Wilhelm Zentgraf and Johan Zimmermann, representing 

Wintershall, signed two documents. One was an exploration and option 

agreement and the other a concession agreement. 11 0 The first granted 

the right of the German firm to explore an area of 7,150 square miles in 

southeast Hungary, bounded on the west by the Danube River, on the south 

by the Yugoslav border, on the east by the Romanian border (as of August 

30, 1940) and on the north by an imaginary line formed by the towns of 

Solt, Kecskemet, szarvas, Mezotur, Kisujszallas, Puspokladany and 

BerettyouJfalu. (See map on page 17.l Wintershall undertook to invest 

a minimum of 4 million pengos ($649,000) in geological research and 

test-drilling for the next seven years. 

The text of the exploration and option agreement was similar to 

the one Eurogasc□ obtained from the Hungarian government with one ma·o - J r 

exception. The first paragraph, describing the boundaries of the 

exploration area, contained a provision which specified that ''if Hungary 
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recovered areas east and south of the present exploration area, the 

Minister of Industry would offer those areas to be added to the present 

concessional arec:1, under the same conditions to Wi ntershal 1." 

According to the concession agreement, which was concluded and 

signed by the same representatives on the same day as the exploration 

and option agreement, Wintershall had to provide 7,500,000 pengos 

($1,275,000) for the capitalization of the new Hungarian-German Oil 

Company. The new company had the right to export oil and gas but only 

after the internal needs of Hungar y had been satisfied. (MAORT had no 

right to produce for export.) The new compan y had the right to operate 

for 40 years in Hungar y with options to extend this time limit up to 70 

years. Other provisions of the concessional agreement were similar to, 

or the same as, the agreement regulating the operation of MAORT. 120 

After Varga, Zentgraf and Zi mmerman drafted and signed the docu-

ments on August 26, 1940, the Royal Hungarian Council of Ministers 

a pproved them on September 18, 1940. Miklos Horthy, Regent of Hungary, 

consented to their presentation to the Hungarian Parliament on Novem-

ber 1940. Recommending the contracts for acceptance, Jozsef Varga 

said the following to the members of the House of Representatives: 

Past experience indicates that discovery of hydrocarbons in 

southeast Hungary 1~oul d require investment of ver y 1 arge capital 

for instance, drills would have to be able to penetrate 

into the earth 6,600 to 9,800 feet deep. The German firm took 

upon itself this task, which the Treasury could include among 

its projects to be accomplished only many years from now. 121 

Members of the House of Representati ves voted to grant the concessions 

to Wintershall on February 20, 1941, and members of the upper House on 

Ma.rc h ~1, 1941. 1 22 

While the various Hungarian governmental bodies were approving 

Wintershal.l's concessional agreement s, recovered North-
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Transylvania as the result of a conference held in Vienna and attended 

by the representatives of Hungar y, Germany and Ital y. To show that the 

country was a deser ving and grateful recipient of this "Vienna 

Award'' 123 Hungarian politicians pledged that rights to search for and 

de velop mineral resources in the recovered area would belong to Germany. 

Because Ital y was also a participant in the conference, Hungarian poli

ticians promised that they would accord favorable treatment to Italian 

interests in other areas regained by Hungary in the course of the Second 

World War. Within a short time, both Germany and Italy found occasions 

to hold Hungarian politicians to their word. 124 

First, representatives of Wintershall asked for the hydrocarbon 

concession rights of North-Transyl vania in accordance with the pledge 

gi ven to Germany in Vienna and to Wintershall in the first paragraph of 

the Exploration and Option Agreements. Without dela y , the interested 

parties drafted an additional document granting the German company's 

request and signed the document on March 1, 1941. This Supplemental 

Agreement I was completed so quickly that members of the two houses of 

the Hungarian Parliament received it on time to vote on it simultane

ously with the two basic agreements on March :1, 1941. 12~ 

Soon, a second supplemental agreement followed the first one. 

On Apri 1 1941, Hungarian armies crossed the Yugoslav border and 

began a three-year occupation of the northern part of the Balkan 

country. A few months later, the Hungarian-German Oil Campany, a sub-

sidiary of Wintershall, asked for the hydrocarbon exploitation rights of 

the occupied area. Geza Bornemissza honored the Germany company's 

request and the parties signed the Supplemental Agreement II on Septem

ber 1, 1941. 126 

Before the Hungarian Parliament could ratify Supplemental Agree-
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concession. Paul Ruedemann appealed to the Ministry of Industry and 

reminded Geza Bornemissza that at the time of the signing of the conces

sion in 1933, government officials promised the small but important 

region of Murakoz (formed by the confluence of the Drava and Mura rivers 

in Yugoslavia and located across the border from the Zala County oil 

field) to Eurogasco on the premise that the region and oil fields were 

located on the same geological structure. 128 Two Yugoslav oil compa

nies, the Medjunursko Petroleumsko D. Zagreb and the Panonia A. D. 

Belgrad Hungarian, notified the Hungarian government that they possessed 

valid contracts awarded by the Yugoslav government (recently overturned 

by the German army) and that they intended to continue their work. 

Finally, the large and important Italian state oil company, the Azienda 

Generale Italian Petroli Roma (in short AGIPl called Hungarian govern

ment officials' attention to the promise they had made to Italy during 

the Vienna conferences and requested that they reconfirm the company's 

concessions in the area granted by the Yugoslav government just before 

it was overthrown by the German forces on April 6, 1941. 12~ 

Hungarian state officials examined the merit of each request and 

decided to uphold and promote the interest of Germany in almost every 

case. The Minister of Industry confirmed the territorial provisions of 

Supplemental Agreement II, expanding the German company's holdings to 

11,700 square miles. He rejected MADRT's claim for Murakoz. He voided 

the two Yugoslav oil companies' contracts, and he truncated the Italian 

oil company's previously granted concessional rights. 

To insure the continuation of explorations and excavations 

started by the Yugoslav companies, Bornemissza fostered the establish-

ment of two new multinational oil companies. In 1942, a German-Italian 
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company (owned in the ratio of 60 to 40 by the respecti ve s tates) 

received the hydrocarbon rights for northwest Yug osl avia. A Hung a rian

Italian company (controlled in the ratio of 55 to 45 by the res pecti ve 

countries) gained the same rights in northeast Yugoslavia and southwest 

Transylvania. The complicated concessional arrangements and the quick 

formation of multinational companies appeared to have satisfied Germany 

and Ital y at the e xpense of Yugoslavia and Romania. 130 

As soon as the legal matters were completed, Wilhelm Zentgraf, 

formed the Magyar-Nemet Asvanyolajmuvek Reszvenytarsasag <Hungarian

German Mineral Oil Works Company or MANAT). The new company employed 

geologists a nd rented instruments of the Royal Hungarian Geological 

Institute and also brought in German engineers and equipment. The 

scientists with their instruments carried out intensive geophysical 

i nvestigations of the concessional areas. Tor sion balance and gravity 

meter surveys covered the general area and the important gravity 

anomalies were c hecked by se i s mographi c surveys. 131 

Between the fall of 1941 and the summer of 1944, MANAT, 

operating 8 drilling rigs, drilled 115,000 feet and bored 26 test wells 

at a cost of reichsmarks pengos or 

$9,310,000). 132 Under both of its concessional areas (in south Hungary 

near Totkomlos and the Romanian border and in the Murakoz region), MANAT 

discovered large deposits of natural gas but no crude oil in commercial 

quantities. In August 1944, officials of MANAT decided to stop 

operating in the areas and ordered all personnel and equipment to be 

evacuated from Hungar y to Germany. 133 

The departure of the German-Hungarian company did not pass 

without serious consequences for MAORT of the RHT. From the beginning, 

Zentgraf was aware of Ruedemann's objections to the German company's 
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American oil man's arguments that the area should reall y belong to MAORT 

because the area had been promised to Eurogasco and because the Lo vaszi 

reservoir structure extended under the Yugoslav border. Now that MANAT 

was ready to terminate its operation in Hungary, Zentgraf, hoping to 

reduce the losses of his company, wanted to sell the concessional rights 

to Murakoz and the improvements upon it (geological research work and 

gas wells) to MAORT of the RHT. The Board of Directors of the 

Hung arian-American company rejected the offer. 134 MAORT of the RHT had 

no need for six additional gas wells when they were allowing gas to 

escape from their own wells. The Hungarian company officials explained 

that if they needed the gas of the Murakoz fields, they needed it in the 

reservoir formation under the field to propel the crude to the surface 

at Lovaszi. Now that the Ger man company was leaving anyway, they saw no 

reason to purchase the gas wells, especially not at the inflated price 

the German executives were quoting . Zentgraf turned to members of the 

Hungarian government and requested their presence at the transfer neg □-

ti at ions. Within a short time, on August 17, 1944, Simon Papp signed 

the purchase contract in spite of his and hi s fellow board of directors' 

vehement objections. 1315 

MAORT of the RHT became the owner of MANAT's six gas wells in 

the vicinity of Alsolendva (on the other side of the Yugoslav border 

opposite MAORT of the RHT's Lovaszi oil field) which had been occupied 

by a Hungarian army since Hung ary attacked Yugoslavia on April 11, 1941. 

The Hungarian-American company also gained the right to search for gas 

deposits (but not for crude oil) in the region. For this acquisition, 

the day the contract was signed, and 4,000,000 pengos 11680,000) six 
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months later. On behalf of MANAT, Wilhelm Zen t graf and Karl Ventz 

signed the agreement. 13• 

Four year s before Papp had to sign the tran s fer contract with 

MANAT, Paul Ruedemann had foreseen that the prox imit y of the border 

would be a source of future problems. He knew that the Al s olendva ga s 

field and the Lovaszi oil field had s hared the same geological 

structure; however, he was concerned with the relationship that would 

eventually develop between MAORT and MANAT during the time the two 

companies operated near each other. Report i ng to Rockefeller Plaza he 

wrote: 

It appears as though Lovaszi will extend for a few locations 

over the former Yugoslav frontier to the concession now held by 

the German company, MANAT. (The Murakoz area was returned to 

Hungary and the Government wished to gi ve us the concession, but 

the Germans claimed prior right.) They expect to drill across 

the line shortly. I have suggested indirectly to one of their 

people that part of the structure extending over the line be 

given us for exploitation. We want to drill and produce it as 

though ours and to sell them the equivalent value-quantity of 

oil produced therefrom at our pipe line terminus at a little 

above our land f.o.b. This would be good for them because they 

already have the right to export said oil and their own inland 

price is double or more of ours. For us it would solve many 

problems because to get into their part they would want to use 

our roads. Their well spacings and production rates might con

flict with ours, although they state they would like to do as we 

are doing on the rest of the field. Pressure maintenance would 

be difficult and, lastly, if they would want us to transport the 

oil in our lines, it would be very troublesome because our oil 

is mixed from the three fields. They are sure to ask these 

priviledges and will make it nasty, if refused. They already 

asked that we supervise their drilling if they send in a rig 

with a Croatian crew. This I refused, explaining it would be 

hazardous for us to undertake such responsibility, and they 

agreed it would not be fair to expect it. 137 

Dr. Simon Papp, who had to sign the purchase contract with the 

representatives of MANAT, perceived the situation differently . Writing 

a comprehensive report about the company's operation during the war, 

Papp stated: 

The MANAT, when its financial resources began to dwindle, 
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This idea was most harmful to the interests of the 

MAORT, because by producing gas from the Paka sands, MAORT would 

have lost the major portion of the gas [under the Lovaszi 
field]. . 

Should MAORT have t he right to dispose of this 
quantity of gas, the life of the Lovaszi field could be pro

longed by 10 years. Accordingly, an agreement has been entered 

into by the two companies, whereby--subject to approval by the 

Royal Hungarian Mini stries of Industries and Finance--MAORT buys 

for the s um of Pengos 10,000,000 from the MANAT the gas con

tained in the Paka sand formations. The approvals have been 

granted on October 28 , 1944, and towards the purchase price the 

sum of Pengos 6,000,006 was ~uly paid on November 4, 1944. 138 

While MAORT is in f act in need of this quantity of gas, it 
i s very costly at that price, because a cubic meter of gas, the 

quantity of which was but e~timated, involves an outlay of 3.6 
filler s net, that is, without cost of production and without the 
12% participation by the Treasury . Th e two Mini stries mentioned 

above paid no heed to the suggestions as to stipulations 

proposed by the undersigned, but upon pressure by the German 
Economic Delegate approved the contract. The s um of Pengos 
6,000,000 paid was c harged to the MAORT. The Board of Directors 

of the MAORT objected to entering into such an agreement. 139 

The 10 million pengos ($1,700,000) MAORT of the RHT had to 

transfer to MANAT, for the nominal return value was one of three large 

su ms of money the company lost to wholly or partially German-owned com-

panies . In 1943 , Roth skimmed off 11,339,876 pengos ($1,995,818) from 

MAORT of the RHT's income which the company had earned for its exports 

of natural gasoline and liquid butane and propane to German y. He 

e:-:plained his act by declaring that "this amount ac c rued to the company 

because of unadjustable differences in the exchange rates between 

"sta.ble marks and unstable pengos. "" 140 A year later, the Minister of 

Interior took into "safe keeping" 20,581,912 pengos ($3,622,416) of 

MAORT of the RHT's income stating that the company had exc eeded its 

export quota to Germany for the year. This time, however, compan y offi

cials were able to reverse the minister's decision and get the money 

back in early 1945. The large sum lost almost all of its va lue due to 

inflation that had been rapidl y increasing toward the end of the 

I , 
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war. 141 

In a strong sense, the Hungarian government's inducing MAORT of 

the RHT to suffer losses of large sums of money was similar to what the 

government itself had been doing in its relationship with the German 

government and German business interests. Year after year, the 

Hungarian government extended credit to Germany and to German companies. 

When they failed to make proper payments on their loans, the Hungarian 

government either overlooked those violations or made weak protests to 

German authorities. 

During the war years, the value of Hungarian export items to 

Germany exceeded the value of Hungary' s import items from Germany. The 

inequality in the value of trade items resulted in a continuously 

growing deficit of payment for Germany. To redress the situation, the 

Hungarian government readily and repeatedly raised the ceiling of defi-

cit Germany would be allowed to accumulate. In practice, the Royal 

Hungarian Treasury extended loans, often without interest, to Germany to 

cover the deficits. 142 In July 1941, the government allowed Germany to 

fall in arrears as much as 200 million reichsmarks; in January 1942, 300 

million; 143 and in June 1942, 430 million. 144 

The steadily increasing trade deficit often elicited unpleasant 

verbal exchanges between Hungari an and German officials. In the summer 

of 1942, Dr. Erik Lanfried, an official of the Reich Ministry of Econ

omy, requested that the Hungari an government extend credit up to one 

billion reichsmarks. When Hungari an officials suggested that German 

citizens holding stocks in Hungari an companies should surrender their 

certificates to Hungarian authorities, Dr. Lanfried replied that such a 

condition would be cons idered "unworth y of an ally." 14c-; Nonetheless 

some stocks were transferred and larger deficits were allowed . By the 



end of 1943 , Germany was in ar r ea r s up to 1. 035 bi lli on reic hs mar ks. 

Although no complete record s ur vi ved, Germa ny 's deb t to Hung ary most 

probably doubled in the course of 1944. Na ti onal Socialist offi cia l s of 

the German Ministry of Finance regarded the Hungarian loans cover i ng 

Germa.n trade deficits as "voluntary contr i butions" to th e common ca us e 

1-Jhose repayment would be taken up "only after the victorious 1-Jar. 11146 

MAORT of the RHT shared a simil ar role with the Hungarian gov-

ernment regarding "Accounts Receivable" in Get-man y. The c ompany's 

German exports and imports were handled by DAPG. During the war year s 

MAORT advanced large sums for materials ordered, which were 

never delivered, and the DAPG was in arrear s on payments for 

deli vered oil. Incomplete records showed a balance owed b y 

German companies to MAORT of 158,866 RM. 147 

Exactly how much was owed MAORT of the RHT could not be found ou t 

because 11 there were no complete records of German liabilit i es. 

Records were destroyed in a fire following the bombing of the office by 

the Russians ... and the only person, the Chief Accountant, who would 

have known, lost his life in an automobile accident late in 1944." 148 

Hungarian political leaders viewed the unfavorable balance of 

trade with Germany as compensation for Germany's assistance in the 

recovery of certain territories; German leaders regarded the fa vorable 

balance of trade as Hungary's contribution to the common cause. Hungary 

was the much weaker party in its alliance with Germany. This was the 

price to be paid by one and the ransom to be gained by the other. 14~ 

The German oil concession's failure to yield oil focused German 

state and military authorities' attention on Hungary's rising oil pro-

duction. The interes t was always there but MANAT's inability to strike 

oil and Hungary's becoming an active participant in the war, turned the 

German interest into demand for oil and military oc cup a tion of the oil 



fields. Hung ary's placing as much oil as possible at Germany's disposal 

was the result of intense pressure from various sources throughout the 

war years . 

The first traceable German request for Hungarian oil came on 

No vemb er 30, 1939. Montgomer y reported: 

The German government on December 18 demanded of the 

Hungarian government a reply within 24 hour s to a peremptory 

request for an annual suppl y of 50,000 tons of heavy petroleum 

this amount could not be supplied locally because it 

exceeded domestic production which was still supplemented by 

Rumanian oi 1. 115<:• 

Less than a month later, German authorities complained that 

MAORT was not developing its concessional area with del i berate speed a nd 

demanded that Hungary grant oil concessions to Germany as soon as 

Possible. Traver b so served the following: 

Germans, annoyed about oil production in Hungary, are feeling 
th

at the American company is not prosecuting search for new 

field s with sufficient vigor a nd is supported by the Hungarian 

Go vernment in this dilatoriness. Under strong pressure from 

Berlin, Hungar y has agreed that if further oil concessions are 

gi ven, Germany will be given first consideration. 1151 

Within one year, a German company received rights to search for oil in 

the country's eastern portion. 

After Ruedemann returned to the United States in March of 1942, 

he stated the following during an interview with a State Department 

official: 

By agreement of May 1940, Hungary agreed to supply Germany 35 

thousand barrels of crude oil a month and receive in return some 

1.5 thousand barrels of refined petroleum products. In Septem

ber-October 1941, the Germans showed evidence of being a little 

worse off, and se~t a party of officers to survey the oil situa

tion in Hungary . Mr. Rudiman [sic] understands that 300 thou

sand barrels of crude are to go to Germany between January and 

May 1942. The Germans also then began to demand refined oil 

products. 1 152 

By May 1941, MAORT was s hipping 100 barrels a day of natur al 

gasoline in tank cars from the company's loading station at Ujfalu and 



75 barrels a day of liquid butane and pr opane in bottles to Germany. ie~ 

In June 1941, the Hungarian Vacuum Oil Company started delivering 35 

thous and barrels of crude and 8 thousand barrels of gasoline per month 

to Germany. These consignments were not large enough, therefore 

• • German y has demanded Hungarian exportation of 60,000 tons 
of crude oil this year. But Hungary has refused by saying that 
it was impossible without an increase in production. Germany 
then demanded that the wells be opened to full production at 
once but the company, backed by the Hungarian government, 
objected that to do so would so lower the gas pressure as to 
prevent obtaining all the oil available. 1 e 4 

Requests from Germany came not only for more oil but also for 

changes in production methods. In response to one of these, on Septem-

ber 1, 1941, Hungarian authorities signed a contract to sell 40 thousand 

barrels of crude and 60 thousand barrels of gasoline. 1 ~~ The follow i ng 

year came orders to change well distances to bring about higher produc

tion rates. Papp reported that on the fields 

. the wells were originally spaced 300 m. distance from one 
another. However, tr,e F:oyal Hungarian Ministry of Industries 
conveyed the wish expressed by the Germans that production be 
increased, and the wells be drilled at a distance of 150 m. from 
each other. An increase in production was meant also by adding 
two nei-1 units to the drilling rigs. 1 e 6 

By the end of October, Ger man authorities demanded that MAORT increase 

its normal production by 150 to 200 thousand barrels a month. 
1

~

7 

The significance of Hungarian oil to Germany also found reflec

tion in many Ger man documents. An expert researcher on German-Hungarian 

relations during World War II observed that 

. Hungarian oil wells soon became the second most important 
source of oil within the German sphere of influence. The sig
nificance of this source of oil is attested to by the amount of 
German paperwork I have found on the subject among the records 
of the German Foreign Office, the Wehrmacht, and other organs of 
the Reich government; perhaps every second German document on 
the Hungarian economy pertains to the exploitation of Hungarian 
oi 1 r·esources. 1 158 

To obtain as much oil as possible as fast as possible, German 
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authorities often held conferences between German and Hungarian economic 

experts and frequently initiated personal visits of long duration to 

Hungary. That Hungarian authorities would attach proper import and 

gravity to these visits, German authorities usually concluded their trip 

with a final on-sight inspection of the oil fields and refinery plants. 

The German official who most often visited MAORT's oil fields 

and negotiated with Hungarian officials was Carl Clodius, Chief of the 

Economic Section of the German Foreign Office. While in some high 

Hungarian circles Clodius had earned a favorable reputation, apparentl y 

he was basically interested in working toward the war aims of his 

country. According to Miklos Kallay, Prime Minister of Hungar y, some 

Hungarian government and trade officials considered Clodius a ''gentle-

man," so far as a National Socialist official 1-ient. 11115
.., 

II 

!(a llay himself believed that the German representative was 

a very decent man, in whom I did not detect excessive enthusiasm 

for the cause he served. '' 160 The Hungarian Prime Minister adhered to 

this belief in spite of the fact that more than once Clodius threatened 

Hungary's sovereignty. For instance, after some Hungarian trade offi-

cia ls objected to German demands for increased economic contributions 

and insisted upon freedom of action in domestic matters, Clodius wrote 

the following reminder to Kallay: 

Take care Mr. Premier' The conviction is beginning to gain 

ground in Berlin that it is not a good policy for us to tolerate 

Hungary's independence; for we are getting incomparably much 

more from occupied countries, especially Czechoslovakia, and 

also from Rumania, which grows and works for us as we want. 161 

On the other hand, Clodius was capable of making some conces-

sions, but only minor ones. After concluding one of his trips, he 

reported to Berlin that he yie lded to the Hungarians in some matters 

which 
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. had to be done if only for psychological reasons, in order 
not to give the Hungarians the undesirable impression that they 
had to bow completely to the German demands. As for the rest, 
all the major German requests have been put through . 

1
•2 

A few days later, eva luating his negotiations, Clodius noted that they 

represented a 
signifi cant step in the assimilation of Hungar y 

i nto the German plans for the economic reconstruction of Europe under 

II 

German leadership." 163 

Clodius displayed his negotiating skills when he came to Hungary 

to try to purchase MAORT in the early part of July 1941. He wanted to 

persuade Hungarian st.ate officials to transfer control over MAORT to 

Soon he learned that Hungarian official ·s were 
German authorities. 

extremely defensive about the American company and became aloof whenever 

he brought up this objective of his mission. To give force to his argu

ments, Clodius sent the follm..iing request to Ber-lin on July 14, 1941 : "I 

would like to bring up the request for the takeover of the property by 

Germany ... only if I am authorized to support our request with polit

ical pressure without regard to expected consequences inside the coun-

try. 11 104 
At the end of correspondence between Clodius and the Reich 

Foreign Office during the next four weeks, Clodius did not receive 

Berlin's approval to bring upon the Hungarian officials ''political pres

sure. " Finally the German negotiator sent the followi.ng memorandum to 

Berlin on August 16, 1941: 

. the German request that Hungar y should agree to the pur
chase of the shares now in American possession of the only large 
Hungarian oil company, MAORT , by a German group, at first 
encountered considerable resistance. The significance of MAORT 
which provides all of Hungary with oil, is for Hungary about th~ 
same as that of the Ruhr coal mining for Germany. The Hungarian 
government argued that the American participation represented 
purel y a capital interest, whereas Germany as owner of the 
majorit y would certainly intervene very actively at once. 10~ 

Toward the end of his communication, Clodius repeated that '' •.. the 



238 

Hungarian oil deposits .. were of great importance for Germany's oil 

supply," therefore his request for the transfer of m,,met-ship of t1AORT of 

the F:HT shou ld be". . urgently put through with the Hungarian govern-

ment. " 1
"•"" At first Laszlo Bardossy, Prime Minister of Hungary, refused 

any compliance with Clodius's request. Later, however, the Hungarian 

Premier agr-eed to transfer- some MAORT shar-es to a Ger-man consot-tium en 

attendant, and " ... a later- definitive settlement of the question of 

ownet-ship between Get-man and Hung at-y. " 1
"" 7 

But in reality , member-s of the Hungarian F'ar-J.iament had never 

taken up the matter of transferr-ing ownership, in whole or in part to 

any German interest. Fr-om the vaults of the Hungar-ian National Bank, no 

MAORT shares were removed anywhere and no Ger-man author-ity received 

explicit right to exer-cise controlling influence over the management of 

MAORT or the production of Hungarian oil. 1 •e 

After the unsuccessful attempt to transfer- MAORT fr-om the 

Hungarian to the German state, Foreign Minister Joachim von Ribbentrop 

came to Budapest in November- of 1941. He had several confer-ences with 

Bardossy concerning the substantial incr-ease of shipments of Hungarian 

goods, especially oil. To emphasize the urgency of his requests 

Ribbentrop r-epeated them during a follow-up visit in January of 

1942. 169 

In the spring of 1944, Clodius wanted to have a first-hand 

report on the operation of MAORT of the RHT and so he sent Dr. Alfred 

Bentz of the Reichstelle fur Bodenfor-schung to Hungar y to check out the 

situati on. The trusted and knowledgeable Ger-man mining engineer was 

told in Ger-many that Hungar y could produce much more crude, but the 

government would not permit a large increase in the fields' output. In 

Hungary he discovered otherwise. Papp, with whom Dr. Bentz conferred 
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several times, reported: 

On March 23, 1944, Professor Alfred Bentz called at the head 

office of MADRT and stated that German technical troops intended 

to occupy the oil fields of MAORT and place them under German 

control. These compulsory steps would be taken for the reason 

that MAORT, it was said, was in the position of producing 8 to 

10 million barrels of oil annua ll y, but it did not do so, 

because it was an American foundation and for this reason it was 

not in its interest to produce oil for Germany. 170 

In the end, Bentz concluded that he saw no reason for the German mili

tary occupation of the fields. Papp's report stated: 

Professor Bentz sojourned in Hungary till April 5, 1944, and 

in the company of a German military suite visited the MAORT oil 

fields. He made an objective survey of the activities of the 

MAORT and it was to thank to him that the entire organization 

and the oil fields of the MAORT were not already taken over in 

March 1944. 1 71 

Papp also agreed wit h Bentz's findings and wrote that 

. the study made by professor Bentz was objective and judg

ing from results, it was apparent that his conclusions were that 

the MAORT producing rate was satisfactory. MAORT engineers were 

still of the opinion that the rates were too high for efficient 

operations. 172 

Apparently, Dr. Bentz and Papp understood each other well, and 

the professor's repor t to German military authorities brought distinc-

tion to Papp. Some years later, the Hungarian manager said : 

I received the German Order of the Eagle, first class. Partly 

it was due to Professor Bentz that I received this decoration. 

He, as Hitler's advisor in oil matters, visited me severa l 

times, and we were on good terms with each other. 173 

Dr. Bentz's reports to Berlin did not save the oil fields from 

German military occupation. German forces took control of the country 

on Ma y 19, 1944. A few weeks before, Clodius revealed a devastating 

plan against Hungary's independence. On April 15, 1944, the German eco

nomic expert wrote: 

We agree on 
significance must 

the fact that no Hungarian contribution of any 

be neglected simply because of a lack of means 

The Hungarian agriculture must be set to work 

German requirements to the utmost .... The repre-
of payment. 
to supply 
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sentative of the Ministr y of Supplies will examine 1n what areas 

the shipments of Hungarian raw material s can be increased even 

further. Here , too, the objective is to extract everything pos

sible for the German war economy. 
The needs of the army of occupation wil l be provided, 

according to the agreement still i n effect, both in money and in 

kind, by Hungar y. Furthermore, the Hungar ian government will 

provide 100 to 200 million pengos for the construction of a ir

fields. We will also do our bes t to comb through Hungary 

ruthlessly for any available labor force and make it work for 

the German war economy. 174 

Manifold pressures from German y for Hungarian oil accomplished 

the desirable goal. The Hung arian state increased the production of the 

oil fields, limited the consumption of the ci vi lian population and sent 

the rest, which i n some years wa s the bulk of the produced c rude and 

refined oils, to Germany. In supporting a common war effort and shar ing 

vital resources, Hungary proved to be a worth y ally. 

While a Provisional Hungarian Government, seated in Debrecen in 

the northeastern part of the country, declared war on Germany on 

December 20, 1944 and sent a delegat □n to Moscow to sign an armistice 

agreement on January 20, 1945, MAORT of the RHT and the refineries con

tinued the exportation of crude and refined oils to Germany until the 

end of March. Altogether Hungary had exported almost 10 million barrels 

of hydrocarbons to Germany. 17~ (For details, see table 7.l 

The Hungarian oil exports, throughout the year s , were recei ved 

by the DAPG, a subsidiary of Standard Oil Company of New Jersey , which 

had been sequestered like MAORT by the German government at the begin-

ning of the war. 17 ~ This German-American company was more than just an 

importer of Hungarian goods. At the time Ruedemann left Hungary in 

early 1942, Papp received the following instructions from the American 

oil men: 

... Ruedemann handed over the concern to me as managing direc

tor and told me that if I had any problems in its directi on, I 

should turn to Klassen, who was the head of the subsidiary com-

I I 
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pany of Standard Oil in German y, the Deutsche-Amer1kanische 
Petroleum Gesellschaft in Hamburg. 177 

Papp's statement reflected Standard Oil Company's standing pol

icy for affiliates operating in countries dominated b y Germany during 

the war. The policy attempted to minimize the company's losses. It was 

supposed to II . preclude outright seizure of the holdings in coun-

tries under German domination.'' 17e To achieve this from 1940 on, Jersey 

di.rectors" ... assigned to the e:-:ecutives of its German affiliates the 

right to vote shares in companies 1n those countr·ies." 17
'l' 
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CHAPTER SIX 

SOVIET CONTROL OVER THE OIL FIELDS 

Without a struggle, the vanguard troops of the Soviet Red Army 

replaced the retreating German and Hungarian army groups in the Trans

danubian oil fields sometime toward the end of March of 1945. 1 The 

oil-producing complex which escaped major damages witnessed the quick 

exchange of one occupying force by another. This time, a two- year per

iod of Soviet control over American property on Hungarian land was set 

to begin., 

The oil wells and auxiliary facilities suffered only minor dam

ages from air raids and ground fighting. U.S. Air Force planes bombed 

the oil fields on July 13, 1944. This single attack damaged some oil 

pipelines, one repressuring plant and one gasoline plant at Budafa, and 

one absorption plant and an instrument house near Lovaszi. The fields' 

output declined from 16,000 barrels per day to 10,000 barrels, but 

within two weeks the wells' production returned to normal. 3 

Fleeing from the rapidly advancing Red Army, German and 

Hungarian soldiers, together with some MAORT of the RHT employees, 

caused more damage to the oil fields than the bombing raid. The 

retreating personnel committed acts of sabotage and evacuated hundreds 

of railraod cars filled with valuable equipment, machinery and supplies 

to the West. 4 Papp, who came to visit the place in the early part of 

March,e found that one gas well was set on fire at Lovaszi; and at 

Budafa, an office building and two 5,000-barrel storage tanks were 
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burned down. Most of the repressuring compressors did not work because 

some employees removed the electro magnetos. Most of the company ' s 149 

motor vehicles (trucks, passenger cars, tractors and motor cycles> 

loaded with administrati ve and geological records and other essential 

equipment were removed from the company 's premises. Because of damaged 

machinery, lack of materials and the absence of vehicles, oil produc

tion s topped on March 29. 0 

However, within days oil again s urged upward through the pipes 

because the Red Army came prepared to restore field operations. A 

special unit , the Soviet Army 's Oil Committee, placed some equipment, 

machinery an d vehicles at the servi ce of returning company employees who 

started the first wells flowing on April 9. During the next two weeks, 

repair crews put the pipelines connecting the pump stations to the 

refineries in working order, and the first barrel of peace-time crude 

reached Budapest on April 22, 1945. 7 

For two years, until the s igning of a peace treat y in 1947, Red 

Army officers regarded the oil fields as their war booty. They removed 

anything from t he fields they wanted; they brought to the fields what

ever they needed; and they took as much oil as they pleased. 

For the most part, exploitation of the crude proceeded deliber

ately without incident. Away from the fields in Budapest, in New York 

and Washington, fever ish and calculated activities were taking place to 

find a way to expel the Russian soldiers from the fields. In April of 

1945, only two things were certain: the wells were yielding crude, and 

the Red Army was in char ge of the operation. 

Return of the American Managers 

From the time Hungary was liberatede from it s nati ve Fasci s t 
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regime and its occupying German forces (on April 4, 1945) until the 

American managers arrived on November 14, 1945, Hungarian managers 

directed the company's operations according to orders from the Red Army 

and a new Hungarian government. The directions from the two sources of 

authority were at times in accord and at other times in contradiction; 

nonetheless, the managers and workers had to carry on their duties. 

During this time, the Hungarian managers grew keenly aware of the fact 

that the decisive force in the company and in the country was the Red 

Army. 

With the anticipated return of the American manager, Paul 

Ruedemann, most employees hoped that soon the company's entangled 

situation would be resolved. Ruedemann would represent the other major 

victorious power and he could legitimately expect his relationship with 

the Soviet military authorities to be on an equal footing. Both the 

Hungarian and American managers expected cooperation based on written 

agreements reached between the two major wartime allies. 

The first of these was the Armistice Agreement of January 20, 

1945, and the second, the Protocol of the Berlin (Potsdam) Conference 

which took place between July 17 and August 2, 1945. Before Ruedemann 

returned to Hungary, these two documents provided the initial guidelines 

for the postwar conduct of the Allied Powers in occupied territories. 

When Ruedemann returned to Hungary toward the end of 1945, he 

was aware of the stipulations of the two documents and expected no 

insurmountable problems. He knew that the thirteenth point of the 

Armistice Agreement signed in Moscow by representatives of the United 

States, Soviet Union, Great Britain and Hungary stated: 

The Government of Hungary undertakes to restore all legal 

rights and interests of the United Nations and their nationals 

on Hungarian territory as they existed before the war and also 



257 

to return their pr opert y i n compl e te, good order.~ 

Thi s document t ook car e of Hungary's responsibility to all victorious 

na t i ons. Annex II of t he Berlin Conf e r ence, sig ned by Joseph V. Stalin, 

Har ry S Truman and Clement A. At tl ee , stipu l ated : 

The burden of reparation and "war trophies " s hou l d not f a l l 
on All ied na tionals. We ob j ect to the r emova l of All ied prop
erty .•. under any gu ise. The Uni t ed States looks to the 
other occupying powers for the ret urn of any equi pment a l read y 
removed and the cessation of r emoval s . 10 

Th is agreement, although not bind i ng up on the signa tories , attempted to 

di scourage the wartime allies of the United St ates f rom encroaching upon 

American properties and rights. 

