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3. Institutional Persistence and the 2013 Mexican Energy Re-
form

3.1. Introduction

There is no single sector more entangled with the formation and development of the Mexican
state than the exploration and production of hydrocarbons. Even after the “lost decade” of the
1980s and the adoption of Washington consensus policies, the centrality of the oil sector for the
state prevailed. “The success of market reforms in transforming Mexico’s trade and productive
structure during the 1990s and consolidating a low inflation path was, however, not accompanied
by a major reduction in the contribution of oil revenues to public sector income” (Moreno-Brid y
Puyana, 2016, p. 142). The government could privatize its big railroad and telephone companies
and change landowning property rights, but it could not do the same with its national oil company.

Nationalist and globalist ideologies and discourses have continued to debate around many sec-
tors in Latin America, but when it comes to natural resources, another cycle on the debate and shift
of policies towards “resource nationalism” became quite prominent, primarily due to the com-
modity price boom of the 2000s (Haslam y Heidrich, 2016). Whether if resource nationalism can
translate to economic development remains in doubt and it is an active academic debate. A vast lit-
erature on the subject arose in the 1990s after Auty (1993) sought “to explain why the hard mineral
economies have performed less well than the developing countries as a whole and to draw policy
lessons” (p. 6). Ross (1999) provides “a review of the main efforts by economists and political sci-
entists to explain how the export of minimally processed natural resources... influences economic
growth”, while Ross (2012) gives a nuanced account of the political and economic consequences
of petroleum wealth across countries testing diverse theories on the oil curse.

In terms of oil-related policies the stakes were as high in Mexico as in other Latin American
countries, but the state already managed oil; if anything, this might have been a fundamental reason
for the 2008 failed attempt to liberalize the sector. However, in 2013 the situation had changed and
the context was more fertile for the liberalization efforts. President Peña Nieto and other major
political forces had formed the “Pacto por México” after the 2012 election and a new set of liberal
reforms were put in place. The politics of this pact, its negotiations, and the nature of the resulting
reforms are studied in Mayer-Serra (2017). Among them, on December 20th, 2013, the Mexican
government issued a decree that reformed the energy sector at a constitutional level on several
aspects. The reform allows private companies to participate as investors in several industries, in-
cluding, remarkably, exploration and production of hydrocarbons (hencefort E&P or Upstream,
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indistinctively).

In summary, this chapter aims to explain how institutional inertia is present in the 2013 Energy
Reform (ER), despite its own transformative objectives regarding exploration and production of
hydrocarbons.27 I use a theoretical framework similar to that of Shafer (1994) and Karl (1997)
to understand how two institutions,28 namely the primacy of the executive branch –a residual of
Mexican presidentialism– and the high state reliance on oil, manifest that inertia and shape the
governance structure of the Upstream sector.

Most analysts and commentators agree that the ER overhauled the E&P sector; on the ex-
tremes, this view is used to blame or praise what has happened in the years after the reform. I
argue that this view is limited and misleading because it sees the institutional environment as a
single structure with new rules and distribution of power. In contrast with those studies, I find that
the constitutional reform and the secondary legislation put in place a dual structure: on one hand,
the baseline, where Pemex keeps operating with some new rules and regulations but tied by the
executive branch and no competition, and an incremental scenario, with a more dynamic setting,
private participants, bidding rounds, a new information market and where the regulatory agency
has more authority.The reform established a link between these two scenarios –Pemex migration
of its entitlements and strategic associations to operate with contracts as any other company– but
my claim is that the same institutions prevented Pemex (and the whole industry) to transit from
one scenario to the other.

The Energy Reform (ER) aimed to boost oil production, oil reserves and state revenue, but none
of them have happened. The global market conditions after june of 2014 became very difficult
with a supply glut that led to a collapse in prices, which caused a halt in investments a perspectives
around the world; the national oil company (NOC) Pemex’s situation deteriorated even further and
most private investments could not yield much production in the first ten years due to the nature of
oil fields development timeframe.

Nevertheless, if we wish to characterize and explain the E&P sector performance following the

27The E&P chain value goes from surface and other indirect exploratory activities, to direct exploration that dis-
cover oil fields, to the discoveries’ appraisal and development to produce and transport hydrocarbons to measurement
points.

28Similar to the two main works cited, and Locatelli y Rossiaud (2011), in which the authors use New Institutional
Economics concepts in a complementary fashion, looking at institutions as rules of the game (North, 1990) and as
a governance structure (Williamson, 2005); as well as the dissertation of Rossiaud (2012), who characterizes the
Russian oil institutional dynamics towards a hybrid governance between NOCs and private companies, that resembles
the Mexican case, with key distinctions in terms of public and private participation.
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ER (including the new government change of policy), it is necessary to review institutional changes
and institutional persistence from a wider perspective. In particular, this chapter contributes to that
analysis by looking at how the new rules lock–in the same institutions and, if anything, allow for a
new parallel governance structure to be developed.

In the next section I provide a background of the 2013 energy reform. Section 3.3 gives the ba-
sis of the insitutional inertia explained with the concept of structured contingency, then in section
3.4 I detail the institutional environment that resulted from the energy reform and how the most
relevant actors were subject of the institutional inertia. Section 3.5 concludes.

3.2. Background

3.2.1. E&P Sector Performance in Mexico

Before studying how institutions have affected the E&P sector performance in Mexico, it is
important to describe its principal features.

After reaching a peak of 3.45 million barrels per day in December, 2003, Mexican oil produc-
tion has been declining (see Figure 15a). The giant oil field, Akal (the most important field in
the Cantarell asset), was over-exploited in the 1990s (Romo, 2015) so it started declining at the
beginning of the century and did not allow Pemex and the government take advantage of the oil
price boom of the 2000s, and, after accounting for more than half of the national production, it has
become a relatively small contributor. The Ku-Maloob-Zaap (KMZ) asset increasingly supported
production towards the end of two-thousands, and then stagnated due to the exhaustion of Ku. With
Ayatsil and Xanab, these three fields now account for half of the national production, the other half
is produced by 247 active fields.

Reserves are the financial asset to secure the future of a given oil company/industry. Achieving
a rate of replacement greater than 100% should be an operative objective. The case of Mexico
shows, more times than not, a decline in reserves (Figure 15b). A special downturn occurred in
2016, after the price plunged from over 102 dollars per barrel29 in mid-2014 to below 19 in early
2016.

29Mexican crude basket price.
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(a) Monthly oil production. Source: CNH.30
(b) National oil reserves. Source: Pe-
mex,31CNH.32

Figura 15. Upstream performance in Mexico from 1990 to 2020.

