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 N OUR REPORT ISSUED IN 2004 (MEI 679), we asked about “Pemex’s future production in deep 
water: What is Plan B?” Seventeen years later, without the first barrel of oil from a deepwater 
reservoir, we ask this question again, only this 

time taking into account the change that has 
taken place with the award to private oil 
companies of licenses in deepwater petroleum 
provinces. 

In the present report, we make use of the dataset 
of THE HERITAGE FOUNDATION’S Index of Economic 
Freedom 2020. The document provides scores on 
12 institutions across 180 countries. We sought 
insights about the economies of the deepwater 
regions of the Gulf of Mexico. 

We updated our thinking in a second way by 
ordering our observations in the categories of a 
macroeconomic theory of economic growth in 
which institutions are included in the predictive 
equation along with the traditional components 
of TECHNOLOGY (A), CAPITAL (K) and LABOR (L). 

We want to know, first, why, after having drilled 
some three dozen wells in the Perdido Area 
(Annexes B and C), Pemex has brought none of the 
discoveries into the next stage of development.  

Weight must be given to differences in physical 
capital, as there is midstream infrastructure on 
the American side. Weight must also be given to 
human capital, as Pemex lacks project managers 
on staff with full-cycle experience in deepwater 
projects. We manipulated the data to look for 
unexpected institutions that shape the economic 
and entrepreneurial environment and that might 
have explanatory and predictive value in Mexico’s 
deepwater basins, with attention on the Perdido 
Area.
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SUMMARY 

N THIS REPORT, we ask five questions concerning Mexico’s oil industry that merit the attention of 
investors, regulators, and policymakers: 

1) Why the asymmetry of outcomes in developing deepwater reservoirs on the
American and Mexican sides of the maritime boundary?

2) A subordinate question: Why did Pemex, after thirty years since 1992 of investments
in studies, wells, and services, not succeed in reaching first-oil, or initial production,
in any of its more than three dozen wells in the deepwater Perdido Area?

3) Pemex reportedly has been ordered to discontinue its drilling program in deepwater
prospects. Still, in the Perdido Area, Pemex has equity in four blocks with
international oil companies:  BHP, Chevron, Impex, and Shell.  What is to be Pemex’s
role in the development of the area, as a passive investor or something more?

4) What is the outlook for the development of the Perdido Area during the current
administration in Mexico?

5) What needs to be changed in Mexico and in Pemex to improve the development
outlook in Perdido?

We seek an approximation of an answer to some of these questions by an indirect route. We consider 
the adjoining American and Mexican deepwater areas as distinct economies—as if they were 
separate countries. We apply ideas about the economic development of countries to the industrial 
development of the deepwater areas in Mexico, with attention to the Perdido Area. 

Disclaimers 

1) We acknowledge that there is no empirical or theoretical basis for supposing that country
scores would correlate with scores for a petroleum basin (even were such scores available).
The supposition that they would correlate is entirely intuitive.

2) We also acknowledge that there is no empirical or theoretical basis for supposing that
macroeconomic theory of any persuasion would throw light on the development prospects
of a petroleum basin. Again, the supposition that it would throw light is entirely intuitive.

3) This report draws on concepts and findings of more than a half-dozen academic disciplines—
from economics and statistics to political science and cultural anthropology—in none of
which do we claim mastery or close familiarity with the technical literature.

The reader will therefore have to suspend disbelief to benefit from our report, giving our two 
analogical suppositions the benefit of the doubt.  

For our country comparisons, we draw on the Index of Economic Freedom, prepared annually by The 
Heritage Foundation. For the macroeconomic framework, we draw on the work of economists who 
see institutional quality as a predictor of economic outcomes. Our unique contribution to this 
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brainstorming party is to statistically normalize 
the raw scores provided in the Index, thus allowing 
us to see where a country stands against the world 
average. 

A reader who is familiar with the abuses of 
property rights in Mexico’s energy sector1 would 
see a confirmation of our first analogy in a chart 
that shows the U.S. and Mexico in world rankings 
for economic freedom and their respective scores 
for property rights (Fig. 1).  

. 

We are intrigued by the database developed by The Heritage 
Foundation, the Washington, D.C.-based conservative public policy 
research center Its annual Index of Economic Freedom (See insert) 
provides scores on 180 countries (available for download in Excel and 
PDF). The dataset includes ranks, scores and empirical data (such as 
population and Gross Domestic Product). Mexico ranks 67th worldwide 
and 17th regionally in economic freedom, while the United States ranks 
17th and third, respectively. 

The authors identify institutions that shape 
economic life, and then they score the quality 
of that institution for the given year. 

The report ranks countries and regions. The 
United States in 2020 ranked 17th, Mexico 67th. 

