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. " . Cuban-Mexican Oil Cooperation:
Loosening the Tie that Binds?
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i. INTRODUCTION

Editor's Note: Among the papers awarded prizes .in the essay competitions
sponsored by various OftM Age1l:CY's L~arriedOrganizations, there are those which,
,~ f~el, merit wider dlssemination within t~ NSA community than they might

,otherwise receiue. We a;'e tMrefor'e pleased to publish this pdper which "was
'd,warded'Seco-nd Prize in the, 1983 Essay Contest sponsored by thitInternational
Affairs Instit~te. It aptly demonstrates the scope and depth of knowledge and
interests our analysts bring to bear in their daily actiuities. ' '"

1 Organization ofPetroleum ExpoFtingCountries. A 13-member cartel ofoil-producing nations.
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: Petroleum, the rinltenat~m3j-resource tiPoo which most modern i~dustrial
" ~ieties,depend, may wellc;onstitute thestronge.st link between tjav~na and

Moscow: 'Cuba, which is" 'stftiggl,ing;to beeqrl!e a developed, industrial nation,
,relies entirely on' impOrts of p~tf~IEmm to meet, itS domestic consumption and
"'i,r.tdustrial needs, and th~se imPorts are supplied almost exciusiv~lyby th~ ~viet

;: Union. The functioning of'the, Cuban economy revolves around imported
) petroleum and petroleum products arid 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 is
'pot to say, that discoveries of indigenous petroleum de~sits ""o'uld transform
'~evolutionatysociaIistCuba into a thriving capitalist democracy" but such a
. discovery could weaken the tie that binds Fidel Castro's island to the Soviet
''tJriio~. ' ' ""

::'~"', C\lba currently depends on the USSR to supply 98 percent of its crude oil
.;:.~.~-> . . -. '".' . .

~~Bneeds: > Although countries such as Libya, Me.xico and IratI appear wUling to
ft?~,;~xport oil to Cuba, none will do so at the coric~ssionary prices charged by the

"::;-Ef;' SOviet Union. Without Soviet subsidies, Cuba could not maintain i~s current
""'l'J (/ . :;.. ' -.. .. " • . . . "

i~+" import levels at international market prices- which are more than double those
~..~~f~;'~hat Moscow imposes under a complex system of price ~l..Ibsidies_a~d barter
:',W'1,t;~rrangements. Cuba's est'imated "1981 hard currency export earnings, for
i,\li'K~;e,xainple" would have financed only one-haJf of the nation's' petroleum
~ ~'-'r'(consumptjonat the average OPECI posted price. " "."
7' Cuba has no adequate domestic source of power generation. Its coal depOsits

are minimal, :and the island's hydroelectric potential is negligible. The natiQr(~_"~,,,

only signiflcant"iionpetroleum energy source, bagasse - a by-product of sugarcane
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,processing [specifically, the crushed juiceless r:ein~i~s of sugar cane as it co'mes
'from the mill, often used as fuel in: the Illill] - provides approximately 18 percent
ofCliba's energy needs. Due to its bulk, however, bagasse's only feasible use is in
sugar-harve~ti~gactivities.'

Clearly Cuba's need for petroleum import~ will not diminish in the,hear
, 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: couJd alternative supplies of petrQleum 
pt~feblbly domestic supplies - lje expected to help Havan,ll break :the 'S9viet

, Unlon~sstianglehold on Cuba's economy?: If so, is Fidel Castro purs\ling a course'
which couidiead tOthe acquisition ofpetroleumfrom ~ther-than-Sovietsources?

II. BACKGROUND

....~.: ... -- ...
' ..:'''',

.~~.,

.~

"

". ,",' .....". '

" ',' Since petroleum was first.~truck in 1954, Cuba has produced oil ihlimited '
quanti~y. -Early estimatesofCuba:soil-producing potential were :optimi~tic, but ~

i receiltdomestic production, estimated at less than 200,000 tons per year (tpy) in
I ' "1976,2,'1s farbeiow the c.ountr.y's fuel requirements. The major s,hare ofCtiba's oil

pr~ductii:>ncomes from some twenty to tw~rity-five producing wells in ~estern
, Caimi.gli-ey ,provinc~. This region !ic~ou~ts for appr~xiIriately ,60 perce'nt· of
, , dorries.tically 'pumped: crude oil, with tne remaining 40 percent located iri small

:~
, :'fields along Cuba's northern coast. The oil refinil1g industry in Cuba, which dates ' .'~