One of the main productive activities in Upstream is drilling. As expected, development drills
should be shifted to the right of exploratory wells in a time frame, as shown in figure 16. Also
expected, drilled wells should tell a similar story than that of reserves, with a key distinction: while
their cost is a function of crude oil prices, they mainly reveal the level of productive investment,
instead of being a signal of a company’s value and future viability. This activity has also being in
decline, and since the price drop in 2014 there has not been a consistent recovery.33

32Available on https://produccion.hidrocarburos.gob.mx/ (consulted on february 2nd, 2021).
32From 1990 to 1998 Pemex only reported “total reserves”; a change of methodology took place in 1999 (Petróleos

Mexicanos, 2021). The figure attempts to show a tendency, but the change in reserves from 1998 and 1999 does not
account for this methodological change.

32Data since 2001. Available on https://reservas.hidrocarburos.gob.mx/ (consulted on february
2nd, 2021).

33These counts can be misleading, as exploratory wells include appraisal wells, which are not intended to discover
a reservoir, but to measure some of its features. Also, all wells are different; they are seeking diverse geological ob-
jectives and are drilled in various environments (onshore, offshore with unique water depth, pressure and temperature)
which explain a range of technical difficulties, therefore a wide range of drilling cost, hence a wide range of investment
needs. Nevertheless, the figures tendency is clear and reveals some of the sector’s inertia.
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(a) Exploratory wells drilled per year, includes ap-
praisal wells. Source: CNH34.

(b) Development wells drilled per year. Source:
CNH.

Figura 16. Drilled wells in Mexico.

What does the presented E&P performance means in fiscal terms? The Mexican case has to
be carefully regarded through the resource curse literature because Mexico decoupled its economy
from oil in the 1990s while keeping oil to fuel government income and expenditure to a large
extent. For the last thirty years, oil income has accounted for 27.35% of total federal government
revenue in Mexico. On average, that has represented 5.7% of Mexico’s GDP. For the same period,
the two most important taxes, value added tax and income tax (IVA and ISR for their acronyms in
spanish) have contributed 15.49 and 23.16% on average to government’s income, which represent,
respectively, 3.2 and 4.2% of GDP. In figure 17a I present the trends of these sources of income.
Oil income reached a peak of 44.31% in 2008 and then it started to decline with both production
and prices, after the 2003 – 2008 oil price boom came to an end. One relevant feature of these
trends is the negative correlation (see figure 17b) between oil income and the excise tax (IEPS)
charged on gasoline consumption; in order to maintain its price steady, Mexican governments have
relied on oil income, but this is a procyclical behavior.35 From 2006 to 2014, IEPS income was
negative, reaching a -18.8% of government’s income in March 2008. This is an unsurprising and
quite stable behavior, specially for oil exporting countries.36.

35It is beyond the scope of this work to investigate how much of the changes of IEPS income come from oil price as
the main component of gasoline price and how much they are policy oriented, but it is important to recognize that they
usually happen in tandem: higher oil prices mean higher gasoline cost, which calls for more tax stimulus to stabilize
its price; at the same time, higher oil prices mean a better position for governments to spend on such subsidies.

36See Moghaddam y Wirl (2018) and Cheon, Urpelainen, y Lackner (2013) for a deeper discussion on the deter-
minants of fossil fuels subsidies. Hammar, Lofgren, y Sterner (2004), Victor (2009) and Overland (2010) provide a
political economy and institutional explanations on the difficulty to reduce or eliminate them
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(a) Oil and taxes as percentage of government’s in-
come. By year.

(b) Oil and IEPS as percentage of government’s
income. By month.

Figura 17. Sources of government’s income in Mexico from 1990 to 2020. Source: Secretarı́a de
Hacienda y Crédito Público37.

3.2.2. The Previous Reforms

The 2013 energy reform occurred after two attempts to enhance the sector performance with
other changes in the legal framework, in 1992 and 2008, both having less scope. In this section I
will briefly present them and their consequences as they led to the one central to this work.

The 1992 reform modified the Upstream strategy without modifying its objectives; econom-
ically, the sector should provide government revenue and foreign exchange to face an enormous
public debt; ideologically, the oil sector represented nationalism and its continuity; politically, it
demonstrated the nation’s interests and sovereignty, while helped as a source of industrial devel-
opment and to provide goods and services to the population (Rodrı́guez-Padilla y Vargas, 1996).
According to Rousseau (2017, p. 388), the principles guiding the administrative reorganization
were two: first, to value the weight of state and firm as components required for the healthy func-
tioning of the industry and Pemex; second, to focus the NOC on its strategic activities. To do so,
Pemex was restructured with economic criteria, several subsidiaries were created, and it lost some
of its explicit political authority. Regarding private participation, the reform allowed Pemex to
have service contracts, explicitly aiming to have a more efficient performance in some key activi-
ties, such as drilling.

After the oil price boom of 2003–2008 started, Pemex became even more relevant to public
finances, and the fiscal pressure on the NOC was too heavy to reinvest enough profits to stabilize

37Available on https://www.finanzaspublicas.hacienda.gob.mx/ (consulted on february 2nd,
2021).
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the declining production (Bravo Padilla y González Hernandez, 2008). By then, the institutional
architecture was complicated and challenging; the roles of the state as owner, regulator, and admin-
istrator were mixed up among the same institutions, especially within the energy ministry and the
finance ministry, but in the operating side of the company as well (Rousseau, 2017, p.503–505).
While the diagnosis was not too different among the political forces, the perspectives to modify Pe-
mex’s role on the public finances remained different, reducing the scope of possible legal changes
by consensus. After a minor change in 2007 to reduce the fiscal pressure on Pemex, an energy
reform was approved on October 28th, 2008. The significant changes were the addition of four
members with technical and professional expertise to Pemex’s board; the NOC also obtained an
enhanced autonomy of administrative management, specifically in terms of financing; the Min-
istry of Energy (SENER) received a more straightforward objective to conduct the energy policy;
and the National Hydrocarbons Commission (CNH) was created as a decentralized organization of
SENER, to provide it with technical guidance, and to regulate and supervise the exploration and
extraction of oil activities (Centro de Estudios de las Finanzas Públicas, 2009b).

Another reform in 2008 calls for attention for its relevance for Pemex sources of financing.38

Since 1997, Pemex had the opportunity to finance its projects through private participation, thanks
to the Deferred Investment Projects in the Public Expenditure Register (PIDIREGAS). This regime
was put in place after the 1995 crisis, when the federal government lacked the resources to invest
in Pemex (Tépach, 2008) and allowed a high rent extraction of the federal government in the com-
ing years, which reduced even more Pemex’s ability to plow back, to reinvest its earnings. It
allowed Pemex to invest in infrastructure projects (Centro de Estudios de las Finanzas Públicas,
2009a),39 but at a high cost and with low transparency, especially when accounting for public debt
(Bravo Padilla y González Hernandez, 2008; Moreno Pérez, 2004).

As Rousseau (2017, p.520–521) explains, the administrative reforms of 1992 and 2008 tried
to simulate a market environment without changing the fundamental aspects of the Mexican oil
sector; that is, they attempted to impose market-oriented practices on a company that retained
the exclusive rights to perform E&P activities. This strategy had mainly political and electoral
motivations; in the case of the 2008 reform, it was supported by the three major political forces
in Congress and Pemex union, showing that the considerations were less economical than political.

