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Cuban-Mexican Oil Cooperation: 
Loosening the Tie that Binds? 

P.L. 86-36 

L·: Editor's Note: Among the papers awarded prizes in the essay competitions 
;:" sponsored by various of the Agen,cy's l~arriedOrganizations, there are those which, 
~:, j . ~ feel, merit wider dissemination within tfte NSA community than they might 
!f . otherwise receive. We a;e therefor.e pleased to publish this paper which .was 
;c2H awarded Seco-nd Prize in the. 1983 Essay Contest sponsored by thelnternational 
'&~tJ .!\[fairs Institute. It aptly demonstrates the scope an:d depth of knowledge and 

t. interests our analysts bring to bear in their daily 'actiutties. . . •, 

i. INTRODUCTION 

Petroleum, the finitenat.urai· resource tii>on which most modeFn i~dustrial 
~ieties.depend, may well ~onstitute the strongest link between. tjav::ina and 

. Moscow. · Cuba, which is· stft.iggl.ing .'to beeqrite a developed, industrial riation, 
:;. relies entirely on' imp<>rts of p~troleum to ineet, its domestic consumption and 
' 'industrial needs, and these imports are supplied almost exciusively by th~ Soviet 

:·;~;!:}]\ Union. The functioning of'the Cuban economy i:-evolves around imported 
J,~'.} petroleum and petroleum products arid hence is bound in a totally dependent 

d{f1{.. relationship with the USS.R. No other viable supply options exist, and 
':tt't1'- dependency will continue u.nless Cuba can achieve energy seif-sUfficiency. This is 
:.ft!'. . hot to say. that discoveries of indigenous petroleum de~sits .,..o.uld transform 
!";;sk' ~evolutionary socialist CU:ba into a thriving ca:pitalist democracy,, but such a 
· .~X .discoyery could weaken the tie that binds Fidel Castro's island to the Soviet 

. r .. ~~:'. !Jni~:ba currently depends o~ the USSR ~ supply 98 percent of its crude oil 
. ~:fo·r>- . . .. - ·- • . . 

;~~~' needs: · Although countries such as Libya, Me.x.ico and Iraq appear willing to 
<~i .. ; ~xport oil to Cuba, none will do iio at the con:c~ssionaty price·s charged by the 
'.::rift Soviet Union. Without So.viet subsidies, Cuba could not maintain its current 

··i •• t'J '·' • ~ • . • . . ·' ~ ~ ' • 

}if,\+. import levels at international market prices - which are more than double those 
'j\4i;>tha:t Moscow imposes under a comple·x system of price ).;ubsicl,°ies arJ,d barter 
.. ;!(,.... . . . . . . . . 

j'l{/ arrangements. Cuba's estimated· 1981 hard currency export earnings, for 
i·;·~'.1.~'.:i e.xainple, would have financed only one-half of the nation's petroleum 
t~Vconsumption at the average OPEC I posted price.· . . .. . 
['..'~~ . Cuba ha.s no adequate domestic source of power .generation. Its coal deposits 
l~?~' are m~ni':°~l_.,.~~~""~he island's hydroelectric potential is negligible. The natiQri.s~-~ ... 
Yfi.>. only s1gmficant nonpetroleum energy source, bagasse - a by-pr:odtictof sugar cane 

i 
I. 

I Organization of Petroleum Exporting Countries. A 13-member cartel ofoil-producing nations. 
•...!• 
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·processing [specifically; the crushed juiceless r~inai1's of sugar cane as it co.mes 
. ~ ·from the mill, often used as fuel iri the 111ill] - provides approximately 18 percent 

of Cuba's energy needs. Due to its bulk, however, bagasse's only feasible use is in 
sugar-harve5tir:igactivities . . 

. I 
I 

I . 

Clearly Cuba's need for petroleum import!) will not diminish in the near 
-future: Even a;lternate energy sources such as nuclear power are not expected to 
have a no~iceable impact on Cuban energy needs for the remainder . of this 
century. The.: question; then, is: cotild alternative supplies of petroleum -
preferab}y d(;>m(!stic supplies - l:)e expected to help Havan.~ bre.ak .the S9viet 
U nfon~s stranglehold on Cuba's economy?' If so, is Fidel Castro pursl,ling a course 
which cot.iid 'iead tO the acquisition of petroleum from ~ther-than-$oviet sOl~rces? 