In the Americas, the U.S. ranked third, Mexico 11th. 

The Foundation’s report identifies twelve institutions. For ten of these institutions, the higher score 
shows better quality, while for two, TAX BURDEN and GOVERNMENT SPENDING, the higher the score, the 
greater constraint on economic freedom. The scoring seems not to recognize the unique role of the 
American dollar as the global reserve currency and the United States as the superpower whose 
“government spending” defends democratic capitalism globally.  

Despite such limitations, the database allows us to compare countries across diverse institutions. 

The materiality of this report does not consist, however, in the rankings per se. The macroeconomic 
formula that we invoke requires data on natural resources, physical capital, human capital and 
institutions.  

1 Wall Street Journal, June 13, 2022. “Mexico Takes Aim at Energy Firms,” front page. The reader might exclaim “bingo!” 

Figure 1
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Outlook for Deepwater development in Mexico 
What factors affect success in the Perdido Basin? 

INTRODUCTION 
HE HISTORY of Pemex’s interest in the 
Perdido Area goes back to the 1990s, if not 
earlier. Its area is 33,000 km2 (see insert). The 

area is equivalent to about eight million acres or 
about 1,400 lease blocks under federal jurisdiction 
in the Gulf of Mexico.  

The Western Gap Treaty of January 9, 2000, put a 
ten-year moratorium on drilling in a border around 
the area that extended beyond the 200-mile limits of the United States, Mexico 
and Cuba (the area known as the “Western Gap”). There would be rising concern 
in Mexico about cross-border reservoirs and the possibility that drilling on the American side would 
not only drain oil from the Mexican side but also compromise reservoir pressure to Mexico’s 
disadvantage. Shell Oil Company’s Baja-1 well in 1996 near the maritime border was viewed with 
alarm in Mexico.  

Then, as now, politicians in Mexico were concerned about wanting to avoid risks from the so-called 
“Rule of Capture,” which accords ownership to the party making the capture.10  

In the summer of 2008, there was a binational workshop in Cuernavaca for academics and policy 
analysts to take up anew the subject of cross-border oil reservoirs. Bilateral consultations soon began 
on this subject, with a series of workshops in Mexico City with officials from Pemex, CNH and the 
Energy and Foreign Ministries.11 On February 20, 2012, the terms of a TRANSBOUNDARY HYDROCARBON 

AGREEMENT were signed (see insert, below).  

10  The rule has been traced to medieval times when nobles created private hunting reserves. If a deer were to flee from 
Reserve A and be captured (shot by bow and arrow) in Reserve B, the venison would belong the the noble of the 
woodsman who made the kill. 

11  One of our sources was a participant in these meetings. 

T

Source: CNH (2019)
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Pemex’s aspirations in deepwater exploration 

Pemex booked its first deepwater reserves 2004 (see 
insert).12 In 2005, Pemex Director General Luis 

Ramírez 
Corzo stated 
that Pemex 
had invested 
US$10 billion deepwater activities. 

Carlos Morales, CEO of Pemex’s upstream business unit, in 
2009 informed delegates at Houston’s Offshore Technology 
Conference (OTC) that the prospective deepwater resources 

on Mexico had been estimated at 29.5 
billion BOE, representing 56.7% of the 
prospective resources of the country. 
He identified five deepwater areas (see map). He explained that 
the Energy Reform of 2008 offered new opportunities for collaboration between Pemex and 
international oil companies. 

In May of 2012, during the final year of the presidency of Felipe Calderon, the National Hydrocarbon 
Commission (CNH) issued a 68-page ruling on 
Pemex’s exploration plan for the Perdido Area (see 
insert). The plan offered an exploratory program for 
the period 2012-2026. The program visualized: 

1) 47 exploratory wells
2) 3,000 KM2 OF 3D seismic
3) 68 geological studies

All of the above would come at the cost of MX$127.8 billion (US$ 8.9 billion). 

The Perdido Area was described in the document as having two divisions: The PERDIDO FOLD BELT and 
the SUBSALT BELT, with prospective resources of 8,861 and 8,439 million barrels of oil equivalent (BOE), 
respectively. The exploration plan was approved but without a determination that Pemex would 
have the ability to pass to the next stage of field development (see insert). 

In 2012, it was not legally possible for Pemex to have an equity partner or to farmout its acreage. 

12  This is a nonstandard use of “reserve.”  The standard use requires that the operator be able to extract the hydrocarbons 
at current prices.  Pemex did not (and still has not) that capability. 

Map: CNH (2012)

Source: Carlos Morales (OTC), May 7, 2009 
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Addit ional reading

Pages ChartYear

2022

100264 16Jun 01 Mexico’s oil industry governance, 1946-2022: Key moments sorted by
presidential period

In the four pages of Table 1, salient points in the history of Mexico’s oil industry are
listed, sorted by presidential period.