38Rousseau (2017, p. 514) considers it as one successful part of the same energy reform, but it was approved on
November 13th, only a couple of weeks after the approval of the seven bill proposals. The distinction is, of course,
not as relevant as the reform’s content.

39Projects financed with PIDIREGAS represented only 14% of total Pemex investment in 1997, but in 2008 they
represented more than 90% (Petróleos Mexicanos, 2021).

55

7

9

10

9

10



Thus, the 2008 reform also failed to modify the oil sector’s core and address the Mexican state’s
rent-seeking policies. From 2009 to 2013, the fiscal burden on Pemex represented consistently over
100% of its EBITDA, and the government’s oil revenue represented more than 30% of its total,
which was significantly more than the corresponding to income tax or value-added tax (Figure 18).
In that same period, the excise tax on gasoline was effectively negative, meaning that a subsidy
was in place. By 2010, Juan José Suárez Coppel, Pemex CEO at the time, was asking Congress to
optimize the fiscal burden on the company.40

Figura 18. Main sources of Mexican government’s revenue after the 2008 energy reform. Data
from SHCP.

While Elizondo Mayer-Serra (2012) claims that most of Pemex’s problems were “organiza-
tional and strategic due to the lack of competition”, the institutional framework leading to 2013 is
characterized by Alejo (2014, p. 8) as the product of decisions that gave Pemex too much control
over the management of oil resources and its wealth but not enough financial resources and auton-
omy to operate.41 As Figure 19a shows, Pemex liabilities were on the rise since 2008, primarily due
to the increases in its pension and postretirement requirements. This organizational issue caused
financial pressure on the Mexican NOC, which already had liabilities–to–asset ratio close to one
(Figure 19b), three to four times that of other oil companies in emerging market economies.42

40See Senado de la República (2011). Suárez Coppel was more enthusiastic about the fiscal changes back in 2007,
as can be read in Suárez Coppel y Yépez (2007).

41The similarity between the diagnosis of Alejo (2014) to that of Rousseau (2017, p. 503–505) on the institutional
architecture before the 2008 reform is remarkable and reinforces the view that the oil sector did not change much after
reform.

42See Domanski, Kearns, Lombardi, y Shin (2015).
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(a) Pemex’s main liablities. (b) Pemex leverage.

Figura 19. Financial pressure on Pemex from 2008 to 2013. Data from Bloomberg using Pemex
reports.43

Before analyzing the 2013 Energy reform, the institutional, fiscal, and financial overview of
the Mexican E&P sector by 2013 is completed with three critical technical issues hinted at in the
paragraphs above and described with greater detail in Lajous (2014). First, the oil production de-
cline that started in 2004 due to the overexploitation of Akal in the Cantarell asset was stabilized
by the rise of Ku-Maloob-Zaap, but the prospects were not optimistic. Second, proven reserves
were also declining because the rate of replacement ratio averaged 85 % from 2009 to 2012, and
it was 67% in 2013, that is, the production far exceeded the capacity to incorporate reserves; on
top of this, some of the best exploration prospects were in deep and ultra-deep waters or in shale
structures, where Pemex did not have the technical or financial capacities to operate appropriately,
aside from the high risk embedded in those areas. Third, Canada and the United States growing
oil and gas output displaced some Mexican exports to the U.S. Gulf Coast, especially in light oil,
and threatened Pemex’s profits. As I will discuss later, this would be a long-term shift in the global
upstream market.

Given the energy sector situation, specifically in the Upstream oil and gas activities, and its
pressure on public finances, also taking into account a new political environment that allowed for
a deeper legal framework change,44 on December 20th, 2013, the Mexican government issued a
decree that reformed the energy sector at a constitutional level on several aspects. The reform
allows private companies to participate as investors in several industries, including, remarkably,
exploration and production of hydrocarbons (Diario Oficial de la Federación, 2013).

43All financial data are for all subsidiaries and the overhead, and not only upstream. It is un E&P where the bulk
of revenue and expenditure is, even if refining is a less productive activity.

44See Petersen Cortés (2016) for a comparison between the decision process of the 2008 and 2013 energy reforms.
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3.3. Sticky Institutions and Structured Contingency

Before proceeding to the main analysis of this work, we need a concrete definition for institu-
tions; I use the one found in North (1994): “Institutions are the humanly devised constraints that
structure human interaction. They are made up of formal constraints (e.g., rules, laws, constitu-
tions), informal constraints (e.g., norms of behavior, conventions, self-imposed codes of conduct),
and their enforcement characteristics”. To make this definition operational, one must accept that
some institutions can give origin, sustain, contain or even be in tension and conflict with others.
Besides, some institutions can change rather quickly in terms of time, but others may take genera-
tions.

In a sense, this chapter is a modest attempt to use a case study to contribute to answering an
old political economy question expressed by Shafer (1994, p. 1) in these terms: “how do external
and internal forces interact to influence the crises states confront and their ability to respond?”. In
Shafer’s sectoral analysis model (p. 22–48), sectors with high capital intensity and large economies
of scale exhibit less flexibility of production and asset/factor allocation; which exposes them to
more severe crises.45 This inflexibility has its counterpart in states’ ability to restructure: “just
as asset/factor inflexibility limits firms’ ability to adjust, tax authorities’ sector–specificity limits
their ability to find new resources to replace lost leading–sector revenues. The same is true if the
state attempts to restructure, since restructuring cuts revenues from the leading sector. Thus, both

market shocks and restructuring threaten the state’s ability to fund itself.46 Indeed, sticky tax insti-
tutions establish a high barrier to exit for leaders, giving them statist incentives to defend the status
quo” (p. 36).

To narrow Shafer’s sectoral analysis to the E&P sector in Mexico and the Mexican state lim-
ited ability to restructure, I rely on the “structured contingency” approach, used in Karl (1997) to
analyze how “the dependence on a particular export commodity shapes not only social classes and
regime types... but also the very institutions of the state, the framework for decision–making, and
the decision calculus of policymakers”. Building upon March y Olsen (1983) and North (1990)47,
this approach addresses the debate over structure versus agency, emphasizing how choice is struc-
tured over time: historical interactions build “the range of choice facing policymakers at a given

45Oil companies, for example, have a hard time regulating their production in response to price volatility: they
keep producing even if price is below extraction costs.

46Emphasis added.
47Among others, recognized by Karl, dating back to Adam Smith and Marx.
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moment, how this structuration is reproduced or modified, and why a particular range may be wide
in some circumstances and quite narrow in others. Thus it problematizes the nature of choice, the
identities of actors making such choices, and the way their preferences are formed within a specific
structure of incentives” (p.10).

Ross (2012, p. 210) has a well-established operational critique of some institutionalist ap-
proaches because institutions can be challenging to define and measure.48 Nevertheless, that is a
caution we should have before accepting any universal claim regarding rentier states. Moreover, it
should be a warning not to fall into logical fallacies or to construct false syllogisms. In any case,
this critique reinforces the value of doing single case studies and qualitative analysis (as supported
by quantitative data as possible) such as this chapter.