In addition to the two documents, Ruedemann believed tha t wi t h 

aid from the U.S. Military Miss ion and the U.S. Legation (bot h s t a t ione d 

in Budapest) he would be able to solve the company's two mos t pressing 

problems: removing t he Red Army from the oil field s and re-es tabli s hing 

the control of the American owners. In light of the circ ums tances, 

Ruedemann's expectations did not appear to be unrea listic. However, he 

failed to take into account the fact that the United States was 

represented by a dozen or so military-diplomatic staffers and that the 

Soviet Union had an occupational force of two million s oldiers . 

Ruedemann's difficu l ties in obtaining permission to re-enter 

Hungary could have served as an harbinger of adversity. Activities in 

preparation for Ruedemann ' s return began months before World War II had 

even come to an en d in Hungary. On February 9, 1945, Orville Harden 

(Vice Presi dent of Standard Oil ) wrote to Charles B. Rayner and Wil l i am 

B. Leroy (officia l s of the Petroleum Administration for War i n the 

Department of State) requesting application forms for Edward L. 

Estabrook, Ralph P. Bolton, Paul Ruedemann and John Fink to enter 

Hungary. On Februar y 27 , James C. Sappington, As si s tant Chief of t he 
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Petroleum Division, replied: 

It is not 
representatives 
tance of this 
do so, we will. 

yet possible to arrange the entrance of company 
into Hungar y. However, we will keep the i mper 

matter in mind, a nd as soon as it is possible to 
11 

Reasons for Rockefeller Plaza' s eagerness to have Ruedemann back 

in Hungary were threefold, according to Edward F. John son, General 

Counsel of Standard Oil. He explained: 

needed to assist in rebuilding the 
improving the efficiency of the 

rehabilitation--needs which the 

These men are badly 
disrupted organization, in 
operations, and in planning 
local management recognizes. 12 

On August 30, 1945, Harold L. Febes, an official of the 

Petroleum Administration for War, who had been monitoring Rockefeller 

Plaza's efforts to get its representatives into Hungary, prepared a 

progress report of the steps that had been taken so far. He wrote: 

On February 12, this Administration brought to the attention 

of the State Department the desire of the management of this 
Hungarian company that certain members of its organization who 

are familiar with Hungarian affairs should return to that coun
try as soon as possible in order to undertake supervision of the 

affairs of this subsidiary. We were informed on February 26, 
that it was not yet possible to arrange such entry, but that the 
question would be taken up as soon as the United States 
representative was established in Hungary. Mr. H. F. Arthur 

Schoenfeld, United States representative in Hungary, arrived in 
Budapest on May 11. 

On May 17, I was further informed by the Acting Secretary of 

State that no passports had been issued to civilians returning 
to Hungary because Hungary was still primarily a military area 

and the military authorities in control had withheld permission 

for civilians to enter. I accordingly placed the matter before 
Admiral William D. Leahy by letter of June 10, requesting the 

assistance of the Joint Chiefs of Staff in obtaining permission 
for the entry of representatives of the Standard Oil Company 
(New Jersey) and the Socony-Vacuum Oil Company, from the Allied 

Control Commission. In their reply of June 23, the Joint Chiefs 
of Staff informed me that the Joint Chiefs of Staff perceived no 

military objec t ion to the proposed program and would cooperate 
in securing military clearances to permit the entry into Hungary 

of such representatives of American oil interes ts as might be 

required, upon advice from the Department of State that it was 

prepared to furnish passports to the individuals concerned. 
At a conference in the office of Hon. William L. Clayton, 

Assistant Secretary of State, on June 26, at which this Admin-
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i s trati on was r ep resented by Mr . William B. Leroy, Director of 

For e i gn Production, t he urgent necessity for the admission of 
represen tatives of t he Stan dard Oil Company (New Jersey) was 

r ev iewed and t he serious situat i on of t he Company's Hungarian 
su bs id i ar y was full y pres ented . The request that arrangeme nts 

for the admi ss ion of the repr esent at i ves of t he Company into 
Hungary be ex ped i ted was renewed. 

In my letter of Jul y 3 , I informed Mr. Cl ayton of the names 

of the representatives of t he oil comp ani e s fo r whom i t was 
des ired that the passport s be issued , a nd I agai n stressed t he 
gr e at importan ce of thi s matter. 13 

Thes e effor ts met wi t h no success. On Ju l y 10, 19 45, John Grew, 

an offici a l in the Department of State, i nformed Schoenf e ld in Budapest 

t hat soon personal data sheet s and complet ed questionnaires wh ic h Soviet 

authorities usuall y requested from those who wanted to enter t heir 

occupational zone, would be sent to the four Standard Oil employees who 

want ed to enter Hungary. Then Grew added: 

For your confidential information , th e American Embassy i n 
Moscow is pressing to expedit e the matter, and thi s e nti re 
question of entr y of American citizens into Southeas t Euro pean 

countries is on t he President' s agenda for the Tripart i t e meet 
i n g i. n Ber 1 i n . 1 4 

No one among the Americans could understand wh y the Sovi et mi l i

tar y authorities would want to make American civilians ' entry into 

Hungar y so difficult. Febes expressed this l ack of under s tanding wh e n 

he wr-ote: 

More than seven months have lapsed since the si gn i ng of the 

Hungarian armistice and more than thr-ee months since the surren
der of Germany. It is difficult, if not impossible, t o under

stand wh y , in view of t he ter-ms of the armistice agreement , the 
repr-esentati ve of t he Soviet Government on the Allied Commi ss ion 

has t he power to exclude American citizens from Hungary, and why 
Americans are still deprived of access to their pr-ape r- t i es i n 

that country. I think that t he American representative on the 

Allied Cont rol Commission should have equal s tanding with those 

of Soviet Russ ia and Gr-eat Br-itain and that he s hou l d be able to 

authorize the iss uance of entry per-mit s . I am deepl y concerned 

as to the tr-eat ment of American oil inter-ests i n Hungar- y , and I 
request that t he most forceful possible action be taken to ex pe 

dite the entry of their- repr-esentati ves without delay. 1 ~ 

In the fa l l, the situat ion started showing enc our-aging sign s . 
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William Clayton was able to report to John Ickes, a Standard Oil execu

tive at Rockefeller Plaza, that 

We are now pleased to inform you that the following offi
cials of the Standard Oil Company of New Jersey have received 
clearance through the Allied Control Commission to enter 
Hungary: Ralph Balton, George A. Bannantine, Paul Ruedemann, 
Edward L. Estabrook, Emil Schudel, John H. Fink and George E. 
Mattingly. u, 

Finally, on November 20, 1945, Edward L. Estabrook telephoned 

Rex Townsend at the Petroleum Administration for War and said that 

• •. two of our men, namely Mr. F:udemann [?icJ and Mr. Schudel 
left Vienna by automobile for Budapest last Wednesday, Novem
ber 14. Mr. Bolton and Mr. Fink are expected to reach Budapest 
before the end of this month. 17 

It would be safe to assume, that Ruedemann and Schudel arrived in 

Budapest on the same day. Completion of an auto trip between the two 

cities 1A1ould normally take five hours. ie 

Ruedemann's Challenge of the Soviet Position 

Back i n Hungar y for the first time since January of 1942, 

Ruedemann learned first-hand that besides the everyday management of 

operations, the company had two problems of great importance and 

urgency. He entrusted the solution of one pr-oblem to the Hungarian 

directors, and he 1-ient to resell ve the other. The Hungarian directors 

had to find ways and means to terminate the company's sequestered legal 

status and conclude a settlement with the state over the company's war-

time activities. In this instance, Ruedemann carefully followed the 

actions of the Hungar ian directors and approved the end result of their 

work, which was the most anyone could have expected under the compli-

cated and hopeless circumstances. 

Without asking for help from anyone within the company, 

Ruedemann set out to solve the problem the presence of the Red Army on 
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t he oi l fi e lds presented. His first act was to apply for assistance he 

hoped he could find in the good offices of the American section of the 

Allied Control Commission and the U.S. Mission (both in Budapest) a nd 

the Department of State and Standard Oil Company's headquarters in the 

Un ited States. 

Before Ruedemann arrived in Hungary on November 14, 1945, 

Schoenfeld, who had been in Budapest since Ma y 11, had already begun 

exploring the c ompan y' s si tuation and the Red Army's activity on the oil 

fields. From John Grew, Schoenfeld recei ved the following instruction 

on May 15, 1945: 

The Department has rece i ved informati on from Standard Oil 

concerning its Hungarian subsidiary MAORT, valued at approx i 

mately 58 million dollars .•.• 
Standard reports its fear that crude oil, refined products 

and petroleum equipment may be taken from MAORT and removed to 

Russia either in payment of reparations under armistice or 

otherwise . 
The Department would like to have information ••. i f the 

Hungarian Government takes from the company crude oil, refined 

products or equipment for payment as reparation to the USSR .•• 

If MAORT equipment is taken by Soviet authorities directly 

from the company as war booty or on any grounds, you are author

ized to ask General Key to make a preliminary request to Marshal 

Voroshilov to order the cessation of such remova ls pending clar

ification of American rights and interests involved and receipt 

of instructions from the United States Government. 1 ~ 

The first telegram from Washington D.C. to Budapest initiated a 

two-way stream of communications concerning MAORT tha t would not cease 

for years to come. On May 26, Schoenfeld replied: "The MAORT holdings 

were still in the hands of the Hungarian government, but the enterprise 

was entirely under Soviet control." 20 For days later, Washington 

instructed Major General Key, U.S. Representative to the Allied Control 

Commission, '' ... to make representations to Marshal Voroshilov regard-

ing the MAORT properties to the effect that all removal s of vehicles and 

equipment be discontinued. "21 
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On June 13, 1945, a conference for American personnel connected 

with the ACC (Allied Control Commission ) was held in Budapest. Major 

General Key, who was most acquainted with Hungar ian affairs, answered 

several questions. Regarding the general situation in Hungar y and a 

specific petroleum problem, General Key said: 

• .. the Soviets originally had an occupation force in the 

country approximating 2 million men, but this number had been 

reduced to about 5 hundred thousand. Under the armistice terms, 

Hungary has been compelled to support this large force with food 

and raw materials. The Soviets were taking practically 

the entire production of petroleum .... 22 

General Key then made a very surprising statement: 

He pointed out that no petroleum equipment had been 

removed by the Russians except some automotive equip

ment and he did not contemplate any trouble along thi s 

line. 23 

To keep up with the latest developments, Major General Key was 

interested in visiting the oil fields. To the Representati ve of the 

United States State Department, Schoenfeld, he reported: 

After considerable effort to obtain authority from the 

Chairman of the Allied Control Commission, I officiall y visited 

the oil fields in the early days of September 1945 and spent two 

days inspecting the properties. On September 8, 1945, I 

informed the War Department by radio of my observations. I 

requested instructions whether it was desired that I should 

initiate any action here to secure return of these properties to 

the American owners. On September 12, 1945, I was informed by 

the War Department that the sub j ect matter was under discussion 

between the State Department and the United States State 

Department Representative in Hungary and that I was authorized 

to initiate such protests as the United States State Department 

Representative in Hungary recommended. 24 

Schoenfeld had definite plans. He recommended 

..• an immediate approach to the Chairman of the Allied Con

trol Commission requesting withdrawal of Soviet troops on the 

ground that their interference in MAORT production matters con

stituted a shifting of the burden of reparations to American 

interests and rendered impossible the return of United States 

property to its owners. 2 e 

Meanwhile, American officials learned differently considering Major 
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General Vey's statement that "no pretroleum equipment had been removed 

by the Russians." Schoenfeld telegraphed to Washington: 

MAORT's manager just informed me that on Oct. 24 and Nov. 3 , 

Russians removed company equipment valued at 24 million pengos, 

current prices. Materials were reportedl y moved to German oil 

fields in Hungary awarded by Potsdam to USSR. 2 • 

Once back in Hungary, Ruedemann wasted no time in setting out to 

free the oil fields from the Red Army. First, he decided to contact the 

Hungarian Minister of Industry. To him, in a letter of November 26, 

Ruedemann pointed out that ''The oil fields were over-produced, produced 

inefficiently, and as a result, both gas and oil were being wasted." 27 

He requested approval of reduction in the production rate as much as 20 

percent. In the end of his letter, Ruedemann complained about the 

"attitude" and "misdeeds" of Zoltan Gombosi, Head of the Commission for 

Mineral Oil Production and Distribution, and asked for his removal. 29 

In early December, Ruedemann obtained permission from the Soviet 

authorities to inspect the fields in the company of Ralph B. Bolton. 

They found that 

There is no freedom of movement for the administrative and 

supervisory staff. A pass is required for every trip to the 

fields, and one must obtain from local Commanders local passes 

for the particular plant one intended to visit. Mr. Bolton and 

I were prohibited from inspecting the Kerettye casinghead plant 

because we had no pass from the local Commander. 2 ~ 

The American oil men noticed that Red Army personnel removed company

owned equipment without requisitions or receipts. While walking through 

the repair shops, they learned that 

Our workshops are required to make repairs on Russian mil

itary trucks and cars and to supply the repair material. From 

April to the end of October, a total of 75,460 man-hours of work 

was performed for this purpose, and it is still continuing.~0 

Ruedemann and Bolton also discovered that Russian soldiers were occupy

ing several houses which \-Jere American property and \-Jhich "they should 



264 

not have been requisitioned without full and adequate compensation."~ 4 

As soon as Ruedemann returned to Budapest, he prepared a 

detailed report of his tour of the ail fields and transmitted it to 

Schoenfeld. He also asked the American Minister for his assistance: 

We appeal to you to take, at the earliest opportunity, such 

measures as are necessar y to obtain the withdrawal of Russian 

troops from our operations. The morale of our staff and workmen 

is at a low level; the fields are being produced in a manner 

contrary to sound ail field practices and at the sacrifice of 

millions of barrels of unrecoverable oil that will be left in 

the underground reservoir as a consequence. 32 

Schoenfeld was ready to cooperate. On December 15, 1945, he informed 

the Department of State of Ruedemann's findings and closed his despatch 

with the following words: 

Ruedemann vo ices objection to injurious domination 

by Soviet Army of Occupation and requests earliest 

intercession to obtain withdrawal of Russian troops. 

ment•s instructions are requested. 33 

of MAOF:T 
possible 

Depart-

For December 22, Soviet military authorities invited Ruedemann 

and Papp for two conferences and sent a car to provide them with trans-

portation. The first conference began at 1:00 p.m. with Major General 

I. I. Levuhskin, who was Chief Headquarters [.§iicJ ACC, and lasted one 

hour. The General informed Ruedemann that the Red Army needed more 

petroleum products, and he intended to increase production of crude. In 

his reply, Ruedemann stated that "it was impossible," and he r-ecommended 

a decrease in oi 1 producti an because "the fields 1-iet-e being damaged by 

the present wasteful methods." 34 The General reasoned that some Baku 

oil engineers came, e:-:amined the fields and said that "the wells cou ld 

flow wide open without damage." 35 

there was a 

To this Ruedemann explained that 

. difference in behavior- between water - dri ven fields of the 

Baku type and gas-driven fields of the Hungarian and common U.S. 

type. I drew diagrams and tried ta prove to him that in a short 

time Hungary would have very little oil unless conservation mea-
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sures were immediately adopted. 36 

As neither side was ready to accept the other's point of view, the 

General changed the topic and 

. asked about the methods of production under German domina
tion. Dr. Papp and I explained that the Company was unmolested 
and was permitted to produce in accordance with its own ideas 
and production technique. 37 

This statement was not challenged . Finally the General remarked: 

'Wel 1, we have not gotten anywhere. I wi 11 take it up 1-Ji th 
Lt. Col. Hagy and he will look at it from the Military angle.' 

I added: 'And also the oil angle, for he is an oil man, so 
is General Key; I would suggest you talk to both of them. ' He 
1 augt-,ed. ::,:e 

In the second conference the Soviet participants were interested 

in finding out something about the ownership of the company. The main 

spokesman for the Red Army was Lieutenant General V. P. Sviridov , Deput y 

of Chairman (Voroshilov) ACC, who appeared to be "keen, forceful and 

determined" in t-iis presentation. At the beginning, the General 

requested that he be given an opportunity to examine the company's 

books. Ruedemann replied that 

• our books would not show ownership and if he wished, I 
could get a certified statement from New York that the MAORT is 
a wholly-owned, American Company .... He was not granted 
permission to examine our records.::,:~ 

The General asked Ruedemann about the bulletin which the American 

executive posted at several places around the fields and offices which, 

in three languages, stated that no information about the company should 

be released to anyone without his permission. To this Ruedemann replied 

that: 

.• local Commanders could get production and geological data, 
but financial and other information cannot be included . He then 
asked if I would ask that production and geological data be made 
available; and I advised him this would be done. 40 

The participants next discussed the problem of increased produc-
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tion. The parties could not come to an agreement; however, they men-

tioned that a committee of Russian and American engineers should be 

formed to deci de how much crude and gas the fields s hould produce. 41 

At this point Papp interjected that some important machines were 

shut down becaue the company did not have enough lubricating oil avail

able anywhere in the country. To alleviate this s hortage 

. . • we 1"1ere 
oi 1 s . . . and 
difficulties we 
us.42 

given an authorization for 15 tons lubricating 
the General added that in the future if we have 

should refer to Col . Andreiff who would help 

At the end, Ruedemann "asked twice for a pass to tr,e fields," but the 

Russian s "side-stepped the request eac h time." 4 ::5 

Ruedemann drew several conclusions from this conference with the 

representati ves of the Red Ar my. They were: 

(1) that they wished to be fr-iendly toward Americans (2) our 
property rights will, after a fashion, be respected, and (3) 
the Russian staff in Budapest was probably told by their 
petroleum engineers that our fields are being damaged, whereas 
they told us it was their opinion the fields are not being 
damaged and the present rate could be maintained. In fact, they 
are bluffing and--as I discussed with Lt. Col. Hagy and advised 
Mr. Ecker-Racz--! am going to the fields to personally supervise 
the cutting back of production by ten percent. If this move 
succeeds, then we are another step ahead towards getting control 
of our operations and we will reduce production a further ten 
percent a month later. 44 

RLledema d . d t ,_ t · By Fri· day n1· ght, Decem-nn 1 no ma~e emp y promises. 

ber 28, in the company of Schudel, he returned to the fields. Dur i ng 

the next four da ys he engaged in formal and informal talks and argument s 

with each Soviet officer who was in charge of a section or operation of 

the fields. Still, in the midst of heated and often unfriendly conver 

sations, Ruedemann and the Russians found time for an unusual dinner 

party. 

Ruedemann first encountered Major Zwetkov from the Soviet armed 

forces Budapest headquarters, and Lietenant Colonel 8jelousov, a Russian 
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engineer in charge of the Na gykan i zsa f ie ld off i ce . Ma j or Zwe tkov 

informed Ruedemann that he came to increase producti on of c rude , a nd the 

American oil man remarked that ''he was con s idering the decr ease of pro

duction as the fields were being damaged by over-production. 11 •u, Because 

they could not come to an agreement, they decided to ha ve a conference 

the next morning. This Ruedemann did not attend because he believed 

that "it was useless to argue with them on this subject. Their idea of 

what constitutes overproduction is as d i fferent as our def i nition of 

democracy is from their definition." 47 

Rather, Ruedemann went to visit the Lovaszi field where he met 

Lieutenant Colonel Kyrjakov, who was in charge of the operations there. 

He told the Russian officer that ''it was an American propert y and he 

wanted to produce oil his way. " 48 Wi tr, these words, he handed over a 

list of 14 wells and asked the officer to order a reduction of bean 

sizes which would effect a reduction in production by 10 percent. 

Kyrjakov did not oppose Ruedemann's request; however, two Russian geolo-

gists, Ivanoff and Pominoff, who were present, objected to the execu-

tion of the order. At this point, Ruedemann ended the discussion by 

telling them that they were running around in circles, they with one 

point of view and he with another. 49 

The next morning, Sunday, December 30, Ruedemann and Schudel 

went to see Major Tyerskij, Commander of the Budafa field, "who was not 

an oil man and seemed to have very little education." 150 To Ruedemann's 

declaration that "we are an American company," he replied that "they 

[the Russians] were not sure whether it was Hungarian, Hungarian State 

or American.••~ 1 At the end of a long argument about the ownership of 

the company, Major TyerskiJ refused to give his permission to change the 

bean sizes. Next, Ruedemann said that it was his understanding that the 
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army was there to guard the property and not to interfere in the oper

ations. He asked wh at Major TyerskiJ intended to do if he ordered the 

bean sizes changed. 152 At this point 

TyerskiJ became confused and what he next told us was impor
tant information. He said: 'I know this is an American com
pany, but I have been ordered by Marshal Voroshilov not to pay 
any attention to the Hungarian engineers or Americans but only 
to our Russian experts. Until I get orders otherwise from Head
quarters, I wi 11 prohibit the changing of beans.' 

I replied: 'That is all we wanted to know,' and we left. 153 

On Monday, December 31, Ruedemann called KyrJakov and asked why 

he fai 1 ed to reduce the bean size. "He replied that he did not know it 

would reduce production and could not allow it. 154 

On Tuesday, January 1, Ruedemann returned from the fields to 

Nagykanizsa and scheduled a conference with the two Russian geologists 

because ''he wanted ta know more about them and their plans." 1515 KyrJakov 

and Bjelousov also joined the conference of Ruedemann and the geolo

gists, Ivanoff and F·ominoff. In the conference room: 

The atmosphere was extremely unfriendly. Bjelousov shook hands 
hesitatingly and KyrJakov refused. It was evident this was to 
be more than a geological discussion. 

They accused me of being an enemy of the Red Army; did I not 
know they were the occupying forces: under the Potsdam Agreement 
they could operate any properties t~ey wished. 

I replied that this has nothing to do with oppositon to the 
Red Army, but concerned the protection of American property from 
ruin by the overproduction of oil; that I should think they 
would respect American property rights, as General Sviridov had 
recently told me they recognized this as American propert y and 
would respect the same, and it was my understanding the Red Army 
was here to guard the properties, not run them. 

It went back and forth this way for about a half hour. 
I then asked on what authority they took it upon themselves 

to issue orders concerning the operation of our properties. 
Bjelousov, the commander of all the MAORT operations, 

replied that their Budapest Headquarters had issued the instruc
tions and they could do nothing until the orders were rescinded. 

I then stated that the matter was quite evidently too big to 
be handled here, and I would pursue the matter further in 
Budapest. 150 

By this time, each participant had an opportunity to vent his 
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anger and frustrations. As Ruedemann was leaving, the "atmosphere had 

cleared and the spirit of brotherly lave had been restored," 57 and he 

was invited to a New Year 's dinner party that night. Ruedemann 

remembered it as follows: 

The dinner party consisted of Bjelousov, Kyrjakov, Ivanoff, 

Pominaff, Janka (interpreter), Gyulay, Barnabas and myself. 

(Unfortunately Mr. Schudel was sick with a bad cold.) The food 

was excellent, partly Russian and partly Hungarian cuisine. 

Beer, wine and cognac flooded the table. Many toasts were drunk 

to the New Year, to Russian-American solidarity, to comradship, 

to one another, and not a few drinks were downed without 

distinction. The conversation was animated and hilarious. In 

spite of the language difficulties, many ideas were 

e:-: changed. "" 

Consolidation of Soviet Power and the Ineffective American Response 

Ruedemann's surprise appearance on the fields, hi s forceful 

appeal to reduce production and his courageous conduct in the execution 

of his mission signaled to the commander s of the Soviet armed forces 

that they needed to strengthen further their position. Their moves dur

ing the next two wee ks were swift, thorough and downright. 

Hardl y had Ruedemann departed from the oil fields, when on Jan

uary B, Major Cwetkov of the Red Army arrived in Nagykanizsa at the 

central field office and called for an emergency meeting of engineers 

and administrators. To them he presented an "authorization granting h i m 

full power to manage the company including authority to direct ship

ments, producti on and drilling, which the ACC's Alien Propert y Custodian 

had issued to him.""9 He asked for office space in the central office 

for himself and a place where he could keep the important records of the 

company. The next day he instructed the supervisors and foremen that no 

work orders could be issued without hi s approval, and requested that the 

engineers '' submit t o him by the end of the month detailed plans for 

increasing crude production. 116c1 
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To counterbalance the person a l and sing l e-ha nd ed management of 

the oil fields, Red Army representatives extended their st r angl e hold to 

the compan y 's central office. A Soviet army delegation , under the l ead 

ership of Engineer Captain Saprikin, appeared in Ruedemann "s office in 

Budapest on Januar y 17 , 1946. Captain Saprikin presented a document to 

Ruedemann which stated that he, a Soviet delegate of the ACC, was 

appo i nted by Marshal K. E. Voroshilov, Chairman of the Allied Control 

Commission, the manager of MAORT beginning on January 22. In th is capa

c it y , he was "autho,- ized to e>:ercise complete control over the ac tivi 

ties of the firm by virtue of Article 18 of the Armistice Agreement and 

the 14th paragraph of instructions concerning the Activity of the Allied 

Control Commmission in Hungary." 01 

This action of the Red Army induced manifold responses from the 

American community dedicated to the return of the compan y to the 

American owners. The American attempts to effect the withdrawal of the 

Red Army from the oil fields were tenacious and repetitive and invol ved 

the same persons in Hungary with occasional participation by different 

Washington and Moscow state officials. 

On January 10, just two days after Major Cwetkov assumed command 

over the oil fields, Schudel and Papp visited Major General Key and 

asked for his "aid in initiating action to recover control of their 

properties." 02 Later in the day, Major General Key wrote to Schoenfeld 

that "the occupational for-ces were increasing rather- than lessening 

their control over the operation of the fields." 03 He pointed out to 

the American Minister "the apparent need for vigorous action to recover 

control of this property," and suggested that "they should a~1ain bring 

this matter to the attention of the State Department in the light of 

recent developments and find out wh at action, if any, should be taken 
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here."e4 

On the next day, January 11, Schoenfeld responded to General 

l(ey's suggestions and instructed him to proceed and "make appr-opriate 

representations to the Chairman of the ACC requesting that control of 

the MAORT properties be ret urned as soon as possible to the dir-ector 

appointed by the American shareholders." 6 e On January 15, General Key 

delivered a note to Marshal Voroshilov stating that ''MAORT was a wholly 

American-owned company and that continued exclusion of the owners of the 

properties from control of their operation was in effect shifting a part 

of the burden of reparations from the government and people of Hungary 

to American nationals. 1166 He further pointed out that the 

... Armi stice Agreement specifically provided for the restora

tion of all legal rights and interests of the United States and 

its nationals as they existed before the war and for the return 

of their property in complete good order I suggest that 

a date be fi xed for the return of these properties to the 

control of the American owners. 67 

On January 17 , Captain Saprikin visited Ruedemann and informed 

him that he had to leave for a few days, but on January ~2 he would 

return and assume the managment of the company. As soon as the Soviet 

officer left, Ruedemann took the important r-ecords, "ledgers, balance 

sheets and financial papers of the firm and deposited them in the office 

of the U.S.A. representative of the ACC 1168 Later in the day he 

contacted Mar-shal Voroshilov and told him that "the firm would not 

recognize any orders from the ACC which the American and British members 

have not countersigned. 116
• 

General Key met Marshal Voroshilov on January 

concerning his note of Januar y 15 to Voroshilov. At the beginning of 

the conference, the American officer protested that ''Marshal Voroshilov, 

in the name of the Allied Control Commission, appointed Soviet militar-y 
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personnel to supervise the administration of MAORT, in addition to the 

technical control of the production which had been cont i nuousl y exer 

cised by Soviet authorities since their arri val in Hungary." 70 The 

Marshal replied that his actions resulted from the refusal of the oil 

company to maintain production and his belief that production was being 

deliberately curtailed to the disadvantage of the Soviet and Hungarian 

authorities. To this the Major General said: "From my own experience 

in oil production ... the decline in production was a normal decline, 

inescapable, and that artificial means to maintain or increase it would 

result in waste of gas, with resulting loss of recovery of oil and 

resultant damage to the properties." 7 1 After listening to this reason

ing, the Marshal "suggested that company engineers and Soviet engineer s 

get together and try to agree on the amount and method of produc

tion." 7 2 General Key agt-eed with this, 

Within hours after the conference, Major General Key contacted 

Ruedemann and asked him to prepare a crude production schedule which 

would be consistent with rational proauction methods of the field and 

satisfactory in volume to Soviet military authorities. On January 

Ruedemann delivered the request ed plan. On January 24, General Key sub-

mitted the plan to Marshal Voroshilov and wrote him: "It is my 

considered opinion that the reasons stated by Ruedemann for reducing the 

output are sound, reasonable and based on years of experience by the 

Standard Oil Company." 73 

In its particulars, Ruedemann's schedule revealed a willingness 

to cooperate with the Russian authorities. He wrote: "Our technical 

staff believes a 20 percent reduction should be made at once, but we a re 

willing to mak e the cut in two stages of 10 percent a month for two 

months." 74 Thi s planned reduction was in line with the normal and 
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natural decline in the output of the fields. 

In the rest of his report, Ruedemann explained the economic and 

political implications of the company's oil production. Regarding the 

country he wrote: 

It is regrettable that this decrease is necessary at this 

time when the economy of Hungary so urgently requires all the 

raw materials that can be recovered. But it cannot be avoided. 

Unfortunately, the fields have passed their peak, and we have 

been unsuccessful in discovering new pools. 7 e 

Considering the Red Army's occupation of the fields, he observed: 

Our company has no 
in order to guard the 
ciate the assistance 
exploratory drilling. 76 

objection to the presence of the Red Army 

installations. Moreover, we would appre

of the Russian authorities in case of 

The future seemed ta be promising provided that 

... we be permitted to produce the wells in accordance with 

our methods. We can assure the Russian authorities that we 

shall produce as much oil as is feasible without damaging the 

fields. We wish there were some compromise, but it is either 

produce at too rapid a rate and damage the fields, or produce at 

a rational rate and conserve the reservoir energy. 77 

The American Minister to Hungary, H. F. Arthur Schoenfeld, (for

merly U. S. Representative to the ACC) who had been privy to the 

exchanges between the two Americans and the Russian, reported to 

Washington that 

• . • Marshal Voroshilov denied that the Soviets were in control 

of the property, an allegation which plainly was not in accord 

with the facts, but indicated a willingness to compromise. When 

.. . MADRT management made a compromise proposal .. . condi

tioned upon the withdrawal of Soviet troops, Marshal Voroshilov 

rejected this .. . and refused to withdraw his forces. 79 

Two days later, Major General Key intensified his efforts and threatened 

the marshal with an appeal to higher authorities. He said to 

Voroshilov: "I will inform my Government of your decision to reject our 

proposal and recommend that it be taken up on higher levels with Soviet 

authorities in Moscow." 7 ~ To the American general's surprise, the 
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Savi et mat-sh al .. agreed that such was the pr oper cour se and th a t 

Moscow and Washington should discuss and dec ide the matter.••eo Accord

ingly Major General Key'' ... wired the War Department and reported the 

impasse which had been reached here and recommended that strong repre

sentations be made to Moscow for the return of these properties.••ei 

In early February, one thing was certain: neither side was 

willing to change its position. The Red Army (in the person of Ma jor 

Cwetkov ) controlled the oil fields; and through Engineer Captain 

Saprikin, it managed the central office. The American contingent st ayed 

resolute in its efforts to remove the Red Army from the fields. 

Having some free time at his disposal, Ruedemann collected data 

and impressions to expose the Russian oil men's lack of knowledge and 

e xperience in directing the operation of the fields. When reporting to 

Major General Key on February 13, Ruedemann noted that "Russian geolo-

gists . insisted upon the carrying out of e xperiments that were 

definitely damaging our wells." 92 The F,ussians appeared to be" . so 

determined to increase production that tests were being made which were 

not only foolish but seemed to indicate that they had no regard for our 

property or the opinion of our technical staff. " 83 As an e ;-: ample, 

Ruedemann wrote: 

Lt. Col. Kyrjakov and Mr. Ivanoff decided to perforate an 

upper horizon, although our geologists called their attention to 

the probability of getting only gas as the horizon is high 

structurally. Now the new well is producing much gas and little 

oil, and no effort is being made to shut off the gas hori zon. 

I trust that we can get control of the operations returned 

to us before the fields are completel y destroyed.e 4 

As soon as Ruedemann had an opportunity, he sat down and e val

uated the situation concerning tt-1e Soviet oil e:-: perts "in order- to gi ve 

a clearer picture as to wh y we do not under-stand the Russ ian pet r oleum 

geologists c:ind engineers and they don't under-stand us." 1919 He found th at 
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At first the behavior of the two Russian geologists was 

regarded as enigmatic, but now it is evident they are acting 

partly fr om ignorance of modern oil production practices and 

party because of the system under which they work. 

Ivanoff, upon arrival at our fields, announced: 'I am here 

to prove there is no overproduction '--a simple, positive and 

revealing statement. He is the Chief Petroleum Geologist of the 

USSR and naturally a man of importance. Certainly, he is a 

party member--a boisterous type fellow who drinks a lot, gets 

drunk easily and expounds such theories as 'Man controls nature' 

and 'A nation of people who drink heavil y is a strong nation.' 

His opposite, Pominoff, is truly an opposite; the pendantic 

type, modest and I am sure has a reasonably clear understanding 

of our problems but dares not speak out. He is older than 

Ivanoff, probably about fifty, and evidenty is a good geologist, 

whereas Ivanoff, who looks fift y but claims to be thirty-eight, 

boasts of the succession of i □bs he has held--chemistr y pro

fessor, judge, opera singer, and now petroleum geologist.g• 

After observing the two Russians at work, Ruedemann came to the conclu

sion that ''They know absolutely nothing about the principles of reser-

voir behavior They want to produce more. ... They are always 

reaching for percentage increases under five-year plans." 87 Ruedemann 

found that 

None of them can read an electric log. Other things such as 

their ignorance of the use of flow beans or a water knock-out 

also astonished us. This ignorance is not limited to the two 

geologists. Lt. Col. 8jelousov is a graduate petroleum engi

neer, so is Major Zwetkov. Lt. Col. Kyrjakov claims to be one, 

but there are doubts, although he has worked in oil fields. 

We started out with the assumption they knew all about 

reservoir behaviour. Their boasts that America is fifteen years 

behind them a nd similar remarks, led us to believe they mu st at 

least have an under standing of modern production techniques. 

Now we know their boasts are merely a camouflage. They are 

probably the greatest nationalists on earth. 88 

Ruedemann was a positi ve and resourceful person. Even though 

the Russi an e;-:perts appeared absurd and "pt-ofessed to understcind produc-

tion methods ... yet continued to waste reservoir energy 11e9 he 

believed that they were not beyond help. In an effort to contribute to 

their professional growth, he did the fallowing: 

I ha ve obtained from America the booklet entitled 'Petroleum 

Reservoir Efficiency and Well Spacings' and would appreciate the 
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opportunit y to present the same t o Maj. Gen. Sviridov .... 

