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Cubaﬂ-Mexieau Oil Cooperation:
Loosening the Tie that Binds?

r ' 4| g “P.L. 86-36

Editor’s Note: . Among the papers awarded prizes in the essay competttwns :

sponsored by various of the Agency’s Learned Orgaruzatzon.s there are those which,

‘we feel, merit wider dtssemmatlon. within the NSA community than they might

‘otherwise receive. We are therefore pleased to publish this paper which was
-awarded Second Prize in the 1983 Essay Contest sponsored by thé International

Affairs Institute. It aptly demonstrates the scope and depth of knowledge and
& mterests our analysts bring to bear in their dally acthttes

i. INTRODUCTION

' Petroleum the finite natural resource upon which most modern mdustrlal

'soc1et1es .depend, may well constitute. the strongest link between Havana and

Moscow. *Cuba, whlch is strugglmg ‘to become a developed mdustnal nation,
relies entirely on’ imports of petroleum to meet, its domestic consumption and
industrial needs, and these imports are supplied almost exclusxvely by the Soviet

Union. The functlonmg of ‘the Cuban economy revolves around xmported

petroleum and petroleum products and hence is bound in a totally dependent

relationship with the USSR. No other viable supply options exist, and.

dependency will continue unless Cuba can achieve energy self-sufficiency. This i is

-not to.say that discoveries of mdlgenous petroleum deposits would transform -

evolutionary socialist Cuba into a thriving capitalist democracy, but such a

_dxscovery could weaken the tie that binds Fldel Castro’s island’ to the Soviet

Union.

" Cuba currently depends on the USSR to supply 98 percent of its crude oil
needs: Although countries such’as Libya, Mexico and Iraq appear willing to -
export oil to Cuba, none will do so at the concesswnary prices charged by the
Soviet Union. Without Soviet subsxdles Cuba could not maintain its current

ﬂlmport levels 4t international market prices — which are more than double those

hat Moscow imposes under a complex system of price A4ubsidies .and barter
arrangements. Cuba’s estimated 1981 hard currency export earnings, for
example, would have financed only one- half of the natlons petroleum

‘consumption at the average OPEC! posted price.

Cuba has no adequate domestic source of power generatxon lts coal deposxts

‘are mxmmal .and the island’s hydroelectric potential is negligible. The nation’s..

only sngmﬁcant nonpetroleum energy source, bagasse - a by- product of sugar.cane

1 Organization of Petroleum Exporting Countries. A t3-member cartel of oil-producing nations.
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- processing [spec1fically, the crushed Julceless remams of sugar cane as it comes
‘from the mill, often used as fuel in the mill] - prov1des approximately 18 percent

of Cuba’s energy needs. Due to its bulk however, bagasse’s only feasible use is in

sugar-harvesting activities. .
Clearly Cuba’s need for petroleum 1mports will not diminish in the near

" future: Even alternate energy sources such as nuclear power are not expected to

have a noticeable impact on Cuban energy needs for the remainder of this

- century. The. .question; then, is: could alternative supplies of petroleum -

preferably domestlc supplles - be expected to help Havana break the ‘Soviet

“Union’s stranglehold on Cuba’s economy?- If so, is Fidel Castro pursuing a course’

which could lead to the vaUISltIOH of petroleum from other than-Soviet sources?

e BACKGROUND

Smce petroleum was first struck in 1954, Cuba has produced oil in hmlted :
quantlty -Early estimates of Cuba’s oil-producing potential were optlmlstlc but-

recent domestic production, estimated at less than 200,000 tons per year (tpy) in

""1976,2is far below the country’s fuel requirements. The major share of Cuba’s oil -

production comes from some twenty to twenty -five producing wells in western

Camagiiey . Provmce This region accounts for approxrmatcly 60 percent of
" domlestically- pumped crude oil, with the remaining 40 percent located in’ small
“fields along Cuba’s northern coast.” The oil refining industry in Cuba, which dates -
. back to.the 1941-58 period of heavy U.S. investment, has a. refining capacity much
- greater than the country’s productlve capacity, and depends heavxly on 1mported

petroleum

The above petroleum productxon ﬁgure (200 000 tpy) must be considered:as a
rough estimate only, for, as the us Department of the Interior’s ‘Bureau of Mines
‘asserts, pubhshed information. (on Cuban productlve capacity) is- confhctmg ”3
Obvmusly, statistics provided by the Cuban govemment a typxcally Sovnet style