" back to, the 1941-58 period ofheavyU..S. investment, has arefiriing capacit:fmuch ~.
greater than the country's'produdive capacity, and depends heavily on imparted
petrdleum. '

, The above petroleum produc.tion.figUre (200,000 tpy) must be considered:as a
rough estimate only, for, as the o'"S. Department of the Intel'ior's 'B~rea:uof Mines;
asserts, "p,ublished information'(onCtiball pioq~ctive capac.ity) is(conf1~cting."3;,
()bvio~sly,s~tistics providedhy th~,CQbllngoverru:nerit- a'typicaJiy $ovie't~style ~
"~losedsysten-; - cannot b~ acc~pted at fac~ value. ,Govern~erit offic'ials, have a'j
vested interest in portraying the economic health ofthe young socia:li!it republic ';

.as further anticapitalist propaganda. Thus, i~c.k of reliable data ,prechides precise!
calculations'onC~ba:;sprodtictivecU:pacity in the oil sec;:tor.Wh.atlitHe IS kQown,,;
l)owever, COQllrn:ts that domestic oil,pr-oduction is grossly insufficient ,to JIJ.eet
Cuba'~ energy needs. Production levels have increased somewhat in recent' years,
'but unless improved recovery rates ',are achieved, and/or new oil deposits are

, discovered, fue}. r~quirementswil Lhav.et9be met through continued imports. '

2 Jan K'nippers Black, et aI., Area H~ndbook for Cuba. 2d'ed. (WashingtOn: D.C.: American

University, Foreign Area Studies pivision,1976 I, p. 410.

3 Orlando Martino, Mineral'lndU$tries of Latin America, United States Departmen,t of the

Interior (Washington, D.C.: Bureau ofMines,19~1I, p. 43.
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CUBAN-MEjUCAN OILCOOPERATION

~ll. PETROLEUM SUPPLIES: TH~ SOVIET CONNECTION

I Despite the heavy use of bagasse in the sugar-processing cycle. petroleum and
;petroleum p.roducts play the major roles .in fueling the Cuban economy.
/Petroleum IS the energy source used in the generation of electricity. the
:transportation sector. and all nonsugar industrial activities.' It also pl~ys a
isignificant role in t~e ~ugar industry. Former CubanPresid~nt?svald(} Dortic6s

. ,captl..lred theessentIahty ofpetroleum to the Cuban economy 10 these statements:
~I '.

25

Without i>etroleu~there is no sugar.... Withoutpetroletim'there is no tra~spcir~tion;. ,. ~ug~r
cane cannot be transported. hecallSe there would be' iii> gasoline for trucks;· for agricultural

eq~i~m~nt.~and [fQ~h~g~r.c;aneH~.!:~... : O.!:!~::econoT~ begins ~ith petri>I~~,<:onti,rlU~swith .
. 'electricity and goes on from there." ... Witho~tpetroieumthere is no~con~my~ T11ereis.n~thing

left. . .. The cou~trywould be paraiyzed'im~edi~~ly:4' .
...~.~~" _. .'. _', ".. .~.'1~-.--.-_· ",;,'.-

~;'~;:f .:."~;,,,} Osvaldo.Dortic6s, as quoted in Jorge F. Per~z-L6pez, wS';lga~ and Petroleuill:in€uban-Soviet.
·;;$L.·Terrris o( Trade," Cuba in the World, eds., Cole Blasier and Car~elo M~sa-Lago (Pittsburgh:
::~~,; University or~ittsburghPress, 1979),p. 275. ."',, .'.tlr . :A small refinery ~per8tedby the (nstitutO CubanQ del Pet.r6Ieo,S.A.
,.;t.~;'" P&ez-LOpez, op. Cit.

l
I

.:1.'. From almQst itsbegi~riirig.the·RepublicC!fC~bah~s r~lie~on:thei~Portof
·:!petl'ol.eum t.<).satisfy do.mestic r.equir:emEmts:P.r~o.i'tQC~~tro·sr~~qltlti~lIl.,and up
':t~ntiI1960. inl,lch ot it ~as obtained by the int~rnationaloilc4$pa~i~~·(T~x?co,
·L~sso. andR,oyal-DutchShell)- whlchoperate4 tefiiierie's in Cl1&~;.frC>ln·their
r~¥£ilia~s. Under a bilateral t,tade and "p~Yrnerits'a~eei1!eIl~~ign~4~y:~uba and
·.the Soviet Union in early 1960, howeyer•. ·.Havana. ~ganto. t~ceiv~petr::91euni,

foodstllffs;an~ trid~strial·goodsfiom. M~cow iri ~x.cb;mge forCtiban, $ugar.. '.
, .The first shipment of Sovietcrudea'i-ri~ediriApd1196() fQrproc~~~ing.at the
J~aba'iguan refinery.S Shortiy afte~ itsar.tival,t~ in~erIlationaJ. oil c:;otApanies .'