I recommend another publi cation that is even better than the 

above for the detailed study by petroleum engineers of modern 

production methods. Although the publication is German, it is 

in reality a compilation of American and other literature on the 

subject. The title i s Fundamentals of Cr ude Production. 90 

While Ruedemann was occupied with his analysis of the Soviet oil 

men 's professional competence, American Minister Schoenfeld and Maj or 

General Ke y simultaneously arrived at the conclusion that their efforts 

were useless and they needed outside help from their respective depart

ments. Schoenfeld reported: 

MAORT provided revealing indications of Soviet technique in 

utilizing the Allied Control Commission to the end of Sovi et 

national policy .... Soviet actions were calculated to damage 

present and to prevent future American investments in Hun gary, 

in addition to extracting the maximum current benefits from all 

Hungarian resources . 
. . . After months of negotiations . the Soviets were 

determined both to remain in control of the fields and to 

maintain production at a high level. 91 

To Major General Key, the situation was equally clear. He admitted that 

the II history of our negotiations with the Soviets emphasizes the 

weakness of our position," and therefore ''I recommend that strong repre

sentations be made to Soviet authorities in Moscow, and that appropri-

ate pressure be applied to obtain relinquishment by them of control of 

the American-owned oil properties." 92 

The responsible officials in the State Department accepted the 

recommendations coming out of Hungary and presented a note to the Sovi et 

Foreign Office i n Moscow on March 13, 1946. It started with a simple 

statement of fact: "The desire of the Soviet military authorities to 

maintain oi 1 production in Hungary is apparent . . . . "93 It continued 

with the expression that ''My government must insist, under the circum

stances, that the government of the Union of Soviet Socialist Republics 

take immediate steps to withdraw Soviet personnel from MAORT properti es 
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and to return to the Company complete control and management.'' Surpris

ingly, the end of the note conveyed a set of significant concessions on 

the part of Standard Oil. It read: 

Upon the departure of the Soviet forces from the fields, the 

Company agrees to (1) produce at max imun rate possible without 

incurring serious loss of production within the forseeable 

future by damage to the reservoir or producing wells (2) main

tain co-operative consultation with duly (tripartite) authorized 

Allied Control Commission representatives on legitimate produc

tion questions arising in connection with the Company's perfor

mance . ... '9 4 

On March 22, Major General Key encouraged the Russian marshal to 

keep his part in their agreement and appeal for support to Moscow, and 

he affirmed that ''The position of my Government is that the management 

of these properties should be returned immediately to their American 

owners, and that Soviet personnel should be withdrawn." 9 ~ 

On April 6, a Department of State official in Washington tele

graphed to Schoenfeld that Soviet Foreign Minister Vyshinsky's reply to 

the United States' note of March 13 wa.s "gratif"{ing in promptness but 

not saf i sfactory in content." 96 The telegram instructed Schoenfeld to 

"continue to press the matter with the view of effecting immediate with

drawal of Soviet personnel from MAORT and the return of complete control 

and management of t he company In its substantive part, the 

telegram infor med Schoenfeld of two different, hitherto not mentioned, 

reasons ". . . for Savi et i ntr ansi gence in the MAORT question. "'9e They 

were II .• Soviet expenditures on behalf of MAORT and the existence of 

German capital in MAORT." 99 

The mention i n the telegram of "German capital in MAORT" was 

significant because it was not the first time that Soviet military or 

diplomatic authorities had made reference to it. Initially this point 

of contention surfaced between Soviet and American officials on Decem-

I , 
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ber 1945, during Ruedemann's first vis it to the oil fields. Lieu-

tenant General Sviridov, when talking to Ruedemann, had said that MAORT 

was a German interest and according to the Potsdam Agreement, the Soviet 

Union had a right to it. To this Ruedemann replied: 

. they were entitled to ascertain the German creditors 

of the Company but we had no records, these hav ing been l ost 

when the offices were bombed and burned out. Moreover, a state

ment had been given them to this effect and it would have to 

suffice. I then remonstrated with them for their methods of 

investigation and expressed my dislike of Lt. Col. Matvejenko's 

trip to our field offices, where from underlings, he collected 

data on German materials purchased during the war. I told him 

this was American propert y and had been paid for by the Company; 

that if they wanted data, they should come to our Management in 

Budapest, and we would decide whether they were or were not 

entitled to have the information. 100 

This incident with Lieutenant Colonel Matvejenko occurred ear-

lier, on December 13, 1945: 

Lt. Col. Matvejenko, when told in Budapest that they were 

not entitled to data pertaining to our creditors, went to 

Nagykanizsa and demanded and got from our local staff a complete 

record of all equipment purchased from Germany. The Thomassen 

compressors (from Holland) and Cooper-Bessemer compressors (from 

U.S.) are considered by them to be German manufactured. We are 

afraid they intend claiming this equipment under the Potsdam 

Agreement. The value is several million dollars. 1 <• 1 

Schoenfeld also knew something about the Soviet's attempt to 

exploit the company's relations with German firms. He noted: 

The Soviets inaugurated an attempt to gain control of MAORT 

under the Potsdam Agreement by the establishment of MAORT obli 

gations to German companies. In this the Soviets encountered 

difficulty, partl y because of the fact that the pertinent files 

had been destroyed during the war. They did not hesitate, how

ever, to use methods of intimidation against company personnel 

who might have been able to throw some light on the ques
tion. io:2 

In April, Ruedemann wrote an exhaustive report on the company's 

situation entitled "Russian Inter-ference and Liabilities." He called it 

a "memorandum" in which he intended to " . summarize the losses 

incurred by the inefficient operation methods imposed by the Russian 
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experts.'' 103 It was a comprehensive wor k which exposed every previously 

mentioned problem. He ended it with the following words: "When all 

information will be at hand, the total loss to MAORT will be found to 

exceed 30 million dollars. 104 

The perple>dng part of Ruedeman ' s "memorandum" was that in the 

end of i t he listed German liabilities incurred during the war to the 

company: 

There is no complete record of German liabilities. Reports 

were destroyed by Russian bombing. Howe ver , it is h i ghl y prob

able that the Germans awe the MAORT fo~ oil deli veries a nd 

monies advanced against equipment order s .... The MAORT has 

no record of sums owed German companies or of the sums owed 

MAORT by German companies. The only amounts due either wa y were 

incurred during 1944, and most records pertaining thereto were 

lost in a fire following the bombing of the off ice. The only 

person, the Chief Accountant, who would have known, lost his 

life in an automobile accident late in 1944. 10~ 

In spite of this lack of records, Ruedemann noted 

Large sums were advanced for materials ordered whi ch were 

never delivered, and the DAPG was in arrears on payments for oil 

delivered. Our incomplete records show a balance owed by German 

companies to the MAORT of 158,866 R.M. 106 

For a few months after Ruedemann's April 11 memorandum, the 

American community and Soviet milit ar y leadership appeared to have come 

to an impasse in their struggle over the company. No urgent problems 

arose and no heated arguments developed for a while. One reason for 

this tranquil situation was the fact that both sides had again referred 

their cases ta higher levels of their governments. 

Soviet and American diplomat s in Moscow and Washington often 

consulted with each other concerning details of impending peace treat ies 

with the defeated nations, during which the issue of the Red Army's 

occupation and utilization of Amer i c an property in Hungary had regul ar l y 

surfaced. Points of these discussions reached the interested parties in 

Hungary, and the local responses to these point s also found their way to 
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the capital cities. 

Ruedemann continuously kept busy with the preparations of his 

reports. On July 10, he again perambulated the terrain of company 

problems. His closing thoughts were pervaded with feelings that no sig

nificant changes would be effected in the near future. He wrote: 

A review of the previous exchange of notes will convince one 

of the futility of continuing the debate. It has now been going 

on for eight months. . . . All such extraneous and irrelevant 

arguments as those presented in their replies are merely post

poning their withdrawal from the properties and giving them an 

opportunity to entrench themselves in the operations. 107 

The Emergence of the "Hungarian Angle" 

By the summer of 1946, both sides had exhausted efforts to find 

new and convincing arguments in support of their cases. However, there 

was another party which could be involved in this, one which had 

silently followed the controversy: the Hungarians. 

Ruedemann was the first to include the Hungarian government in 

his mission to advance the company owners' cause . In the writing of one 

of his numerous accounts entitled "A Brief Report on the \~astage of 

Hungarian Oil and Gas Resources," he placed himself in the role of a 

caring operator who found himself hamstrung by a wasteful, irresponsible 

gover nment. He wrote: 

It is regrettable that the producer of a raw material should 

beg a Government to conser ve its natural resources. Yet this is 

the unusual position in which the MAORT finds itself .... 

The oil and gas resources of Hungary are being carelessly squan

dered at the present rates of production. 108 

Ruedemann did not want the company to produce mor e than 10,000 barrels a 

day; therefore he called on the government to support this figure. He 

reasoned that 

Those responsible for the planning of the economy of Hungary 

should take facts into consideration and make commitments for 

only such quantities of crude oil and products as can be pro-
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duced without waste. 1 0~ 

In the meanwhile, American and Soviet diplomats in their respec

tive capital cities did not allow the discussion over the Red Army's 

occupation of MAORT to recede into the background. Eldridge Durbrow, 

American Charge d'Affaires in Moscow, told V. G. Dekanosov, Soviet 

Deputy Minister for Foreign Affairs, that Marshal Voroshilov's appoint-

ment of a Soviet administrator to manage MAORT " ... constitu-

ted a clear contravention of Article XIII of the Armistice Agree-

ment II 11 C, Dekanosov answered that Mat-shal Voroshi 1 av "sent hi s 

representative to the MAORT Company because the company had evinced a 

desire to reduce its production .... 111 Durbrow reassured the Russian 

diplomat that 

... the 
so l ely to 

management 
the level 

of MAORT contemplated reducing its ouput 
which would conform to wha t it considers 

. as sound oil field practice .... 
The level of production by MAORT would be more than adequate 

to meet Hungarian obligations on the account of Soviet repara
tions, and Soviet occupation's needs as well as Hungary's other 
oil commitments. 112 

Back in Hungary, Schoenfeld asked Brigadier General G. H. Weems, 

U.S. Representative to the ACC, to request of Lieutenant General V. P. 

Svi ri dov ". . • that the Savi et forces be i nstr-ucted to r-el i nqui sh the 

MAORT proper-ties. " 113 

The Amer-ican general's r-equest to his fellow Russian was con

veyed in a language that displayed the traditional, cour-teous, diplo

matic tr-appings. Brigadier- Gener-al Weems addr-essed his counterpart as, 

"my dear- Gener-al." Ne;-:t , he concurred with hi rn as he wrote: "I am sure 

you wi 11 agree, my dear Genet-a l . . . , " and he assured r,i m that "I knm~ 

that I can rely upon your assistance. 11 114 These three phrases, 

togethe,- with the last one, "with assurances of m"y highest 

esteem. " 11 e must have made some impression on the Russian sol-
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dier, who was a Communist and an enemy of capitalists and imperialists. 

Two weeks later the two generals met in person. Aspects of 

their conversation showed the unbridgeable differences in their points 

of view. The conversation quickly moved to the heart of the matter when 

Lieutenant General Sviridov awkwardly asked: "You wish to convince the 

Deputy Chief of the ACC that the firm is in the hands of the Occupation 

Forces':'" 116 To this Brigadier General Weems replied: "Mr. Ruedemann 

informs me that it is under the control of a major of the Red Army." 117 

Weems then capsulized the situation, and Sviridov responded in the fol

lowing 1-iords. 

Before the arrival of Mr. Ruedemann, the fields were handed back 

to the firm. Mr. Ruedemann is directing activities in accor

dance with American principles. The whole output of the company 

is sold to the Hungarian Government at a very high price. The 

profits all go to Mr. Ruedemann. Production is completely in 

Mr. Ruedemann's hands. The Russian control of one person there 

does not interfere with operations. There is no interference in 

production or distribution. The Russian officer merel y looks 

after the interest of the Hungarian Government and economy. Wh y 

does he do this? Because Mr. Ruedemann told him several times 

he intends to reduce production by 30 percent .... If Mr. 

Ruedemann is permitted to do this then the whole Hungarian econ

omy would receive c1 severe bl ow . . . 11 lil 

At this point, the Soviet lieutenant general decided to use the 

Hungarian government to support his position: 

On the 4th of November, the Hungarian Prime Minister 

requested me to leave the MAORT Oil Company under Russian 

control or the Hungarian economy would be ruined .... We are 

keeping our control there on the request of the Hungarian 

Government. That is the true account of the MAORT Oil Company 

today . 11 ,;, 

After a lengthy discussion of how much the company should pro

duce and which engineering group <Russian, Hungarian or American) made 

what recommendations, the Russian general felt that it was time to sum

marize his position and said: 

This is the situation today as I have studied it .. 

There has been much di scussion by General l<ey, General Weems and 
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[authorities] in Moscow . It all centers round Mr. Ruedemann who 

just doesn't want to increase production. 

Therefore, we do not consider the MAORT Oil Company in our 

hands. That one man is there to prevent a decrease in produc-

tion and actual operation is in the hands of Mr. Ruedemann. 120 

To punctuate his conclusion, he offered some cogent quotes. He said: 

Colonel Hagy, in company with Mr. Ruedemann, made the statement: 

'Let the oil stay in the ground until better days come along. 

It is not advantageous for us to produce oil, but let it lie in 

the ground.' He was very frank. 121 

Brigadier General Weems sarcastically, and at the same time politely, 

said: 

I wi sh to thank the Chairman for a very clear explanation of 

the operation of the oil fields, but I do not see how this 

explanation allows Russia to vio late Article XIII. The American 

company can protect the Hungarian Government just as well. 

It appears to my Government, as expressed many times, that 

all this does not justify not turning back the property to its 
m-iner. 122 

The Russian general had a quick answer: 

May I call to the General Weems's attention the fact that 

all letters mentioned one phrase: that the MAORT Oil Company 

will produce oil in sufficient quantit y for home use and repara

tions. No mention is made of figures, and the oil company has 

no right to reduce production. 123 

To this the American general angrily responded: 

No figures are mentioned in the Armistice Agreement. My 

government takes the stand that under the Article XIII this 

business sh ould be returned to its owners and the question of 

production worked out between the Hung arian Government and the 

owners. The Hungarian Government could pass laws or take 

whatever action they want to get the necessary production of 
oil. t24 

The end of the discussion moved along in short rapid exchanges: 

General Sviridov: 
I assume that that is what will happen when Russian control has 

been withdrawn. Soviet control is temporary and is not harming 

the firm at all . As a matter of fact, it is increasing their 

profits and therefore might be considered protecting the prop

erty. 
Genet-al Weems: 

Still the firm is American-owned and ought to be turned back, 

but it cannot be returned as long as Russian control is there. 

General Sviridov: 
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The actual transfer has already taken place and when the 
Russians leave there is nothing further to do . 12e 

Sviridov's explanations revealed only one new argument: "On the 

4th of November, the Prime Minister requested me to leave the MAORT Oil 

Company under Russian control or the Hungarian economy would be 

ruined." 12"' This was a surprising statement by the Russian officer, 

especially in the light of what Ferenc Nagy, Prime Minister of Hungary, 

had subsequent l y said to Schoenfeld on the very same topic. On Novem

ber 22, "the Hungarian Premier denied to a member of the Legation staff 

that he had ever requested continued Soviet control of MADRT, but 

pointed out that he was not in a position to contradict General 

Sviridov. " 127 

Sviridov's reason and the Hungarian Premier's denial of it made 

a serious impression on the members of the American community. 

Schoenfeld himself decided to pursue the matter further in the hope that 

he would receive a definite response from the Hungarian Premier. He 

sought him out and 

the true situation of MAORT was explained to the Prime 
Minister. In response, he stated that he would proceed with 
representat ions to the Soviets to effect transfer of the control 

of the fields to the Hungarian Government, which procedure, it 
was felt, offered considerable chance of satisfactorily resolv

ing this question. On December 11, the Prime Minister assured 
the American Minister that a solution along these lines might be 

expected soon. 12e 

A copy of the minutes recording the conversation between the two 

generals found its way to Ruedemann. Arranged in the form of a dia

logue, Ruedemann quoted some statements by Sviridov and provided them 

with his own answers. The completed work formed a memorandum which pro

vided some important details about the company's operations. The first 

statement of General Sviridov (in quotation marks) dealt with the con

trol of the company : 
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Statement: 
'Mr. Ruedernann is direc tinq acti vit i es in accordance with 

American principles.' -
Ans1,Jer: 

The entire dispute centers around this point. At no time 

since the liberation has the Compan y been able to operate 

in accordance with American technical principles. During 

German occupation the Company was not interfered with in 

this regard. 
Statement: 

'Production is completely in Mr. Ruedemann's hands.' 

Answer: 
The Company cannot exercise its own judgement in the pro

ducing of wells but has to accept the orders of the Russian 

control officers. 
Statement: 

'The Russian control of one person there does not interfere 

with operations.' 
Ans1..ier: 

There are at present three officers and one 'expert.' If 

their wishes are not fulfilled they can call upon the Mili

tary ta take action against those who do not obey instruc 

tions. 
Statement: 

'There is no interference in production or distribution.' 

Answer: 
The Russians control the production rate and the Hungarian 

Minister of Industries, in combin ation with the Russian ele

men t of the ACC, determines the allocation of each month's 

production beforehand. The Company has absolutely nothing 

to say regarding the production rate and distribution. 

Statement: 
'The Russian officer merely l ooks after the interests of the 

Hungarian Government and the Comp any. ' 
Ans1..ier: 

A magnani mous gesture. 129 

The next few statements and answers explored the problem of the volume 

of production and its effect upon the future product i vity of the fields 

without introducing any new or different material . 

Ruedemann, who even in hopeless situations had alwa ys shown a 

sense far the humorous and philosophical bend, did not a llow some of the 

Russian general's stat ement s to pass by without subjecting them to his 

dry wit. liJhen the Soviet "e :-:perts" stated that "It is the function of 

an engineer to over-come the forces of natur"e, " F!uedemann commented: 

"They did not s uc ceed, and it was a foregone concl us ion that they could 
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• • • 111 ~ 0 Another time, when Sviridov said t~,~t ~, his pres-
ever succeed . 

entation was "the tn.1e account of the compa.ny," F,uedema.nn retorted: 

"The 
definition of the word 'true' will have to be revised if it is to 

apply to such statements as given herein."
131 Listing one of the 

Hungarian government representatives' functions, Ruedemann could not 

refrain from concluding it with an expression of mild sarcasm. 

Mr. Gombosi, the former salesman for the Nyirbogdany Refiner 
is now the Hungarian Government's Oil Commissar, and also t~~ 
President of the Hungarian-Soviet Oil Company and President 0

; 

the Hungarian-Soviet Refinery. He's a Government official with 
wide powers who works for the Russians--what a combination' 132 

In answer 
to one of the statements, Ruedemann gave an a- t . I LCUra.e 

"' , ,.,ro uc -

account of 
the Soviet occupying forces' share of the comnanv's ~ d 

tion: 

At 

Statement: ' For me it is vague why Mr. Ruedemann wants to decrease pro-
duction. Russia is not interested personally. We receive 

only 75,000 barrels.' 

Answer-: The 15% royalty goes to the Russians. They are interested 

the 

in maximum production. Russia is also receiving consider
able quantities of petroleum products under the trade aqree
ment and it is rumored that a substantial quantit ·y is b-e · , . . 1ng 
al l ocated for supplemental repar-at1ons 1n 1947, as well as 

quantities under the tr-ade agreement. 
It is expected that the Soviets will receive under the 

tr-ade agreement a total of 1,300,000 barrels of petroleum 
products by the close of the year, and negotiations are in 
progr-ess for next year. A~cord1~~-t~-~onf1dential informa
tion t hey are also requesting 1,~uu,uuu bar-rels for- 1947 . 
The prices they pay the Hungarian Government are ridicu
lously low and less than the cost to the Gover-nment. They 

are: 
Gasoline 
Kerosene 
Gas Oil 

$2.53 per- barrel 
1. 88 

F'ahur-a 
This is in addition to amounts they squeeze out for supple-

t 
· 1 3::5 

mental repara.1ons . 

1. 71 
0.87 

· c1un L end of t he memorandum, a purported quotation came bac~ to h - ~ 

Ruedeman n and beg for- clar-ification: 

Statement : 

,11 • ; 
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'Col. Hagy, in the company of Mr. Ruedemann, made the state

ment: "Let the oi 1 stay in the ground unti 1 better days 

come along. It is not advantageous for us to produce oil 

now, but let it lie in the ground. He was very frank.' 
Answer: 

The writer does not recall when Lt. Col. Hagy made such a 

statement. The writer in the company of Lt. Col. Dunham, 

not Lt. Col. Hagy, discussed the problem with Gen. Levuskin 

and Gen. Sviridov. It is possible that Lt. Col. Hagy, dur

ing the inflation period may have made such a statement, for 

it is logical for a businessman to recommend that oil, for 

which only a few cents per barrels is being paid, should be 

left in the ground until the cost of production could be 

recovered. 134 

Eight days before Ruedemann wrote his dialogue-style memorandum, 

he sensed a renewed need for a summary of the company's situation to 

keep the cause of the company current in the mind of interested parties. 

This time he analyzed the company's plot from two separate Russian and 

Hungarian angles. He contended that "the continued occupation of the 

MAORT property was an action desired by both the Russians and certain 

Hungarian Government officials " r-wwever, "the objectives of the 

Russians differed from those of the Hungarians." 13~ The Russi c:1ns 

insisted upon t he control over the company for three reasons. Hungarian 

oil represented strategic importance because Central Europe had no ade

quate crude deposits. According to Ruedemann, the Austrian wells were 

pract ically exhausted; Czechoslovakia had meager crude deposits; Poland 

had only negligible crude resources at the present; Yugoslavia had some 

potential oil deposits but had no technical means to explore them and 

e:-:ploit them in the near future; and " ... the oil from F:omania was 

needed for l~est Russi.;." 130 The second t-eason \..,as " ... industrial 

espionage: they [the Russians] wished to learn more about our methods 

and procedures." 137 The third one was simple self interest. In 

Ruedemann's words: "Under the Hur,gari an-Savi et oil agreement they get 

the 15% royalty formerly given the Hungarian Government. The higher the 
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production, the greater their return." 1 ~e 

The "Hungar-i an a.ngl e" was more compl e :-: . F,ued ema.nn saw t his as 

invol v ing groups of people with two views: those in the Hun garian 

go vernment who did not understand that excessi ve ex plo it ation of the 

fields would eventually damage the field and s ubstant i all y red uce the 

total yield of the fields; and those who had various reasons to view the 

Red Ar my 's occupation of the oil fields as not only acceptable but 

desirable. People in this latter group were further div ided int o sev-

era l sub-groups. In the first one, Ruedemann placed those whose "pol i t -

ical aspiration and security were more important than the future eco

nomic welfare of Hungar y.'' 13~ In the second group were those who wanted 

MAORT to contribute toward the country's reparation obligations and ec o-

nomic rehabilitation. Members of this group believed that the compan y 

could fulfill this dual role if it put out as much crude as it could and 

earned as low a price for its product as was practicable. Moreo ver, 

they purposefully delayed, as often as possible, the deli very of sched 

uled payments for the oil to the company. 140 

In the third and last sub-group, Ruedemann placed those 

Hungarian state officials 1-iho had "pr-i vate interests" involved in the 

F:ed Arm·y's occupation of the oil fields. The "pri vate interests" of the 

state officials broke down into three classes. In the first, belonged 

those who purposefully kept the price of the crude low in order to ''make 

barter deals with crude oil and its products.'' 141 In Ruedemann's words: 

The Ministry of Industries is bartering oil with Switzerland, 

Poland and other distant places and expects the MAORT to reduce 

the crude price still further so that the oil might be competi 

tive in spite of the e xcessi ve transportation costs, and th e 

fact such places are readil y accessible to oil from their own or 

nearb y seaports. 14~ 
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In the second c lass of the "pr-ivate interest" sub-gr·oup were those who 

planned to accuse the company of ''inefficiency and intention to 

obstruct." These individuals would advance their point of view in the 

foll m-Ji ng way : 

The non-payment of deliveries prevents the Company from 

making purchases of much-needed maintenance equipment and can 
lead to the accusation of sabotage. If operat ions are handi

capped by the failure of equipment, they will not accept the 

explanation that the Company was unable t o make purchases for 

lack of funds but will claim ineff ici ency and intention to 
obstruct. 143 

In the third class were those state officials who wanted ''liquidation of 

the assets of the Compan y" by demanding that the company operate at 

"high production rates which would cause permanent and irreparable dam-

age to the fields." 144 

The "Hungarian angle" in utilizing the company for its own pw--

pose was predicated on the Red Army's control over the compan y. In 

Ruedemann's words: 

It is primar i ly by the utilization of Russian control that 

the Hungarian Government is able to force MAORT to contribute 
its capital for reparations and rehabilitation. Without Russ ian 
control the Compan y could suspend oil deliveries until prompt 
and adequate compensations were made . 14~ 

In order to stop this exploitation of the American compan y, Ruedemann 

suggested that 

it is time that a meeting be called to bring to the atten
tion of the Hungarian government the fact that they have no 

right under the Armistice Agreement to request the occupation of 

American property by the Soviets. This action of t he Hungarians 

is an affront to American diplomacy .... The situation mer 
its the strongest Amei-ican representation. 146 

These last statements were based on Ruedemann's belief that Hung ary was 

a sovereign state in spite of the presence of an occupyi ng Soviet a~my. 

Three da/S after F,uedemann shared hi s views on the "Russian a nd 

Hungarian angles'' with Schoenfeld, he informed General Weems of the 



latest company problem. Dr. Gyorgy Kertai, a knowledgeable and e xperi

enced Hungarian geol ogist who had been with the company since the begin

ning, publi s hed an article in the Kozqazdasag <Public Economics) some-

time in the summer. At the end of the article, Dr . Kertai reached the 

conclusion that ''The company 's crude extraction method was noneconomical 

because large amount s of natural gas were vented. '' 147 This critical 

opinion did not escape the attention of the memb ers of the Economic 

Chief Council (Gazdasagi Fotanacs ) who on November B, 1946, asked 

Dr. Kertai to e xplain how the wastage of gas could be stopped. 148 

Dr. Kertai's repl y represented a concerted effort of the leading 

members of the company"s technical and administrative staff. In 

Ruedemann's words: 

Dr. Kertai, who is one of our best geologists, was assisted 

in the preparation by our two ab lest petroleum engineers. After 

completion of the memorandum it was reviewed at a meeting by 

Dr. S. Papp, Company Manager and geologist of international 

reputation, and by the writer. We all agree in the conclu

sion. 14,;, 

In the beginning of the report, Dr. Kertai repeated the conclusion of 

his article: "Production proceeds at an e:-:cessive rate wh e nce it fol-

lows that it is uneconomical. This was the gist of my article in the 

Kozqazdasaq." He explained the necessity for pressure maintenan ce ; the 

advisability of closing off wells which produced large amounts of gas ; 

and finally, he quoted from the work of I. N. Gubkin (a fellow of the 

Sovi et Academy of Sciences) who recommended the maintenance of a cer t ain 

gas-oil-water ratio. 1 :5° 

To demonstrate the practical aspects of his observations and 

recommendations, Dr. Kertai quoted some i mportant per centag es which 

reflected the conditions of the oil fields. He not ed: 

To date, 17.BX of the oil resources within the Budafa Field 
and 16% of ~he Lovaszi Field have been lifted. Th e question at 
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issue is to find how much crude we shall be able to produce with 

the gas energy available. Experience and time tell that 

recoverability ... varies from 20%-40% of the entire crude 

resources. . .. We must strive to attain a recoverability of 

about 45% in the Budafa and Lovaszi Fields, because at the pres

ent-day state of knowledge of oil fields and at the present-day 

state of technique, such a level of recoverability is attain

able. 11H 

To follow an economical production rate, Dr. Kertai recommended 

the following: 

In the Budafa field we ought to produce daily only 3,700 barrels 

instead of the 4,600 barrels now lifted per day; and in the 

Lovaszi field we ought to lift only 7,200 barrels instead of 

8,750 barrels a day . . . This would be the "cei 1 i ng of pro

duction at an economical rate based on the figures of Octo

ber 31, 1946.. In case of maintaining production at the 

economical levels, the yearly decline in production--as 

experience tells--would come in Budafa to 9.6% and to 13.2% in 

Lovasz i. 1152 

Based on these considerations, Dr. Kertai offered his final production 

figures as fallows: 

Under due consideration of the percentual decrease in pro

duction already mentioned above, quantities to be lifted in the 

course of the ensuing years should be as follows: 
1947 3,500,000 barrels 
1948 
1949 

3,000,000 
2,500,000 

1153 

Dr. Kertai closed his report with two forceful sentences: "It is impos-

sible to make forecasts on the duration of production when it progresses 

at a nan-economical rate. Production can be increased only by means of 

discovering and working new fields." 1154 

Dr. Kertai transmitted his report to the Economic Chief Council 

on November 19. Ruedemann, as had been his custom, submitted a copy of 

the report, together with his repetitive and emphasizing comments, to 

General Weems on November 21. 11515 

Ruedemann's letter to General Weems was not the final event sur-

rounding the Kertai report. In the beginning, the Economic Chief Coun-
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cil requested information from Dr. Ker ta 1 because he was a member of the 

Hungarian Communist Party and happened to be employed by MAORT. When 

Dr. Kertai sub mit ted his report, he did so pri vately an d und er his own 

name, not mentioning the fact that the report was the result of a con

certed effort reflecting the position of the company. Apparently some 

members of the Economic Chief Council saw a degree of s i milarit y between 

the compan y' s previously expressed posture and Dr. Kertai's pri vate 

stand on the matter; therefore they decided that Dr. Kertai needed fur 

ther enhancement in his devotion to his party duties. What happened was 

reported by Robert S. Folsom, Second Secretary of the U.S. Legation: 

The latest deve lop ment in this matter is that Dr. Kertai was 

invited to appear before the Economic Chief Council on Novem

ber 26. When he appeared he was met by one of the secretaries 

of Mr. Zoltan Vas, Secretary General of the Council, and 

escorted ta one of the local Communist headquarters. There he 

was questioned closely by various prominent Communist party mem

bers including a Mr. Berei alleged to be an important Communist 

organi zer who li ved in Russia for fifteen years and has spent 

the past two years in Belgium. Dr. Kertai, on the basis of his 

memorandum, was accused of being an 'enemy of democracy' and of 

'spreading Amer icanism.' He was told that 'the Americans are 

not interested in an expanding ail industry in Hungar y because 

it lies in the Soviet sphere of influence.' He was also told 

that MAORT was deliberately failing to teach its Hungarian engi

neers American methods of production. 115 b 

For one month there was silence on all s ides concerning the Red 

Army's occupation of the oil fields and control over the company's offi

ces. Then on December 27, Schoenfeld learn ed from MAORT official s that 

"Hungarian state representati ves reported that the Savi ets c1greed to 

evacuate MAORT's properties on condit ion the Hungar ians a ppoi nt a c om-

mission to supervise management, production, exports and price mat -

ter-s. "1157 On the same day, a Hungar-i an Foreign Ministr-y official also 

conveyed the same information ta Schoenfeld'' ... but he made no men-

tion of the c:onditions. 11115e 

It took thr-ee more months for the Sovie t military authorities to 
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withdraw from the properties of MAORT, and to insure that a Hungarian 

state control commission would be installed to oversee and regulate the 

operation of the company. On March 10, 1947, Schoenfeld reported to 

Washington: "The acting Chairman of the ACC confirmed withdrawal of all 

Soviet representation from MAORT fields and plants He also 

stated that Hungarian controllers were sent to MAORT to prevent decrease 

in production." 115,;, 

On June 24, 1947 General Weems sent a summary of events to Wash

ington and reported on its thirteenth point: 

In spite of repeated protests, the Soviet Occupation Forces 

controlled the MAORT Oil Company throughout practically the 

entire period of the Armistice. Control by Russian authorities 

was not rel eased unti 1 March 1, 1947. 100 

Between the time when the Red Army considered leaving MAORT 

properties in December and when it actually left on March 1, the Soviet 

Un ion and the United States had signed a Peace Treaty (on February 10, 

1947) with Hungary. Since the end of the war many things had changed 

which resulted in the release of the MAORT properties. The Russians no 

longer needed in persona control through the Red Army because during 

those two years after the war, i t had the opportunity to prepare that 

post-war Hungar y would follow its orders, and these properties could be 

controlled in absentia. 
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3 . Telegram 826 (restricted), John Kirk, First Sec. of Mission, 
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CHAF'TE~: SE\/EN 

POSTWAR OPERATIONS: 1945-1948 

The end of World War II found the oil fields under the control 

of the Red Army and the compan y technicall y , but not legall y, s till in 

use by the st3te. Ruedemann had applied his best effort s toward the 

remo val of the Soviet soldiers from Standard Oil's Hungarian property. 

This eventually was accomplished, not because of Ruedemann's ardor or 

the efforts of the U.S. government agencies which were assisting him, 

but because of the signing of the Peace Treaty which convinced the com

manders of the Red Army that they could leave the fields without j eop

ardizing their future access to this source of oil. 

The Armistice Agreement of January 20, 1945, ordered the ''return 

of United States property in complete, good order." The task of ne,;ioti 

ating with a new and different Hungarian government to find a settlement 

which would compensate the American owners for the company's sequestra

tion had fallen to Papp and the compan y 's legal experts. The legal 

arguments were inventive and protracted, and the conferences were fre 

quent and unfruitful. In the end, on November 7, 1 Q46, the negotiators 

agreed that the status quo should permanentl y prevail. 

The company's ph ysical condition had badl y deteriorated, and any 

hope for a quick renovation was remote. Supplies and materials were 

scarce; the machinery and equipment that was in good order had been car

ried off, leaving only the badl y worn. New vehicles, or replacement 

parts for the old ones, were hard to find. Hungarian industry and agri-
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culture were forced ta produce in order to satisfy the needs of the 

Soviet Army and the requirements of reparation payments to surrounding 

countries. 

Fram the early days of April 1945, the company's more than 3,000 

workers exploited the oil fields without interruption. They were not 

hindered by the legal and military entanglements of the company's 

leadership, but only by the chronic shortages in equipment, machinery 

and materials. In spite of these uncontrollable difficulties, effi

ciency and dedication continued to hallmark the efforts of the entire 

work force. 

The quantity of crude produced by each field in the postwar 

years had begun to subside. Smaller amounts of refined crude products 

remained available for distribution. Domestic consumption needs and war 

reparation quotas competed for the diminishing supply in a setting dom

inated by Soviet military authorities. 

The number of oil wells which perforated the land of Trans

danubia continued to grow; however, at the same time, the number of 

flowing wells decreased. This development was a direct consequence of 

the fields' deteriorating condition, an inevitable aging process, and of 

the forced wartime production and the unsatisfactory application of 

secondary production methods. Still, in 1947, the company could look 

forward to years of operating productively. 