Looking at political and economic institutions in Mexico in the light of these structured tra-
jectories that create and modify the preferences held by policymakers, as well as the restrictions
they face; and given that institutional change occurs most frequently in critical junctures (Collier
y Collier, 1991), one can see why the 2013 Mexican energy reform exhibits two keys to under-
stand the performance of the Upstream sector after it started to be implemented: first, it allowed
for a continuation of the rent-seeking organizational framework; and second, the reform built a
dual governance structure that promotes competition and efficiency in some parts of the Upstream
sector, but these are the less significant in economic terms for a short-term horizon.

Two leading institutions have been persistent enough in the last decades to resist the crises
presented in the previous section and even shape the energy sector’s proposed reforms to reinforce
themselves. On the political spectrum, the prominence of the executive branch of government as
a source of political stability; on the economic realm, the oil-income reliance of government as a
source of state capacity to build and protect the organization of political and economic life.

As we can see in previous works, the stability of the twentieth century’s second half in the
Mexican regime can be explained by an inclusive hegemonic party and a firm, vertical control ex-
ercised by the president (Serrano, 1994; Molinar Horcasitas, 1996; Weldon, 1997). It is not the task
at hand to analyze or explain the transformations of that regime in the dawn of the twentieth-first
century, nor how Congress and local governments became more relevant in the balance of power
(Nacif, 2006; Hernández, 2004). However, as we will see, the energy reform kept critical features

48Specifically, his critique is more strongly directed to some studies that imply that oil wealth hinders economic
growth, such as Sachs y Warner (1995) and Sala-i Martin y Subramanian (2013). On the work of Karl and others, his
exact assertion is that their contentions “might be right, but they are deceptively hard to verify”.
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of the Upstream sector to the executive branch’s discretion.

To exert their power and foster public policies, presidents, their parties, and interest groups
need resources. Although Karl (1997) performs a comparative analysis on oil-exporting coun-
tries, her conclusions can be applied to all rent–seeking states since she attributes the similarity
in creating institutions to the origin of state revenue (chapter 3 presents this special dilemma of
the Petro-State). This is important for the Mexican case, where the energy institutions inherited
since the oil expropriation received a boom in income that locked them in during the seventies.
Going further, even if Mexico’s economy diversified away from oil since the nineteen nineties –
see Figure 20–, the Mexican state keeps relying on oil income, as we will see now, to recent years.49

Figura 20. Oil production as percentage of GDP and oil production decoupled during the nineteen
nineties. Data from World Bank and CNH.

3.4. The 2013 Energy Reform and its Institutions

This chapter aims to explain how institutional inertia is present in the Energy Reform, despite
its own transformative objectives. To do so, I will present a brief general overview and then proceed
on the content of the organizational framework the reform established by looking at the responsi-
bilities of the Upstream’s four leading actors: the Ministry of Energy (SENER), the Ministry of
Financeed and Public Credit (SHCP) –I will also briefly address the Mexican Oil Stabilization and

49For a wider discussion on rent-seeking states literature and why Mexico could be considered one, see Farfán-
Mares (2010).
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Development Fund (FMPED) role–, the National Hydrocarbons Commission (CNH), and Pemex.

3.4.1. A brief overview

The Energy Reform (ER)50 is one of a group of structural reforms undertaken at the beginning
of former President Enrique Peña Nieto’s term. These reforms were possible under the “Pact for
Mexico”, which brought together the three main political forces and had control of Congress.51

Some of them might be considered as second-generation reforms, but the ER contains both first-
generation and second-generation traits52. According to the explanatory statement, the objectives
of the ER can be summarized as making the energy sector more secure, efficient, and productive.

To achieve these objectives, Rousseau (2017, p.524) identifies two new principles to overhaul
the institutional framework: first, to end the isolation and step away from the “Mexican excep-
tion”; second, to redefine each agent’s responsibility and capabilities. The functional pillars over
these principles were three: transforming Pemex into a State Productive Company in an attempt to
strengthen it to compete in an open market; expanding and reinforcing the legal capacities of the
regulatory agencies (CNH for the Upstream); and a gradual and selective liberalization to promote
competition (Iglesias y Felipe, 2014; see also Alpı́zar-Castro y Rodrı́guez-Monroy, 2016; Eljuri y
Johnston, 2014; Rousseau, 2017, p.524–530).

My claim is that the two mentioned institutions –the primacy of the executive branch of govern-
ment and oil income reliance of the state– are embedded in the reform, producing a continuation of
rent-seeking behavior with a dual governance in what I will call the baseline and the incremental
scenario. The baseline scenario would be Pemex’s dynamic production and related income, and
the incremental scenario created possibilities for Pemex and other companies as well.

Even if many rules and regulations would apply to Pemex and other participants, the simple
fact that the Constitution kept exploration and production of hydrocarbons as a strategic activity,
and thus it cannot be considered a monopoly when performed solely by the state (which owns Pe-
mex), gives rise to not only to an asymmetry in regulations, but also to a distinction in governance
for Pemex and for others. This is not to say that the reform was sterile or even close to that, but

50See Diario Oficial de la Federación (2013), Henceforth constitutional reform, or CR, indistinctively.
51A comparison between the reform proposals presented by the presidency and the National Action Party (PAN),

as well as how the energy reform was in line with the Pact’s principles can be found in Gamboa Montejano (2013).
52Pardo (2010, p. 84–85) applies the arguments of Matheson y Kwon (2003) to describe the transition of a state

intervention to a state regulation through some structural reforms in the Mexican case for several sectors, but not to oil
E&P.
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it is important to point out how this distinction works. In one extreme, there is the possibility to
simply run within the baseline scenario, and we have seen president López Obrador’s government
operating under such decision.

The institutional exploration presented here is not an assessment of the “quality of institu-
tions”53 and it cannot be considered a causal inference of the sector’s performance in the years
following the reform, although it definitely sheds some light on that because it is an analysis of
how institutions shaped the true scope of the energy reform. If one review government’s documents
or specialized bibliography on the subject –such as the studies mentioned above and the presen-
tation of motives of the ER–, the scheme presented is usually one of a single structure with the
agents’ attributions and relationships; but my claim throughout this work is that the reform estab-
lished a dual structure with a baseline, entitlements based scenario, and an incremental, contracts
based scenario, governed in different ways, although both are strongly controlled by the presidency
through the ministries.

As we can see in figure 21, the ER allowed for SENER and SHCP to make the most criti-
cal decisions in terms of who can operate and under which legal figure and fiscal regime; Pemex
would hold most assets and operate under the figure of entitlements (asignaciones), while other
companies would bid to get contracts via the bidding rounds –organized and executed by CNH–
or through the link between the two scenarios, that is, the migrations and strategic associations54

authorized by SENER with the administrative support of CNH.

(a) Baseline scenario. (b) Incremental Scenario.