tiiid:':.were infonned by Cubanofiida.ls th~~th!!y woulg each have,~ purchase ,an4
r" :p!'oc::ess Soviet crude for the remainder of 19~O (and prestima.bly,fro:m.t,hence

forward). When the internationalsrefuseq, the Cuban government seiied the
i·j~~i.efineries- a; move which spe<fup the chain of events culmiriati~gin the 1:?!,eakirig
.;~t,tofdiplomati<:and:consular relations betw'eeri"the United States and Ctiba i'ri 1961.
';~fA:t that point, the Soviet Unio~ .stepped in t~' bec~me Cuba's pr'imary' trade
,~;;.~~£;partner, a'hd for all practical purposes, its sole supplier of :petroleum and
i,:Wiit~troleumproducts. " " '.'

:.(.:'.!~... -". . . . . . .'

;~J~:::. As in the 1960 agreement, subsequent trade protocols between the USS~and

.. ';;::::G~ba focused sharply on the sugarcpetroleum exchange. A :;tudy conducted by
. '!~~~4iJorge Petez~L6pez a.nalyzing Cuban-Soviet terms of trade, with emphasis ott .tJle
f~l:$ugar~petroleum exchange,6 f}nds that. during the Period 1960-74, terms oqra.de
.~~,weregenerally favorable tQ Cuba. Due to r.eductions in the C:;Qst of Cuban imports
\';""~ofpetroleumand petroleum products. and favorable fix~d prices for Cuban exports
.'of suga'r to the Soviet Union, Cuba - on the whole - benefited from the exchange. '

~pecifically during the period 1973~74"Cuban-Sovietterms of tr;ade with

:;.-

~: '::~. .. :'
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I.' refflrence to sugar and petroleumand'petroleuin products were strongly infa~orof ...~

Cub~...asa result of ooomingexport prices'for sugar and mode~tdses in the 1
import price of liquid fuels. {Jpward adjustments in the export price 'of Soviet '~I

crude,oil a~ ofJanuary 1975 reversed.thi~trend...."7 For it was in January 1975, ··~.I
upon r~newa~ ()f trade agreements with its CQMECON8 partners, that the USSR :~

revised its petroleum'prices upward to refled trends in the world oil' market,. ..;'111

Thus, the sharp increase in world oil prices occasioned by OPEC's geometric '}'
price hik~s. in 1974' affected not only Fre~-World'market?but a.]so he~vily ) i
sub$tdize~rbar,t.er '~:rrangem~nts'h.etwee"ri sociaiist nations. Soviet c~.ude oil pr"ices, .. !

pegged to reflectchariges in OPEC posted priceS,~,I;Qs.esharpljin the mid-7os,at:l
precisely the same time wod.({ sugar prices plummeted. These factor~ led to an "I'

.increase in the degree to which the Soviet Union had to subsidize prices in Cuba's :,
I "~"< favdr itf the two countries' tr~de relatio~sa~ro$s-tht¥!board:-Using'price subsidies ~

. as its p~inCipal method of dispensing econo~ic assistance to the island nation
from 1974 onward, the USSR ~ in 1979, for exampie - paid Cuba five times the ,~
worl~ price for sugar; slightly higher tqarltl.ie world price for nickel; another of '}

"Cul;><i.;s major,ex~rtsi 'and "supplied virbjalh~allofCuba's'200,OOObarrels per day ••~
(bId) petroleum,needs'either dk~.ct1y (or indirectly through Venezuela) at $J2,80 'ii
'per barrel','~boutone~thlrdth~ OPEC p~iCe 0(~35 per barrel. "9 , ';t

:rhe, drainatic impact of these trad~ price subsidies' is reflected in Cuba's 1978 ~,L

, global trade deficit ora mere. $J87'miilioq - which without Soviet subsidies would .~

have registered $2.8' billion. The net efT¢~t:()f$ovietprice sub~idies,.howevet., go~s .:r
beyond figUres. 'Cuban dependence on 'Soviet aid, most' particularly ~conomic a.id~!'

as embodied in p~troleum sub~idies, has b~coril¢ overwhelrhing. The strongest \'::
link in the economic chain that'binds Fidel to Moscow is petroleum.': " ;