The financial and physical condition of the company were about 

the same. For the first time, MAORT had to borrow from the government 

to meet its payroll obligations. At the end of the year the books were 

closed with huge losses. In violation of the concessional Contract, the 

state had unilaterally set the price of crude at 30 percent of its real 

1938 value. The company did not even receive this amount because the 
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refinery plants were unable to pay for the crude on time. A vicious 

economic cycle took hold of the company's finances. 

While the Red Army was violating American propert y rights on the 

oil fields and the Hungarian government was instituting its own brand of 

unfair practices in the company, the U.S. Legation was extending serv

ices to the company in defiance of international laws and customs stip

ulated in binding treaties. These services included trafficking secur

ity materials, delivering money, planning the purchase of false pass

ports, plotting industrial sabotage, soliciting information on secret 

oil deposits and representing company claims without checking on their 

veracity. To complete these activities, the Department of State sta

tioned a Petroleum Attache in Budapest who was a director of Standard 

Oil and part owner of MAORT and whose duties were that of an intelli

gence officer rather than a diplomat. 

The Winding Up of MA□RT's Sequestration 

To agree on a just compensation to Standard Oil for the Decem

ber :o, 1941, take over of MA□RT, state and company officials immedi

ately engaged in a series of negotiations. On February 1, 1943, they 

reached the decision that their ''mutual demands on each other will be 

put in order after the sequestration was declared null and void,'' After 

the war·, Standard Oil officials learned that the Armistice Agreement of 

January 20, 1945, legally ended the company's sequestration; and they 

looked forward to the day when their property would be restituted ''in 

complete, good order.'' First of all, they wanted to find out what was 

happening to their company in Hungary. 

For this reason, Edward Johnson, general counsel of Jersey 

Standard in New York, attempted to gather information about the holding 
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company's Hungarian property. In s pite of his eff orts, he f a i led to 

learn enough and turned to Charles F. Darlington, Chief of the Petro leum 

Di vision in Washington, D.C. To him Johnson wrote: 

You will note from the letter ... the Hungarian Mini s try 
of Industry, dated July 6, 1945, that the t a ki ng over of MADRT 
by the Hungarian Government has been terminated as of Janu

ar y 20, 1945, the date of the Hungarian Armi s tice. However, the 
letter qualifies this direct statement as follows: 'The Minis
try shall be in the position to ha ve restitution as regards the 

works and the equipment and fittings on hand, effec ted upon 

receipt of permission by the Russian Militar y Authorities now 
e xercising control over them.' 

We are not clear as to what happened to MADRT .... I 
assume that the Russians, if our information is up to date, are 
still exercising some control over MAORT. It may be that the 

management at Budapest has been restored to MAORT, but that jur
isdiction over operations is retained by the Russian s . Should 
this be true, management restoration would be largely ineffec
tive. We will appreciate such light as you may be able to throw 

on this situation. 1 

To establish order and accountabilit y in the company's Budapest 

central office and a measure of coordination with the field operations, 

normalization of relations between the company and state had to take 

place as soon as possible. The first move to clarify the pos t-war legal 

status of MAORT of the RHT began to unfold in earl y May of 1945 when 

Papp approached the new Minister of Industry, Antal Ban, a nd asked him 

to take the necessary steps to repeal the sequestration order and rees

tablish the company's independent position. 2 

On July 6, Ban notified Papp that in compliance with point thir

teen of the Armistice Agreement of January 20, 1945, he nullified MAORT 

of the RHT's sequestration decree No. 79997/11/1941, issued on Decem

ber 23, 1941. After this concise and significant beginning, Ban put 

forth some unusual and unexpected conditions and suppositions. He wrote 

that he could return the fields and the plants only when '', .. the 

Soviet authorities, who keep the fields and the plants in their posses

sion, would gi ve permission to me t o do s o.''~ He approved the initia-
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tion of steps leading to a settlement concerning the company's seques

tration and appointed Bela Pataky, a certified public accountant, and 

Istvan Propper, a former salesman with the Vacuum Oil Company, to take 

care of the matter. Next he wrote: 

In connection with the winding-up procedure, I would like to 

call your attention to that oral agreement of ours in which you 
requested that the company's taking over for use would be a 
pretended act [szinlegesl and the Treasury would conduct the 
company's operation as an appointed executor, in British law, 

"trustee," in its own name but in the company's interest. 
As an outcome of this agreement, all earnings and debts pro

duced during the time the treasury conducted the company's oper

ation wi 11 belong to the owners . . . . 4 

On the same day, citing ministerial decree No. 1560/1945 M.E., 

which regulated state control over foreign-owned companies, Ban 

appointed Zoltan Gombosi (Ministerial Commissioner of Mineral Oil Pro

duction and Distribution Commission) and Istvan Propper to the company's 

Board of Directors. The Ministry of Industry reasoned that he had to do 

so to insL1re ". the continuity of business operations in enterprises 

whose managers are absent for one reason or another."~ They were to 

fill the two vacancies on the Board of Directors created when Dr. Erno 

Hauer and Janos Dinda left the company and Hungary, and went with the 

German Army. 6 

By the time Papp received Ban's two orders dated July 6, he had 

been able to establish contact with Rockefeller Plaza through the ''good 

offices" of two United States agencies stationed in Budapest. The Armi

stice Agreement of January 20, 1945, provided for the organization of 

the Allied Control Commission with " ... the functions of regulation 

and control in Hungary for the period up to the conclusion of peace, 

over the exact fulfillment of the armistice terms 11 7 The ACC was 

headed by a chairman who had to be a member of the Soviet Army and 

included United States and United Kingdom representatives. While the 
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representatives of the victori ous powers cooperated with each other in 

implementing the provisions of the Armisti ce Agreement, they maintained 

their separate and distinct headquarters. Maj or General William S. Key 

and Major Lawrence Hagy were the two American members of the ACC. 

The other agency was the United States Mission to Hungary, 

headed by H. F. Arthur Schoenfeld wh o was aided by Leslie Albion 

Squi res. e For the next two year s, the members of these two American 

org anizati ons assisted and promoted the business of Standard Oil Company 

in Hungar y. They formed a bridge of communication between New York and 

Budapest and represented the interests of Rockefeller Plaza against the 

occupyi ng Red Army and against the Hungarian s tate. 

During the summer of 1945, exchanges of letters betwe en 

Ruedemann in New York and Major Hag y in Budapes t grew frequent. On 

June 29, Hag y recei ved two letters from New York; one asked for hi s con

tinuous and in va luable support; and the other, he was supposed to hand 

over to Papp."' 

From Ruedemann's letter, Papp learned that he would have to be 

more demanding in his dealings with the Minister of Indus try. 10 Papp 

had received two decrees from Antal Ban which "symbolically terminated 

Cielkepesen meqszuntettel " the company's sequestration and "intended to 

return the existing properties into our rightful possessi on. 1111 Papp 

remarked that "since everything happened onl y symbolically, all clai ms 

and questions arising from the present changes would be taken up for 

consideration by Standard Oil only after the Hungarian properties had 

been actually repossessed by the American company." 12 He continued that 

since the company r·egained its "independence symbolicall y," he would 

have to request in the name of the company's s ha reholders that Ban 

repeal his decree 817/1945 M.E. which forbade the compan y to convene i t s 
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General Assembl y of Shareholders and grant the company permission to 

hold a spec ial meeting of the General Assembly of Shareholders to elect 

new members who would complete the membership of both the Board of 

Directors and Board of Supervisors. 13 

Papp continued to point out that because the business of the 

company was proceeding "undisturbedly" under the present leadership, and 

because steps had already been taken to complete the membership of two 

governing boards of the company during the next special meet ing of t he 

stockholders, the company regarded the Minister of Industry 's July 6 

decree 1640/1945. M.E., which appointed two persons to the govern i ng 

boards, 11 immaterial (tarqytal annal), 11 and demanded that this order be 

"placed out of force Chatalytalanitanil. 1114 

Without changing the tone of his letter, Papp also di rec ted the 

Minister's attention to point 11, indentation 1, of the company 's con

tract with the state, which stipulated that the pri c e of crude had to be 

establi s hed in "agreement (eqyetertesben) 11 with the compan y ' s represe n

tatives. Therefore, Papp requested that the price of crude be reset in 

agreement with the company's officials and that this price be made ret

roactive to Januar y 20. Also, the state shoul d immediately pay the com

pan y for all the oil shipments which had alr eady been made that year . 

In the l as t sentence Papp wrote: "We repeatedl y request an out of or·di

nary permission for the holding of a special assembl y meeting . and 

the immediate attention to the aforementioned problems. 111 e 

The next turning point occurred on August 9 in the company's 

Budapest central office. Here, a conference took place between repre

sentatives of t he company and the state where they attempted to c larify 

the company's tangled legal business. The agenda concerned the carrying 

into effect the ministerial decrees issued thus far; the acknowledgement 
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of the end of the taking over for use of the company; and the defining 

of procedures for the restitution of the company's properties. The 

participants agreed upon the foll owing : the company's sequestration 

ended on January 20, 1945; the actua l repossession of the company's 

Budapest offices and oil facilities had taken place; a statement on the 

financial affairs of the company would be drawn up as of August 31 and 

used to ascertain the company's financial affairs as of January 20 . 

Abel Bodog and Dr. Gabor Temesvary expressed that 

... restitution and termination of the taking over should be, 
for the time being, regarded in token only, the more so as nei
ther the works nor the assets of the company ha ve as yet been 
restored; and for this reason the company s hall issue a state
ment as regards the claims arisi ng out of the taking over by the 
Magyar Treasury or will arise up to the time of effecting actua l 
repossession, as well as regard s the claims a ri s ing from the 
terms and conditions of the Armistice Agreement onl y after the 
words and assets of the company in full will have been 
restored. 1 6' 

In response to these reservations, Gusztav Faller, Minister ial Councilor 

representing the Minister of Industry, and Bela Patak y said that 

... damages, if any, payable by the Magyar State to the com
pany by virtue of the Armisti ce Agreement constitute a problem 
quite independent of the present negotiations. Therefore, they 
may not be dealt with at the same time as the terminating of the 
taking over for use and as the return of the works of the com
pany. 17 

It was decided that beginning on September 1, 1945, business corres

pondence would be carried on under the original name of the company, 

MAORT. Everyone present agreed that under pres ent conditions the com

pany could not take the oil fields into actual possession; however, Papp 

and Faller ''declared and stated that they would take the necessary steps 

. bl II lei to induce the Russian authorities to render restitution poss1 e. 

Faller said that he would set a date for effecting repossession of the 

oil fields as soon as he received permission to do so from the Russian 

military authorities. 1 ~ 

,, f 
I 

',I 
I 
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The legal language which expressed the Hungarian government's 

action to terminate the company's being taken-over-for-use status, to 

restart the company as an independent entity, and to effect actual 

repossession of the fields brought some words and phrases of dubious 

origin, intention and meaning. In the Protocol of August 9, Abel Bodog 

and Dr. Gabor Temesvary referred to "termination and repossession" as 

"symbolic [jelkepesnek]," meaning that in reality nothing had been "as 

yet restored," because the Red Army was occupying and using the fields. 

Significantly, the Protocol did not mention the "oral agreement" between 

Papp and Ban concerning the allegation that the "tak ing over for use" 

was "pretended Cs: i nl eges)." Major Hagy had his translator put these 

phrases to Rockefeller Pla:a as follows". your attention is called 

to our oral agreement to the effect that the entire taking over upon 

your request had been but a feigned one. 11 20 In New York, 

Edward F. Johnson apparently did not know anything about these issues 

when he wrote the following to Charles F. Darlington: 

I ask your attention to the fifth paragraph in the aforesaid 

letter written by the Hungarian Ministry of Industry to MAORT. 

This paragraph refers to an oral agreement between MAORT and the 

Ministry. The MAORT properties were not taken over, so I am 

informed, on the request of MAORT but by the Hungarian Govern

ment on its own initiati ve acting under a Hungarian law, a copy 

of which we have not seen. There has been no agreement on the 

part of MAORT that the operation of that company by the govern

ment was to be at MAORT's expense . 21 

In his correspondence, Papp had never mentioned an oral agreement 

between himself and Ban concerning a "symbolic," "pretended" or 

"feigned" sequestr-ation. However-, it was possible that Papp, under 

Rockefeller Pla:a's instruction, made a volteface agreement suggesting a 

special, modified application of Standard Oil's wartime policy of 

II . assigning to the executives of its German affiliates the right to 

vote shares of the holdings.'' 22 Major Hagy, who had not been accustomed 
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to corporate board-room maneuvers, offered this opinion to Ruedemann: 

"They do seem to have funny idea;; about the whole matter.":.?~ 

In New York, Ruedemann was eager to travel to Hungary to resolve 

the company's postwar problems. A few days after he received permission 

from Soviet military authorities, the American oil man arrived in 

Budapest on November 14, 1945. A ministerial decree allowing him to 

convene an extraordinary meeting of the company's General Assembly of 

Shareholders had already been waiting for him at MAORT's headquarters. 

Two days later, the assembly gathered and elected the members of the 

first postwar Board of Directors and Board of Supervisors. 24 

This apparently accommodating action of the government was 

quickl y counteracted when on November 22, 1945, in MAORT 's Nagykanizsa 

central field office, Gusztav Faller convened a meeting for company and 

state officials. The state officials represented a commission which had 

been assembled prior to the meeting to study the company's legal and 

business relations with the state. Besides Faller, Dr. Ferenc 

Magyarossy (chief legal counsel in the Department of Mining), Dr. Jozsef 

Laszy (counselor in the Ministry of Finance), Bela Pataky and Istvan 

Propper were members of the commission. The immediate purpose of the 

meeting was the restitution of the oil fields and its facitities. 

Faller opened the meeting and summarized what had been achieved thus far 

in bringing about the return of the company to the American share

holders.2e 

Zoltan Gyulay, an engineer who was head of the Engineering 

Department and Dr. Laszlo-Pap, a lawyer heading the Nag ykanizsa office 

Legal Department, both minor officials, represented MAORT. To them, 

Faller handed over 101449/II/1945 ministerial decree which stated that 

the Minister of Industry received permission from Soviet militar y 
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authorities to return the oil f ields and facilities to the company.
2 6 

Ne xt, Dr. Ferenc Mag yarossy made the following statement: 

Dr. 

The company's taking over for use, in accordance with indenta

tion 5, Paragraph 7, and Article 11 of the 1939 National Defense 
Law was at the request of the company, pretended, an d then 

t 
b 

. ew 

reasury company conducted the us1ness of the old company as a 

trusted executive, in English law,'trustee,' in its own name but 
in the interest of the old company. The existence of th 

trusted e:-:ecutive relationship ha
0
d been proven by many facts: 

but most of all by the fact that r. Simon Papp, Chief Mining 

Councilor, was appointed as the manager of the treasury company 
and was also a member of the old company's Board of Direc-

tors.27 

that from this trusted executive rel-ti· h" c:1 ans 1p 

Magyarossy noted 

evolved the fact that all the earnings and debts which were generated by 

the treasury compan y would belong to the company. Then he continued as 

follows: 
The existence of the trusted execu~ion of the company's business 
was a fact and not a legal quest~on. Therefore, _the company's 

directors could not refer the making ~f the dec1s1on in connec
tion with this question to the company·s foreign-American sha _ 

holders. The company was the firm which was registered•• 

Budapest, and according to . the.regulations of the firms, .~: 
company was represented by its directors and not by its share

holders. All contracts and agreements made by the directors 

were binding for both the company and the shareholder
5
.2e 

Dr. Magyar □ssy moved along with his presentation and concluded it with a 

surprising, inevitable conclusion: 

In case the representati ves of the company, in view of these 

facts, would still deny the existence of the trus ted execution 

of the company's business, the Treasury would be compelled to 

claim possessional right to the incom~ and investments of the 
company which the company generated during the taking-□ver-for 
use period. In case of a denial of the trusted execution of the 

company's business, the taking-over-for-use legal relationship 

would have to be ~ega~ded ~s a forced t~king over_for rental, 

and naturally in this situation, the particular ci vi l law arti-

cles would gain application.
2

• 

· □ □wing 

Dr. Magyarossy clinched his legal fact - finding report with the f 
11 

. 

words: 
The commission states that the company, even at the present 

holds in its possession the furnishings and the plants that had 
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been taken over for use; therefor e, there is no pl ac e for any 

restitution. The commission restricts i tself t o t he ascertati on 

of this fact; at the same time, it reaffirms the fact that the 

company has earlier, on it s own volition, repos ses sed i t s prop 
erties.30 

In the afternoon, the members of the commi s sion and the two 

company representatives toured the oil fields and facilities. As they 

moved from place to place, they presented their Soviet military author 

ities' pass proving that they had permission to move about. At the end 

of the tour 

commission and the representati ves of the 
the company did in fact hold the plants 

its possession and had continued the 
under its own name and with its own 

•.. members of the 
company asserted that 
and the furnishings in 
operation independently, 
personnel. 31 

The two company representati ves observed the proceedings without 

commenting. At the end, however, Gyulay stated that ''while we acknowl

edge the appearance of the Commission, we are not empowered to make an 

announcement regarding the position of the company. This, the directors 

would do by issuing a position report.'' 32 For that purpose they 

requested that an official copy of the minutes be forwarded to the com-

pany's central office as soon as possible. 33 

Ruedemann and the other directors of the company listened 

closely to Dr. Szabo-Pap and Gyula y 's reports and carefully studied the 

minutes of the meeting. By this time, they had learned that the 

Hungarian government intended to nationalize the mining companies in the 

country. In view of these events, Ruedemann asked Dr. Geocze, the cam-

pany's legal counselor, to draft a position report in which he would 

review the developments so far and explore the options left for the com

pany to finally resolve the compensation and restitution controversy 

between the company and the state. Dr. Geocze completed his work toward 

the end of the year and submitted it to Ruedemann on Januar y 7 , 1946. 34 
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At the outset, Dr. Geocze offered the company's (Ruedemann's) 

ver·si on of Papp' s "oral agreement" in which Papp allegedl y "requested" 

that the company's taking over for use by the state would be a ''symbolic 

act," and the s t a te would act as a "trustee" in its own name for the 

company 's benefit. Dr. Geocze noted that at the time of the seques

tration agreement's s igning, Papp was led by a twofold consideration . 

One was that ''ever ything would remain unchanged in the operation of the 

company." The second emanated from the first, that this way "he would 

be able to delay the implementation of the sequestration decree until 

the shareholders could communicate their views to him.•• 3 e 

Dr. Geocz e reviewed the Hungarian government 's position as it 

was stated in the minutes of the November 1945, meeting in 

Nagykanizsa. He noted in a bold manner: 

The only purpose of the Nagykaniz sa meeting was the r estitution 

of the plants to the compan y; in other word s , the return of the 

plants into the company's actual possession and di sposal. Con

trary to this purpose, Dr. Ferenc Magyarossy, ob v iousl y toles

sen the Hungarian Treasur y 's obli gation to pay f or damages, 

glided over the fact of the actual rest i tution, explained it 

away and dealt with problems which fell outside of h is compe-

tence and were not subjects of this meeting . 3 b 

Dr. Geocze went on to explain that on December 1941, the 

company directors ''actuall y turned the plants over and into the posses

s ion of the Hungarian Treasur y. " According to Hungar ian law, "actual 

taking into possession" meant that "someone moved into the position in 

which he, in his own interes t, could exercise power over the things 

gi ven into hi s possession." 37 The directors accomplished this in 1941; 

howe ver, Dr. Geocze said: 

In contrast to this, at the present, the company is not able 

to e xercise actual power , because of the presence and activities 

of the occup ying authorities to which the compan y is subordi 

nated in all respects. For these reasons, the company did not 

advance into the posi tion that it could e xercise actua l power in 

its own interest. 3 e 
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Dr. Geocze concluded this portion of his report: 

Therefore, one could not spea k of actual repossession or resti
tution. The goal of this rhetoric was to alleviate the trea
sur y 's responsibilit y with respect to those belongings which the 
occupyi ng authorities would probabl y carry away . 3 ~ 

After this assertion, Dr. Geocze returned to analyze the legal

ity of the state's taking-over-for-use order. He wrote that the com

pan y 's concessional rights had been preserved part l y in laws and partly 

in contracts . In 1941, invoking pertinent sections of the Nati onal 

Defense Law of 1939, repres entati ves of the "state si mpl y pl aced the 

Company' s granted rights out of effect ~ Reszvenytarsasaq jogait 

eqyszeruen hatalyon ki vul helyezte). " From this poi nt of int er na-

tional law, representati ves of the state had the right t o do so . This 

right was based on the principle of lex posteriori derogat priori, a 

later law supersedes an earlier lc1w. But "validation of material jus

tice [anyaqi iqazsag er venyesulese) required that fulfillment of obliga-

tions taken up in legal contracts by agreeing parties could not be uni

laterally an d arbitrarily terminated because of one party's unwilling

ness [~qyoldalu akaratelhatarozassall; not even if the unwilling party 

happened to be the state. " 41 For instance, this doctrine gained 

va lidity in the thirteenth point of the Armistice Agreement whi c h s t i pu

lated that "the Hungarian state obligated itself to restore to the cit

iz ens of the United Nations all legal rights and interests in compl e te, 

good order. The b-Jelfth poin t stated that "Hungar y also had to pay for 

the lasses and damages which would be assessed and determined at a later 

date." 42 

Without a shadow of a doubt, the Armistice Agreement stated that 

the Hungarian state had to fulfill it s obligation of restitution a nd 

reparations. The onl y question whi ch remained was how large a repara-
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t i on bi l l s hould th e comp any present to the state,
4

~ 

Hav ing es t abl ished t he legal 
gr ounds, Dr. Geocze moved on to 

,e war and and l osses t he company s uffered during t h 
det ai l the damages 

o compan y p anne o · 1 e w1 . e ung arian s t ate . 
the c l".1· ms the 1 d t f "l · th th H 

He 

defined three 
general principles whi ch gu i ded hi m in th e assessment of 

damages and losses and consequent c l a ims . 

General Principl es : 1. The company's rights had to be compl et e l y res t or ed as they 

existed before the war. 
2. The company's properties had to be res tor ed in comp lete , 

good order, 3. The company had to recei ve compensat ion for a ll damages 

caused by the war,
44 

The direct damages and los ses for which the comp any was ent itled 

compensation were the 
raid s and ground 

In 

1. Value of property damages caused by a i r 

fighting 
2 .. Value of proper ti es which the German Army carded away to 

Germany and Austria 
-,- Veil ue of properties whi ct", had been taken as war boot y 

~'· 
4. Value of services rendered to and value of material s taken 

by the occupying armies 415 

a second group of damages and losses labeled as indirect Dr G ' · eocze 

included restrictions placed upon the company: 

1. The company could not conduct it s awn bus iness . 
2. The company had to do some business it would have refus ed 

to do had it been able to operate freel y. 
3. The compan y's contracts were broken arbitra r ily by the 

state, 46 

To be compensated 
for the direct and i ndirect damages and l o sses , Dt- . 

Geocze listed eight particular claims: 

1. The company should be entitled to all pr ofits and capit al 
investments which the sequestered compan y generated and 

2. The company should be credited with ~1, 339 ,876 pengos (the accumulated, 
value of this sum, as all the f ollowing ones would have to 
equal the purchasing power of the pengo i n the stated par 
t icular year> which the Royal Hunga~1an Treasur y called 
back from the company' s export earnings on the grounds that 

the compan y charged higher pr ices and sold more c rude t han 
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was permitted. 
3. The company s hould be repaid 10,000,000 pengos which the 

company paid MAORT for the gas wells in Yug oslavia. 
4. The company would be paid for the full cost of the pipeline 

construction in Tr an s ylvania and the value of equipment, 
material and machiner y left in Transylvania . Together, 
losses amounted to 3,513,736 pengos. 

5. The company should be compensated for lost earnings which 
accrued because the government, which should have set the 
price of crude in consultation and agreement with the com
pany as the contract stipulated, set the price of crude 
arbitrar i ly l ow and rejected the company's realistic crude 
price request twice. This wa.y, on October 7, 1943, the 
company requested that the price of crude should be raised 
from 14.53 pengos to 29.00 pengos a barrel. The gover n
ment did not grant this request until April 1, 1945. As 21 

result the company lost 80,716,170 pengos in earnings. 
On Jul y 6, 1945, the company asked for another upward 

adjustment in the price of crude, Thi s request was honored 
late and only in part. Therefore, the company could not 
collect 1,311,883,650 pengos [inflationary figure]. The 
company insisted that the government would have to pay for 
these lost profits. 

6. On a • special account,' the company's bank deposit s 
amounted to 20,581,916 as of March 31, 1945. These depos
its represented surplus earnings by the company for 
exported crude. The Hungarian Treasury kept this amount on 
this "special account" and ordered that only the Treasur y 
had the right to withdraw from it. No one used this money, 
and it lost its value because of inflation. The company 
should have this sum, in its real va lue, at its di s posal 
now. 

7. Before the company was sequestered on December 23, 1941, 
the company had already paid for different taxes in the 
amount of 45,000 pengos. This amount should be returned to 
the company. 

8. The officials who were appointed to wind up the administra

tive particulars resulting from the return of the company 
had been compensated by the compan y. This should not have 
been so. The company should be credited with the amounts 
paid to those individuals, because had there been no 
sequestration of the company, there would not have been 
need for the services of these officials. 47 

In the last part of his situation report, Dr. Geoc:e analyzed 

implications of the government 's interpretation of the ''trus teeship type 

of management" for the present and the future of the compan y. In the 

beginning, he asserted that it was immaterial to the compan y whi ch one 

of three approaches the company would choose to take toward the ''in s ti -

tution of trusteeship"--accept it as it 1-ias presented, reject it or 
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prepare a new interpretation--since the Armistice Agreement had guar

anteed fu ll compensation for all damages and losses suffered by the com

pany during the war. 4 e 

In case the company accepted the government's legal interpreta

tion of "trusteeship, 11 the company would "tacitly acknowledge the gov

ernment's right to the taking over for use of the company and relinquish 

its right which had been guaranteed in both law and cantract. 1149 While 

these two consequences at the present had no practi ca l meaning, they 

could serve as precedents in the future. A second implication would 

present itself in the case of taxation. If the compan y were returned ta 

its American owners in ac cordance with the gover nment' s stipulations, 

the company would have to pay all pertinent taxes going back to the day 

of the sequestration in one lump sum in 1946. The sequestered company 

had paid all due taxes during the years of the war; and this would mean 

double taxation, an occurrence which even the government woul d want to 

avoid. 

In case the company refused to accept the government's way of 

looking at the situation, the ownership of the sequestered company would 

redound to the state. This would not last long because the company's 

owners could demand compensation and restitution in accordance with the 

Armistice Agreement. The profits and investments the company generated 

during the war years while the state managed the operation of the com

pany would not belong to the state, because the state did not make any 

new or additional investments in the campany. 00 

Dr. Geocze reasoned that rejection of the government' s int e rpre

tation of trusteeship did not matter in reaching a satisfactory finan 

cial settlement--the Armistice Agreement took care of that final out

come. At the most, rejection of the s t ate 's way would only delay an 
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i ne vitable s ettlement between the comp any and the s t a te . 

At this point, Dr. Geocze was r eady to put forth his proposal, a 

th i rd approach which would be accep t able t o t he compan y. He wrote: 

• • • The company's name as MAORT in the use of the Roya l 
Hungarian Treasury should be expunged from the record books kept 
at the Court of Firms; the government should declare th at the 
compan y 's taking over for use was a symbolic act; the company 
would accept the government's operation of the company together 
with the profits, debts and in vestments made during the time of 
sequestration, but with the exception of those loss es and 
damages which had been earlier listed, with all these propos als 
accepted by both company and state, . the company could prepare 
the balance sheets retroactivel y for each year.e 1 

Ruedemann, in consultation with Rockefeller Plaza and other 

directors of the company came to the conclusion that Dr. Geocze 's situa

tion report offered an evaluation and described such solutions to the 

problems which were realistic and acceptable to the company. As a con

sequence, Ruedemann transmitted a cop y of Dr. Geocze's report to the 

Minister of Industry on October 30, 1946, and he also found Dr. Geocze's 

report acceptable.e2 

The final meeting between the representatives of the company and 

the state took place on November 7, 1946. In addition to the Ministry 

of Industry, Finance and Treasury, the Ministry of Foreign Affairs also 

represented itself. The participants accepted the same conditions and 

terms for the settlement of their problems as were expressed in Dr. 

Geocze's report. 

The first part of the meeting was devoted to a summary of sig-

nificant events since the time of the sequestration, leading up to the 

present. This part closed with the following assessment: 

The Company's Budapest central offices on August B, 1945, 
and oil field plants on November 22, 1945, were symbolicall y 
returned. For the time being, operation of the fields is under 
the control of the Soviet military authorities, and it proceeds 
according to the demands of this authority. At the present, 
exploitation of the fields takes place in agreement with the 
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Soviet authorities and according to the orders of the Minister 

of Industry.e~ 

The Minister of Industry agreed that he would report to the 

Court of Firms that MADRT of RHT ceased to exist and requested that this 

name be deleted from the List of Firms. 

The company would transcribe into its own books all the business 

transactions which took place during the time the state managed the com

pany and accept all the gains and losses. On the other hand, the state 

would turn over to the company all rights, licenses and titles of new 

properties which were acquired during the time of sequestration so that 

the company could prove that these properties belonged to it. 

The state acknowledged that tax payments made during the time 

the company was taken over for use by the state were done in place of 

and in the name of the company. 

The company and the state agreed that with the e~ception of the 

three points they would have "no demands upon each other 

(eqymassal szemben kovetel esei k ni ncsenek) ." Concerning these three 

cases, the company reserved all its right5, especially as those rights 

had been defined in the Armistice Agreement: 11) The sum of 8 million 

pengos which the state used declaring that this income accrued to the 

company because the export price of crude was higher than the inland 

price (2) The sums of 6 million pengos, dating to November 3, 1944, and 

4 million pengos dating to March 9, 1944, which the sequestered company 

paid to the MANAT (3) For materials, labor and equipment used in build

ing a gas pipeline in Transylvania in 1942, the company must be compen

sated in the future. 

The company promised that it would approach the Yugoslav govern

ment to retroactively acknowledge and sanction the sequestered company's 
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purchase of MANAT's gas wells located on Yugoslav land. It would also 

ask the Romanian government to return the materials and equipment which 

were left in Transylvania. 

As the last act of the meeting, the Treasury's representative 

stated that with the signing of the minutes Dr. Simon Papp's appointment 

as the manager of the sequestered company would end. 04 

Physical Condition of the Company 

"Worn out," "reqL1ires repair or replacement," "not operable any 

longer," "carried away to the West," "left in Transylvania" and "not 

available at home or abt-oad" were phrases company and state officials 

used when they referred to most parts of the company's physical facili

ties. This had been the situation at the end of the war; and the dis

couraging aspect of the situation was that three years later, in 1948, 

the phrases still applied. 

During the war, the accelerated production tempo placed great 

demands on the facilities. Repair and replacement acti vities were lim

ited throughout because of the scarcity of raw materials. This left 

behind worn out or inoperable machinery. Toward the end of the war, the 

company had no time to bring back its belongings from several work pro

jects in Transylvania. Instruments, supplies and machinery were lost-

the best in quality and quantity--during the evacuation campaign to the 

We5t. By March of 1945, the material needs of the company became so 

extensive that it ceased production. 

In order to restart production, the company needed help, mostly 

in the field of transportation, from the occupying Red Army. In a short 

time, however, it paid dearly for this assistance. The Soviets used 

company resources and manpower to make necessary repairs and replace-

I 

I I 

II 
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ments on Soviet militar y hardware. In addition, after the Hungarian

Soviet Oil Compan y took over the development of the defunct Hungarian

German Oil Company's concession in the eastern part of the country, 

Russian soldiers requisitioned essential material s and equ ipment and 

transported it away to the place of need. 

For year s the country was rebuilding from the e xtensive damages 

of the war. The massive reconstruction effort placed a high premium on 

raw materials and finished product s . Moreover, as soon as Hungar y 

attained a measure of economic recover y , it had to commence reparation 

payments to the Soviet Union and t o each of the surrounding countries . 

These two activities enormousl y taxed the country's ab ility to produce 

and consequently made the the company's effort s to procure any type of 

supplies difficult. 

Simon Papp was the first high-r anking official to inspect the 

fields at the end of the war. As soon as the Soviet armed forces com

pleted the liberation of all Budapest on February 13, ee Papp established 

contact with them and "he arri ved at the oil fields with the Russian 

troops."e6 He found onl y minor damages to the wells a nd buildings but 

discovered that more than a hundred railroad cars filled with records, 

instruments, machinery and supplies had been taken to the West; and 

there were almost no operating motor vehicles. 

With some material help and "16 trucks in very weak condi

tion••e7 from the Russians, the company workers were able to repair the 

broken pipelines and put things back in working condition. By March it 

could be said that under ''orders of the Russians, the company is pumping 

crude to the refineries."ee The company did not recei ve compensation 

for the crude, but the Russians promised that they would pay 1939 prices 

for the oil. This would amount to 1.2 million inflationar y pengos. 
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Papp disclosed that security was tight: 

At the orders of Russian commanders no one is allowed to enter 
the area of the oil field and no one is allowed to give out any 
information concerning the company, not even to Hungarian 
authorities.e~ 

Ruedemann also dec ided to check the company's postwar situation 

when he retur ned to Hungar y. He found that 

After the occupation of Hungar y, company employees with com
pan y mone y and company equipment put the oil fields an d pipe
lines back into operation. 

The Russians did not bring the oil fields into operation. 
The fie lds were very little damaged. Had they left our trans
portat i on and much other equipment instead of taking these away, 
no help would have been needed. As for organ iz ing the work, 
they do not understand organization and did not assist in an y 
manner in the regrouping after the sieg e. Our people knew what 
to do. 60 

Ruedemann, Just as Papp before him, had ta acknowledge the reception of 

some help from the Russians: 

Since there was not a si ngle car and truck left, the Red 
Army loaned the part-time use of 15 cars and trucks. They are 
now calculating the mileage and will deduct this from the esti
mated value of equipment they recentl y took from our warehouses. 

During the troublesome times when much looting was going on, 
Russian guards prevented other Russians from stealing. 

The Russians permitted our people to bring in such abandoned 
German war equipment as could be used in the operations. 

The Russians furnished considerable telephone equipment from 
German supplies. The value of this has been fixed and will be 
balanced against the warehouse equipment mentioned above.b 1 

Papp and Ruedemann's reports, although sweepi ng and sketchy, 

provided a general picture of the company's postwar physical condition. 