Figura 21. A dual structure in the E&P sector was generated with the energy reform.

I turn now to explain how this was established within the most prominent organizations in the

53See for example Acemoglu, Johnson, y Robinson (2005) and Rodrik, Subramanian, y Trebbi (2004) for neoin-
stitutionalist studies of the effects of institutions’ quality on economic performance.

54In migrations, Pemex can migrate certain service contracts it already has with other companies or stand alone,
but in any case it does not require a bidding process. In strategic associations, CNH organizes a bidding round to find
a partner for the contract.
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Mexican Upstream.

3.4.2. The Ministry of Energy and energy policy

Transitory Article (T. Art.) 10 of the constitutional reform instructs Congress to adjust sec-
ondary legislation to establish some attributions of organs and dependencies of the executive
branch.55 The main attributions are to establish, conduct and coordinate energy policy; to se-
lect which areas would be assigned to Pemex or any other state productive company and which
ones would go to bidding rounds and be subject to contracts with private companies (with CNH’s
assistance); and the technical design of the contracts and guidelines for bidding processes.

To fulfill the mandate of the reformed article 27 and specified in T. Art. 6, these capacities
allowed the Ministry of Energy to shape Round Zero. Pemex requested the areas on which it was
willing to operate, and SENER, with CNH’s assistance, decided over each request. However, it
is remarkable that the minister of energy also is the president of Pemex Board of Directors, as
established in Diario Oficial de la Federación (2014, art. 15). After a swift process that lasted
less than eight months, round zero’s results were announced on August 13th, 2014. The crucial
decision was to retain control of around 83% of 2P reserves and 21% of prospective resources
for Pemex (Secretarı́a de Energı́a, 2014). Torres Flores (2016) criticizes the lack of transparency
displayed during and after round zero. The Auditorı́a Superior de la Federación (2016) noted that
SENER assigned to Pemex 96 fields it did not request, per CNH’s recommendation and in order to
determine their later destiny; this might have been the best technical decision, but it did not follow
due process.

This decision broke the Upstream into two horizons: Pemex would be the sole relevant oil
producer in Mexico for the short and medium-term unless Pemex itself decided to ask Sener to
migrate its entitlements to contracts with private companies,56 but in any case, the Ministry of En-
ergy kept that under its control as well –this is the baseline scenario–. The rest of the reserves and
prospective resources would be subject to bidding rounds ultimately controlled by SENER in terms
of areas, calendar, and the type of contract, but their development could almost only happen in a

55There is a legal discussion on the proper content that should be established in transitory articles of constitutional
reforms. Specifically, it is not clear if their content should only aim to put in place the reform or if they can include
nuclear features. The CR is in the second case (Garcı́a Sánchez, 2018).

56In my nomenclature, this would mean to shift some fields’ operations from baseline to incremental scenario,
which is the actual criterion and nomenclature of the applicable regulation. See Diario Oficial de la Federación (2014,
art. 12), which was published after round zero finished; see also Reglamento de la Ley de Hidrocarburos (2014, art.
29–30) for the required conditions and the process of migration, the authority of Sener and the role of CNH as technical
assistant.
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long-time horizon and with higher uncertainty since most discoveries would need to happen first
–the incremental scenario–. This long-term is significantly less important for short-term-oriented
officials and their opposition, who hope to win the next election.

Some might justify that Pemex was entitled to keep the reserves it discovered; this is mistaken
in legal terms because the CR did not change but reinforced the property of hydrocarbons in the
subsoil: they belong to the nation. Moreover, more undeveloped –or even underdeveloped– re-
serves could have been subject to bidding rounds, and Pemex been a part of the resulting contracts
to compensate it for its discoveries, which would have been a source of revenue to help the national
oil company heal its finances without heavy investments. In any case, through the Energy Reform,
the executive branch maintained its control over Pemex and a high degree of discretion to decide
which areas would be assigned to the state company, without legislated criteria beyond generalities
contained in the constitutional reform.

Rossiaud (2012) analyzed the Russian liberalization process in the Upstream sector during the
1990s. His findings point out that the Russian state let private companies have too much control
over large areas, which resulted in an exploration crisis because those companies were delaying
exploratory activities. In the Mexican case, the minimal work commitment in both entitlements
and contracts prevented that: if the minimum requirements were not met, the areas should return to
the control of the state; however, for entitlements, SENER kept a higher degree of discretionality,
as I will detail in section 3.4.4.

3.4.3. The Ministry of Finance

The oil fiscal terms (OFR) were divided between those applicable only to Pemex –baseline
scenario– and those that could apply to Pemex’s migrations and any private company with a con-
tract –incremental scenario–. OFR for entitlements assigned to state companies (Pemex) were
established in the Ley de Ingresos sobre Hidrocarburos (2014, art. 39–45), the most important be-
ing the Derecho de Utilidad Compartida (DUC), which works similarly to those of Profit-Sharing
and Production-Sharing Contracts, that is, companies have to pay a share of the difference between
the value of hydrocarbons and the deductible costs. In 2014 DUC was established as 65%, then
reformed in 2019 to 54% by the new federal administration’s proposal. The executive has the at-
tribution to modify that share contingently; the latest example is the proposed Law of income for
2022,57 where the proposal is to lower that share to 40%.

57Presented on september 8th, 2021.

64

16

28

28



The transitory article 10 also provides the attributions of SHCP in the context of the energy re-
form: it would be in charge of the economic conditions of the bidding rounds and the fiscal terms
of the contracts that proceed from them. Moreover, these fiscal terms would be the decisive vari-
able in the bidding rounds; in this sense, the Mexican state would bid on its own income and shift
most of payments to the development phase of oil fields, while front payments would be lower.
Transitory Article 6 establishes SHCP’s authority to design the economic conditions of contracts
proceeding from migrations requested by Pemex and authorized by SENER.

The fiscal goal of the energy reform was to increase oil revenue. To accomplish that, the in-
stitutional environment was designed to establish the OFR project by project. Since the Law of
Hydrocarbons income has to apply for all Pemex entitlements, it also incentivizes the NOC to have
more contracts from migrations and strategic associations. One key feature of the Law was to
include low cost recovery caps (12.5%, as seen in art 42) that increased the profit levels, and so
the DUC to pay. To avoid this, Pemex needed to request SENER to migrate those entitlements to
contracts, where individual fiscal terms would be established by SHCP, with higher cost recovery
caps. For example, fields Ek and Balam migrated to a standalone contract 58, where the govern-
ment take is 70.5% (higher than the DUC), but the cost recovery cap is 60% each year, lowering
operating profits and thus the effective fiscal burden. Contracts could also have specific adjustment
mechanisms to distribute increased profitability due to tail windfalls in the market or actualized
geologic conditions.