·."'"· 

II. BACKGROUND 
' . . . 

· ·· Sinc~petroleum was first , ~truck in 1954, Cuba has produced oil in limited. 
quantity: ·Early estimates ofCuba'.s oil-pr:oducing potential were :optimistic, bi.It· 
recent domestic productiOn, estimated at less than 20-0,000 tons per year (tpy) in 

·- 1976,2:is far~elow the <;ountr:y's fuel requirements. The major s_hare ofCtiba;s oil 
pr~ducti'on comes from so~e twenty to tw~nty-five prqducing wells in weste.rn 
Cat'nag:Uey . Province. This region ilC(;OUnts for apprriximately ·60 perce'nt of 
dorriestically -pu~ped: crude oil , with the remaining 40 percent located iri small 

· '·fields afong Cuba's northern coast. The oil refinir~g industry in Cuba, which dates 
back to.the ~941-58 period ofheavy U.S. investment, has a .refining capacit:fmuch 
greater than the country's: productive capaeity, and depends heavily on imparted 
petroleum_ · . . · . . .. · · 

· The' above petroleum produ<:tion.figure (200,000 tpy) must be considered as a 
r<:>~gh estimate only, for, as the lf.S. Department of the Interior's · s~reau of Miries 

·asserts, "p.ublished information ·con CubaJ1 proqµdive capacity) is , confl~cting."3 

Qbvio~sly, s~tistics prov!ded py th~. C~b::tri government- a ·typicaJi}i !:)oviet~style 
''closed system. - cannot be accepted at face value. Governine~t offic'ials have a 
vested interest in portraying the economic hea.lth of th~ young socialist republic 

.( 

(! 
·i 

} , 

./ 
·1 
-~ 

'• I 

.· as further anticapitalist propaganda. Thus, ia,ck of reliable data .precludes precise 
·calculations.on Cuba;s productive c~pacity in the oil sector. What little is known, 
however, confirn:is that domestic oil-pr-oduction is grossly insufficient to rrieet 
Cuba's. ene~gy needs. Production levels have increased .somewhat in recent years, " 
·but unless i.mproved recovery rates ·are achieved, and/or new oil deposits are 
<discovered .. fuel. requirements wil Lha\'eto be met through continued imports. 

; 

+ 

2 Jan Knippers Black, et aL, Area H~ndboolr. (or .Cuba, 2ded. <Was.hingiQn: D.C.: American 

University, Foreign Area Studies pivisi<in,l9761, p. 410. 

3 Orlando Martino, Mineral ·Industries of Latin America, United States Departmen.t of the 

Interior <Washington, D.C.: Bureau of Mines, 19~1 ), p. 43 . 
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CUBAN-MEXICAN OIL COOPERATION 

)n. PETROLEUM SUPPLIES: THE 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 Cuba!! economy. 
iPetroleum is the energy source used in the generation of electricity, the 

·· 'transportation sector, and all nonsugar industrial activitie~. ·. It also plays a 
isignificant role in t?e ~ugar industry. Former Cuban Presid~nt ?svaldo Dortic6s 

· ,captured the essentiahty of petroleum to the Cuban economy 10 these statements: 
., I . . 

:f·. 

·,{·.· I Withou_t petcoleum there is no sugar . ... Without petrolelimthere is ho trar;isportation;., . sug~_r 

Jr,.'~ cane cannot be transported. hecause there would be. ho gasoline for trucks'.· for agricultural 

:_·.~~~;.~.~, .. '·.~.·.·.·. l_ .. equi~m:en~ and [fq~J~µgar .. c;:ane.li~.!:~· .. : O~!"~·~onoipy begins ~ith petrol~~. ~onti.nues with . 
; - ·electricity and gqes on from there.' ... Witho~t petroieuiri.there is no ~con~my: There. is n~thing 

·:;~. i . iet?"~·: ... The country would be. paralyzedim~~di~~ty:4 .. . . . . . . . . . · ... . ·. ~-·- .·-- - · ·c·-. 