<For additional details regarding war damages, see pages 254-55.) The 

most serious loss to the company was the equipment and s upplies carried 

of f to the West. Eighty percent of the machinery, 90 percent of the 

supplies, almost all of the comp any's operable motor vehicles were 

taken, enough to paralyze the company. 6
~ 

Beginning in November 1944, German and Hungarian soldiers, 

together with employees of MAORT of the RHT packed up these valuable 



belongings of the comp a ny , put them in r a ilroad car s an d trans port ed 

them out of the countr y . Their destinat i on was German y, a nd th e las t 

stop was Furstenek in Lower Bavaria. The cars were pus hed onto dead- end 

tracks, the cargo unloaded on the side of the tracks and left under the 

winter sk y unprotected. 6 ~ 

Over the months, the evacuated properties amounted to a consid

erable collection. By January of 1945, the contents of 53 railroad 

cars64 of drilling machinery and supplies were deposited. In Febru-

ar y , a dozen trucks arrived with the compan y's administrative and 

technical records, along with geophysical and other pressure- measuring 

instruments. When members of the local government <Wolfstein Landrat> 

learned of this, they declared the property "war boot y '' and distributed 

the pipelines to local people who put them underground for water 

lines. 6 e 

On September 24, 1945, the German Wirtschaftministerium t ook 

pos session of this company property and assigned it a title which it 

filed with the U.S. Army's Property Control Department. Erno Budai, a 

former MAORT of the RHT employee, was assigned custodian of the prop

erty. This agency paid for the pipelines which the local government had 

sold. 66 The American military agenc y contacted Jos ef Sanger, a director 

of the Bavarian DAPG, and asked him to decide upon the disposition of 

the properties afer consulting with Standard Oil's New York office.•7 

Along with the consigned goods, employees of the MAORT of the 

RHT also left the country for the West. Some left because they were 

afraid of the Soviet soldiers and others because they believed that the 

German military, technical commanders would carry out order s whi ch 

stated that II those MAORT technical employees who refused to move 

to the West at the time of the militar y evacuation of the fields would 
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be shat in the head [fabelaves]. 116e As a result, a few dozen employees, 

same alone and others with their families, left Hungar y for Austria or 

Germany. 6
~ The employees who left had occupied vital pos itions in the 

company as geologists, engineers and administrators. The highest 

ranking of these were Dr. Erno Hauer and Janos Dinda who were members of 

the Board of Directors. The latter left with his family and lived in 

Traunkirchen. Neither ever returned to Hungary again. 70 

Fortunately for MAORT of the RHT, bath the Austrian and German 

evacuated property and personnel fell in the occupational zone of the 

United States Army. Between 1945 a nd 1946, some, but not all, equipment 

and employees returned to Hungary and to the company . 71 When the 

situation showed signs of settling, an official inventory and appraisal 

of the evacuated properties indicated that the loss to the company 

e~ pressed in American currency amounted to $11,057,469. Of this sum 

$2,360,609 represented machinery. 72 

The company was not so fortunate with its belongings which 

employees had to abandon at work sites in Romania and Yugoslavia when 

they were retreating from the westward-moving Soviet forces. The 

Hungarian government attempted to have these properties returned with no 

success. MAORT of the RHT left in North-Transyl vania, near the cit y of 

Marosvasarhely, S1,914,134's worth of equipment, and in Yugoslavia where 

the company was forced to take over the gas wells of MANAT, $1,239,1 3 1 

of property was not recovered. In a final attempt to retrieve same of 

this, the Hungarian Minister of Industry asked Ruedemann to appeal to 

the Allied Control Commissions in the countries. He did so to no 

avail. 7 ~ 

Because of the loss of so much of its equipment, the company was 

left in an inefficent state. In the fall of 1944 there were 13 large 



powerful well-dr i lling outfits operating, 
Of these, 3 had been 

evacuated and of the 10 remaining, 3 could not be repaired at al l and 

the other s were worn out, This •. of course,. severel 1 · 
Y 1mi ted the 

company's drilling capability. One company report stated: 

. In 1939~40-41, the month~Y~~verage footage drilled by one 

drilling equipment amounted to 0,0~0 feet. In 1946, this figure 

was 780 feet, The ?-to-12-year-old American outfits drilled 
f 

,., 1 . . f . so 

far an average monthly footage o ~, uu eet while the newer 

German outfits drilled 850, , , • With the American outfit 

6 times ■■ much c ■n be drilled to their total wearing out th~~ 

with German outfits.
74 

of 1944, the company owned 150 motori 7ed v h ' 1 ~ e 1c es 

ranging from heavy caterpill ar tractors to light motorc yc les. At the 

end of the war not one remained that worked . The Hungari an ar my req . . 
u1 s1-

In the fal 1 

tioned some, the evacuating German Army drove awa y in some, and company 

To resume production th , . e 

Red Army allowed them t .0 
employees heading to the West took some. 

company needed the 15 vehicles which the 
the repair s hops were able to 

service men in 
1945, use,.,.~ 

rebuild 

During 
some veh i- cles, others were returned from the West and still 

acquired with the help of the government. 
One year after 

others were 
crude production had resumed, the company had use of 106 vehicles. One 

repor·t noted: 
Automotive equipment of the MAORT at the beginning of April 

1946 consisted of 18 passenger c~rs, 63 trucks, 3 mi litary 

trucks and 22 tractors, [The] majorit y of the cars were assem-

bl d f 

. 
1
, material, A characteristic figure of the adver~e 

e rom 
3
un , 41" f · ·' 

c d. t. c; . c; that on an average, t. o the automotive equip-
an 1 1 on- 1 - ~ 9., · F b. . 4 · • · 

m t 

. ·r 1· n Januar y, ..::, ,. in e ruar y, Ur. in March and 

en was 1n repai · c • · 
35% at the beginning of April--but ~91/. of the tractors. The bad 

condition of the tractors es peciall y hinder s drilling opera-

tions.7t> 
Another report at about the same time focused on the vehicles 

Whi ch ser viced the drilling rigs and producing wells. It sa id: 

transportation equ ipment, s ervici ng drilling ri gs .. . 

very bad condition, There are 3 nearl y wor n out Cater 

tractors and instead of 2 trailers to each, only 2 worn The 
are in 
pillar 

1
, I ti 

I I 11 

II 'I 
I, 

I 1qJ 
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out trailers are a vailable .... Due to lack of transportation 
equipment, moving of a rotary rig requires 4 to 5 da ys instead 
of the standard one and a half da ys. 77 

Two ye ars after the resumption of oil producing, the compan y 's 

motor vehi c le fleet had grown to an almost satisfactory size. Ruedemann 

was able to report on June 14, 1947: 

There has been a considerable i mpr ovement with regard to 
auto cars and trucks. We now ha ve 31 motor cars, 3 motorcycles, 
45 mot or trucks, 22 caterpillar tractors and 3 road tractors. 

Of the 154 vehicle fleet of June 1st , 231. of motor car-s, 191. 
of motor trucks, and 52% of tractors were in repair. This also 
:;.hows tha.t our position ... has improved ver y much. 

The tr actor position is invariably critical as well as the 
position with regard to caterpillar trucks necessar y for the 
transportation of heavy equipment on any roads. Onl y t he pur
chase of American vehicles in the estimate would help here. 7 e 

In April 1947, the Economic Chief Council formed the Techn ica l 

Sub-Commission under the chairmanship of geology pr ofessor, Dr. Peter 

Es zto. (For details on this sub-committee, seep 374J Members of 

the group made a thorough study of the company's physical condition, 

operation and needs. It found that the gasoline pl ant s were in good 

shape, nonetheless, "2 compressor units were under repair and there was 

a lack of spare parts for the r-equired r-epairs. " 7 "' On each f ield the 

company generated its own electricit y. Members of the s ub-commi ss ion 

found that 

The generators are in ver y poor condition. At the t ime of 
our inspection trip, from 9 units onl y 3 wer-e in operation ; 
1 required minor repair, 2 general repair and 3 will be out of 
operation for a long time to come. 50 

When evaluating the condition of the repair shop and s uppl y of 

spare parts, members of the sub-commission found: "There was sti 11 a 

need for a larger, combined planing machine, a larger l at he and gr inding 

machine. The purchase of the plan i ng machine i s especiall y esssen -

tial." 191 

From the plants the investigators went t o inspect th e pipeline 
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system: 

The Fanyod section of th . . 

because originally the Pipelineehp~peline is 1n very bad -h
tory, for which reason in ~p1· t·e af to be l aid on swamp ~ cipe, 

- o insul-t Y terr1.:. great. Here the re-1 ayi ng of a l?- . 
1 

ci 1 on the corr _ 
- Th . . - m1 e secti osion ic: 

tempL::1ted. ,1s 1s really very on 1s urgentl -
urgent be Y con-

pipeline would cause shutting dow ' .cause a br~a~ - ·t 
ns and a c . - ·- in he 

crude. Unfortunately, pipes avail bl _ 0 ns1derable los · 
b . 1 d r, . l . a e cire or 1 . s of 

re u1 a ,-m1 e section. For weldi _ 'Y sufficient t 
welding machines powered by gasoline ngtof Pipes onl y 4 electr 0 

h . ' mo ore::. are at • 1 c 
Two oft ese are in operating condition• t~ our disposal. 
repair. To carry out efficient pipe 

1
1 

. e other two are under 
least 8 good welding machines wo1tld b a ying and repair jobs at 

- e requ1red.e2 ' -

Even if the company were ready tor . 
epair sections f 

o the Pipe-
the workers would not have certain materials: 

There is a great lack in insulating 
mental, because the whole pipeline s hoLild paper which is detri

be inspected · to find eventual damages .... A hole in th . . in order 
B d-f T e pipeline was 1 found in u ci a. o carry out thic:: invest t · - a so 

ought to be lifted at every 100 m- the . igal ion the Pipeline 
. ' · 1nsu at1on wrapped ff and the corrosion inspected. This c,nnot b d . 0 

. . . . . c e one until c:: uffi -
c1ent 1nsulat1ng paper 1s available. Until -uh t · t -

, ~ c 1me he d3nge of eventual brea~s and the risk of heavy loc::se . d .r 
- sin cru e have t 

be assumed. At present, due to lack of material b , . 0 

. . - . 5 , rea~s 1n the 
pipeline can be repaired only with pipe clamps,e~· 

The Technical Sub-Commission made its fi· n~1 
a recommendations con-

cerning the task of how the company could i· mpr L~ve · t 
_, i s operation. The y 

centered around the purchase of new machiner y and addition 31 s upplies. 

The inspectors approved 23,100,000 forints' worth of new items and 

. emphasized that this list contained only urgent replacements and 

new purchases for the dt-illing and producing operations only."e 4 They 

warnecl that 

From these a maximum of 60% should be purchased locall y , the 
rest should be purchased in America because superior quality is 
required due to the enforced use and frequent overloads. Exper 
iments with other manufacturers would involve high expenditures 
and would be detrimental ee 

Szentivanyi, who was member of the Technical 

Sub-Committee, prepared an additional report of his own in which he 

recommended that additional mone y be allocated to MADRT for necessary 
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investments. He wanted to include 

.•. an additional 14 million forints investment, divided 50 
that 10 million would be used far the erection of the pro ·ected 
gasoline and compressors plant in the Pusztaeder ics field,Jand 4 
million to supplement the drilling and production equipment of 
the Pusztaederics field. This 14-million-forint investment has 
ta be placed in th e 1947 budget in spite of the fact that there 
are no definite data available as yet pertaining to the recov
erable oil and gas reser ves of the Pusztaederics field.e~ 

Dr. Szenti van yi went on to suggest that the money be spent abroad for 

high-quality equipment.e 7 

Soon after the Techni cal Sub-Committee left, Gyor gy Fenyvessy , 

mining engineer and ministerial councilor, came to the fields alone for 

an inspection. (For more information on Fenyvessy and hi s mission, s ee 

P- 374.) Fenyvessy believed that if the compan y were to change from its 

present flat-hourly-wage system to a performance-based, compensation 

system, the company's production would increase. He recommended that 

derrick-erecting, foundation-laying and boiler-assembling workers be 

paid according to the amount of work they accomplished. Moreover, pipe

line, workshop, transportation, storing and building workers should be 

II paid on a piece or jobbing basis. 116161 

According to Fenyvessy 

The MADRT wage system is based on the so called 'Workers 
Collective Agreement' concluded between the EMecutives of the 
MAORT and the Central Workers Council of the Company. It is 
based on the 'MAORT norm,' the figure of which is 25 barrel s of 
crude produced per week 17 days) per head of personnel. Thi s is 
inefficient. 

It must be changed to the performance and piece- wage system. 
Moreover, there will be jobs where the piece work rate or form
ula may be extended to contain a bonus to reward the faultless
ness of work. . . . I propose to engage the Company and the 
Workers Council to work out a wage system in the above sense 
with experts delegated by the Chief Economic Council or the 
Board of Trade Unions within a fi xed limit of time.e~ 

Fenyvessy commented that his writ ten recommendations should '' .. pre

sent a good occasion to all workers to denounce the current Collecti ve 
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Agreement ... Worker s could realize higher wages by demanding perform-

ance wages.""'Q He believed that" . the majorit y of the MAORT 

worker s were rural workers who have received a few years of on-job

traini ng and did not possess a developed wor ker's consciousness and 

woul d not necessaril y realize that their class interest lay in perform-

ance wages:1
.,. 1 

When Ruedemann recei ved a copy of Fenyvessy's report, he wrote: 

"To introduce piece rates into every phase of oil production would be 

ver y difficult. The quantity of production depends upon natural circum

stances and not on indi v idual effort.""'2 More specifically he added : 

In drilling, production (cr ude and gasoline) and oil transpor

tation, work on basic piece rates is hardl y conceivable. In 

ancillary works piece rates would lead in the case of excellent 

performances under favorable conditions to wages higher than 

those obtained in the principal production department s , which 

would not be desirable. With the worn condition of ou~ plant 

and equipment, temporary stoppages in consumption goods supply, 

the necessar y surplus in transport facilities and the excessive 

number of operatives in some departments, continuity and uni 

formity of work is not to be realized or can be assured only 

with great difficulty. Other s of our jobs are typical field 

jobs where work performance depends upon location and at mos

pherical conditions. There are dangerous jobs (erecting der

ricks); others reqL1ire special care (pipe welding, paraffin 

cleaning, etc.) where factors influencing performance are to be 

accounted for with difficulty. Our workshops are typical repair 

shops: apart from exc eptional cases, indi vi dual pieces are 

repaired, basic piece rates would have to be determined s epar 

ately for each piece, and savings on payrolls would be balanced 

by surplus costs of the technical staff and payroll depart

ment."''3 

Ruedemann tried to show fle xibility regarding expected future act i on on 

the part of the government: 

However, even knowing these difficul ties, we are prepared to 

cooperate with the special commission charged with the inquiry 

into the problem of performance wage on piece rates . .,.4 

As the compan y was slowly movi ng toward recover y , Red Army per -

sonnel started increasing its demands for s upplies and s er vices. 

fall of 1946, Papp noted that 

I n the 



330 

R 

The Russians have , and are taking material from the Field 

company's employees are attempti ng to maintain a list 
0
,·,h:h• 

■cqu1 s 1 t1 ons •. •• Ten propane-butane cars of ove, , · it•• 

tons capacity each h•• • al ■• been taken by the Russians.•: ••• 

equ1s1 ions: 
uedemann was able to prepare a li st of Soviet army r · · t 

In 

12 Typewriters, calculating machines 
27 Engines (diesel, electri c motors, etc.> 
35 Machines (lathes, grind i ng machines, etc.) 

94 Tons of tool steel and other steel 
1,018 Drilling and production equipment (rotary hoses, wire 

lines, valves, telephones, etc. 

2,357 Barrels and tanks 
2,839 Roller bearings 
5,450 Tools (wrenches, tongs, hand tools, etc.) 

12,000 Barrels of gasoitne, lubricating oil, gasoil, etc. 

300,491 Dollar equivalent of pengos taken in cash•
6 

addition to this hard-to-replace equipment, the company's s hops also 

and skilled labor for the maintenance of the 

provided repair material ..::., 799 
1, 1946, company workers performed 11~ 

Fied Army. 
hours of labor. Rued■mann estimated that the material and labor contri

Up to November 

butions amounted to 3 million dollars,•
7 

The contributing fore■ which enabled the company to tolerate the 

material shortages and obsolete equipment was the support and diligence 

of 
1945, only 30 percent of th• field workers were at hand; but within 

months, the number of employees rose sharply, By 1946, the wo,k force 

the employees. 

11 t
. h ' h of~ 798 full-time workers, 

At the time the company resumed production i n April 

In 1948, with the 

an a - 1 me 1 g ·- , 

gradual aging and decreasing productivity of the fields, MAORT' s record 

number of employee■ dropped to 3,594, mad■ up of 2,9B7 blue coll ■• and 

reached 

The 1atter group cons isted of 421 office 

607 ■or'- 1s oth■r engineers, 16 geologi sts and l?b 

,er■, 19 mining engin■er9, -- -
white collar 

(For a set of employment figures, see table 13.l"" 

tech · n1cians. 

Purchasing new 
equl

· pment and machinery to replace the inoperable 

ld h
~ve been a normal course of events for the 

and worn 
ones woLI ~· 
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Most equipment th e company 
company, but of ten this was not possible. 

needed was not available in Hun gary. 
The company had no funds to 

replace 
the needed orders, and so it had to apply to the government for 

Ordering equipment from abroad was complicated. 
advanced funds. 

Acceptable currency had to be obtained from the government, export and 

import permits had to be secured from government s and transportation for 

the shipments had to be arranged. Each step required time; and often in 

the end, the ordered equipment never arrived. 

After several months of preparation , in J anuary 1947, with the 

assistance of Hungarian and u.s.A. state agencies and the approval and 

cooperation of Rockefeller Plaza, Ruedemann was able to place the first 

postwar order for supplies and machiner y in the United States. The 

requisition, worth s100,ooo, consisted mostly of compress ors~~ and 

drilling accesscwies. The shipment arrived on March 29, 1947, but the 

Hungarian state transporting agency could not deliver the 70-ton cargo 

until September 1948. 
100 

on September 17, 1946, MAORT placed an emergency order with the 

Ganz Works in Budapest for several engine parts. ttUntil the middle of 

April, no definite reply had been received by the Company; therefore no 

delivery time could be brought up for discussion ■Ith their people.•••• 

Another large Hungarian industrial plant, the Weiss Manfred WorK 

order for pump rods from MAORT on December 2, 1946. 
Until 

recei ved an In March 1947, a state in spector 

the 
· ct 1· t ct1· d not repl v. 

m1 dle of April ' found five complete pumping outfits manuf ac-

tured b , The driving engines for those were ordered in 
Y the Ganzt Wor~s. 

came to MAORT and " .• • 

• J had not even replied to the inqLii·r

[the Ganzt worr:S 1943. They 

ies. 11 102 

Ruedemann 
was ready to place 

another order with the United 



States in April 1947. He wrote: 

The second lot of our requirements was not available in this 
country . . • We ordered from America on Apri 1 2, 1947 •. • 
We applied for a currency allocation of $12,400. The cable con
firmation of the order required 4 months. which shows that 
even the American industry was not in the same position of 
supply as before the war. 10~ 

This time, John W. Brice, a counselor of Standard Oil refused to cooper

ate. On August 26, 1948, he informed Ruedemann that "We are having 

problems in securing export permits from the Hungarian Legation in 

Washington At any rate, we do not want to invest large amounts of 

money in material which would lie around for long periods of time." 104 

He suggested that Ruedemann attempt to make his purchase somewhere in 

Europe. ic•e 

Drilling and Exploration 

Drilling activity for producing and exploratory wells had gradu

ally subsided between 1945 and 1948. The three producing fields had 

moved into the early stages of old age. The fields were over drilled. 

Distances of 2,000 feet between any two wells had narrowed to 1,000 feet 

and in many cases even 500 feet. There were no new pay :ones to be 

opened under individual fields and no new pools to be discovered under 

other fields. Up to 1948, the company drilled 332 wells of which only 

42 turned out to be dry holes. Twenty-five wells developed into only 

gas producer-s, and 262 lifted crude oil at different time intervals. 106 

<For a comprehensive r-eport on wells and their functioning, see 

table 3.) 

In the summer of 1947, the company owned 165 producing wells. 

Of these 107 wer-e on natural flow, 45 wer-e on gas lift and 13 were 

pumped by compressors. Of the 112 non-producing wells, 59 were class

ified as hopeless for pr-eduction because of water intrusion into the pay 



zone; and ~~--. were wells that cou•ld be restarted w1·th ~ ' · s ome repair 

work. 107 

In the Budafa field, the company had drilled 130 wells of which 

only 9 turned out to be dry holes. The 73 producers wer e made up of 37 

wells whi c h were on natural flow, 29 on gas lift, and 8 on compressor 

pumps. Thirty-nine wells were shut down because of low yie ld and gas or 

wat e r intrusion. Fi ve wells were used to inject dry gas back in to the 

formation and only 1 new producing well was added in 1947. 1 oe 

In the Lovaszi field, there were 82 producers in 1947 which 

included 61 on natural flow, 18 on gas lift and 3 on pumps . Two wells 

never produced anything, and 32 stopped producing. Geologists planned 

to add about a dozen more wells in the postwar period. 10
~ 

The smallest field, Hahot, had only 7 producing wells alto

gether; and 2 of those were shut down because of water encroachment dur 

ing the war. As many as 18 wells turned out to be dry holes over the 

years. It was near this field that the company concentrated its exp lor

atory efforts after the war. 110 

The company drilled only 27 wells after the war, 16 producing 

wells and 11 exploratory wells. The Budafa field received 2 and Lovasz i 

13 new producing wells. The Hahot field received onl y 1 whi ch turned out 

to be a dry hole. Most of the 11 explorator y wells were located near 

Hahot where a large gas field was di sc overed. The crews drilled 5 

wells at Pusztaederics of which each produced gas. Two at Igal turned 

out to be dr y holes and the 1 at Vetyem produced wet gas and small quan

tities of crude. One was drilled at Salamonvar which was abandoned, and 

the same thing happened to the 1 at Pincehel y . In 1947 when mos t of 

these wells were drilled, 1 foot of drilling a producing well cost 150 

to 200 forints, and 1 foot of drilling an exploratory well cost 200 to 

I I 
I 
I 

I I 
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300 forints. 11:2 

froducti oo.....9~_g_ Di 1 and Natural Gas 

The significant characteristic of well perf 
ormances was the 

decrease in the quantity of oil and gas the company 
was able to bring to 

The down turn showed a complete reversal of 

the surface in each field, 

production trends which prevailed during the war. For a complex set of 

some internal and others external, the company could never 

reasons 
' 

forestall the gradual decline, 

In 1945, the fields' yield declined 19 percent in comparison to 

production for the year reached 
Total 

the 

c-
., 019, 129 which broke down to 13,751 barrels of average daily produc-

tion. This was the first year in the history of the company that 

previous year's output, 

Workers were idle for several 

exploitation of hydrocarbons stopped, 

days toward the end of March but product,on started again a few days 

into April.''" cFor addition■ ! detail ■ and sources, see table 1 and 
3

_
1 

In the course of th■ n ■•t three years, with the e,ception of the 

In 19461 wells of all fields 

first, production markedly decreased, 

brought to the surface 5,15I,79B barrels of crude which represented a 

slight increase over th■ previous year's production."' In 1947, crude 

production figures again started declining; and in comparison to 19
45

, 

the decrease ••• almost 2,000 barrel• a day.••• In 1948, the twelfth 

year in the company's operation, production dropped to the record low of 

which was only a few barrel• mor■ th•• h ■ lf of the record 17,604 barrels 

daily average in 1943. 
110 

With th■ upward surging crude, natural gas was often emitted by 

..,.. c-7 ~,~ 9,593 barrels, 

The dailY average output registered 9,807 barrels 

itself in 
f Or 

sometimes it was dissolved in the crude in a 

ga.seous ar m 
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In both cases, 
t he gas provided en erg y for t he d cru e to 

state. liquid 

break to the s urface. 
Because of natural ag i ng , f orced product ion and 

failure to 
pressure gas back under the field s , the gas- to-oil ratio 

1 • ~ was 1 barrel 

Typ
ical gas-to- oil ratio <G□R) 1· n 104-

greatly increased. 

of crude to each 
1,464 cubic feet of natural gas: in 1946 this ratio 

changed to 1 to 2,823. While the GOR increased, total product i on of gas 

only moderately--more gas came with each barrel of 
crude; 

increased 

however ' 

fewer barrels of crude were produced on the whole. 117 

<For a 

complete chart on GOR's, see table 14.) 

Two weeks before the war ended for Hungar y, on March 21, 
1945

, 

Simon Papp reported that th ■ company had so far produced 38 billion 

cubic feet of natural gas and estimated that the company could recover 

90 billion cubic feet more before the fields would ultimately become 

exhausted. 11e 

Up to the end of 1948, the company obtained 42 billion 

cubic feet more gas, 1 ■aving behind only 42 billion cubic feet still to 

be produced of the total estimated reserves.11~ 

In 
1945

, the Lovaszi field was still the most prolific gas 

producer. It yielded 8,767 million cubic feet; Budafa, 4,010; and 

Hahot, 
59

• Th■ total for th• year reached 12,836 million which broke 

down to a 
35

_
16 

million d■ilY average production. Both the Lovaszi and 

Budafa fields utilized gas as th ■ primary source for kinetic energy.••• 

<For a . h ton gas production and sources, see table 2.) 

comprehensive car 

Year
's 

1
4_,557 million total production represented 

The following 

a 
cubic feet.••• In 

1947
, gas production subsided s omewhat; however, 

crude production dropped a great deal. The daily average of 36.19 added 

up to a yearly aggregate of 13,211.122 

record. The record 

dailY average production reached 39.88 million 

In 

1948

, gas production of all field• further declined to 1
1

,
347 
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million cubic feet, and the daily average yield reached only 31.08 mil

lion cubic feet of gas. 12~ 

The Transdanubian oil fields of the Standard Oil Company had 

passed their prime hydrocarbon-producing phase. MAORT and government 

geologists agreed that of the 182,000,000 barrel s of initially estimated 

crude reserves and 130,000 million cubic feet of iniatially estimated 

natural gas reserves, the company already exploited 38,000,000 barrels 

of crude and 68,000 million cubic feet of gas by May 31 , 1947. Using 

rational production techniques which involved allowing only so much 

crude to come to the surface as the available amount of gas in the 

formation would warrant and repressuring as much of the produced gas 

into the formation as possible, the company could still recover 

32,000,000 barrels of crude and 60,000 million cubic feet of gas. In 

percentages, the company, so far, gained approximately 20 percent of 

crude a nd 52 percent of gas of the original reserves; it could ulti

mately gain 18 percent more crude and 46 percent more gas for a total of 

38 percent of crude and 98 percent of gas which, in comparison to other 

similar fields around the world, would amount ta average recovery 

rates. 124 

Distribution of Refined Crude Products 

In the course of the war, Allied air raids severely damaged 

Hungary's refining plants scattered around the country. Each of the ten 

plants suffered damages, with the majority of them becoming totally 

inca- pacitated by the end of the war. The country's wartime peak 

refining output of 9,000,000 barrels a year sank to a dismal 800,000 

barrels, an all-time l ow, in 1945. However, by early 1946, refining 

capacity expanded to 3,500,000 barrels a year; the following year to 
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6
,500,000; and in 1948, it again reached 9,(H)0,000 barrels. 

Because 

domes tic crude production fluctuated around 5,000,000 barrels a year and 

er1es 

Romania s topped shipping 
in crude , a large portion of the refi' n • , 

volume went unused after the war, 
12

e 

The largest and most efficient refinery plants incurred the most 

The rebuilt plants, whil e some were 

in the war. 
extensive damages 

with modern equipment and could accommodate ad vanced 

were still inferior in the quality of operations they could 
refurbished 

processes 
' perform in comparison to plants in Western Europe or the United States. 

With the exception of the Pet plant, which operated a cracking unit, the 

other installations were not capable of changing the molecul ar s tructure 

or of putting out a great variet y of 

of hydrocarbons they processed, 

high-grade petroleum products. In general, they were limited to acc om

plishing only simple fractional distillation. 
126 

In spite of the outdated, technical features, the refineries 

obtained high percentages of light distill ■tes fro■ the crude MAORT 

piped to them, On th■ average, fro■ one hundred barrels of c,ude, they 

distilled 
32 

barrels of gasoline, 26 barrels of fuel oil, 20 barrels of 

kerosene, 
15 

barrels of di ■■■ l oil and a few barrels of asphalt, paraf-
The main reason 

fin 
other residual 10w (heavy ) frac:tionates. 

for these desirablY high yield■ of tight distillates was the e,cellent 

quality of th■ Transdanubi ■n crud■, which, si milarly to the Te,as one, 

contained high portions of tight hydrocarbon components.•" 

and 

F 

. . g Hungary's ten refinery plants were Linder·-

rom the beg1nn1n, 
utilized after th■ war, On th■ average, they were operating between 46 

foL,r f ' . operated at the following percentages of tot 
1 

largest re ,nen•• · .a 

to 52 per-cent 

capacity: Molaj 

of 
their combined capacity. 

(later Maszovoll, 

For example, in 194b, the 

53 percent; Petfurdo, 64 percent• ' 

I 
I I I 

I I 
I 

I ii 

I 
1' 

I' 
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Shell, 52 percent: 
The rest of th e plants, 

and Vacuum, 49,5 percent. 

the si :< 
s maller ones, operated at a combined 46 percent of their total 

capacity. eac I refinery 
the long run, the portion of capacity at which h 

oper-ated depended on the amount of crude MAOF,T produced . In the s hor-t 
In 

the amount of crude each refiner y received from MAORT rested with 
r-un, 
Soviet militar y and Hungarian state authorities. MAORT's declining 

which even at its highest postwar level could occupy the 

production 
' refineries only half the time, created a troublesome si tuation for all 

parties involved, On the one hand, there was compet ition among the 

plants; on the other, they struggled with the authorities foi- lar·ger 

allocations. Moveover, the tripartite ownership, in equal proportions 

Vac: uum--Briti s h and Amer-ican, 
(Shel 1 and 

of 
Maszovo l --Hungarian and soviet, the rest-- Hungarian state, ownership) 

exacerbated the already troubled and diffi cult situation. 12e 

the r-efi n i ng c:apaci t y, 

The refined finished petroleum products moved from the storage 

tanks to supply the requirements of three ma;or consumer groups, domes-

Each group broke down further into s maller 

ov1et and ore1gn, tic,. s • f · 
components. Hungary"s domestic consumption requirements had four part ■, 
industrv, . lt tr-an~portation and militar y. Soviet requirements 

, agr·1 cu ure, . :::i 

also had four divi s ions, even though the Jines of demarcati on were not 

Red ArrnY shipments--were large and frequent; 

always easy 
they went without compensation and stopped onl y with the signing of the 

peace treaty in 
1947

, soviet Union reparation consignments--left the 

to discern: 

soviet-Hungar-ian Trade Agreement --1~er e regular 

cash -and-carry transaction■; and soviet ;,regular shipments--represent ■d 
compensation for past reparation d■ l i nquencie ■• Finall y, the foreign 

on rai 1; 

went to three countries: 
Czechoslovakia, Poland and 

e::port allotments 

I I 

I 11 
,I 
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Swi t:erland. 
the entire postwar period in the 

Uncharacteristically, for 

~ ' ' distribution of 
remainder of MAORT'~ h1·story· data concern1·ng the 

refined crude products gathered in Hungary and transmitted to 
l~ashingtan 

New York became scarce and consisted mostly of estimates. 
One rea-

and · o the was noted by John P. Palmer, Secretary f 

son for this ::ituation 

U.S. Mission: 
I have the honor to submit data on the distribution of oil 

production in_Hung~ry during July, August, and September, 19
45

, 

obtained confident1allY fro■ th■ National Bank of Hungary. It 
1s reported that no reliable records were kept for the precedin 

quarter . .,. g 

Absence of reliable records was also true in the case of ail 

shipments to the Red Army or to the Soviet Union. On May 3, 
1946

, 

Schoenfeld wrote: 
Figures prior to July, 1945 are not availat,le. It is not 

known whether any deliveries_were made f~r reparations during 
this period or whether, 1f ■■de, proper credit 1 ■ to be given 

for such shipments in the reparations accounting. t3<:> 

Later, members of the U.S. Mission were able to obtain exact 

but onlY for the second half of 
1945. Of 

15tr1butian figures, d' . 

2,569,000 barrels of r ■fin■d crude products the Red Army recei ved 

Of the critical refined product, 
gasoline, 

1,031,500 barrels; and th■ Soviet Union, as• reparation installment, 

605, ooo barrels; 
1 
or a combined total of 1,638,300 barrels. Thi 

5 1 
eft 

Hungarian consumer■ 931,700 oarrel ■, which constituted 37 percent of the 
the 

total production. 
Soviets altogether received 846,500 b ■rrel ■ or 89 percent of the total 

refined products other 

E:-:portation of 

947,300 barrel•· .,, (For addi t I anal detai 1 ■, see tab! e 17. J 
than shipments to the 

Soviet Union or requi ■ltion■ bY the Red Army was planned to have begun 

in the summer of 1945. 

The first postwar oil trade agreement was con -

I I 

: 11 

I I ,: i: 
I 

1' 

I 

I 
11 
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w1. zechoslovakia on August 16, 1945, The contr 3 ct called for 
c:lucled ·th C 

the delivery of 187,000 
barrels of kerosene, 18,000 barrels of · crude 

oil and 19,000 barrels of ga- 1 . :io 1ne by 

16,500 barrels of diesel 

December 3 1, 1945, Because of transportation breakdowns, no deli· ,, . 
· er-1 es 

were made as of May 6, 1946, 
132 

But Czechoslovakia was not left too long without Hungarian oil. 

On Ma y 3 , 1946, Schoenfeld reported the following: 

Vacuum Oil Company officials state that same of the products 

deli vered from their refinery for. , , the Soviets were s hipped 
to Czechoslovakia, It has not been possible to find out whether 
these are ... for reparations or the Red Army or what quanti -

ties are in volved, 
133 

- • ' (J(J(_) 

barrels of gasoline, Because of difficulties, the parties amended the 

■graamant on February 2, 1946, to remain in fore■ until the specified 

amount of gasoline would be delivered, On May 6, 1946, stil l no shi p-

ment had been received by Poli Sh agencies, 
134 

On October 
4_, 1945, Hungary agreed with Pol and to sel 1 6nt·l ... 

Whether Czechoslovakia ever received any oil from Hungar y in 

1945 could not be determined with cert■inty. On M■y 3, 1946, Schoenfeld 

noted: 
When figures for th ■ third quarter of 1945 were obtained, it 

was stated that ■>'ports of crud■ to Czechosl ovah a had been 

started in October. However, th■ figures obtained for the 

fourth quarter make no mention of such shipments.»• 

Numerical quantiti ■■, exactly showing 
th

e di
5t

•ibution of petro-

leum products 

of the MAORT 

to supply the requirements of each major consumer group, 

were not avai 1 ab 1 e for 1946• However, " • . estimates, Prepared by 

Hungarian government official• for intra-governmental use .•. and in 
management" were pre-

close accord with 
the opinion 

d n 
a plan that crude production woLtld reac~, 

They were base O , 

served. 136 This amount, the refineries would dis -

I 
I I' 

I I 
I 

I II 

I I 

1' 

i I I 

1' 
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till 
into four main fractions in the following propor ti on s : 

.,.,., ·-'-'- percent 

gasoline 
(1,900,000 barrels>, 26 percent fuel oil (1, 300 , 000 bar rel ~> - ' 

and 15 percent diesel oil 
(1,000 ,000 barrels>, 

20 percent kerosene 

(B00,000 barrels), 1
~

7 

Distribution of the distilled crude products proceeded d . 
ur1ng 

the 

four 

year in recognition of the Soviet Union ' s dominant pos ition. The 

Soviet requirements received more than half of the production 

<2,465,000 barrels); Hungarian requirements were satisfied with less 

than half of the production (2,113,000 barrels>; and export requirements 

were allotted the 

details regarding 

remaining 

each group 

production (565,700 ba.rrel s). 1:slil 

and amounts of various distillates ! 