The set of incentives established by the legislation, along with the fact that the minister of
finance also has a position in Pemex’s Board, influencing the NOC programatic and strategic ob-
jectives, and other ordinary presidential prerogatives –such as fiscal stimulus–, have prolonged, or
even increased the control of SHCP over the oil fiscal regime in terms of income. Several factors
prevented oil revenue from rising –figure 22 presents the drop of its proportion of total income–
in the period following the energy reform in terms of oil prices and production, along with a fiscal
reform that increased income tax revenues, but this was not an effect or the objective of the 2013
energy reform in fiscal terms.

58Available in https://rondasmexico.gob.mx/esp/contratos/cnh-m1-ek-balam2017/
?tab=02
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Figura 22. Main sources of government’s income after the 2013 energy reform. Data from SHCP.

In terms of oil revenue destiny, it can be said that the energy reform did not change much. The
most salient feature in this respect was the creation of the Mexican Oil Fund for Stabilization and
Development (FMPED) to “receive, manage, invest and distribute income derived from entitle-
ments and contracts” (Ley del Fondo Mexicano del Petróleo para la Estabilización y el Desarrollo,
2014, art. 1). Strictly speaking, the FMPED is a sovereign wealth fund that relies on a commodity,
in the classification of Clark, Dixon, y Monk (2013, p. 14-22). As studied by several scholars,
such as Fasano (2000), Eifert, Gelb, y Tallroth (2002), Humphreys y Sandbu (2007), and Clark
y cols. (2013), this type of fund is set to improve fiscal performance, by smoothing government
consumption and stabilizing revenue; and to prevent the dutch disease. 59

The Mexican oil fund design accomplished the three conditions suggested by Humphreys y
Sandbu (2007) for a national resource fund to be effective: clear rules to make withdrawal deci-
sions, critical decisions made by representing bodies, and a high level of transparency. However,
as those same authors point out, the oil fund’s potential value lies in the details of its institutional
procedures and “on how these affect the political incentives facing policymakers” (p. 195).

To see why the FMPED does not have much potential to change the oil expenditure policy, it
suffices to look at its funds’ destiny, established in the Ley Federal de Presupuesto y Responsabili-
dad Hacendaria (2020, art. 87–93).60 The first 2.2% and 0.64% go to the general budgetary income

59In Mexico, the dutch disease is unlikely to manifest, because oil exports are not the main component of total
exports, so currency appreciation would not be as problematic as in other countries.

60This law has been reformed after 2014, but the general framework for the purposes of this work has remained
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stabilization fund, and the states’ income stabilization fund, both managed by the ministry of fi-
nance; next, a 0.65% is destined to hydrocarbons and energy sustainability research, operated by
the energy ministry; a 0.87% is destined to the Hydrocarbons Extraction Fund, and it is distributed
among the oil-producing states (Ley de Coordinación Fiscal, 2018, art. 4-B); a negligible part
(0.0054%) is required for auditing purposes; finally the rest of oil income that falls below 4.7% of
GDP according to the estimates of the ministry of finance (as established in the general economic
policy criteria for each year), supports the treasury and the general budget directly.

If oil income reached 4.7% of GDP, the excedents would go to the long–term reserve; that
is, only those resources would have a truly different destiny than how oil income has been used.
Nevertheless, since 2015, when the FMPED started operations, those savings have been zero.
Moreover, it is implausible that in the short or medium–term, oil income will reach 4.7% of GDP:
2000–2013 average oil income was 4.6%, in a period with high production and a price boom –see
figure 23–, 2014–2020 average was 2.2%. Reserve trends, price cycles, and a general international
foreseeable change in the energy sources make these oil income levels challenging to turn around
to a point where the oil fund serves to save something; this reflects that political forces have not
been interested in changing how oil income is spent, but the executive branch keeps doing business
as usual.

As we can see, the new rules established by the energy reform changed little in fiscal terms.
The ministry of finance kept discretionality to raise and spend oil income for most plausible sce-
narios in terms of production and prices. If we follow the argument of Heal (2007), and look at oil
expenditure as consumption of capital, we can see how Mexico keeps facing capital stock deple-
tion, instead of transforming it into long–lasting wealth.

stable.
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Figura 23. Government oil revenue as % of GDP. Data from SHCP.

3.4.4. The National Hydrocarbons Commission

The establishment of independent regulatory agencies is one approach to the regulation of the
oil and gas industries. Legislatures or parliaments delegate power to public bodies to distribute gov-
ernance, in what the literature identifies as “agencification” (Pollit, Bathgate, Caulfield, Smullen,
y Talbot, 2001). This type of governance’s adoption process has been studied extensively 61.

In this work, I am not interested in the specificities of the process that led to adopting an
independent regulatory agency in Mexico’s upstream oil and gas industry. However, it is impor-
tant to point out that the Mexican case is also a process of adoption with a relevant interpretation
of policies abroad; “how policy–makers understand policy lessons will, in turn, shape how they
adopt and implement policies” (Moynihan, 2006). The new regulatory framework sought to attract
investment from oil companies to an appealing resource base and a desirable fiscal system (In-
ocencio, 2018). It established the CNH as the regulatory body of upstream activities with limited
authority because energy and finance ministries retained essential controls, as seen in the previous
sections. The reform also created an environmental agency (ASEA) to oversee this aspect of the
sector. In addition, the Secretarı́a de Economı́a was appointed to regulate and monitor the national
content of each project.

61See Verhoest, Van Thiel, Bouckaert, y Lægreid (2012) and Stone (2017), on the literature of agencification as
transfer or translation of these governance structures.
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Thus, the “Competent Authority” is an inter-ministerial body with no single head (Onorato y
Park, 2001); however, this arrangement is hierarchical: constitutional article 28 and the secondary
legislation provided some autonomy to CNH (technical and administrative), with commissioners
elected by the senate, 62 but it is part of the executive branch, it does not have the independence
of the central bank (Banxico) or the antitrust authority (COFECE). As noted by Grunstein (2014),
this is a model “likely unprecedented in the rest of the world... the proposed powers of the CNH
do not equal those of regulators in other countries, such as the Norwegian Petroleum Directorate
or the Brazilian National Petroleum Agency”.

To see how the division mentioned above –baseline and incremental scenarios– works con-
cerning the regulatory agency, it is necessary to look at the specific legal powers of the CNH.
I will focus on (Ley de los Órganos Reguladores Coordinados en Materia Energética, 2021, art.
38)63, which establishes four attributions: first, the regulation and oversight of all oil and gas ac-
tivities, from surface exploration (this generated a new information market, through new seismic
acquisitions and interpretations permits), to exploration and extraction activities (for example well
drilling authorizations, exploration and development plans authorizations, gas vent and flare over-
sight, among others), to the integration of hydrocarbons to the storage and transport system (this
includes measurements regulations).

In general, these regulatory activities apply equally to Pemex and other companies; however,
some approvals are different and reflect a distinction between the two scenarios: production sharing
contracts require an annual budget approval because of their nature, which requires cost recoveries
(the state shares costs and profits, hence more fiscal inspection), while licenses do not (in these, the
state shares no costs); even though Pemex entitlements (base scenario) share characteristics with
the production sharing contracts, they do not need annual budget approvals since SHCP oversees
Pemex fiscal regime consolidated, except for what Pemex operates under contracts (in the incre-
mental scenario).