1

10088 312May 28 Oil Governance and Oversight in Mexico, 1900-1960

This report provides (in Table 1) a chronology of legal dispositions and institutional
developments related to the oil industry in Mexico, sorted by presidential period, from
1900-1960. The discussion focuses on the governance model of Mexico’s first state
oil company, Petróleos de México, S.A. (Petromex), created at year-end 1933.  The
company would be guided by a board of directors of seven members, three of which
would be designated by the government. The general director of the company would
be appointed by the board.  This market-oriented approach to oil company
governance would be lost by 1946, when the President of Mexico was given
responsibility for designating the executive team of Pemex.

2

950 115Apr 09 AMLO woos John Kerry and inestors: Bait & Switch at the Palace Confab of
March 31st

This report critiques recent diplomatic efforts that U.S. authorities have made to
thwart the Mexican government’s program to reposition its power company (CFE) at
the head of the dispatching queue. They discern that, if implemented, the US$10
billion of investment by U.S. companies in renewable power would be put at risk and
the environment would be degraded by the use of dirty fuels. For his part, President
López Obrador used the meeting with presidential envoy John Kerry and Amb. Ken
Salazar and a dozen investors to insist on the correctness of his policies. The
president urged Talos’s CEO, Tim Duncan, who was present, to continue to invest to
bring the huge Zama reservoir into production during the term of the present
administration.

3
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2020

911 1113May 12 Rule of Law in Mexico’s Energy Sector: A Statistical Analysis

Amidst new controversy in Mexico about the rule of law in the energy sector, we offer
this report on how Mexico ranks the "2020 Index of Economic Freedom," as
published by the Heritage Foundation,  Of the 12 elements of economic freedom, ee
focus on those three that are associated with the Rule of Law. Transforming country
rankings and the scores on each element into standardized units, or z-scores, we
generated graphs to show comparisons with Mexico and the U.S., also of Mexico as
a member of a subset of 9 of the top-ranked countries. In future report, we shall
examine the element of labor freedom as an explanation for Pemex's inability to
move from discovery to production in deepwater plays.

4

2017

10046 219May 24 Why Mexico needs a 2nd national oil company

At a Mexico panel at the Offshore Technology Conference (OTC) on May 4, speakers
worried that the pace of exploration in deep-water areas is too slow to build the
needed “E&P Village.” During the Q&A, the status of Pemex as a government agency
was raised as a problematic issue, as Mexico had not followed the route of other
countries like Norway in creating a mixed-equity national oil company (NOC). This
report identifies the benefits to be obtained from a market-based NOC and lists the
legal and practical steps needed to create a Pemex-B that would be focused on
finding partners for offshore exploration blocks.

5

2012

100114 02Jan 19 Gunfight at Perdido

This report provides a glimpse of the distance between Pemex and the CNH
regarding the appropriateness of wildcat drilling in the Perdido Area. At a seminar at
the Baker Institute at Rice University on January 18, 2012, Pemex Director General
Juan José Suárez Coppel spoke matter-of-factly of the plans of Pemex to drill
several, ultra-deepwater wells in Perdido. Across town, on the same day, CNH
President Juan Carlos Zepeda argued, with passion, that it was premature for Pemex
to risk drilling deepwater wells.

6
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2008

736 110May 31 Deepwater Motivations: The Logic of Partnerships

The logic of partnerships in deepwater ventures responds to the interests not only of
the oil companies but also to those of society: all parties want new oil supplies and
optimized value-generation. In Mexico's case, Pemex has told the government that it
cannot develop the deepwater areas of the Gulf of Mexico alone. The current energy
debate hinges largely on this one statement. A new window into the debate in Mexico
is offered by the experience of IOCs for whom such associations are routine.

7

2005

687 02Feb 01 Myths and realities in Mexican deep water development

This report examines six common but erroneous assumptions about the importance
and outlook for deepwater development in Mexico. Special attention is given to the
controversy surrounding the need to change the Constitution. This report was
published in Spanish in ENERGIA A DEBATE (February 2005)

http://www.energiaadebate.com/Articulos/febrero_2005/george_baker.htm

8

2004

679 113Oct 25 Pemex's future production in deepwater: What is Plan B?

This report reviews the arguments and rhetoric heard in Mexico throughout the Fox
administration that favor strategic associations for deepwater production. Such
arguments have not been convincing in the Congress.  Pemex, meanwhile, is
advancing its knowledge of deepwater basins, and its conversations with oil
companies are leading to an understanding of the technological challenges ahead.
What, then, are Pemex's plans A and B?

9

 Updated
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