(For 

see 

table 19.) 
The Hungarian governments ' export program showed several inter

esting and surprising aspects. In e,change for the oil consignments to 

Switzerland, government official ■ hoped to receive much needed convert-

refined products, the government pro-
to 

ible 
Jected to sell 

160
,ooo barrels of crude to Czechoslovakia; and the fol -

currency. In addition 

the two countries also signed a trade agreement for unex-

lowing 
plainably large quantitle■ of both crude and refined products. <For 

year, 

The most remarkable export 

transaction, see P· 34
2

,> 
details of 

item was to go to Poland, 
While government 

e}:perts did not specify the 

type 

theY noted that II e:-:ports to 

and amount of oil e}:port, 
. . Poland 

the balance reserved for domestic consump-

this 

would be covered from 

tion."1~-;, 

On th■ whole, th■ officials who compiled the estimates com-

Pleted a creditable piece of work• Their base crude production estimate 

d 
at 5,500,000 barrels, and actual producti· on 

far the year was place 
140 

reached 5,150,000 barrels for 
th

e year, 
1947 was exceptional; complete and accurate distribu-

The year 

I I I 
I I I 

I I 

I 
I II 

i' r1 , 
I 
I 

I I 

I' 



342 

tion figures were obtained and preserved, but without breakdowns 
regard-

ing the final destinations of each refined product. 
Thus,. the · size of 

' 
allocations t .0 

the unexplainablY large quantity of refined products apportioned to 

the soviet Union or Switzerland could not be discerned· 

and 
that the Red Army's requisitions were 

domestic consumption, implied 

included i n this category. 
For this unusual year, the refineries distil led 3,611,lJ

2 
bar

rels of the foLtr maJ·or petroleum products. Of the total 1 46- · ·) 

rels were e:-:ported 

• • ·2·, UlJf bar-

and 2,415,704 were set aside for domestic consump-

barrels, 
ga;;oline was the distillate with th e 

tion. 

largest 

With 
vol ume; and thiS quantity was almost evenly divided between the 

On the whole, the final export 
categories. 

141 

two major distribution 

quantity turned out to b ■ le■■ than adequate: the total of 1,46
3

,
000 

barrels had fallen short by as many as 434,000 barrels from the coun-

<For a breakdown of export 

try's e:-:port 
commitments for the year. 142 

quantities, see table 1s.> 
In spit■ of th■ decreasing crud■ production and apparent 

problems with fulfilling e,port orders, the Hungarian government con

cluded the largest crud■ oil and refined products' sale agreement •Ith 

C~e h b 1 1947 According to this contract, 
1
· n 

1948 

'c oslovakia on Novem er , · 
the refineries h■d to deli••• 75,oOO barrels of kerosene and 1,2?S,OOO 

barrels of various di ■till•t••• In addition MAORT had to ship 45
9

,
000 

barrels of crude oil-
14

~ 

was an exceptional year, 1948 was also. 
For this year 

1947 
no distribution (consumption> figure■ were available in documents. In 

in pJ ■ce of• sum•••Y some generali• ■tion■ will suffice. 

such 

Focusing 

wrote: 

on 

domestic consumption for the post••• years, one researcher 

I I 
I I 

I I 

I II 

I /I ' 
I 
I 

I I 
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consumption in 1946 
barrels. It remained 

barrels during the Three 

then it began to r i se. 
144 

was th e same as prewar, 
rel at ive ly stat i on ar y at 
Year Pl an years of 1947 to Domestic 

1,950,000 
1,987,500 
1950, · and 

the e:-:port of 

. au or crude and refined oils, the s ame th 

surveying 

observed that 
• •• postwar exports went east to the Soviet Union, with 

smaller quantities being taken by Yugoslavia, Czechoslovakia ad 

Ltral 

the 

,.., "'"' . C . . b n 
Poland. E:,(ports amounted to ..:.,...,;.iu, 

1
<.>U arrels in 1946 and 

1,886,250 barrels in 1947, Of these, 1,01 2,500 barrel s and 

187,500 barrels respectively constituted war reparations. 14e 

Production of hydrocarbon byproducts, casing-head gasoline <nat 

gasolinel, liquid butane and propane, continued at appro, im■tely 

same rate as during the war, Complete and accurate figures for the 

postwar years were not available ■ 
Complete production figures for natural gasoline and liquid 

butane and propan■--each a product of compressed wet g ■s--were available 

only for 
1945 

in th■ postwar era, In that year the gasoline plants 

Yielded z
52

,
714 

barrel ■ of natural gasoline and 31,228 barrels of liquid 

(For a comprehensi ve chart, see table~) ...i. The 

butane and propane. 
14

b 

next available production figures were only for the first nine months of 

1947, •h■n th■ plants "squeezed out" 93,839 barrels of natural gas ol i ne 

and 52' 840 barrels of l I quid butane and propane, ,.7 

Di stri but I on fl gur■s for products derived from the "squeez Ing of 

wet 

available in the case of natural gasoline but only for 

1945. From the production of th• fir■t three months, the company sold gas" were 

G 
1 f nat~1ral gasoline. 

ermany 45,533 barres o 

Later, in the course of 

the year, the co■panY sold in Hungary 23, 755 barrel ■, blended Into crude to 

69,543 I-Py d f 139,240 barrels of the yearly total pro-

Q the company accounte or 

barrels and 

used up for its own purposes 417 barrel s . 
In thi s 

duction of 252,714 barrels, 
14

~ 

I I 
I I 

I I 
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the 
utilization or consumption of natural gas between 1945 

and 1948, figures were available; however, most of them were based on 

percentages or estimations and few of them were the results of careful 

For 

The first nine months of gas production in 

and accurate measurements, 

l947 belonged to the last group of figures. During this period the two 

main fields produced 10,300 million cubic feet (Budafa 2,850, and 

Of the total, the company dissipated into the air 
4

,
250 

Lovasz i· 7 4c-. ' J<J). 

million cubic feet 11,350 million dry gas, and 2,900 million wet gas> 

■nd piped to the gasoline (compressor) plants 6,050 million cubic feet 

of gas. 14c;, 

Onl y estimates were availabl ■ regarding the util i•ation of nat

During the years of 1945 and 1946, one half of a ll gas pro-

Ltral 
duced was allowed to escape into the air,1~0 In 1947, MAORT used for 

its own purposes 35 percent, returned to formation 39 percent and wasted 

3c- d d t\!51 

gas. 

~~ percent of all the gas pro uce • 

The Fi nanc:i al Si tuati □ !l...91. the CompanY'. 

The extremely 
10

w price structure of crude oil whi ch prevailed 

throughout the postwar years presented the company with another serious 

unsol vable problem, Without consultation with company representatives, 

th
" powerful ECC (Economic Chi ■f council--• body i n which each ministry 

recei·ved . nd made the important economic deci sions for 

representation a 
the price of crude i n each instance. 

Such arbitrary 

the country) 

action 

set 

violated the 
state 's agreement 

the company. The con -

cessional contract stated: 
The prices at which th■ N,C, is ■n:itl:d to sell its crude 

oil shall b ■ fix■d from time o ,me by the Royal 
.. t f F1·nance and the N.C. Fa1l1ng to reach an 

Hungarian M1n1s er o . , 
the 

two parties, the selling price of the 

agreement between ~ t · b . d oil shall b■ th■ mar•• price correspond-

~ ave mentioned cru e •ces of the time. 

ing to the natural 1evel of pri 

I I 
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I I I 
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The company could only complain and the officials did so relentlessly, 

but their efforts were in vain. 

The impact of low prices on the company's operation was magni

fied by the refinery plant's inability to pay MAORT for the crude on 

time. As the years went by, they had fallen in arrears with their pay-

ments more and more. The company officials complained to higher 

authorities but to no avail. This twofold financial problem started the 

classic vicious cycle. Because the company did not receive an adequate 

price for it s crude, it could not make the necessary investments in cap

ital goods. This in turn, contributed to the company's poor physical 

condition which brought about reduced production rates which further 

reduced the company's alread y meager income. Each progressive phase in 

the cycle created an unfair cause for the state to accuse the company of 

engaging in sabotage of the country's crude production. 

The company emerged from the war with a price tag, determined by 

the state on October 7, 1943, to be 14.53 pengos on a barrel of crude 

oil. While prices of raw materials and industrial products rose 30 to 

60 percent during the war, the company was still able to earn a profit 

because the cost of production was rising much slower than the output of 

the crude. In April 1945, Papp received only a promise of payment fro m 

the Soviet authorities for the supply of crude used exclusively by the 

Red Army. The price was to correspond in value to the 1939 price. 1
~

2 

On June 15, 1945, the ECC set the first postwar price of a barrel of 

crude at 146.66 pengos a barrel and made this retroactive to 

April 1. 1 ~ 3 

After the June 15, 1945, price establishment, subsequent price 

adj ustments on a barrel of crude proved to be inadequate as well as use

less, because Hungary began experiencing the most spectacular inflation 
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that had ever taken place anywhere in the world. Between June 15, 1945, 

and June 20, 1946, the price of crude changed upward twenty-one times. 

The price began at 146.66 pengos and ended at 13,464,000,000,000. The 

government decided to make a tax stamp available which could be pur

chased in banks to place on bank notes. Because it was not possible to 

issue new currency to deal with the rampant inflation, this stamp would 

reduce the numerical size of the bank note and increase its purchasing 

value . Using this system, the price of a barrel of crude dropped to 

533,333 tax-stamped pengos on June 27. However by July 17, three offi

cial adjustments later, the price quickly soared to 4, 266,666 tax-

stamped pengos. 1e4 

On August 1, 1946, the Hungarian government issued a new cur-

rency called the forint. Looking back on the old monetary unit, 

Ruedemann made this observation: 

Prior to August 1st, in agreement with the Price Authority 
and the Minister of France, a price of 45.60 forints a barrel 
was accepted effective as of August 1st. This was based upon 
the pre-war price of 14.40 pengos times the factor 1.5 and the 
common multiplier applied to all commodities of 2.07. The 
factor of 1.5 was not considered high as coal was given a factor 
of 2.0 and manufactured goods all higher, some even factors of 
4,0 or more. Oil, along with farm products, was among the 
lowest. 1 ee 

The bilaterally established price level lasted for only 15 days. 

During the weeks of 

••• August 5th and 12th, pressure was brought to decrease the 
price. The company was invited to a meeting of the entire cab
inet and price experts. The agricultural group claimed it took 
several times as much wheat to buy a litre of gasoline as in 
1938, Later it was shown that the reason was the taxes and not 
the crude oil price. 

Particularly aggressive was a bloc consisting of Messrs. 
Rakosi, Vas, Gero and Gombasi. They insisted ail be produced at 
world-market dollar values. The MAORT's answer ta this request 
was that the forint cannot be compared to dollar values as long 
as it is not a free, strong exchange. 

A committee was appointed by the Prime Minister, and two 
meetings followed to discuss the price. MAORT agreed ~o accept 

1 '' 

I' 

1 i , , 
1' 
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of 30.16 forints a barrel, provided the gave . a C" rnment 

promises. . . . n August 1~th the new pri· . ce was 

but the promises made the MAORT had not yet been ful-

' u e 1,i□ Ltl d the impact the lower price of e r d 

In order to redL1ce 

make 
counterbalance their price action with two "promi s es" intended to 

r emedy 

a longstanding problem. Because HAORT ' s need for motorized vehi·ci 
es was 

on the 
officials of the company, members of the ECC attempted to 

great, the 
Economic Chief council granted permi ssion to MAORT to purchase 

for cash 20 Jeeps and 25 trucks of the motor vehicles to be 

Ever 

imported with the aid of an American loan.
1

"

7 

since the war ended, the company was experiencing grave difficul -

the deli vered crude from each of t·h . 1e 

ties with collecting moneY for 

refinery plants. To force the refineries to make prompt pay-

country's 

ment, the ECC ordered that 
Crude shipment■ should be regarded •• c ■sh tr■ns■ctions for 

which consideration must be paid wl th in 
8 d ■ys as specified by 

In 

effect, 

looking 

current 

law. 1ee 

Ruedemann's calculations, 

reduced price represented 

August 
' 

at 

reduced 

24.26 

Ruedemann's 

in 

cost 

price 

II 

t O
f the prewar price."

1
"~ 

se lling for 69 percen 

the price situation 

the 30.16 forints 

recei ved further 

per 

treatment 

barrel 

in relation to prewar pr ice~ ,, ' a 

relative purchasing power of 64 percent; in other words, MAORT •••• in 
This method of 

when 

Ruedemann for the benefit of• group of st ■te officials, contr■sted the 

' with the cost of production of 24.26 forints in 

September, 199.13 in October and 208.02 in November. 

l goods, 100 

profits and in vestments in capita f the ECC order which reduced the price of 

One stipulation o 

crude vJas that 

of production f i gures did not take into consideration 

• 

0 

would remain in effect until December ~i , 

trii S prl C<- - ' 

I' 
I I 
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1946. The Hungarian government was serious concerning this date. As of 

January 1, 1947, the powerful ECC unilaterally reduced the price of a 

barrel of crude to 22.66 forints. Already on December 6, 1946, 

Schoenfeld learned the following from a telegram: 

Secretary High Economic Council Vas informed MAORT officials 
that crude oil price to be reduced to 22.66 forints per barrel 
January 1. Price reduction based on comparison MAORT price and 
US price crude oil at exchange rate 11. 74 forints per dollar. 
Comparison held incorrect by MAORT. (1) US price is at field 
and MAORT price is at refinery and (2) purchasing power of 
forint well below exchange evaluation. 1 • 1 

Ruedemannn was prepared to fight the latest price reduction. On 

January 15, 1947, he filed his objections with Gombosi: the present 

price did not provide enough income to the company to maintain state 

prescribed production levels, and according to the contract the govern

ment had no right to reduce the crude price unilaterally without consul

tation with the company. 162 

Gombosi did not attempt to rationalize Ruedemann "s objections on 

their own merit. Rather, on February 10, he sent two reasons for th e 

price increase to the American manager. The new price approximated the 

U.S.A. price at the official exchange rate between forints and dollars, 

and the contract also stated that the company had to consider the eco-

nomic interest of Hungary. 163 

After his futile attempt, Ruedemann, as had been his routine, 

turned to Schoenfeld. To support his contention, he sent to the Ameri 

can Minister a study comparing the price of crude oil to other commodi

ties in Hungary. The study found that 

. prices for commodities used in the oil industry ... have 
increased an average of 309% and the payroll and related taxes 
218% as compared with prewar figures. On the other hand, the 
crude oil price of 30.16 forints per barrel, was only 105% 
higher than the prewar price. 

The crude oil price of 30.16 forints per barrel, which the 
Company accepted effecti ve August 15, 1946, allowed for a pur-
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chasing power of 52,51. as compared with th e pr ewar pr i 
order t t bl . .. 1 · ··, h . ce. In o es a 1s,, a UUh pure as1na power i t wou ld r . 

P

r · f . - ' equ1 r e a 

ice o 57.44 for1nts per barrel. The price of ?? 
6 

f . -- · or1nts 

per barrel imposed on MADRT by the Government eff ect i , J 
ar 1" '" anu-

y ~, 1947, reduces the purchasing power of the crude -
1 

>9 • • • , . . o1 to 
~ • ,J ,.n , as compared 1~i th tt-,e pre1-iar pn ce. ie.

4 

that comparing dollars to forints when talking 

Ruedemann found 

about crude prices was also unfair, The MAORT report stated: 

The price of 22.66 forints per barrel was approximatel y the 

same as the Gulf Coast price of $1.90 per barrel for East T . c 

crude converted at the official rate of exchange (11 6? fa exta-. . . · - r1n s 

to $1.00). In establishing the new price of 170.00 forints per 

ton, the Government failed to consider the fact that prices for 

011 field materials and suppli~s 1n the United States had 

increased only 151-201 compared with a general increase of 
2911 

in Hungary. on this latter basis, the MAORT price compared to 

Gulf Coast should amount to $4.66 per barrel, Further ta•· · . , r;l ng 

into consideration the purchasing power of 52.5% which was 

accepted, the price would be $2.45 per barrel for 209.15 forints 

per ton. Thi ■ pric■ do■s not make an allowance for the lesser 

operating efficiency in Hungary as compared to that in the 

United states, This lesser eff1c1ency 1s the natural result of 

the war and it will take some time to overcome it. Furthermore 

it is not fair to convert th■ Gulf Coast crude oil price at th; 

official rate of exchange because the For1nt 1s a strictly con

trolled currency and th• purchasing power is quite evidently 

much less than that assumed, In connection with th■ ~atural Level of Prices' may it be 

pointed out that th ■ cost of East Te,as.crude (appro,imately 

Hungarian quality> would amount to over 9 •• ou far1nt■ per bar-

rel, delivered at Budapest• ie." 

The cast of production al ■• made the price of crude higher. 

Ruedemann shared th ■ follo■ing conclusion of the report: 

Company record■ indic■t• th■t the cost of producing crude 

oi I is I ncrea■ i ng. If th• funds were ava1 I able for necessary 

repairs and repl ■cements, the present costs would be e ven 

higher. Th■ postponement of repairs and replacements due to 

lack of funds will eventu■ll Y result ,n future abnormal pro

ducing costs- Th■ company ;s furthermore not free to lay off a 

surplus of sever■ ! hundred employees in order to reduce 

costs. 1e.e. Ruedemann transmitted to 

In addition to the price 
st

udY, 

Schoenfeld his tatest evaluation of the company's situation. In 

organized and ne■tlY arranged paragraph■, Ruedemann included the major 

While the 
letter traveled over familiar 

gr-ievances of 
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Ruedemann did mention a few items in certain 
wa ys that 

expressed the company's situation as becoming untenable . 
He noted that 

Under normal conditions the MAORT would suspend deliveries 

This 

when 

of crude 011 to customers who refuse to pay, or if a fai· r -. . · price 

was not obtained, But now the MAORT 1s helpless because th -
production ■■ well ■■ their deli veries ■re controlled b ••• 
Hungarians and, ■ t 1 east indirectly, Soviet authod ti es. , ./ 

th

e 

"hel pl essne·ss" of 
the company was difficult to accept e- _. ~peLlally 

On the one hand the U.S. Government is extending subs tantial 

assistance to this country an~ on the other hand, the recipient 
treats an American interest 1n a non-cooperative manner. Th . 
is aside from the many humiliations suffered ■t the hands oft~= 

Savi ets. i<!>e 

In evaluating the Hungarian government' s actions Ruedem - n 
, ' d n came 

to an ominous conclusion. 
Certain groups have a tendency to disregard their own fault s 

and to blame failure upon others. The present Hungarian Govern
ment is no exception- A continuation of the present oppos ition 
to American interests can 1ead to serious repercussions result
ing in the lo■■ of th■ MAORT properties. There is a danger that 
the blame for the failure to augment the declining oil produc
tion will be placed upon the Compan y and lead to the proposal 
that the properties be nati~na~ized. The true facts would be 
disregarded, and th■ sl•• dr1ll•ng rate attributed to sabotage 

or similar misrepresentation, 

For these reason■ h■ suggested to the Americ■n Minister that "the time 

more positive action in our relation with the Hungarian 

has 
Government ■nd aiming toward th■ protection of Americ ■n interests.•••• 

come 

Schoenfeld did not fail to recogni•• the serious difficulties in 

which Ruedemann found hi ■ company. As a result, the American Minister 

for 

prepared 

to thle F 

. M . . -trY of HitngarY on Mar-ch 3, 1947. 
ore1gn 1n1~ -

an 

official note oas■d on Ruedemann's report ■nd deli vered it 

At the end of the 

■■ve,al-paged note, Schoenfeld concluded that the Hungarian government"s 

_ . _ . the vieW of the United States Gover nment wer 

• •. oct1on• 1n . . , e cot t- _
11 

e-tablish■d commerc1 ■ l pract,ces. Furthermore 
n .rary u ~~ ~ --~trarY to the rights of Ameri can nati □n - 1' 

such an action••••~• • • 
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in Hungary undet- the Armistice of Januar y 20 1 1945. 170 

He recommended that the 

• •. prices of crude oil and petroleum products be ad j us ted to 

levels adequate to cover the costs of production plus a reason

able return on investment and. . that pay out for deli verie~ 

of ccude and petroleum products b■ prompt and effective. , ,. -

The reception of the American note started fe veri s h acti ~it y in 

Official s of this branch of government 

the Ministry of Industry, 

started drafting situation reports and action plans in order to advi s e 

Ferenc Nagy on how he should prepare his reply. First the offi c ials 

suggested that an int■rminl ■teri ■ l committee be formed with the inc lu-

This committee should examine th,o c □ lll _ • ~ pony· s 

sion of MAORT officials, 

reasons for regarding the crude price low and should prepare a report on 

its findings. 172 

Ministr y 
of Industry came to the con 1 . c us1on 

Officials in 

that the company" ■ probl ■m• were not th■ results of actions on the part 

th■ Hungarian government out were directly and indirectl y caused by 

of 

the 
ity to p■y the refin■ri ■■ (who couldn't p■Y the comp■nyl because it had U.S. government. 

The Hungarian government was limited in its abil-

czechoslovakia and Yugoslavia rep arat · ~ ions. 

to 
These were high and the u.s. would not do anything to reduce them. The pay 

e:-:pect that because MAOF:T was not 

American 
compensated on ti ■• th ■t it should h•• • the right to export its crude to 

foreign refinerie■• Thi ■ would cause unemployment, ■nd even the U.S. 

government 
should not 

the Hungarian 
vJorkers. When the Hungar i an 

government exported oil, it used th■ currency to purchase necessary 

machinery for MADRT. Th■ government h ■d th
e right to seo

d 
in spector s to 

would not wish this on 

the crude production of the c om pany was 

the 
especi. al 1 Y 

when 

declining•• rapidlY• Thi ■ 1ndic■ted that there w■s troubl e , ■nd it ••• 



the duty of the government to find out what it was. 17~ 

of the company's problems were cau~_cd b 
~ Y Standard Oil 

The rest 

Company in New York. At the end of the war, hungr y , povert y-stricken 

and unpaid Hungari an engineers and workers started rebuilding and opera

ting the company of American owner~. Rockefeller Plaza did not aid the 

company at all. Moreover, this large multinational compan y did not even 

reqllest. t ~,c1-t MAORT's belongings from the U.S. t · , sec or in Germany be sent 

home. It just did not care at all. It did not export capital to 

Hungary to assist its own property to become profitable again. Standard 

Oil had no consideration at all for the difficulties of the company and 

the Hungarian state. 174 

After looking over the plans and reports, Ferenc Nagy, with 

officials of the Ministry of Foreign Affairs, sent a short, polite and 

sensible reply to the U.S. Legation on April 2, 1947. They promised an 

investigation of MAORT's claims concerning the low p1ce of crude and 

informed the Americans that the Ministry of Finance had advanced 6 mil

lion forints to the refineries with 2.5 million earmarked for MAORT. 17e 

Two weeks later, the U.S. Legation acknowledged the receipt of the 

Hungarian response and expressed its hopes that the Hungarian state 

would be able to work out its problems with the company in the spirit of 

the Contract of 1933 and subsequent international agreements between the 

U.S. and Hungary. 17 ~ 

The interministerial committee formed to study the crude price 

st ructure met once under Dr. Fenyvessy's chairmanship on September 29, 

1947. Branches of the government including finance, industry, interior 

and commerce were represented; and experts from the engineering and 

geology departments of the University of Budapest were present. MAORT 

sent Ruedemann and Bannantine. The meeting did not last long. 



Ruedemann stated that in view of the s i tuation, th e compan y was plann i ng 

to produce onl y enough for domestic cons umption. Thi s had been s t a ted 

1n the Contract, and the state could not force the compan y t o viol a te 

the written agreement. In response, Dr. Fenyvessy wh o r epres ented the 

ECC, said that he saw two alternatives. The compan y could decl ar e bank

ruptcy and then the state would again take over the fi e lds, or the pr ice 

mat ter could be referred to a Jury of Referees for binding arbitra-

tian. Ruedemann accepted the latter. 177 

In spite of the exchange of notes between Hungar y and the United 

States and the formation of the committee to look into the problem of 

crude prices, no measurable change came in the relations of the govern 

ment and the company. For the rest of 1947 and during the first part of 

1948, MAORT attempted to operate as well as it could. On Jul y 17 , 1948, 

Ruedemann noted that "in respect with prices MAORT had been treated most 

unjustly among all branches of industry, as the present price repre

sented 23 percent of the 1939 price." 178 In his opinion, the company 

needed to earn 45.00 forints for a barrel of crude in order to make a 

modest profit. The 45.00 forints per barrel would cover 24 forints for 

c ost of production, 12 forints for drilling fees and allow 5 forints for 

profit ta be distributed among the shareholders. 179 

Decreased earnings due to low prices and output represented only 

one part of MAORT's financial problems. The other part was created by 

the refinery plants who were unable or unwilling to meet their finan c ial 

obligations. This went to such an e xtreme that in time the ac cumulated 

debts rendered MAORT completely dependent on the state for funds. 

This problem of financial insol venc y began to surface j ust after 

the war ended. By the time the stabilized currenc y , the forint, 

appeared, the major refineries were in deep debt ta MAORT. The price of 
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crude was l owered to 30 .1 8 f ori nts per bar rel and the Minister of 

Finance ordere d t he r e fi neries not to delay payment for more than 8 

days . But the Mi ni s t e ri al decree 167 8 10/1946 did not change the situa

t ion. By the beginning of 1947, the seven major refinery plants owed 

MAORT 25 .7 million for i nts which repres ented 3 months' income of the 

compan y . The three plant s with the gr eat est de bts wer e t he Hungarian

Sovi e t Oi l Works with a debt of 8.5 mill ion forint s, Shel l Refinery 

Pl ant which owed 6.5 mi llion f orints and Pet Ni t r og en Works with an 

indebtedness of 5.2 million forints. 100 

At e very opportune moment, Ruedemann appea l ed t o th e pr ope r 

Hungarian s tate and Amer i can di plomat ic author ities f or assistance 

concerning the irrespons i ble bus iness conduct of t he r efineri es. In a 

memorandum to Ban, Racz and Vas, Ruedemann stated: 

We have informed your office on various occasi ons tha t t he 
refineries are not paying us pr omptl y enough for our cr ude oil 
deliveries with the result that we are handi capped in our op er a 
tions for lack of funds. 

Our accounts receivable from the refineries ar e stead ily 
increasing and amounted to over twenty-fi ve million Fori nts on 
February 12th for crude oil del ivered s i nce Augus t 1, 1946. 

We also wish to call to your a ttention th a t when we accepted 
the price of 30 .16 Forints per barrel, we were assur ed that 
arrangements would be made f or the payment of our cr ude oil 
deliveries eight days after the date of del iver y . With thi s 
promise we expected that we would be gi ven better con s iderat i on 
than that which we actuall y received. 

We should appreciate it ver y much if you would ass i st us in 
the collection of our accounts recei vable from the refiner ies in 
order that we may be able to car ry out our program of deve l op
ment and exploration necessar y to maintain our present produc
tion and find new oil reser ves. 181 

While he ess entiall y reported the s ame f ac t s t o Sc hoe nf e ld , 

Ruedemann e xpanded his list of grievances by ment ioni ng Hungary's 

e xports to Poland. He wrote 

The Hungarian Government still owes the equi va l ent of 
approximately $40,000 for crude shipped to Pol and in Jul y 1946 . 

MAORT crude oil i s exported for barter purpos es which is 
largely to the benefit of the importer s since MAORT receives 



only the fixed, inland price, 

world market prices in the 

MAORT' s f i;:ed price, 
1

e1
2 

The importers are able t o bt . . · □ a1n 

barter1ng which greatl y exceeds 

in early 1947 , one year after M ar s hal 

This was the situation 

V□roshilov had t hreatened to punish the managers of the maJ·or ref· . 
1ner1es 

The Russian officer ' ~ lett - er to 

who wer e delinquent 
in their duties, 

Prime Min ister Nagy read 
MAORT is unable to ma ke the necessary repair s because it has 

no money, The refineries owe large sums to MAORT because the Hungarian 

government does not p ■ Y th■■ for th■ ref•n■d products which the 

■hip out either for reparations or inland us■, Y 

I request that you, Prime Minister, i mmediatel y issue orders 

which would effect the equal1 zat1on of debts between the 

refineries and th■ state on th ■ on ■ hand and the refineries and 

MAORT on the other, At th■ same ti ■■, J hoP■ that you will find it necessary to 

begin an investigation of thl ■ matter and then gi ve the guilty 

ones who attempt to disrupt the normal producti ve work of th is:s e 

oil industry exemplary punishment, 

In accordance with th■ Marsh ■ ! ' ■ reQU■St , Vas, head of the ECC, 

ThiS attempt did not r esult in any change 

initiated 
in th f · · 1e4 

an investigation, 

e paying habits of the re 1ner1es, 

Ten month ■ Jat■r, th ■ Vic ■ Pr■■id■nt of th■ ECC, Finance Minis-

ter Dr. Jeno Racz, was forced to send a memorandum to the Hungarian Min-

era! Oil Refinery Plant■' National Org ■nl • ■tlon in which he demanded 

that each 

member •, •. undertake with du■ hast■ th■ proport ional set-

He placed the execution and s uper -

tlement 
MAORT

.111E11!'l 

of your debts to 
vis ion of hi ■ order in th■ hand■ of the common Oell v■rie■ R■visory Work 

Community (l<oz szal l i t,sok Revi ,ori Munkakozossegel which formed a semi_ 

i d · . trY 
1 

e,<!> 

n ependent group within hiS minis • 
Two month■ 1at ■r, thi ■ work community reported that the refiner-

ies increased their indebtedness, 

National 
able of the refin■ri ■■ to pay for crud■ d■li v■r ie■, MOLAJ transferred 25 Bank 

From the sL1ms which the HLtng · ar1an 

and th■ Reparation Offic■ placed on the accounts receiv-

I 
I I 
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percent ; She l l , 11 percent ; Pet i Nitrogen Works, 5 percent; and Vacuum, 

0 percent to MAORT i n the mon th of February. 1 e 7 Radical action appeared 

to be in order. On March 26, Racz , i n the name of the ECC, issued the 

fo ll owing authori zation to MAORT: 

As of May , 1, 1947 , the Econom ic Chi e f Counc i l authorizes 
MAORT to del iver crude onl y to thos e ref i neries wh ich paid i n 
cash f or the crude within eight days of the de l iver y. 

In the opposite case, in s pite of exi st ing de liver y quotas 
imposed upon MAORT by state authorities , the company has t he 
right to refuse deli ver y of crude to thos e refin eries whi ch ha ve 
fallen in arrears with their payments and to s ustain the embar go 
until the refineries make good on their debts. 

MAORT, the refineries, the Economic Chief Counci l and the 
Ministry of Finance will sit together and decide ways and means 
to take care of the debts which the refineries incurred before 
May 1. iee 

The stern measures improved the refineries• payment records but 

did not eliminate MAORT ' s cash flow problems. While th e refineries 

maintained regular payments for crude deli veries after May 1, they made 

slow progress in rolling back their pre-May debts. The comb i ned debts 

of the refineries amounted to 23.6 million forint s on May 1, 1946. They 

paid bac k to MAORT 13 million by Jul y 31, 1948. The worst off ender s 

were Vacuum and Shell owned by British, American and Dutch s tockholders. 

The former still owed MAORT 73 percent and the latter, 64 percent of the 

pre-May debts in the summer of 1948. is9 

Several considerations hindered the refineries in their 

willingness and ability to pay regularly for the crude deliveries . Th e 

most frequently mentioned and most understandable reason was that t hey 

needed large amounts of cash to rebuild their plant s which were a lmos t 

completely destroyed during the war. Fenyvessy, who had inspected both 

MAORT and the refineries several times, noted in the spring of 1947 the 

following: 

I would point out that the financial position of the MAORT 
is to be cured through the refineries .... 
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In the line of refineries there is one serious reserve and 
this is painful, but it is the only secure operating knife. 
This can not be but the reduction to a minimum of the recon
struction work carried on by the refineries as long as the 
position of the MADRT necessitates this. Refineries will be 
reconstructed in vain if the Lispe Field is ruined in the mean
time. 1 "'0 

Pal Kiraldi, who was a chief min ing councilor in the Ministry of Indus

try, wrote a comprehensi ve report on the country's oil industry for 

Antal Ban which eva luated the situation succinctly and correctly in the 

following words: 

The rebuilding program of the damaged refineries has succeeded 
to such an e xtent that the refineries' present combined capacity 
more than twice exceeds our decreasing crude oil production. We 
command at the present a yearly throughput of 9,000,000 bar
rel s. 1 "' 1 

(In 1947, crude production reached 4,374,365 barrel s, and 3 ,579,593 bar-

rels in 1948. > 

Ruedemann, who had a lso studied and eva luated the problems of 

the refineries, especially the reasons far their apparent inability to 

pay for crude deliveries, arri ved at the same short and accurate conclu

sion as the others: "The Shell and Vacuum--others also--appear to have 

brought on their difficulty by spending money on reconstruction or 

expansion that should have been paid to MAORT. 111 • 2 In particul ar, 

Ruedemann found that: 

Vacuum appears to have invested 10 to 15 million forints on 
reconstruction and .•. is still putting money into its plant s. 
Four hundred men are being employed in rehabilitation and 
improvements out of a total of 700 at the plant. 1 • 3 

Considering Shell, he found that 

Shell is doing very little such work now and seems to have 
made i ts heavy expenditures prior to the time t he refineries 
were ordered to pay MAORT currently ...• 

The impression our informant got of the Shell's expenditures 
was that they directed their efforts more toward improving labor 
relations and making themselves comfortable (They luxur ious ly 
rebuilt and furnished their Budapest office) rather than 
increasing the income potentialities. 1 "' 4 



In 
spite of these problems with Shell and Vacuum Rued 

' emann was 358 

' he achieved the 

ready to strike a deal with them, 
In the case of Shell 

following: 
An agreement has been consummated with the Shell f paym■•t of thel• debt to MAORT, I• outli•■ the a••a•g■m■•;• 1 :~• 

Payment: 70,000 frt, cash weekly 
Payment about 30,000 frt, weekly in products 
Interest at 5% per annum on the bal ances left unpaid 

each month in accordance with the payment s required 

under tr,e decree 
At this rate they will be paid up in about a year The . . · same 

•••a•g■me•t ,s to be offe•■d the vacuum whe• M•· LI•••• •et, v . . . . J wns. 