Second, the CNH organizes, conducts, and rules bidding rounds, and then it represents the
Mexican state in signing contracts; when applicable, CNH also organizes bidding to find migration
partners for Pemex. As I mentioned before, SENER selects areas, authorizes Pemex associations
and migrations, and designs contracts, while SHCP builds the fiscal regime for all contracts; CNH
is only an operational agent. Thus, the reform maintained the executive’s branch direct control

62See Ley de los Órganos Reguladores Coordinados en Materia Energética (2021), first approved in 2014, for both
CRE and CNH organizational design and attributions.

63Article 40 authorizes CNH to manage the upstream information, serving also as a transparency agency through
its information center (CNIH).

69

21

33

34

33

34



upon the most substantial elements of the bidding rounds.64 There are 111 active contracts, 103
coming from open bidding rounds –incremental scenario– and 8 from migrations (5) and strate-
gic associations (3) –baseline to incremental scenario–. These numbers should not be compared
because open bidding rounds manage more areas at once; however, Pemex business plans had
farm-outs as key to finding and developing new reserves, but the company’s inertia has been chal-
lenging to deal with. In an interview in 2017, Carlos Treviño, Pemex CEO, declared an intention
to migrate around 50 entitlements65, but they never went on with all of them. In 2019 the new
government changed Pemex’s strategy, and CNH (2019a) canceled the bidding of 7 areas corre-
sponding to 27 entitlements.

Third, CNH has to manage entitlements and contracts; this requires the supervision of Pemex
and other companies to ensure they fulfill the terms and conditions established in the agreements.
Figure 24 shows the areas covered by entitlements and contracts. The division of this supervision
is evident since the state grants an entitlement, and a contract is signed and agreed upon by the state
with a company. However, this division is not only technical; we can see CNH’s limited authority
over Pemex relative to other operators: Law of Hydrocarbons in its article 10, grants SENER the
power to revoke entitlements, while article 20 establishes CNH’s jurisdiction to rescind contracts.
If we accept the premise that CNH is designed to be a technical organization with less political
interference, then we can observe how the energy reform kept the baseline inertia substantially out
of its reach and closer to the presidency’s control.

64Because of CNH’s legal status, even with its complete control, one should say that control was under the executive
branch, but it is easy to spot the difference between the strong control of the presidency over SENER-SHCP and the
softer one over CNH, as described in this section.

65See https://www.eleconomista.com.mx/empresas/Pemex-migrara-a-contratos-hasta
-50-campos-de-Ronda-cero-20171206-0026.html.
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(a) Entitlements. (b) Contracts.

Figura 24. Areas with oil and gas exploration and production activities in Mexico. Data from
CNIH.

Finally, CNH has to provide technical assistance to SENER. Prospect studies, static and dy-
namic characterization of plays, or economic assessments can inform the ministry better on its
agenda and decision-making process. Some opinions are not binding, and some others are. For
example, CNH provides its technical opinion to SENER when Pemex requests a migration or
association for one or more entitlements, but it is SENER’s decision to proceed or not; another
example is on the existence of a hydraulic connection between two fields that may lead to a unifi-
cation agreement between two operators66 but this is a process also ruled by SENER.

We can dig deeper in this attribution to find an example of how CNH’s authority is subject
to the presidential power, even if its opinion is binding. Diario Oficial de la Federación (2014,
art. 6), states that the executive branch, through SENER, can exceptionally grant entitlements to
Pemex, but it requires the favorable opinion of CNH. This implies that the bidding rounds and
contracts would be the normal course to allocate areas for upstream activities. In 2014 the govern-
ment granted 108 exploration entitlements to Pemex, with different minimal work commitments in
each. The entitlements established a three-year exploration period. At the end of this period, CNH
(2017a) provided an assessment, and it identified that Pemex fulfilled its commitments in only 24
out of 103 areas. This was a cause for Pemex to lose those entitlements where exploration objec-
tive were not met, according to transitory article 6 of the constitutional reform. However, since
contracts usually have extended exploration periods, later that year, CNH (2017b) approved (in a

66See CNH (2020) on the connectivity of field Zama, operated by Talos Energy, with Uchukil, operated by Pemex.
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split decision) that SENER modified those entitlements to add another two years for exploratory
activities because the CR allowed for a five-year exploration period (with certain conditions met
during the first three).67 At the beginning of Mr. López Obrador’s presidency in December 2018,
active bidding rounds processes were canceled.68 Finally, in 2019, SENER wanted to reorganize
Pemex exploration entitlements, even if the NOC did not fulfill its minimal work commitments;
the justification for the exceptionality requirement was that new bidding rounds were not planned
in the near future because of the government’s energy policy. That is, the normality of energy pol-
icy was used as an exceptionality, as exposed by Commissioner Sergio Pimentel in CNH (2019b),
where the regulatory agency issued a favorable opinion without its commissioners’ consensus, and
the new 64 exploration entitlements were granted to Pemex.

CNH is the key to understand how the old model –with some new changes and regulations–
stretches the baseline scenario in time, while a new, incremental scenario is shaped. It is a sort of
regulatory hinge that gives coherence to the whole institutional arrangement and keeps it in place.

3.4.5. Petróleos Mexicanos

Both proponents and opponents and the reform advanced the idea of a radical change in Pemex
and the whole Upstream sector. So far, I have tried to qualify such views and provide evidence
of how the preceding institutions were held while opening the possibility for a new, incremental
scenario; this was also reflected in the national oil company.

After a few years, the usual views on the reform contest that the further decline in production
of Pemex was a catastrophic consequence of the energy reform, while its supporters claim that
the reform prevented Pemex from being in an even worse situation. Nevertheless, the reform did
not substantially change Pemex’s nature (Rousseau, 2017, p. 531); to search for causes of Pemex
production and financial decline after 2013, we would need to look at Pemex’s trends, for which I
have done a brief exposition in section 3.2, and then look at the international markets, specifically
at the facts and trends that caused the 2014–2016 price collapse.69

An institutional analysis can provide an understanding of what the expected and actual effects
of the reform over Pemex were. Following the discussion in Abad (2018) and the background

67This can be interpreted as a cleaning process of the design of entitlements.
68See CNH (2018). This already shows that the reform did not prevent some degree of discretionality from the

executive.
69See Baffes, Kose, Ohnsorge, y Stocker (2015), Khan (2017) and World Bank (2018) for an analysis of the world

oil supply glut in 2014.
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presented in section 3.2, it is safe to say the energy reform addressed three main restrictions that
Pemex faced: first, to overcome financial restrictions to access capital in international markets,
the reform created the already commented Round Zero, for Pemex to choose its geological plays
to operate with, and then to request their migration or association with other companies to share
risks and profits. However, the inertial status prevailed, and the presidential power made the actual
decisions: Ruiz (2017) points out “Despite the importance of [Round Zero] (a key decision that
could shape a sustainable geological portfolio), in a split vote, and following a proposal by the
government, the board of PEMEX decided to delegate this responsibility to a Strategy and Invest-
ment Committee. (This committee comprised five members: four government officials and only
one independent board member.)”; in the previous section I also showed that the transition from
entitlements to contracts never happened, even if there was optimism on its benefits (an enthusiasm
curbed by the analysis of Lara (2017)). As figure 25 shows, the resources for physical investment
dropped after the oil price crisis, and up to 2020 they had not yet recovered.