“closed $ystem. ~ cannot be accepted at face value. Government officials have a
" vested interest in portraying the economic health of the young socialist repubhc
-..as further anticapitalist propaganda. Thus, lack of reliable data precludes precise
“calculations on Cuba’s productive capacity in the oil sector. What little is known,
~ however, conﬁrms that domestic oil. production is grossly insufficient to meet
" Cuba’ s energy needs. Production levels have increased somewhat in recent years ;
“but unless improved recovery rates are achieved, and/or new oil deposits are
“discovered, fuel requu‘ements will. have tobe met through contmued 1mports :

-2 Jan Kmppers Black, et al., Area Handbook for Cuba 2d ed. (Washmgton D. C Arherican
University, Foreign Area Studies Division, 1976), p. 410. :

3 Orlando Martino, Mmeral Industries of Latin America, United States Department of ‘the
Interior (Washington, D.C.: ‘Bureau omees 1981), p. 43.
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11. PETROLEUM SUPPLIES: THE SOVIET CONNECTION
| Despite the heavy use of bagasse in the sugar-processing cycle, petroleum and
'petroleum products play the major roles in fueling the Cuban economy.

" transportation sector, and all nonsugar industrial activities.: It also plays a
ssignificant role in the sugar industry. Former Cuban President Osvaldo Dorticés

. icaptured the_essentiality of petroleum»to the Cuba‘n économy 'in these st‘ate,ment's:

Without petro leum there is no sugar. . . Without petrol leum there isno transportatlon sugar

cane cannot be transported because there would be 1o gasolme for trucks for agrxcultural‘

3 equlpment. and [for] sugar cane. llﬂ.ers Our economy begms with petroleum contmues with
-‘electricity'and goeson from there. . Wlthout peLroleum therei is no- economy There is nothmg

left, The country would be paralyzed lmmedmtely

‘From almost its begmnmg, the’ Repubhc of Cuba has relxed on, the 1mport of
petroleum to satisfy domestic requlrements Prior to Castro s. revolutxon and up
until 1960, much of it was obtained. by the mternatxonal 011 compames (Texaco,
Esso and Royal Dutch ‘Shell) whxch operated refinenes in’ Cuba from their

the Soviet Union in -early 1960, however ‘Havana began to receive petroleum
oodstuffs, and industrial goods. from Moscow in exchange for. Cuban sugar

were informed by Cuban officials that they would each have to purchase and
process Sovxet crude for the remamder of 1960 (and presumably, from thence
forward) When the internationals refused, the Cuban government seized the
fineries — a.:move whlch sped up the chain of events culminating in the breaking
f.'dlplomatlc and consular relations bétween’ the United States and Cuba in 1961.
At that point, the Soviet, Umon stepped in to become Cuba’s. prlmary trade

troleum products.

Cuba focused sharply on the sugar-petroleum exchange. A study conducted by
Jorge Pérez-Lopez analyzing Cuban-Soviet terms of trade, with emphasis on. the
sugar petroleum exchange,8 finds that, during the perxod 196074, terms of trade
were generally favorable to Cuba. Due to ‘reductions in.the cost of Cuban 1mports
‘of petroleum and petroleum produc_ts, and favorable fixed prices for Cuban exports

=& Osvaldo.Dorticés, as quoted in Jorge F. Pérez-Lépez. "Sugar and Petroleum in Cuban Sovret
- “Terms of Trade, Cuba in the World, eds., Cole Blasrer and Carmelo Mesa Lago (Plttsburgh
University of Pittsburgh Press, 1979), p. 275.

5 A small refinery operated by the Instituto Cubano del Petréleo S. A.
-6 Pérez-[.épez. op. clt ’ : '

} |Petroleum is the energy source used in the generation of electricity, the

affiliates. Under a bilateral trade and payments agreement sxgned by ‘Cuba and

- The first shipment of Soviet crude arrived in April. 1960 for processmg at the ,
abaxguan refinery.5 Shortly after its arrxval the mtematxonal oil compames -

‘partner, and for all practlcal purposes, its sole suppller of petroleum and ‘

As in the 1960 agreement, subsequent trade protocols between the USSR and

of sugar to the Soviet Union, Cuba - on the whole - benefited from the exchange.
Specifically during the period 1973-74 “Cuban-Soviet terms_of trade with

.)_'fe—--—-- e
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E Cuba s major exports; and “supplied vxrtually all of Cuba’s 200,000 barrels per day ol
© - (b/d) petroleum needs either directly (or mdlrectly through Venezuela) at $12. 80
aper barrel, about one-third the OPEC price of $35 per barrel.”9: e 3