Clearly the financial burden that would accrue ifCtiba were to replace Soviet ;,
oil w'ith. free-market imports', is inSUPPortable. ' Using 1980 oil imports as, an{

.' example,.Theriot Points, out that "repiac~ng..:.Soviet deliveries with fr~e, market ,~
oil a(thecurrent OPEC price 0($3'5, a' barr¢." ~ould cost [Culla)'$2.84 billi9n,)
[which ii>l$1.8 'billion more than thec<>stfr~mthe Soviets and $700 million more .~
thanCuba~sesti'ma·t~d rec'ord hlgtl"1980ohara ~~rrericy eXIX>rt'ea~nings";10' ' , ;

.1
t
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7 P~rez-L6pez, "Sugar a~d Petroleum in CUba~-Sov'iet.TermsofTrade,"p. 293.

8 Council of Mutual,Economic Assistance <CMEA); Co-;;"posed of the USSR, its East European

, satellites, and other nation

9 Lawtlmce H. Theriot, "Cuba Fac~sth~ Economic Realities ofthe 1980's," U:S. Departmentof

~m'merce, International Trade Ac1m.i~istration, Office. of East-West Policy aiJd Pl~nning,
Dec~mber 1981 •.p.IS. ," " . , .

10 Ibid., p. 28.s under Soviet influence, such asC'uba.
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IV. COOPERATION WITH MEXICO: OPENING THE DOOR TO ECONOMIC INDEPENDENCE?
I ,

, : As early as 1975, press sources began reporting growing cooperation in the oil
,s~ctor between Cuba and Mexico. Preliminary indications speculated on a
"triangular trade" agreement, whereby Mexico would supply oil, to Cuba, the

, s6viet Union would pay Mexico market rates for the crude, anli Moscow would
,,:::,;. supply oil to Spain - one of Mexico's crude oil customers. This arrangement
":>"w~uld serve, to cut transpor,tation costs of the crud,e, thus 'benefiting all four

", ?fpiirticlpants to the agreement. Similar discussions for regiohal supplies to Cuba
::~>~f,re reportedl~ undertaken with 'Venezuela,11'The l~v~l,~t~n~~~e,~tinsucha,n
::-;,,:ro.;rangement,h~s t1uctu,ated over the year!,;, 'but even if such a swap deal" were
<~i'.~rinanentliiniplemented,it, would"noteffeeti~ely'reduce-Cuban, dependence' on