■cuum paid o•lY 300,00D f•t· •• a•u••Y a•d ••t 1,300,000 f•t 

as they stated th■Y would•• the cable to th■i• office a•d wh ~ 
we discussed at a meeting b ■f••• my dep■•tu••·••• ,c 

Rued••••• could ha•• offe••d th•• easl•• t••■s, but his e,peri -

ences as 
a manager within a multinational company suggested oth . 

- erw1se. 

He thought that 
1• would b• poli•lcall Y u•wis■ fo• us to g•a•• •h• abov• two 

mo•■ f•••••bl ■ ••••••••t th•• th• oth•••; th•••••••• si •ila• 

propositlo•• will ha•• to be off•••d to the oth•• r•fi•■ries .f 

they c••••t p •Y • s p•■scri bed by the d•c•••, • •• 

1 

Ru•d•■••• doubt•d that l••g• ••P■•dit•••• •• • ■buildi•g w••• th• 

•■aso•s behi•d th• two fo•elg• int••••• ••fin•ri•s' inability to •■main 

financially sol vent, He believed that 

Th• fact that th ■ ••fin•••••••• in bad shape fina•cially is 

due l••g•lY to b•d •a••g•••••· Th•Y we•■ spendi•a thei• • ■venue 
freel y in th■ exp•ctancY th•Y would not have to pay fo• the 

crude oil, Th•Y also fail•d to tak• ■e•1ousl y MADRT's • ■po•ts 
•• declining production •a•• and h■d th••• Associatio• • ■quest 
the Gov•rn•■nt's Ml•■•■ l Oil Co•••••••••• to fo•ce MAORT to 
produce at _ higher rate; as if MADRT was sabotaging and only 

cl d t ' t l'I' 

•eeded p• oddi •g to bd ng up th• p•• uc 1 on • a e. 

7 

He also did••• bell•• • th■t the Hung■•I•• gov••••••••• alleged sl ow and 

low compe•s•tio• for distill•d p•oducts w•• the si•gle source of fi•an-

Ci•l proble•s for the • ■fine•i ■5 • He w•ote: 

ta 
of 
are 

The co•st■nt ••gu•■nt th■Y giV■ is th■t _ the Gov■•••■•t fails 

Pa

v th and both vacuu• a•d Sh■ ll •■cite fantastic figu•■• 
, · em, V ~ th th■ amo~nts owed the•• • · ' acuu• ••Y• • Shell clai ms 

p•dded, and theY do•'t see ho• Shell ca• collect ■•ough to 
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pay MAORT. Shell says the same about Vacuum. A swell bunch' 
In any case their argument that they cannot pay because the Gov
ernment does not pay is a childish one. 1 ~e 

Ruedemann did not deny the fact that 

.MAORT's money has contributed heavil y to the reconstruc
tion of all plants. Let us say a million dollars. A rather 
nice contribution by MAORT shareholders to the Hungarian refin
ing industry. 1 ~~ 

Looking back on his evaluation of the refinery problem he wrote: 

I trust I have not been too critical. It is difficult to 
describe the present low level of business morals. And it is 
equally difficu l t to get someone who has not lived with this 
situation to believe t he morals can be so corrupt. 200 

In the last analysis, Ruedemann believed that the background and 

present posts of the head of the Mineral Oil Production and Distribution 

Commission, Zoltan Gombosi, also had something to do with the refiner-

ies' unwillingness to pay for the crude. Gombosi was a refinery 

employee dur i ng the war; afterwards he sat on the board of several 

refineries in addition to being a Commissioner; i qq and as Ruedemann 

intimated to Schoenfeld, "he was the President of the Hungarian-Sovi et 

Oil Company, a competitor of MAORT.'' 202 

Decreasing crude prices conjoined with long-delayed recompenses 

from refineries pl aced the company's financial operation into a precar

ious, if not dangerous, situation. Often the company could simply not 

meet its basic financial obligations. It was a new and different 

experience for the di r ectors who had been used to creating ''s1nk1ng 

funds' ' to decrease the unexpectedly large profits. Surprisingly, from 

the beginning of the company's troubled financial circumstances, the 

government was always there to grant a new loan or issue a voucher for 

more credit. 

The general financial problems of the company commenced with the 

end of World War II . The Red Army, which occupied and supervised the 
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operation as well as used the oil and services of the company, only 

promised to pay for whatever kind of benefits 1t derived from the 

company. As a result, right away, in order to satisfy a payroll of 

5,000,000 pengos, the company had to borrow 3,000,000 pengos from the 

government on May 18, 1945. 203 This first-time dependenc y continued to 

the end of the compan y' s existence. 

Two months later, a worried Rockefeller Plaz a execut ive , Edward 

F. Johnson, was inquiring from Charles F. Darlington whether he knew of 

a loan to MAOF:T which 1~as "the equivalent of about $4,500, 000, according 

to the 1 ast pengo e}:change ,~ate that we have . . 11 2c,4 Johnson 1•ianted 

to learn ''b y whom the money was furnished or the t ype of expenses the 

loan was to meet, whether current, capital, or of some other var1 -

II ety . :zc•~ 

There were the initial loans to MAORT from the gover nment, and 

in time, they became regular sources of cash for the financially 

troubled company. On August 

Schoenfeld: 

,...,.., 
~I' 1946, Ruedemann was reporting to 

The MAORT is in a desperate financial situation. The refin
eries are unable to pay for the oil deliveries and to date the 
Company has received a total of 2,129 ,518 forints si nce August 
1st. The sum of 979,518 was paid on account and the 1,150,000 
remainder obtained as loan s from banks. The Government offers 
the privilege of further loans which the MAORT has refused. If 
the Government can arrange loans it can also pay.20~ 

A year later the situation had not changed much. The ECC ordered the 

extention of a 10-million-forint loan to the company to underwrite the 

s pring quarter's production. 207 

For the whale postwar period there appeared to have been only 

one General Assembly of Stockholders meeting and even this one was 

extraordinary. On November 16, 1945, Papp, as president of the compan y, 

opened the meeting and noted the the compan y's stocks had grown to 
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32,000 during the war years. The purpose of the meeting was to elect or 

re-elect the members of the Board of Directors and replace Erno Hauer 

and Janos Dinda who had decided to stay in the West. Papp, who 

represented 31,998 votes by proxy, nominated the following persons: 

Ralph P. Bolton, John W. Brice, Edward L. Estabrook, John Finke, Leonard 

McCollum, Paul Ruedemann, Emil Schudel, Bodog Abel, Zol tan Gyulay, and 

Gabor Temesvary. They were unanimously elected and the meeting was 

closed . 20e 

The only fully documented Board of Director s meeting took place 

on March 2, 1946. Papp, as president of the Board of Directors, opened 

the meeting and related how he had been elected to this post on Decem

ber 15, 1941, during an emergenc y session. He reviewed the events of 

the past years in several sweeping generalizations and then got down to 

the business of the meeting, the elections. Ruedemann was nominated and 

elected president . Papp turned over the posit ion to him with these 

words: "We hope that under yo ur wise leadership the company will 

recover from the damages it suffered during the war and will again start 

moving toward prosperity. 11209 Ruedemann suggested that those employees 

who had worked for ten or more years for the compan y should be awarded 

gold medal s . This was accepted and Ruedemann closed the meeting. 210 

There are only traces of information left beh ind from two other 

Board of Directors meetings. During the March 12, 1946, meeting, 

Ruedemann proposed that an oil worker s hould be invited to futur e ses

sions. On April 17, 1946, Ruedemann suggested that those employees who 

worked in Budapest should have opportunities to listen to lectures con

cerning the oil fields and the production of cr ude oil. 211 

Balance sheets provi ded comprehensive reports on the financial 

status of the company from year to year, but after the war not one of 
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these important documents survived or could be found. Onl y numbers 

scattered in different documents and on pages of texts could be located. 

One source s tated: "For the first time, the year 1945 closed with 

lasses • . The company suffered 22 .5 million pengos loss." 212 Another 

reference to the same year noted that "The 1945 business year, in 

contrast to other profitable years, closed with a loss of 12,465,935 

pengos." 213 According to these disjointed figur-es, the 1947 year 

started with assets placed at 341,567,706 forint s and cl osed with 

391,523,606. This indicated that the company made 49,687 ,899 forint s in 

profit. 21 -4 

U.S. Legation Activities 

Through the personnel in diplomatic posts around the world, the 

Department of State has traditionally assisted Amer-ican businessmen 

abroad. Because Americans came somewhat late to international business 

activity, the Department of State promulgated an "Open Door Policy." 

While it was always easy to follow the precepts of this policy, diplo

matic per s onel found that when they attempted to interpret and apply it, 

ther e were no specific guidelines as to the limits of their assistance . 

American oil men received treatment that varied depending on the post, 

the time and the place. 

After World War II, the fluctuating intensity received some 

definit ion. The Department of State started to systematize its a id to 

multinational American oil companies in recognition of the fact that 

Historically, petr-oleum has played a larger role in the 
external relations of the United States during the twentieth 
century than any other commodity. 21 e 

The legal instrument which gave the right to American multina

tional companies to operate in foreign countries was the concessional 
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contract. In case the United States government, through its foreign 

service agencies, wanted to support Amer ican oil interests abroad, it 

had to uphold and defend the overri ding importance of this contract. It 

did so in the following words: 

In connection with the sanctit y of concession contracts, 
there has been no change in the State Department's position. It 
still upholds the principle enunciated in the Anglo- American Oil 
Agreement ' That all valid concession contracts and lawfully 
acquired rights shall be respected and that there shall be no 
interference directly or indirectly with such contracts or 
rights.' 21 b 

In support of this policy 

The United Sta tes Government would take every 
to encourage, assist and protect American 
development of foreign oil reserves. 217 

appropriate means 
nationals in the 

The preceeding policy came to public attention in the fall of 

1946; however, certain Department of State actions had already begun 

carrying the new policy into effect in the summer of 1946. With t he 

explicit intention of assisting American oil interest abroad and also of 

gathering oil-related information anywhere in the world for the Depart

ment of State, the fallowing circular was sent from Washingt on to each 

diplomatic post : 

The Secretary of State transmits herewith an instruction on 
petroleum reporti ng which has been formulated to describe the 
basic duties of petroleum officers and the types and frequenc y 
of the reports they are to submit. 21 e 

To implement this policy 

. . . the Department proposed, among other things, to institute 
a regularized system of petroleum reporting at ~11 Mi ssions 
abroad and to appoint experienced petroleum specialists who 
would participate in analyzing the political and economi c prob
lems relating to petroleum in strategic areas and keep the 
Depart ment fully informed . 21 ~ 

The ''experienced petroleum specialist,'' officially the Petroleum Attache 

will act as technical adviser and principal reporting officer on 
matters pertaining to the petroleum industry within his 
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Militar y and Na val Attaches of the Mi s s ion . He will coord inat e 
the economic reporting of petroleum speciali s ts operati ng wit hin 
his jurisdiction who are sent ab r oad by all Un i ted St3 tes 
governmental agencies. 220 

In addition to these duties, he would ha ve 

to follow, report on and interpret all legisl ati ve and ex ecuti ve 
acts of government, and all political and economic trends 
affecting petroleum.and American petroleum interest s with i n his 
area of responsibility. 221 

The first petroleum specialist to come to Hungar y wa s Ra y P. 

Walters. He arri ved in July of 1945, several months before Ruedemann. 

Robert S. Folsom noted: 

I have the honor to submit herewith a report on the 
Hungarian Oil Industry prepared by R. P. Walters , Foreign 
Service Aux iliary Officer, United States Mission, Bucharest, 
Rumania. 222 

The events which surrounded the report took place as follows: 

While on a trip to Budapest in 
MAORT and Vacuum representati ves, 
largely on information obtained from 

July, Mr. Walters contacted 
and the report is based 

them. 223 

This was not how Walters wanted to gain his information. He preferred 

to go straight to the oil fields, but this was not possible, 

A ,~equest was made for persmission to visit the fields, but 
the Russian A.C.C. refused to grant the request. In refusing, 
the A.C.C. stated that the fields were under the control of the 
fighting army and threfore not under the jurisdiction of the 
Control Commission.224 

Walters returned to Hungary for a longer stay as a full - fledged 

Petroleum Attache in 1948. 22e He wrote several comprehensi ve report s an 

MAORT ' s operation, certainly a topic he would be interested in, because 

unless a series of coincidences were at play, this Ra y P. Walters had 

been a long - standing employee of Standard Oil who sat on MOART ' S Board 

of Directors from 1938 until 1940. 226 

When, during the early years of the war, members o f the Enemy 

Oil Committee in Washington listed Walters's name among MAORT 's d1rec -
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tors, they also classified him as one who 11 
• • may be l ooked to fo r 

information of possible value 

information for himself. 227 

II Walters eviden t l y ga t hered 

Before the war, members of the U.S. Legation had assisted MAORT 

officials by allowing them use of the legation's f ast and s ecur e commun

ication system. Most of the information which left Hungar y had militan' 

implications; therefore, this ser vice violated the 1925 Tr eat y of 

Friendship Commerce and Consular Rights. After the war, the l egat ion 

resumed this ser vice to the company. The following examples s upport 

this: 

I have the honor to transmit herewith, for deli very to Mr. 
Leonard McCollum, 30 Rockefeller Plaza, ~ew York, at the dis
cretion of the De~artment, a report on th~ cancessi~n in Hungar y 
of the Magyar-Olasz Asvanyolajipari R.T., prepared by Dr. Simon 
Papp, representative of the Magyar Amerikai □lajipari R.T., a t 
the suggestion of Mr. Ray P. Walters, Petroleum Attache on the 
staff of this Legation. 

The preparation of this report was suggested by Mr. Walt ers 
prior ta his recent departure for the United States. It 
represents, in his opinion, a valuable contribution to the 
documentation available regarding oil rights in Hungary. 22

e 

In accordance with your telephone request of August 4, 1947 , 
I am enclosing for your information paraphrase of a recent 
message from Budapest. This telegram refers to certain orders 
issued by Mr . Ruedemann to reduce the MAORT production to 48,000 
tons during August and to render no further assistance to 
Hungarian controllers placed in the MAORT organization. 22

~ 

The Charge d'Affaires ad interim at Budapest has the honor 
to enclose herewith a letter dated June 18, 1948 with enclos ures 
addressed to Mr. John W. Brice, Standard Oil Company (New 
Jersey >, 30 Rockefeller Plaza, New York 20, N.Y. 

If the Department preceives no objecti~n. the transmittal of 
this letter to the addressee would be appreciated, 230 

I have the honor to enclose a series of maps and pamphlets 
which supplement the text and data submitted 

dealing with the production of Hungarian crude oil. 231 

Some of the interesting maps were: 

Schematic tectonical map of Transdanubia, Hungary based on 
geophysical investigations 

Structure contour map of the oil fields of Lovaszi and 
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Budafapuszta, s howing also the di str i bution of water, oi l and 
gas in the Ratka and Pat ka s ands 

Map of oil and gas concessions i n Hungar y in 1944 
Map of prospecti ve oi l terr i tories of Hung ary 
General map showing the exist ing oi l field s , the loca t i on of 

the latest prospecting boreholes and t he l i kel y s tructures 232 

Sometimes the information flow reversed going from New York to Budapest: 

I am attaching hereto a letter addressed to Mr. P. Ruedemann, 
Shareholder Representati ve of the Standard Oil Company <N.J.) i n 
Hungary. If you see no objection, I would appreciate your kind 
offices in arranging for the placement of this communi cat ion in 
the diplomatic pouch for the Legation in Budapest, and for its 
delivery by hand on arri val to Mr. Ruedemann, 233 

Some information appeared to be so valuable that the Budapest lega tion 

sent a copy of it to be placed in the Department of State ' s files. 

I ha ve the honor to transmit herewith a confiden t i a l mem
orandum prepared by the Budapest office of the MAORT Compan y 
dealing with the history, production operations, oil res er ves 
and field personnel of the Hungarian subsidiary of the Standard 
Oil Company of New Jersey. It will be of interest, I believe, 
to the Department. 224 

Before the war, with the exception of the information clearing 

service, MAORT officials asked for no other kinds of assistance from the 

U.S. Legation. After the war, the situation changed. Ruedemann some-

times demanded help. At the end of his report describing the company's 

financial situation, Ruedemann pleaded with Schoenfeld: 

The severe handicaps imposed upon the MAORT make it impera
tive that adequate assistance be gi ven by your Legation. It is 
only by strong pressure that the MAORT can be rescued from the 
present difficult position. It does not appear that positi ve, 
forceful assistance would jeopardize the broader political 
aspects. 2~e 

As a result of these appeals, the U.S. Legation in Budapest and the 

Department of State in Washington addressed notes to the Soviet and 

Hungarian governments without even chec~ing on the claims and 

allegations of the company. 

At times legation officials were so eager to help persons repre-
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senti ng American interests that they wandered i nto dangerous terri

tor i es . To hel p t wo Hungar ian employees of Sacony escape from Hungary, 

l egation off icia l s consi der ed a "procedure for purchasing Hungarian 

passports . . • a s i t i s known t hat passports have been purchased in the 

r e cen t past." 23~ When Washington learned of this, a Department of State 

officia l t elegraphed the f ollow i ng r esp onse : "Depart ment consider·s Lega-

ti on 's i nvo l vement in transact ion of purchas ing passpor ts. to be 

unwarr anted ris k of embarrassmen t. If you fee l ot her wi se, we wi ll dis -

cuss i t wi th Sacon y. 11 :237 

Recei ving and gatherimg i nf ormat i on concer ning secr et Hungarian 

oi l depos its were also a part of the lega t ion 's work. On Jul y 23, 1946, 

G. T. Kerekes , As s i stant Chief of the Foreign Exchange Sect ion of the 

U. S. Mi ssion i n Vienna, reported that a Hungar ian lawyer empl oyed by 

the ACC ' s Hungarian Investigation Di vision came to vi si t hi m upon 

r eques t of mutual American friends in the Mi ssi on and told him the fo l 

lowing : 

He i s a friend of Dr. Locz y, Hungary' s foremo s t geol ogi s t 
and Direc tor of the Hungarian Geographic Inst itute, who, at the 
request of the late Premier Teleki, s ur veyed Hungari an oil 
resources. Sometime ago, Loc zy called hi m and t old him t hat t he 
most val uable Hungarian oil wells are neither those of th e 
Standard concessions, nor those of the former German conces
sions; but they are somewhere else. At the time Loczy made t his 
d i sc aver y

1 
it was withheld so as not to gi ve the infor mat i on 

either to the Germans or to the Russ ians , and ne i ther of them 
know the location of the se deposits. Locz y, who is s incere ly 
perturbed by the Jack of American interest i n Hungary , would be 
willing to talk about the location and wealth of these depos its 
to appropriate American authorities with the purpose of enduci ng 
a more active American part i cipation in the Hungari an ec on 
omy. :2;5e 

Kerekes's report came to the attent i on of Jahn G. Er har dt , 

Poli tical Representat i ve at the Headquar t ers of the United States Farces 

in Austria, who contacted Dr. Locz y. To Erhardt , 

Dr. Lacz y stated that surveys cond uc t ed over t he las t twen t y 
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years have shown the existence of oil fields in Hungary superior 
in importance to the western fields under concession to Standard 
Oil Company and the eastern fields for which exploitation rights 
were granted to the Germans. He says that the secret fields are 
superior to those in Rumania or any other fields in Europe. He 
desired to reveal their existence to United States authorities 
with the idea that this knowledge might be an important element 
in the development of American ecnomic policy toward Hungar y and 
might lead to a stronger orientation of Hungarian economy toward 
the west. :2;5• 

Erhardt sought out the Hungarian lawyer who was the first source of 

information and learned 

• that the matter could be further developed only by confer
ing with Dr. Loczy outside of Hungary, since he is the key man, 
is the only individual who holds all the information available, 
and cannot be contacted in Hungary. Dr. Loczy apparently is not 
in wholly good standing politically with the present regime and 
the Soviets. He has been kept in office because of his out
standing ability, but it is almost certain that he would not be 
granted permission to leave the country. If there were same 
indication that authorities in the United States desired to 
investigate the possibilities of this matter and to confer with 
Dr. Loczy, he probably could find means to leave the country. 
Travel out of Hungary to Austria has been comparatively easy up 
to this point, but it is becoming more and more difficult and 
closely controlled. If the Department wishes to develop further 
the information contained herein, it would be desirable that an 
indication be given as soon as passible. 240 

The Department of State official who was placed in charge of 

developing the information further and who became known only by his 

i ni ti al s, D L, decided ta check the report out. The ,~esul t he w,-ate in 

penci 1 on the despatch: "Discussed with I.Jal ters of SONJ, 9-25-46, with 

completel/ negative response." 241 
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1c;·, 1947 . Hereaft e r- this report will be refer-r-i:?d to as "Eszto ' s Report 
One: Economy and Rationalization." 

The second report had tt-1e tit l e of "Drilling and Production"; it 
had the same aut hors but no date. Hereafter, th i s report will be cited 
as "Eszto ' s F:epor-t Two: Drilling and Production." 

The supplementar y report received the t itle, "I nvestments to be 
Made by MAORT''; Dr-. Szentivanyi wrote it and the ~the r- experts appro ved 
it. The date of the document read May 13, 1947; and her-eafte,-, it wil l 
be cited as "Dr-. Sz enti vanyi 's Report: MAOF:T I~1vestments. 11 

• 

After reading the two reports and t he sup plemen tar y report, 
Ruedemann and some of his colleagues wrote comment s on each and attached 
them to the reports before they sent all th e documents to Rockefeller
Plaza through the U.S. Legation. The set of comments t o Dr . Eszto's 
repm-ts had the title, "F,eply of the MAOFff to the F,eports of Pt-ofessor 
Peter- Eszto, F·repar-ed for- the Chief Economic Council. 11 It 1.ias dated 
June 13, 19 47, and hereafter wi 11 be cited as "MAORT' s Reply to 
Dr-. Eszto' s Repor-ts." 

The company's reception and evaluation of Dr. Eszto's repor t s were 
expressed in the fir-st paragraph of the reply which read: 

The r-eports of Professor- Eszto, signed also by the two other
members of the Technical Sub-Commission appointed by the Chief 
Economi c Council, eng i neer- Bela Faludy and geolog ist Dr-. Francis 
Szentivanyi, is complete and detailed and its statements are 
corr-ect so far that we hardl y have anything to add ta same. 

Ruedemann and his callegues did not send Dr. Szent ivanyi's finan
cial supplemental report to New York without a response either-. They 
entitled their observations "Remarks of the MAORT upon the Supplemen
tar y Report of Dr-. Fr-ancis Szentivanyi, Geologist s , prepared for- the 
Chief Economic Council." It 1-ias dated June 14, 1947, and will be 
r-efer-r-ed to as "MAORT' s Remarks on Szenti vanyi 's Investments F:epor-t. 11 

In these remarks, the company vehemently disagreed with the recom
mendations of Dr. Szentivanyi. 

In June 1947, two months after Dr-. Eszto's Technical Sub
Commission concluded its work, government authorities di spa tched Gyorgy 
Fen yvessy, a mechanical engineer, to study and evaluate MAORT 's organi
zat ion and operation. The main task of Fen yvessy was to draw up a plan 
for- the company to adopt a new incentive t ype of compensation system. 
He entitled his report "Cant,~act and Control. 11 It had no da te and here
after- wi 11 be r-efer-r-ed to as "Fenyvessy' s F:epor-t: Con tr-act and Con
trol.'' Fenyvessy's report ended with the following two sentences: 

The ultimate conclusion of all the problems in vestigated is 
that the situation found at the MADRT is serious and alarming; 
ther-efore, it calls for- an immediate remedy. Ever-y delay 
threatens the e xistence of our at present most important natural 
sour-ce of pm.ier-. 

Before sending this document to Rockefeller- Plaza, MAORT officials 
attached to it their- observations enti tied, "Remarks of the MAOF,T on the 
Repor-t of Mr-. Geor-ge Fenyvessy, Mechanical Engineer-, Prepared for the 
Chief Economic Council." It was dated June 14, 1947 , and hereafter- will 
be cited as "MAORT's Remar-ks on Fenyvessy's Report." Ruedemann, to s hm.i 
his early and quick opinion of Fenyvessy 's report, prefaced his remarks 
with the following words: 

Mr-. Fen yvessy was a mechanical engineer and a member- of the 
Communist Party. He spent fi ve days in the field s and it was 
his fir-st visit to an oil operation. He was s ent down by the 
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CONCLUSION 

history of the Hungarian-American Oil Company divides into 

The 

technical 
and managerial parts, rhe first one involves the discovery 

exploitation of crude oil through the application of modern tech-

and 
and skillful effort; the second deals with the management of the 

nology 

Obta · 
ined crude according to the self-interests of those who held control 

oil fields, In times of stability and peace, the controlling 

of the 
interests were guided by Jawful considerations, In times of change 

self- · self-interests became synonymous with the 

and the controlling While different, the 

Wishes of 
military and political power wielders. 

complemented each other and formed the foundation for a his-

two parts 

tory of 

a modern industrial companY which operated in a time when slg-

n· . •f•cant changes were taking place in East-Central Europe, 

followed the company's technical operations in 

Eminent success 

a11 but two aspects. 

At th■ start, consistent and extensive application 

balance instruments provided the crucial 

Of improved gravity torsion 

d ' 
lfference In the discovery of crude In rransdanubla, 

Still, geologists 

data of this relatively new oil-detecting 

detided to cross-check the 

inst 
rument of Hungarian origin with those obtained by magnetic and seis-

as topographic and stratigraphic methods, 

Once the first 

mic as well 
a group of American and 

Oil wells augured profitable production, 

Hungarian oil men established MA□Rr, a crude producing company which was 

supported by the vast industrial resources and business e1pertise of the 

Standard 0 il Company. 
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MAORT's operation s howed failure only in two instances. 
Bot h 

were relat ed t o nat ural gas. 

f or the uti Jl1 ■t ion of natura l gas except to use a smal l quantity 

Of ficials of t he company had not developed 

Pl ans 

of · t 1 
for heating purposes in and around t h■ fie l ds , Also, t h ■Y had not 

i nt o bu i ld i ng eff icient second ar y 

devoted 
ion f ■cili t ies involving repressuring and pump i ng servi ces t hat enough 

effort and cap ital 

Proctuc:t · 

would 
the !if■ of the f i elds and increas e the t ota l r ecoverab l e 

e >:tend 

amount of oil. 
The mitigating c ircumstances for these t wo failures were I den-

ti c:a.l. 
To have followed up on these t wo neglected acti vi t i es the com-

have needed to purchase large quantities of pipeli nes and 

comp 
ressors at a ti ■■ of increasing scarcity of materials and machinery. Pany 

When 

would 

the investment 

for these activities became timely , the Ameri can 

managers had 

to leave the cauntrY and the Hungarian managers were pr e-

P ■ring ta accelerate production, After the war there was almost no money 

or supplies needed 
to correct the two failures, 

During the war, 

and German state self-interests were aimed at the fulfi l lment 

Hunga . r1an 

needs in the short and not in the long run. 
Of 

To ■nother. A simple line which struck through the managerial decisi ons find oil is one 

thing, but to know what to do with it is 

to do with th• oil was th• self-interest of the groups 

cone erning what 

Which gained control 

aver thiS natural resource, 
Before the war, the 

company turned the state' s potential oil reserves into flowing well• in 

tontr t
1
· sfactorY The country became self -

ac:t because it was mutuallY sa • 

sufficient 

1

. n products and the company had its fir s t oppor-

petraleum 
tunity to pay the sh■rehold••• one quarter of ■ million doll ar s in 

acco d r a.nee with a contract, 

Both parties followed the rules of the 

d . lVidends. 
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With the outbreak of World War II, a ch 
ange occurred in 

r y s h1eran/1Y of self -i nteres ts, The i nterest to realize some parts 

HLtr,g a , . 

country's revi sioni s t - expansi onist fore i gn policy turned out to 

of the 

be 

contrac t ual relation■ with MAORT, The s t ate seques tered th e company and greater than the 
s tate's s elf - interes t i n t he continuation of its 

It placed its oil resources at 

rL . 11 nousl y 
accelerated crude production. 

in order to reciproc ate f or German y's i rrepl aceabl e 

Germany ' s 
ary assistance which alone made the country ' ■ territori al expansion disposal 

mil it 

Possibl t 
e, The pursuit of thi ■ self- interes was sustained for f our 

Years. 
When the Red ArmY came, it acted as any army would , in its own 

no 
rules or agreements with anyone. 

It 

Self . -interest. It followed 

what it needed for the company and it took what served its needs, 

built 

There was truth 

in the statement of the Soviet commander who, to the 

charges that 

the ar•Y failed to follOW some international conventions, 

Of a new 

respond ed: "It is a fighting armY•
11 

But at the same time the Red ArmY wa■ more, Graduall y, through 

native Communist leadrs, it prepared th• country for the establi s hment 

socialist economic 

and political order which would follow 

Moscow's policies. When 

thiS self-interest of the Soviet forc es was 

served f · Ids 
out, it withdrew from the ie · 

I 

• 
1 

reasons" the Hungarian state ' s self -

n 1948, 11 for polit1ca 

interest required th• nationalization of MAORT, 

In the mass ive pres ence 

Of 
the soviet military forces, the count ry 

anct under the watchful eye 
toward 

the establishment of a new 

moving 

Soc: · lalist 

featuring 

feasibl e. 

with 
deliberate speed 

economic 
system, 

To make this new sys tem a mi xed economy, 

d forel
· gn capitalist elements , was not 

native socialist an . . the fact that MAORT was an Ameri can com-

Keeping 
1n view 
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pany•s subsidiary and the United States was one of the victorious 

nations in World War II, the Hungarian state could not nationalize t he 

company outright. The state had to build a case against the American 

and Hungarian managers of the company, take them to court, find them 

guilty, publicize the verdict and then nationalize the company. 

With the nationalization of mines on December 6, 1945, the 

Hungarian state gave a clear and early signal to foreign-owned companies 

as to what to expect in the future. Against MAORT, the state began 

implementing a program of unfair and punitive practices rendering the 

company's normal operation almost impossible. Because several state 

controllers assigned to supervise the company's operation, and several 

committees dispatched to inspect the company's activities failed to turn 

up evidence of wrong doing by company officials, the state had to 

institute drastic actions. Late in the summer of 1948, the state 

or dered the arrests and imprisonment of the main Hungarian and American 

managers. The secret police obtained incriminating confessions from each 

employee. With the confessions as evidence for criminal activity, the 

state went to the justice system ta seek indictments. At the end of a 

seven-day trial, the judges found the Hungarian managers guilty of 

sabotage and sentenced them. By this time the American managers were 

expelled from the country and the company was taken over by the state. 

The publicizing of the trial in Hungary and in the United States and the 

official nationalization of MAORT were the only events left to be 

accomplished. 



BIBLIOGRAPHI CAL ESSAY 

The primary source materials which form the basi s of this work 

a re company, diplomatic and military records deposited in the National 

Archives of either the United States in Washington, D.C. or of Hungary 
in Budapest. 

The American documents consist of reports, despatches and 
telegrams exchanged between the U.S. Legation in Budapest and the 
Department of State in Washington, D.C. They form an integra l par t of 

the General Records of the Department of State, Decimal Files. Under 

this general classification each document is further grouped according 

to a three-tiered system of country, topic and date. In the pres ent 
case each document displays the number 864.000 denoting Hungary, the 

decimal number 6363 specifying the topic of petroleum, and the date 
after a slash mark marking the document's origin in time. 

In this group's containers are also other pertinent documents 
bearing the same number designation; however, they originate from other 

related branches of the federal government. These other agencies which 

contributed documents were the War Production Board, Petroleum 
Administration for War (Foreign Production Department), Petroleum 
Industry War Council, Foreign Claims Settlement Commission, Army- Navy 

Petroleum Board, Intelligence Section-Plans, Enemy Oil Committee, 
Petroleum Division of the Board of Economic Warfare and Division of 

European Affairs. Some of these documents are housed in Suitland, 
Maryland. Most of them are still classified; however, archi vists are 

accommodating and they declassify them without delay. 

Other documents which contain references to Hungarian oil are 

included in the Hungarian Collection, N. A., Microcopy T-973 Washington, 

D.C. and Hungarian Collection; World War II Records Division, N. A., 

Alexandria, Virginia. 

Researchers can find pertinent information in the captured 
German documents. They come under the following titles: Record s of 

Headquarter s, German Armed Forces High Command, N. A., Microcopy T-77, 

Washington, D.C. and Miscellaneous German Records Collection N. A., 
Microcopy T-88, Washi ngton, D.C. They provide materials for most of the 

trade transactions between Germany and Hungary during the war. 
Invaluable are the records of the Trade Section of the Reich Foreign 

Office, especial l y those that have been prepared by its chief, Carl 
Clodius. While oil was Just one of the commodities sold to Germany, it 

was mentioned most often in the records. 

Several special collections of papers or letters of persons who 

had had long standing connections with Hungary before and after the war 

are useful, not so much in reference to MAORT but rather for gaining an 
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understanding of the po l itical background of the period. Fluornoy J. Montg omery Correspondence 1933-1939, 3000 items, Yale University Library, Arthur Bli ss Lane Collection, New Haven is one of them; the author of th is correspondence was Ambassador to Hungary from 1933 until 1940. Papers of Herbert Pell, F. D. Roosevelt Library, Hyde Park, New York is another; Pell was Chief of Legation at Budapest from 1945 until 1947. Paper s of Cordell Hull, Library of Congress, Manuscript Division, Wa s hington, D.C. also contains information concerning Hungary. 

No research could be considered complete concerning MAORT without consulting with officials of Exxon Corporation, successor to Standard Oil Company, New Jersey, After several months of tireless correspondence with several executive-type employees, Alice M. Bertrand, Assist a nt Secretary, expressed the large multinational corporation's · position with respect to unwanted researchers on August 18, 1974, in the following words: "Exx on Corporation does not maintain an archive of its historical records nor does it employ an archivist. If you have some specific questions as to which you seek information, we are willing to consider them." Not une>:pectedl y , in response to specific inquiries concerning certain persons and issues connected with MAORT, Exx on wrote to the present writer that it had no information at all. Nonetheless, not to appear completely uncooperati ve, it sent a hard-back copy of its 1948 publication of MAORT. 

The Hungarian documents on MAORT consist mostly of business correspondence with different government agencies. They are not filed 1n accordance with the customary decimal system. They are grouped in packages under names of ministries, ministers, companies, organizations or persons. The most disconcerting fact about them is that they are avai lable onl y to historians with special permission. The present writer was not allowed to see them. 

But fortunately, sometime in the early 1960's, with the permission of the government, the Hungarian Crude Oil and Gas Trust commissioned Andras Nemeth, ~ member of the History Institute, to compile the documents in the holdings of the National Archives which related to crude oil and natural gas exploitation in Hungary. Nemeth's work was finished in 1965: he handed over documents organized into three volumes to the trust which mimeographed each two hundred twent y times and distributed them to certain libraries whose personnel placed the vo lumes on the "restricted, only for official use" shelves. 