~ as embodied in petroleum subsidies,’ has become overwhelrming. The stronges

import price of liquid fuels. Upward adjustments in the export price ‘of Sovxet

‘increase in the degree to which the Soviet Union had to subsidize prices in Cuba’s j
* favor ifi the two countries’ trade relatxons across-the‘board“'Usmg price subsidies ¥
' as’ its prmcxpal method of dlspensmg economic assistance to the island nation 3

" have reglstered $2. 8 billion. ‘The net efféct of Soviét price subsidies, however, goes

‘-example Thenot. pomts out that * replacmg Soviet deliveries with free: marke

CRYPTOLOGIC QUARTERLY.

reference.t,o ‘sugar and petroleum and :pe,troleu'__m products were strongly in favor of "
Cuba. . .as a result of booming export prices for sugar and modest rises in the ™

crude oil a5 of January 1975 reversed this trend. .. "7 For it was in January 1975,
upon renewal of trade agreements with its COMECON 8 partners, that the USSR
revised its petroleum prices upward to reflect trends in the world oil market. g;

Thus, the sharp increase in world oil prices occasioned by OPEC’s geometric
price hxkes in 1974 affected not only Free- World ‘markets but also heav1ly
subsidized barter’ arrangements between socialist nations. Soviet crude oil prices, 3§
pegged to reflect changes in OPEC posted prices,.rose sharply in the mid-70s, at 3
prec1sely the same time world sugar prices plummeted. These factors led to an

from 1974 oniward, the USSR = in 1979, for example — paid Cuba five times the
world price for sugar; shghtly hlgher than the world price. for nickel; another of *

. The, dramatxc impact of these trade | price subsidies is reflected in Cuba S 1978"‘
global trade deficit of a mere $187 mllllon which without Soviet subs1d1es would

beyond ﬁgures ‘Cuban dependence on Soviet aid, most particularly economic aid

lmk in the economic chain that binds Fidel to Moscow is petroleum. -
Clearly the financial burden that would accrue if Cuba were to replace SOV1et
oil with free-market imports’ is msupportable Using 1980 oil imports as an

oil at the current OPEC price of $35 a barrel would cost [Cuba] $2.84 billion,
[which 1s] $l 8 billion more than the cost. from the Soviets and $700 mllhon more 4
than’ Cuba s estlmated record hlgh 1980 hard currency export earnmgs ”10-

7 Pérez- Lopez "Sugar and Petroleum in Cuban SovnetTerms of Trade,” p. 293 ;
8 Council of Mutual Economic Assistance (CMEA) Composed of the USSR, its East European i

. satelllt.es, and other nation-.

9 Lawrence H. Therlot “Cuba Faces the Economtc Realities of the 1980%,” US. Departmentof
Commerce International Trade Admlmstrauon Ofﬁce of East- West. Policy and Planmng,
December 1981, p. 15. )

10 (hid., p. 28. sunder Soviet lnﬂuence such asCuba
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IV. COOPERATION WITH MEXICO: OPENING THE DOOR TO ECONOMIC INDEPENDENCE?
|
S | As early as 1975 press sources began reportmg growing cooperatlon in the oil
.;sector between Cuba and Mexico. Preliminary indications speculated on a
trlangular trade” agreement, whereby Mexico would supply oil to Cuba, the

: ‘.i»S<|)vie_t Union would pay Mexico market rates for the crude, and Moscow would

> supply oil to Spain - one of Mexico's crude oil customers. This arrangement
\,would serve to cut transportatxon costs of the crude, thus benefiting all four
.',pajrtxclpants to the agreement Similar dlscussxons for regional supplies to Cuba
ere reportedly undertaken with Venezuela.ll " The level: of mterest in such an
arrangement ‘has fluctuated over the years, but’ even if such a “swap deal” were
srmanently’ 1mplemented it would-not effectlvely reduce Cubdn dependence on
oviet oil price:subsidies since Moscow would st111 ‘be “footing the bill.” : .
What is of considerably more-interest is thé prospect formcreased domestic oil
oductlon Cuba has long maintained the existénce of- 51gmficant oil resources
ffshore. These claims havenever been: substantiated,’ and “US. industry sources -
rally describe: the prospects as margmal 12 Mexxco s oil company, -
'MEX13. apparently does not concur in the U; S. assessment In: 1981 PEMEX -
nounced plans. to. begm offshore oil exploration in Cuban waters. - In view of
_EMEX s offshore exploratlon and explortatmn successes in the: Bayof Campeche '
interest in Cuban offshore oil potential mérits atfention:. Mexico possesses the: -
hnologlcal expertise in petroleum mattérs ‘which? Cuba lacks. It would: appear
ubtful that PEMEX would proceed with expensive and tlme consummg
xploration efforts merely on the basis of Cuban claims. - o
Cuba’s geographic proximity to’ the abundant Mexican off: shore oil reserves in
Bay of Campeche, and its general location.vig-a-vis'U.S. and Mexican ¢il
ésses in the Gulf of Mexico and Venezuelan petroleum. deposits in the -
-_anbbean area, certalnly must be factored into any assessment of 1ts overall orl' o
¥ tentlal - . -
is'certain that the political gains for Mexxco = if any exist - in asswtmg joint