,,' viet oil price!subsidies since Moscow-would stiUhe "footing,the bilL" ", '
:-:l"\Vha~ is or <tonsiderablymor~int~restis,the~n;osp~~t"fo~,~ip~tea,$,ed;,~omesticop,
,~04u~tlon.Cl1bahas long ma~ntamed the eI'l~te"c~ofsl,~~ficant011 resources
'ffs,hore. The~ claims have never been'sul>s~!J.tiaJ.~,~t)~'~U:S:indusJry sources
'~f1~r~l,l,y desctib~the" pro'S:pectsas ~:arg~hat.'~12"M~xi:Co'soii cOmpany ~
,}tMEX;.l3 -apparently does w>t 'concur in the' U:S. ~ssessrn~nt. In, 1~81 PEMEX
,"~~:!,l~';ln.cedpl~ps"to begi~l offshore, oil explotafion' in Cub~n'Waters:' 'In' view of,
~MEX~soffshore explor:ation andexploitatjoIJ"S\i~c~ssesin the'BayofCampeche,
;~ i:nterestin Cuban offshore'oilpoten.tial medtsati~lition;-,Mexi~opOssessesthe:
:'thnological,expertise'in petroleurn maW~'rs,whi~h';C\lhalacks~ It would appear'
~~~tful that PEMEX would proceed with expensive.andtirtie-consuinirtg , '
~ploration efforts merely on 'the oasis'ofGuban claims. ," " " ,'., ' , ' '. ,
,1.. '. .',. " , . ,. . " '
'f,Cuba'sgeographic proximity to'the abundarit Mexican offshore' oil reserves in

.,,,,;.. ,,'~",Bay ,of C~mpeche, and itsgerieral locationvis"a;-vis'U.S. and Mexican oil
i2~~~tesses in the" Gulf of Mexico and Venezuelan petroleum, depo~its in the

I W~.c~tjbbean area, certainly must be factored intO any 'assessment or its overall oir
, !:l'P<i~ntial. . . " " " . , . ' " ,',' , ' '
1;;g''.II~ kcertain that the Political gains for Mexico'.:.. if any exist.;. in assisting-joint
'"~);'~ioratioi1efforts'off the Cuban coast eould not~ at least in th~ short term;' offset
~;~tITe'economic expense of such a venture. Mexico"curreritly faces economic ",
i~'pI:bblems of crisis propO~tions - as witnessed byan $8(j~9(fbillion irlternational
~~M~t'i4-:"and it is 'unlikely to be willing' to alI6~~te,sc#ce'.,financial', and
,'t~~~ppologicalresources in search of unpromising prospects f6"i"C~banoil. . Itcan "
"~~~iinferred, then., that PEMEXdoesnot consider the:prosPects"'offinding'9ffshoie ' ,

, :?{ft9.U;:<:i,eposits n~a,r Cuba '''unpromiSIng. ,; 'In fact, 'the Mexican newspa~rExcelsior - '
,o~1:~P9hed iri May 1981 that PEMEX had"discovered 'substahtiafoil' reserves off the,
,~;:JrQhn coast of Cuba, at a depth of 3,000 meters, and b~liev~d the deposits to be
l~f~fP~rtof the same formation ~e~po,~siblefor Mexico's offshore oil fields.'" Although
',,;it~:; ., . , ,

,,".f-li:~:"1 'II New York Times, 26 March 1975, p.67, col. 2, and, L08'Angf!leiiTim~s,,28May 1978, p.l,

;q~~{5i2 " '
/,.,~~>, I Theriot, p. 29.

..'~tf'. I, ,13 Petr61eos Mexi~ano8.'The Mexican s~te:ownedoil monopOly. .

,<fi:. 1. Washington P08t,IS May 1983~ p. FI.col:1. '
" .~ .. - ~;;.;
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i' these "discoveries" are still unconfirmed, PEMEX's continued interest in Cuban
offshore .exploration lends credence to assessments that Cuba has a creditable oil
producing potential.
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V.OUTLOOi{

Cuba'sJ>Otential for achieving energy self-sufficiency through domestic oil
production has, ofcourse, yet to be documented. In view of current acti~ities and
~l:t~.. interest exhibited by stich a prestigious oil-producing"nation'as Mexico,'

. however, increased Cuban oil production is n9t as lllusory a concept as once was
tYlOught,-.Ifsignificant.discoveries are made" what iril.plic~tions will they have':~·
primarily for Cuba's ecO';Oinic.ind~peridence,but 'also on a strateliic level - for
Cuba's relations with the Soviet Union and the Western world?· ,

It must first be noted ''that dependence on the Soviet Union (or petroleum' "
supplies is not the only inaladyaffiicting the Gub~n ec~';omy. Tied.closely to it, ,
as explained earlier, is Cuban dependence on· Moscow asama~ket for Cuban
suga~expotts. Reduc'tion' or eliri)ination oLSoviet' oil' inipods would not
nece$sarily car.ry withit a substitute'market for Cuba's lllainexport. Today's
q.epressedsugar market would not make for an easy solution to this pr(jblem:~ ,
Other import and export rp.arkets affecting the Cuban economy are more elastiC,'

,andadjustm'ents eouid be' made inWestern .markets to reintegrate Cuba into the ';
Free-World marketpia:ce. ' ' " , ': .'
,All of this is speculative, of course, and deals only WIth the'internationa.l

, economic aspects of Cuba's dependence on the Sovi'et Ullion., What would'remain' ,
to ,be seen in:the event that Cuba could attain energy self-sufficienty is how much;
ofan impact th~t,wo~ldhave onpolitico~milita'ryrelationsbetweenthe'two. But,
in ter~sofU.S. 'strategic policy interests, anyloose~ing of the' bond$ between
Havana and Moscowcanonlybe viewed as apositiv~development." ,
, Mexico's involvemenfinCubanoil .explot~tio,n,then,~eedhot be vie;";ed by·.··

u,S; policym~kers,asa ,threatto American ,interests. Mexic"o's "hew, bolder
foreign policy," ~s theFina~ialTimesdesc~ibesit,15 c;ould very well work toward
U.S" national ittterests, rather thaI). against them. Williari-t f\ Bud~ley has urged
U.S. governm'ent~ff1dals U;terminateaidtOMe~icoif that country "continues t6
drift toward Cuba.;'i6 In my opinion, this'wouldb~.a serio.usJ:I1istake,which
would not only perpetuate Latfq.Ainerica'!? view' of t}:1e tJnitedStates as .ibig
brothE!r" dictating 'policy to its Southern Hemispher¢ neighPors, ,but might also'
'ob~iate the best opportunity in recent historyto move Cuba ~lightlycloserto'the
West. ., ." '"'/

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