The complete tit.le of his work is Andras Nemeth. fLtl§l..9.Y.A[ Koola;banyaszat Torteneti Dokumentum Gyu;temeny_e 1919-tol 1949-ig_. Keszult as Orszagos Koolai es Gazipari Troszt Megbizasobol a Magyar Orszagos Leveltar Anyaga ~lapjan, Kezirat, Czak Hivatalos Hasznalatra, III. Kotet, 220 Peldanyban [Collection of Historical Documents Pertaining to Hungarian Crude Oil Mining from 1919 to 1949, Compiled at the Request of the National Crude Oil and Gas Trust and Based upon the Holdings of the Hungarian National Archives, Manuscript, Only far Official Use, III. Volumes, issued in 220 Copies], Budapest: Muzeumok Rotauzeme, 1965, These three volumes comprise approximatel y 1000 documents relating to petroleum mining from 1350 until 1949 and not from 1919 as the title states. One is inclined to believe that these vol umes do not contain all the available documents in the National Archives, for 

-
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some . . r eason many have been left out. 

on these Tdwo years 1 ater, Nemeth comp! eted a doctoral di sserati on b d 

Ba ocument s A d N t " ase 
. nyaszat T . . n ras em• h, Mag yarorszagi Koola;kutal< es 

Mining 

1935

~rtenet: 1935-tol 1949-iO [HistorY of Hungarian Oil Wells and 

Tudomany 
194

9] • Unpubl 1 shed Doctoral D1 sser-tat i on, Budapest. Magy 

a.r os Akade . 1967 f . . ar 
e deposit • . mia, • At each o three places where dissertations 

could not ed • n Hungary, the present writer was told in 1974 that he 

· read them because of copyright restrictions. 

th Writing th h . 
e follow e ,story of MADRT, the present writer often consul ted 

■nd ogre •ng published volumes of documents for exact texts of treaties 

Washingt~~;nts: U.S. De artment of state-Forei n Relations o_Lthe u. a,_ 
~ t men t • Government Pri n ti ng Off i ce, vo 1 umes for 1 938- 1 948, t,!,.li,_ 

Government ~ f . St at•~~. Wa shl ng ton, 
~s De F n n t in g Off i ce, vo 1 umes for 1 920-1 948 and !i_oill.!Lti n _:-Unitfil! 

~schen partment . of .illll· Those pertaining to Germany are au,,n zur 

B■d en , l 

95

~~ sw;: J;J.ggn_l'Qli.~ • Sen e D. , Bd. IV un d V. , Baden 

li!.ui,r _ · 19oc•; Magda Adam, La;os Kerekes and Gyul a Juhasz. Al.liancg 

R■nki ; - Lo Horthy M.si~· Budapest: Akademiai Ki ado, 1966; Gyorg y 

t!;;m,acor : ant Ti 1 kovsz k y es Gyul a Juhasz , ed. ~ 
1

968; ~n ~• ag [ W d he 1 ms tr asse and Hun garY J. Budapest: Kossuth Ki ado, 

M!>filtl Ok Elek Bolgar, ed, ~~1<03 

German ri:anyokban [The German's Hungarian PoliCY as Revealed in . Secret 

■re Mad plomat1c Records). Budapest: S11kra, 1947, The Hungarian ones 

~ Adam; Gyula Junasz; es Zsigmo~d Laszlo, . eds, QJ_QJomac•!.i. 

Fertai· . qyarorszag f;ulnolitika·ahOZ ~ [D1plomatic Papers 

T n 
1 

ng t _ _ t::.==-__ ~; 1 q36- l '1 
Udoma · 

0 

Hungary's Foreign poJicY 1936-19451, Budapest: Mag yar 

I!:te~~os Akademi a. 1964, IV vols.: MiJ; Jos Sz inai and Laszlo szucs, ed, 

l 965. V: dent i a I _E=-"-·Q~t)l(, Budapest : Cor v 1 n a f'ress, 

BL1dape ' pviselohazi Nanlo [DiarY of the House of Representatives]. 

N st• A -~ ~ CD: thenaeum R. T., volumes for 1939-1945: and Q~ 

Volume ,ary of the National AssembJyl, Budapest: Athenaeum R. T,, 

•s . tha: :or 1938-1945, The reason for inclusion of the last two titles 

st,puJ - . efore th■ Hungarian goverm■nt granted a concession, changed the 

to deb■tions of a concession or terminated one, the House h■d the right 

ate the issue. In th■ case of MADRT, several debates took ptace, 

Eng[[ Altogether there are three secondarY sources, each written in 

~> which deal all or in part with MADRT, ~l0)i!. 
rree E-;;'· New York: Mid-European studies center Nat• onal Comm• ttee for 

em, gre ope, Inc. , 195
4 

is a 106-page work bY a group of refugee and 

1 

ndustr Hungarian oi 1 men. It tells the h I storY of th• Hung an an otl . 

0

Peratiy in fair terms and devotes at Jeast half of ,ts pages to MAORT·s 

tountr ~n • In the other ha Jf of the book the authors describe the 

the , Y s refining tndustrY• Two valuable contnbut1ons of the book are 

■I t:•ceJlent geologic■ ! maps of HungarY and the extensive bibliography 

e end . of each chapter-

9ove To vindicate the nationalization of MAORT, the Hungarian 

••I e:;:ent pub! i shed si mu! taneousl y, in English and Hungarian, a set of 

Offtc· d documents which include the confessions of each arrested 

!'.!inistl. The slim but significant oook, ~~ 
Sepi;;;.,:y_ of Home Afjsi rs on ;)lg..~otefl!'.• Budapest: Athenaeum, 

ber 1948, a!Iow~rians to gain 1ns1ght ,nto the mach1nat1ons 
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of Hungarian authorities to justif y a fait accompli. To publi c i z e its 
reasons for the take over of MAORT, the Mini s try of Interi or dec ided t o 
send a complimentary copy to all major univer s ities in the United 
States, including the Universit y of Maryland. 

The New Jersey Company responded in kind by issuing Standar d 
Oil Compan y (New Jersey) and Oil Production if"!J:i!:-.!EL.qfil°_):'.. by MAORT 19::., 1-
194~. New York: European Gas and Electric Company-Standard Oil Company 
(New Jersey), 1949. This diminutive 65-page publication contains mostl y 
company documents which are offered to refute the charges of sabotage. 

The scholarly wad: of Mario D. Fenyo. HiJ..ler:.J __ Horthy and 
Hungary, German-Hungarian Relations 1941-1944. New Jersey: Yale 
University Press, 1972, mentions MAORT and contains some crude oil 
production figures; however, for some reason the author does not 
elaborate on or place in perspective the significance of Hungarian oil. 
Dr. Fen yo worked for two years at the National Archives and began the 
arduous task of cataloguing some of the captured German documents 
relating to the military affairs of Hungary. 

The official history of the Standard Oil Company of New Jersey, 
by Henrietta M. Larson: E. H. Knowlton: and C. S. Popple. New Horizon 
1921-1950. New York: H~rper and Row, 1~71, is the only book whose 
authors, members of the Harvard Graduate School of Business Adminis
tration, were allowed to research selected records of Ex xon. Thi s 
volume devotes altogether two pages to MAORT with primary emphasis on 
the process of nationalization. There are some other histories of 
Standard Oil but they lack thoroughness and do not mention MAORT. 

There are several hefty books in Hungarian which deal with the 
country's geology and oil-drilling technology. While each mentions 
MAORT, none of them has much to say about the company's operation. 

Odon Alliquander. Az Olojfuras Multja Jelene es Jovo je [Past, 
Present and Future of Oil-Drilling]. Budapest: Akademiai Kiado 1962. 
This is a general account in which the author, a distinguished Hungarian 
oil geologist, comments on the progress made in drilling technology. At 
one time, the author was sent to MAORT by the government to inspec t the 
company's operation. Sandor Papp, A MAORT Kutatasai a Dunantulon 
[Research for Oil by MAORT in TransdanubiaJ. Budapest: Banyaszati es 
Kohaszati Kiado, 1939, offers a summary of drilling sites selected by 
MAORT and explains the geological reasons for the presence of oil at 
some sites. The author was one of the Hungarian directors of MAORT. 
Gyorgy Kertai. A Magyarorszaqi Koolaj-es Foldqaztelepek Keletkezes e [The 
Origins of Crude Oil and Gas Fields in Hungary]. Budapest: Magyar 
Tudomanyos Akademia, Tudomanyos Osztaly, 1952. In fine detail the 
author describes the geological history of southwest Hungary. A s ummar y 
of drilling techniques practiced in Hungary is presented by Geza 
Szurovy, ed. Koolajkutatas es Feltaras Modszerei Mag_yarorszaqon [Crude 
Oil Exploration and Drilling Methods in Hungary]. Budapest: Akademiai 
K1ado, 1957. Odon Aliquander, Magx·aror·szaq Ban)'a ~? Koho1para [Hungary's 
M1n1ng and Iron Industry]. Budapest, Athenaeum Kiado, 1931, 2 vols. i s a 
comprehensive account, unfortunatey at that time there were no known 
commercially profitable crude oil fields in the country. A gener a l 
description of crude oil refining techniques, lists of refineries and 
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their capacity over a fifteen year period are offered in Bela Adamy, 
A Magyar Koolajfeldolgozas Tortenete az Allamositasiq (History of Crude 
Oil Processing in Hungary to the Nationalization]. Budapest: Drszagos 
l<oola j es Gazipari Troszt, 1968. Each of these Hungarian publications 
offers some insight into the operation of MAORT or some other data 
usef ul for historians. 

Because of the multidisc ip linary nature of this work, the 
present writer had to study to some exten t, several books on widely 
separate fields. The following volumes turned out to be useful: 

A. Petroleum, Geology and Technology: 

Holliman, W. C. and Smith, M. H. Composition of Petroleum. 
Washington: Bureau of Mines, Government Printing Office, 1950. 

Leroy, W. L. Subsurface Geological Methods. Golden: Colorado 
School of Mines, 1950 

Levorsen, Arville. Geology of Petroleum. San Francisco: W. H. 
Freeman and Co. 1954. 

Technical Publications 1946-1949. New Jersey: Allied Companies, 
1950. 

Yearbook - Royal Hungarian Geological Institute 1906. Budapest : 
Athenaeum Press, 1907. 

B. Petroleum History and Business: 

Auletta, Ken. The Art of Corporate Success: The Study of 
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Year Budafa 

1937 10,120 
1938 2 88,423 
1939 1,102,623 
1940 1,914,559 
1941 2,189,405 
1942 2,297,808 
1943 2,022,600 
1944 1,709,559 
1945 1,540,460 
1946 1,569,168 
1947 1,235,554 
1948 1,097,000 

TABLE 1 
CRUDE OIL PRODUCTION OF MAORT 

(Figures in Barrels) 

Lovaszi Ujfalu Hahot 

. . . . . . . . . 

. . . . . . . . . 

. . . . . . . . . 
21,160 . . . . . . 

1,064,707 4,856 . . . 
2,619,493 3,377 196,477 
3,838,363 4,791 559,964 
3,810,114 329 684,063 
3,122,498 . . . 356,171 
3,029,931 . . . 552,699 
2,625,151 . . . 468,660 
2,145,593 . . . 337,000 

Total Daily Average 

10,120 27 
288,423 790 

1,102,623 3,020 
1,935,719 5,303 
3,258,977 8,928 
5,117,155 14,019 
6,425,718 17,019 
6,204,065 16,997 
5,019,129 13,751 
5,151,798 14,114 
4,329,365 11,861 
3,579,593 9,807 

--------------- ---------------------------------------------------------------------

SOURCES: "Hungarian Oil Industry," report by Walters to Sec. of State, May 6,1946, 
NA Records, Suitland, Maryland; NA Microcopy T-84, roll 135,1437969, cited in FENYO, 
Hitler , Horthv and Hung ary. p. 94; Pal Szekely, ''A MADRT-Ugy Hattere," [The Background 
of the MAORT Case] Gazdasag, Oct. 1948, p. 1140; and The Hungarian Oil Industry, p. 86. 

NOTE: These sources and some others show figures which are close to each other for 
each field and each year. 
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Year Budafa 

TABLE 2 

NATURAL GAS PRODUCTION OF MAORT 

(Figures in Millions of Cubic Feet) 

Lovaszi Ujfalu Hahot Total Daily Average 

------------------------------------------------------------------------------------

1937 82 . . . . . . . . . 82 .22 

1938 530 . . . . . . . . . 530 1.45 

1939 1740 . . . . . . . . . 1740 4.76 

1940 2610 72 . . . . . . 2682 7.34 

1941 3452 1370 < 4822.3 13.21 . ·-· . . . 
1942 3780 3700 7 34 7521 20.60 

1943 3975 5330 1.3 92 9398.3 25.74 

1944 3801 7059 . . . 112 10972 30.06 

1945 4010 8767 . . . 59 12836 35.16 

1946 4507 9963 . . . 87 14557 39.88 

1947 3700 9444 . . . 67 13211 36.19 

1948 4000 7294 . . . 53 11374 31.08 

SOURCES: Despatch 115 (plain~ John Peabody Palmer, Secretary of Mission, U.S. 

Legation at Budapest to Secretary of State, July 21,1945, attached to it,"Report on The 

Production of Hungarian Crude Oil," prepared by Papp, NA Records; "Hungary ' s Gas and Oil 

Production," report by Robert S. Fisher, Second Secretary of U.S. Legation at Budapest, 

to Secretary of State, October 29,1946, NA Records, Suitland, Maryland; Despatch 64 

(pl ain), Donald F. Bigelow, Counselor of Legation, U.S. Legation at Budapest, to 

Secretary of State, April 29,1946, NA Records; and The Hungarian Oil Industry 

(New York: Mid-European Studies Center, Inc., 1954>,p. 8 and pp. 37-40. ' 
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Year 

1937 
1938 
1939 
1940 
1941 
1942 
1943• 
1944 
1945 
1946 
1947 

Budafa 
Oil Gas Dry 

Wells 

'") 0 0 .L. 

8 1 1 
27 2 '"J 

.L. 

56 < '") ...... .L. 

71 3 < ·-· 
82 6 4 
83 8 9 
87 21 17 
63 38 27 
56 41 34 
43 43 46 

TABLE 3 
WELLS' FUNCTIONS AND DRILLING OUTFITS CONFIGURATION 

Lovaszi 
Oil Gas Dry 

Wells 

- - -
- - -
- - -
--;r 0 0 ..:, 

22 (l 1 
48 1 4 
74 4 10 
98 12 19 
93 18 24 
82 28 31 
72 36 44 

Ujfalu 
Oil Gas Dry 

Wells 

- - -
- - -
- - -
- - -
1 0 0 

7 0 (l . .:, 

5 0 1 

Hahot 
Oil Gas Dry 

Wells 

- - -
- - -
- - -
- - -
- - -
3 1 0 
5 2 < ·-· 
6 '") 10 .L. 

10 3 18 
9 4 28 
7 3 33 

Number of 
Oil Prod. 

Wells 

2 
8 

27 
59 
94 

133 
167 
191 
169 
147 
1 '"J'""' .L.k 

Number of 
Gas Prod. 

Wells 

0 
1 
'") 
.L. 

3 
< ~· 
8 

14 
35 
59 
73 
82 

Number of 
Drilling 
Outfits 

1 
3 
4 
5 
5 
9 

11 
13b 
7c 
6 
4 

------------------------------------------------------------------------------------------

SOURCES: "Hungarian Oil Industry," report by R. P. Walters, Petroleum Attache, U.S. 
Legation at Budapest, to Sec. of State, May 6, 1946, NA Records, Suitland, Maryland; 
CHOMD, vol. 2, pp. 117,306; Raul Vajk, "Hungarian Petroleum Production Data,'' Quarterly of 
the Colorado School of Mines, vol. 43, no. 3, July 1948, p. 173; Pal Szekely, "A MAORT-Ugy 
Hattere,"[The Background of the MAORT Case] Gazdasag, vol. 3, no. 19, Oct. 1948, p. 1140; 
The Hungarian Oil Industry, p. 38; "Esto's Report Two; Drilling and Production," no date, 
NA Records; "Fenyvessy's Control and Contract Report," no date, NA Records; and "MAORT ' S 
Remarks on Fenyvessy's Pay Incentive Report," June 14, 1947, NA Records. 

NOTE: Discrepancies among numbers from the various sources were unreasonably large. 

•Because of the poor quality of the crude this field was shut down. 
bThree outfits were evacuated to Germany. 
c□f these, 2 were not repairable, 3 were always in repair, and the rest were worn out. 
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Name of Holes 
Fields Drilled 

TABLE 4 
COMPARATIVE WELL DATA FOR 1944 

Finished Dry Producing 
Wells Holes Wells 

Mode of Production 
Gas Repress. Compress. 
Lift Gas Pumped 

--------------------------------------------------------------------------------------
Budafa 130 106 24 73 59 7 7 
Lovaszi 123 78 45 78 68 0 10 
Hahot 29 9 20 9 9 0 0 
Ujfalu 7 2 0 0 0 0 0 
Other• B 0 0 0 0 0 0 

Total 292 195 97 160 136 7 17 

SOURCE: CHOMD, vol. 2,p. 123. 

•Includes 3 test wells drilled during the war. 
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TABLE 5 

NATURAL GASOLINE AND LIQUID BUTANE-PROPANE PRODUCTION OF MADRT 

(Figures in Barrels) 

Year Natural Gasoline Liquid Butane-Propane 

1939 2,344 

1940 32,546 1,352 

1941 31,988 25,967 

1942 49,437 58,477 

1943 109,324 106,216 

1944· 291,151 89,001 

1945 252,714 31,228 

1946 
1947° 93,839 52,840 

1948 

SOURCES: Despatch 115 (plain), John Peabody Palmer, Secretary of 

Mission, U.S. Legation at Budapest to Secretary of State, July 21,1945, 

attached to it, "Report on the Production of Hungarian Crude Oil," 

prepared by Papp, NA Records; and Despatch 1424 (plain>, Donald F. 

Bigelow, Counselor of Legation, U.S. Legation at Budapest, to Secretary 

of State, April 29,1946, NA Records; and Memorandum by Eszto to Gombosi, 

October 28,1947, Gombosi Papers, pkg. 2, HNA, cited in CHOMD, vol. 3, 

pp. 228-231. 

•For the first ten months 

°For the first 9 months 
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Years Gasoline 

1937 482,026 
1938 560,610 
1939 713,283 
1940 657,365 
1941<= 718,500 
1942 555,000 
1943 666,000 
1944 
1945 
1946 
1947 644,597 

TABLE 6 
PETROLEUM PRODUCTS CONSUMPTION IN HUNGARY 

(Figures in Barrels) 

Diesel 
Kerosene Di 1 

492,392 261,515 
521,935 286,189 
596,665 336,632 
561,321 338,595 
529,500 360,750 
630,000 390,000 
585,000 450,000 

401,100 379,665 

Heating 
Oil 

326,791 
290,051 
380,497 
261,150 
282,750 
180,000 
247,500 

574,147 

Refined 
Oil Asphalt 

95,564 45,030 
125,129 21,036 
123,267 16,200 
112,259 20,056 
225,000 183,750 
262,500 201,000 
180,000 180,000 

216,195-

Paraf f in Wax Total 

6,004 1,709 , 3 24 
4,200 1,784 ,229 
2,086 2,168,632 · 
8,800 1,959,236° 

33,750 2,334,0QOd 
35,250 2 , 242,500 
35,250 2,405,250 

2,253,996 
----------------------------------------------------------------------------------------

SOURCES: Hungarian Refinery Plants' National Organization, bundle 1, HNA, cited in 
CHOMD,vol. 1, p. 280; The Hungarian Oil Industry. p. 88; and Despatch 234 (confidential), 
Hilton to Secretary of State, March 9,1948, NA Records. 

•on September 2, rationing commenced. 
0 Shows the initial effect of rationing. 
<=Jn addition to returned areas from Czechoslovakia and Romania, this year 

Hungary acquired areas from Yugoslavia. 
ctJncludes consumption of returned areas. 
-Includes 77,032 barrels of imported l ubricating oils. 
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Year 

1941 
1942 
1943 
1944-
1945 
1946 
1947 
1948 

Gasoline 

208,,165 
6:?::,2,,~-15 

1,,095,,369 
732,,028 

637,,500 

TABLE 7 
PETROLEUM PRODUCTS EXPORT OF HUNGARY 

<Figures in Barrels) 

Refined Oil Diesel Oil Heating Oil 

147,,735 54,,157 . . . 
494,,422 156,,435 82,,481 

1,,031,,212 461,, 73(> 152,,327 

787,,927 -::::,86,,797 393,,421 

345,,500 300,,000 172,,500 

Crude Oil Total 

322,,852 732,,909 

423,,000 1,,788,,653 

349,,417 3,,473,,460 

1,,373,,287 3,,673,,460 

. . . 1,,455,,500 

SOURCE: Despatch 200 (restricted),, John Peabody Palmer,, Secretary of Mission,, U.S. 

Legation at Budapest to Secretary of State,, August 24,,1945,, subtitled,, "Report 

Summarizing Activities of Various Hungarian Refineries During War Years",, enclosure,, 

"Mineraloil Products Exported From Hungary During 1941-1944",, prepared by Zsigmond Boros 

and lmre Hunft of vacuum Oil Company R.T. Budapest,, August 14,,1945,, NA Records; and 

Despatch 234 {confidential),, H.J. Hilton to Secratery of State,, March 9,,1948,, NA Records. 

-Includes only the first 10 months of the year. 

.J:::.:_ 

= -



Year 

1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 

Wet Gas to 
Gasoline Plants 

. . . 

. . . 
125 

1660 
1573 
2141 
4127 

TABLE 8 
NATURAL GAS UTILIZATION BY MAORT 

(Figures in Millions of Cubic Feet> 

Gas for own 
use 

34 
178 
492 
688 
943 

1037 
1291 
2503 
2481 

Gas Sold 

33 
79 

129 

Gas Returned 
Gas to Air to Formation 

48 . . . 
352 . . . 

1122 2 
74 240 

2209 97 
3240 1103 
1631 2316 
5648 2742 
7465 2761 

Total Gas 
Production 

82 
530 

1740 
2682 
4822 
7521 
9398 

10972 
12836 
14551 
13211 
11347 

SOURCES: Despatch 115 (plain), John Peabody Palmer, Secretary of Mission, U.S. 
Legation at Budapest,to Secretary of State, July 21,1945, attached to it,"Report on the 
Production of Hungarian Crude Oil," prepared by Dr. Simon Papp, NA Records; and Dr. Simon 
Papp, "Nyersolaj Kutatas es Termeles Magyarorszagon," [Crude Oil Discoveries and 
Exploitation in HunguaryJ Magyar Kemikusok Lapja, Budapest, vol. 1, no. 6, November 1946, 
p.91. 
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TABLE 9 
ANNUAL SALARY OF MADRT ' S 

TOP 20 EXECUTIVES IN 1943 

-------------------- -----------------------------------------------PENG□ NAME 
--------------------------------------153,985 
S imon Papp 
Erno Hauer 

78,529 

Janos Dinda 
65,419 

Zoltan Gyulay 
51,938 

Walter Graf 
36,493 

Raul Vajk 
35,920 

Abel Bodog 
30,468 

Ferenc Angyal 
28,174 

Kalman Bosze 
27,370 

Bela Halasz 
27,119 

Kalman Barnabas 25,916 

Ferenc Benedek 25,907 

Antal Gaal 25,820 

Jozsef Redl 25,394 

Lajos Remenyik 25,102 

Gyula Abzinger 25.083 

Laszlo Ruzsinszky 24,782 

Ferenc Packer 24,518 

Belil. Majerszky 24,386 

Las.z lo Graf 24,214 

---------------------------------------

Source: Ministry of Industry 
Papers, bundle 1, HNA, cited in CHOMD, 
vol. 2, p. 112- 113. 

NOTE: Some important names like 
Gabor Temesvary and Bertalan Geocze were 
obv i ously left out. 



TABLE 10 
QUANTITY AND COST OF CRUDE• 

IMPORTED FROM ROMANIA 
<Figures in Barrels and Dollars) 

Year Quantity Cost per Barrel 

193 7 1,734,480 1.96 
193 8 1,226,937 2.12 
193 9 1,102,227 2.35 
1940 245,995 4.06 
1941 75,000 

SOURCE: Hungarian Refinery 
Plant's National Organization, bundle 
7, HNA, cited in CHOMD, vol. 1, p. 
282 . 

•It was "sweet crude," a mixture 
of crude and refined products to 
avoid Romanian export duty on crude 
and Hungarian import duty on refined 
products. 



TABLE 11 
CRUDE PRODUCTION OF THE HUNGARIAN GOVERNMENT 

OWNED AND OPERATED BUKKSZEK OIL FIELD 
(Figures in Barrels) 

Year Production 

1937 9,950 
1938 40,430 
1939 13,935 
1940 5,935 
1941 3,628 
1942 3,139 
1943 2,598 
1944 1,387 
1945 1,735 
1946 1,567 
1947 1,500 
1948 1,300 

SOURCES: Despatch 115 <plain>, John 
Peabody Palmer, Secretary of Mission at 
Budapest to Secretary of State July 21, 
1945, attached, "Report on the Production of 
Hungarian Crude Oil," prepared by Papp, NA 
Records; CHOMD, vol. 1, p. 232; and The 
Hungarian Oil Industry, (New York: 
Mid-European Studies Center, 1954>, p. 30. 
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TABLE 12 
COMPARI SON OF MAORT ' S PRODUCTION WITH HUNGARY'S CONSUMPTION 

AND EXPORT/IMPORT OF ALL PETROLEUM PRODUCTS 
(Figures i n Barrels) 

Prod. 
Year Cons umption Export Total Difference Total Import Min. 15%• Production 

1940 1,959, 236b 1,959,236 -1,042 1,958,194 312,832 1,645,362 1,935,719 
1941 2,334 , oooc: 7 3 2, 9 0 9 3,066,909 -221,778 2,845,131 75,000 2,770,131 3,258,977 
1942 2,24 2,500 1 , 788,653 4,031 ,153 +318,429 4,349,582 . . . 4,349,582 5,117,155 
1943 2 ,405,250 3 , 0 90, 0 55 5,495,305 - 3 3,444 5,461,861 . . . 5,461,861 6,425,718 
1944 2,500 , 00(>d 3, 673,46 0 6 ,1 73, 460 -900 , 004 5,273,456 . . . 5,273,456 6,204,065 
------------------------------------------------------------------------------------------

• sta nda rd fi gur e for e vaporation, wastage, etc. 
c shows e ffec t of r a t i o n i ng. 
clncludes cons umpti on o f regai ned a r eas. 
dEst i mate 
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2987 

TABLE 13 

MAORT ' S LABOR FORCE 

105 

147 

208 

523 

607 

288 

505 

1045 

1806 

3788 

3594 

--------------
------------

-----------
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~Ph ~te A • espatch 114 (confidential), Pell, to Secretary 

..,, __,,...t ' ,-,ugu 

·..; , p by R st 12, 1941, enclosed, "Status of Operations," 

~~t •416 . Uedemann, August 7, 1941, NA Records; CHOMD, vol. 

e, NA Rand Fenyvessy ' s "Control and Contract Report," no 

ecords. 
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Year 

TABLE 14 
AVERAGE GAS-OIL RATIOS 1937-1947 

<Figures show Cubic Feet per Barrel) 

Budafa Lovaszi Ujfalu Hahot Average 
--------------------------------------------------------------------
1937 7854 . . . . . . . . . 7854 
1938 1795 . . . . . . . . . 1795 
1939 1543 . . . . . . . . . 1543 
1940 1386 3439 . . . . . . 1403 
1941 1593 1313 1998 . . . 1498 
1942 1667 1414 1952 1163 1481 
1943 1969 1391 1275 1163 1464 
1944 2233 1857 1181 1163 1773 
1945 2603 2807 . . . 1164 2557 
1946 2875 3282 . . . 1163 2440 
1947 2903 3481 . . . 1165 2516 

SOURCES: "Hungary's Oil Production," report by Folsom to 
Secretary of State, October 29,1946, NA Records, Suitland, Maryland; 
"Esta ' s Report Two: Drilling and Production," no date, NA Records; 
and CHOMD, vol. 2, p.234. 
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Dates 

January 1., 1940 
Marc.h 31., 1940 
June 30., 1940 
S e ptember 30,, 1940 
Dec.ember 31., 1940 
Marc.h 31,, 1941 
May ~-1,, 1941 

TABLE 15 
WAREHOUSE BALANCES 

(Figures in Dollars) 

Total Budafa 

249.,'5'51 175.,697 
228.,661 19'5.,900 
267,,991 256.,783 
381,,5'56 3'57,,937 
448.881 388.,591 
644,,956 447.,080 
677., 148 492.,021 

Lovaszi In Transit 

. . . 73.,854 
. . . 32.,761 
. . . 11.,208 
. . . 23.,619 
43,, 157 17,, 13~-

167,,413 30.,463 
166,,935 18.,192 

---------- ------------------------------------------------------------------------

SOURCE: "St.at.us of Operations.," report by Ruedemann., August 7., 1941., NA Records. 
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TABLE 16 

COST OF PRODUCTION 
(Figures in Dollars per Barrel) 

Cost and Expenses 

Lease and Well Expense 
Overhead 
Finding Cost 
Depreciation 

Total Gross Operating Cost 

1940 
<year) 

.04822 
.12209 
.19440 
.08136 

.44607 

General Operating and Other Charges .03824 

Total Cost of Net Production .48431 

Pipe Line Transportation .01849 

Storage. Handling and Shipping Expenses .02831 

Total Cost F.O.B. Tankcars .53111 

1941 
(half year) 

.07863 
.11739 
.08587 
.08587 

.43324 

.07281 

.50605 

.02131 
.02173 

.54910 

SOURCE: "Status of Operations•" report by Ruedemann 

August 7. 1941. NA Records. 
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TABLE 17 
DISTRIBUTION OF REFINED PRODUCTS FROM JULY 1 TO DECEMBER 31, 1945 

(Figures in Barrels) 

Purpose Gasoline Kerosene Diesel Oil Fuel Oil Total 

Soviet Reparations 115,800 306,600 183,400 . . . 605,BOO 
Red Army Requisitions T!.,0, 700 16,700 117,200 166,900 1,031,500 

Total Soviet: 846,500 323,300 300,600 166,900 1,638,300 

Domestic Use 100,800 225,600 128,600 476,700 931,700 

Grand Totals: 947,300 548,900 429.,200 643.,600 2,569,000 

SOURCE: Despatch 1446 (confidential)., Schoenfeld to Secretary of State, May 3, 
1946, enclosure no. 4., entitled., "Distribution of Hungarian Oil Products July 1 to 
December 31, 1945," NA Records, Suitland, Maryland. 
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Distillates 

Gasoline 
Kerosene 
Diesel Oil 
Fuel Oil 
Lubericants 

Total 

TABLE 18 
DISTRIBUTION OF REFINED 

PRODUCTS IN 1947 
<Figures in Barrels ) 

Production Consumption 

1,283,381 644,597 
749,347 401,100-
680,332 379,665 
749,145 547,147 
148,927 216, 195b 

3,611,132c: 2,415,704 

Export 

637,500 
345,500 
300,000 
172,500 

7,500 
1,463,000 

Source: Despatch 234 <confidential), H.J. Hilton, 
U.S. Legation at Budapest, to Secretary of State, March 9, 
1948, NA Records. 

•Includes imports of 420 barrels. 
bJncludes imports of 77,032 barrels. 
c:Total crude production for the year was 4,329,365. 
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Requirements Gasoline 

Industry 57,800 
Agriculture 85,000 
Transportation 212,500 
Military 10,200 

Total Z,65,500 
Red Army 995,000 
Reparations 85,000 
Trade Export 170,0(.l(") 
Late Penalties 

Total 1 , 250 , (100 
Czechoslovakia 170,000 
Switzerland 113,000 
Polandc: 

Total 283,000 
Grand "Total 1.,898,500 

TABLE 19 
ESTIMATED DISTRIBUTION OF 
REFINED PRODUCTS IN 1946-

<Figures in Barrels) 

l<erosene Diesel Oil 

375,000 195,000 
225,000 150,000 

37,500 
15,000 

615,000 382,500 
67,500 135,000 
75,000 30,000 

150,000 150,000 
112,500 45,000 
405,000 360,000 

78.,500 43.,000 

78.,500 43,000 
1.,098.,500 785.,500 

Fuel Oil Total 

750,000 1,,377,800 
460,000 
250,000° 

25,200 
750,000 2,113,000 

1,197,500 
190,000 

Z,00 , (ll)O 770,000 
150,000 307,500 
450,000 2,465.,000 

291.,500 
161.,200 274,200 

161.,200 565.,700 
1,361,200 5,147 .,00Qd 

------------------------------------------------------------------------------------

SOURCE~ Despatch 224 (confidential)., Folsom to Secretary of State., March 20., 1946., 
NA Records. 

-For explanatory information seep. 
0 0nly 20.,000 motor vehicles were operable in the country. 
c:To be estimated later and covered from reserves for domestic consumption. 
dBased on an estimated crude production of 5,500.,000 barrels. 

....c. 
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H TABLE 20 
UNGARY ' S REFINING INDUSTRY IN 1944 

~=~~-~f Ref~::::_:::::::~~~~:;-~:~:~;~~====----------::::::: ------------ ----

agyar - ~ --------- ---- >n Barrels owner company 
<Hunga . lajmuvek R.T ------~--- -----------------------------

s

r1an Oil W k • ~,200,000 Hungarian state 

Va zany or s> 
cuum Oil C Al o. R. T. 

She11 Kmasfuzito 
<Shell oolaj R.T. 

Rock o· 
Pet Budap i l Co.> 
(p i Ni tr est, Csepel 

et N· ogenmuvek RT itro •• 
M Pet gen Works> 
agyar furdo 

<Hu Olaj ngarian O~s Vegyipari 
Nyi Budapes til & Chem. ca.> 

R 
r-bo -T. gdanyi < Ny . Petrol eumgyar 

p lr-b act ogdan p ory) Y etroleum 

P Ny · ctnto irbogdan 
Ola· Egyes y <F Jgyarak ult Asvany-
() · anto U . R.T. 
ll Factn1~ed Mineral 

S 
B or1es) 

:.:a udap 
( 

reg. est 
S;z 1 Pet Or-eg Petroleumgyar R.T. 

Szoregroleum Factory> 

............ _ Total 
--------

2 ,000,000 

1,750,000 

1,100,000 

020,000 

550,000 

430,000 

250,000 

9,100,000 

soconY vacuum Oil 
co. 

Royal Dutch Shell 
Group 

Hungarian State 

Hungarian Oil and 
Chemical co. 

NyirbogdanYi 
petroleum Factory 

Fanto 

szoreg petroleum 

factorY 

J 
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