blems of crisis proportions — as witnessed by an $80—90 billion- international
tl4_and it is- unllkely to be willing "to allocate scarce financial - and:

inferred, then, that PEMEX. does ‘not consider the prospects of ﬁndmg offshore-
‘dep051ts near Cuba ‘unpromising.” ‘In fact, ‘the Mexican’ newspaper Excelsior.- -
rted in May 1981 that PEMEX had discovéred-substantial dil'reserves off the -
rth coast of Cubea, at a depth of 3,000 meters, and believed the deposits to be
part of the same formation responsible for Mexico’s offshore oil fields.” Although

11 New Yock Times, 26 March 1975, p. 67, col. 2, and. Log'A#gétés Times, 28 May 1978, p. 1,
i 1.5: : - o :

: i 12 Theriot, p. 29. )

13 petroleos Mexicanos. The Mexican st.ate -owned oil monopoly

14 Washington Post, 15 May 1983, p.F1,col: 1. :

o3

ploration efforts off the Cuban coast could not, at least in the short term; offset- :
economic expense of such a venture. Mexico' currently faces economic .

hnological resources in search of unpromising prospects for' Cuban oil. ' Itcan -~ -
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these “discoveries” are still unconfirmed, PEMEX’s continued interest in Cuban

offshore exploration lends credence to assessments. that Cuba has a credltable oil-
producing. potentlal

V. OUTLOOK

\

Cuba’s potentlal for achlevmg energy self sufficiency through domestlc oil
production has, of course, yet to be documented In view of current activities and

_ .. the interest exhibited: by such a prestlglous oil- producing- nation- as Mexico,
- . however, increased Cuban oil production is not as illusory a concept as once was

thought..-If- sxgmﬁcant dlscovenes are made, what implications will they have = ..
primarily for Cuba’s economic. indeperidence, but also on a strategic level - for -

Cuba’s relations with the Soviet Union and the Western world? -

It must first be noted- that dependence on- the Soviet Union for petroleum’,

- supplies is not the only malady afflicting the Cuban economy:, - Tied. closely to it, )

as. explamed earlier, is: Cuban dependence on- ‘Moscow as a. market for Cuban
sugar ‘exports.. Reductlon or elimination of :Soviet oil imports would not";

necessarily carry with it a substitute- market. for- Cubas main export. Today’s |

depressed sugar market would not make for an easy soliition to this problem:
Other import and export markets afTectxng the Cuban _economy are ‘more elastic, -

Free-World marketplace

. and -adjustments could be made in Western markets to remtegrate Cuba into the

.All of this is speculatlve of course, and deals only with the 1nternat10nal

-economic aspects of Cuba’s dependence on the Soviet Union.. What would remain’ -

tobe-seen in:the event that Cuba could attain enérgy self- sufficiency is how much *

~ of.an impact that.would have on _politico- mllltary relations between the two. But,

in terms of U.S.- strategxc policy interests, any. loosenmg of the bonds between_ :

'Havana and Moscow canonly be viewed as a positive development.

- Mexico’s involvement.in Cuban il -exploration, then, need not be viewed by
U.S. polncymakers as:a threat.to American interests. ‘Mexico’s “new, bolder
forelgn policy,” as the Fmancml Times descrlbes it,15 could very well work toward |
U.S. national interests, rather than against them William F. Buckley has urged !

-U.S. government. 0fﬁc1als to.terminate aid to Mexico if that country “continues to .
drift toward Cuba.”16 In my opinion, this ‘would . be a serious mistake, which.,
‘would not only perpetuate Latin- Amerlcas view. of the United States as “big -

brother” dictating policy to its Southern Hemlsphere nelghbors but might also’

West

15 Financial Times (London), 23 July 1980, p.4,col. 1.
" 16 National Review, 17 September 1982, p. 173, col. 2.

“obviate the best opportumty in recent history to move Cuba slxghtly closer to the )
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