Figura 25. Pemex physical investments after the energy reform. Data from Pemex.

Second, fiscal constraints had shown to be extracting more than Pemex EBITDA, and the re-
form advanced to have some sensitivity to oil prices70. However, Rinkenbach (2017) shows that
before and after the reform, the government-take on Pemex would be around 93% in shallow wa-
ters, making the farm-out process more attractive. Again, the reform made a regulatory incentive,
but it also made the same officials at SENER and SHCP responsible for addressing the same issue

70As a Fitch analysis showed (see https://www.bmv.com.mx/docs-pub/eventoca/eventoca
704360 2.pdf), it was not sufficient, and Pemex investments were below the implicit replacement cost.
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–to maximize oil rents for the state to spend them in basically the same way as before–. As I men-
tioned earlier, taxes were around 100% of EBITDA before the energy reform; figure 26 shows that
this could not substantially lower the tax burden; they were even higher during the price plunge of
2015–2016 because costs could not be reduced proportionally to prices, and the lowest they have
been as a proportion EBITDA was 94% in 2018.

Figura 26. Pemex tax burden before and after the energy reform. Data from Pemex.

Third, management and labor conditions were also modified. In this respect, the most impor-
tant features were the exit of the powerful union from the board, which now would be composed
of five federal government members and five independent members appointed by the president and
confirmed by the senate, as stated in the transitory article 20 of the constitutional reform. In addi-
tion, to give some budgetary relief in terms of pensions, the transitory article of Diario Oficial de
la Federación (2014), which reformed the Law of the federal budget and the Law of public debt,
gave the federal government the possibility to assume a proportion of Pemex’s debt, conditional to
a renegotiation of the company’s collective contract with the union, that could lead to a reduction
in the pressure of pensions and retirements. In SHCP (2015) we can find the general terms of the
agreement between SHCP and Pemex, and in SHCP (2016), the ministry of finance announced the
assumption of 184 billion pesos (around 10 billion dollars) of the NOC’s liabilities, added to a 47
billion pesos support given earlier that year. With the federal government’s support, the company’s
pension and postretirement liabilities reduced around 40% between 2014 and 2016 (figure 27); at
the same time, Pemex debt continued to rise until it stabilized around 95 billion dollars since 2017
to 2020.
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Figura 27. Pemex tax burden before and after the energy reform. Data from Bloomberg and
Pemex.

The contractual negotiations gave way to a rise in the retirement age from 55 to 60 or 65 years
(depending on seniority), and the pension system was changed from collective to individual ac-
counts. With more flexibility and critical global context, Pemex laid off around 27,000 employees
(around 18% of the total) from 2014 to 2016 (figure 28a, but as we can see in figure 28b, the net
income per employee has also worsened.

(a) Pemex’s number of employees. (b) Pemex’s net income per employee.

Figura 28. Pemex labor force and net income per employee. Data from Bloomberg.

The way Pemex remained under the control of the presidency and its ministries clearly reflects
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the presence of the institutional inertia I have described throughout this work. The company could
not really choose the oil assets it required from a strategic perspective; the migration and associ-
ations were always subject to political decisions or public finance requirements, combined with
the organizational difficulties for the NOC to promote change within itself. Pemex participated of
the incremental scenario as well, in the bidding rounds, and it is the company with most contracts
–35 in total, 27 coming from a bidding round– in association with private partners, but then again,
most contracts would be productive in a longer term, and in comparison with entitlements, it is not
likely they yield much of Pemex earnings. For first years, the reform did little to change Pemex’s
situation, because it keeps being a fundamental block of the political arrangement that requires oil
production to be sustained.

3.5. Conclusions

The usual view of the 2013 energy reform is that it offered the technocratic/economists’ rec-
ommendations summarized by Karl (2007): the diversification away from oil using market mech-
anisms, the sterilization of oil revenues with the use of a trust fund, and the self–limitation of the
state, through a possible privatization of the industry. As I have shown in this work, this is only
partially true, as the reform designed a dual structure that allowed to continue business as usual –
what I have called a baseline scenario– with the possibility to expand it with other participants –the
incremental scenario–. This dual governance reflects two long–standing institutions: the promi-
nence of the executive branch and the reliance on oil revenue to build state capacities.

With the reform, the energy ministry, SENER, kept the critical attribute to define what areas
would be assigned to Pemex and the ones subject of the bidding rounds, along with the contractual
type to be used. The decision to migrate entitlements to contracts also ended up under the control
of SENER. SHCP, the finance ministry, has the authority to oversee Pemex operations and fiscalize
its cost deductions within the entitlements, an activity that in the contracts its attributed to CNH;
SHCP can effectively modify Pemex’s tax burden without congress’ approval, and it defines the
fiscal regime for all contracts; in terms of oil revenue destiny, the design of the oil fund changed
little to nothing, so oil resources go almost directly to the treasury. CNH, the regulatory agency,
has a softer authority over entitlements than contracts; although it has the attribution to approve
plans and oversee activities in a general way, and it even could establish a new information market
that worked well, it has the nature of a technical assistant more than a regulation authority with po-
litical independence that could make technical oriented decisions over SENER or SHCP. Pemex,
the national oil company, had no independence in the most crucial decision of all: choosing its
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starting point in the new regime; it required authorization from SENER to move from the baseline,
entitlements based scenario to a contracts based, incremental scenario; the board design and Pe-
mex’s presence in the federal budget ties the company tighter to the finance ministry.

Karl also points out that such technocratic prescriptions may not take into account a funda-
mental reality: “what is often economically inefficient decision making is an integral part of the

calculation of rulers to retain their political support by distributing petrodollars to their friends,

allies, and social support bases”.71 One should be careful to tie this assertion to the Mexican case;
first, because Mexico’s economy and exports diversified from oil since the 1990s, and second, be-
cause the political power is not as concentrated in Mexico as it is in other countries. However,
as we have seen, oil rents remained as the main source of government revenue until 2014, before
the oil price crisis and the associated operative and financial worsening of Pemex; besides, even
with a wider distribution of power, the presidency keeps a central role in the Mexican political
system, and both the president’s party and the opposition hope to win the next election and to have
access to all state resources. Perhaps there is not a single ruler that wishes to stay in power, but
all politicians face the same incentive not to diversify the fiscal system away from oil. They face a
structured contingency, the burden to decide with history on their shoulders.

71Emphasis in the original.
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