)~;.: .. . From almost its beginning, .the: Republic qf C~ba ·has_ reli_ec:l · O;" the_ impor.t of 
~~~Lpetr-ol_eum tQ. ~atisfy d()_mestic requir,-emen~s: P_r~or' t~ C~st_ro's r~\i().luticn1, _apd up 
.~t~t:tJ;ntil 1960, much of it, was obtained by the int~rnatfor.ial_oil c()~p~rti~~ (T~:ic?CO, 
~Wi~J-:t:sso, and R,oyal-Dutch Shell)- whi~h o~e('ate~ fefineries iI1 Cuh~;_,f roin 'their 
).~~t1"1f;a.ffiliates. Under a bilateral trade and payments agreement signed by Cuba and 
· ; :the So~iet Union in . early I96o, howe~er,,:H:a.~ari3. ~g~n: to ·~ec~1~~ pet~9ieurri, 

:·.'.fO()dsttif'fs; an_d i;tdµstria1 ·goods fro'tit. :M&;cow in ~x:cb~nge .for ctii>a~ iiugar .. 
-~~ :·k .. · n~e first shipment of Soviet crude a~dve<1 ·i.ri April .1960 for _ pr<><:~$~in~. at thE7 
·!f~k-C.abai~an refinery.s Shortl~ _after its ar,tival,t~ in~erQation;;i~ oil coip,panies _ 
,~;~/:y.rere 111formed by Cuban officu.i.ls t~t they woulg each _have ·~ purcl:1ase and 
{~~;pr~ess Soviet crude for the remainder _of 19$0 (and presum?bly,_ from t.hence 
-~~~d'{o,r.ward). When the internationals refuseq, the Cuban government seiied the 
'j.f.\n _efineries - a: move which sped up the chain of events culminating in the ~reakirig 
-~:~~tQfdiplomatic and consula°r relati~ns betYleerl'the United States and Cuba, i'n 1961. 
· ~l(!fAt that point, the Soviet Union _stepped in to -become Cuba,'.s. pti_mary trade 
:~~;:partne~, ahd for all practical purposes, ils sole supplier of :i:>etroleurn and 
i'.•:~~M~troleum products. · . . _ · . . -
_;~jf ... As in the 1960 agreement, subsequent trade pro~ols bet wee~ the USSE. and 
~::Cuba focused sharply on the sugarcpetroleum exchange. A study conducted by 
·i!~}k1o.rge Petez~LOpez analyzing C~ban-Soviet.terms ~f t~ade, with emphasis oh .tJie 
~Jt~~ugar-petroleum exchange, 6 finds that, durmg the period 1960-74, terms of tn1de 
f~-were generally favorable to Cuba. Due to reductions i~.the cQstofCuban imports 

,'~rofpetroleum a_ndpetroleum products, and favorable fixed prices for Cuban exports 
i'I;_f,i: .• of sugar to the Soviet Union; Cuba - on the whole - benefited from .the exchange. · 

. ~~'fet~pec~fically during the period 1973-:-74 ''Cuban-Soviet terms of trade with 

I\ .. , .. o.~.~. Dorti<O. • ., qnoUd ;. ,., .. F. r.c, •. u,. •. "$,.., and P•kol•nm ;o£uban-$ovo.C .. 

dl :-:.Terrris o( Trade," Cuba in th.e World, eds., Cole Blesier end Carmelo M~sai-Lago < Pitt.Sburgh: 
:·t~;'. University of Pitts.burgh Pr:ess, 1979), p. 275. - ' - : · · . . 'if . 5 A small refinery ~re rated by the lnstitu~ Cubano deI Peir6leo, S.A. 

-:;.'.j;;"-. 6 P&ez-L6pez, op. cit . 
.. ·:4~.\ ~· . 
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; . · reference to sugar and petroleum andpetrole\,li:n products were strongly in fa~or of '.··.1~.; .... · 

Cub~ ... as a result of bOoming export pricesfor sugar and modest rises in the 
import price of liquid fuels . {Jpward adjustments in the export price ·of Soviet 
crude.oil as of January 1975 reversed this trend .... "7 For it was in January 1975, ' 
upon r¢newal (>f trade agreements with its CQMECONS partners, that the. USSR 
re~ised its petroleurn'?rices upward to reflect trends in the world oil' market.. .·~ 

' : . 

., .. 

Thus, the sharp increase in world oil prices occ~sioned by bPEC's geometric }ti 
price hik~s in 1974' affected not only Free-World ·market? but a:.Jso he~vily '."' ! 

subsi:dizecl'bar.ter !lrrangements hetweeri so~ialist nations. Soviet cr:ude oil prices, ) 
pegged to reflect changes in OPEC posted prices,~.ros.e . s}la.rply i'n the mid-70s, at ·.• 
precisely the same time world: suga,r prices plummeted. These factors led to an 
increase in the degi-ee to which the Soviet U niO'n had to subsidize prices in .Cuba's ~ 

.1 

'. · · ~ "< favCir ii'fthe two countries' tr~de relatio~s a~ros~-the:iboard: - u sing·price subsidies '{ 
I . as _its p~irieipal method of disperisJ.ng econo~ic assistance to the island nation 

from 1974 onward, the USSR ..... in 1979, for. exampie - pa:id Cuba fi.ve times the .l~ 
worl~ price for sugar; slightly higher t~an . the world price for nickel; another of ·~1-

. · Cul;ni.'s major ex~rts; ·and "supplied virtµ~i'.ly all ofCub~'s 200,000 barrels per day < 
. . . . . • . . . . ·. . .• .. •Ji 

{b/d) petroleum needs either dir~ctly (Or indirectly through Venezuela) at $12.80 ? 
,pet barrel', ~bout o·ne~third th~ OPEC p~ice of$35 per b..arrel. "9 · jj 
· ·. '.fhe dramatic impact of these trade price stibsidies is .reflected in Cuba's 1978 '. L 
gl~bal tr~de deficit of a mere $187' miilion - which without Soviet subsidies would ; 

. have reliistered $2.8' billion. The net eff¢~(o1$0viet price subsidies, however., gOE?S .;f 
beyond figt.ires. Cuban dependence on 'Soviet aid, most' particularly ecohomic a.id··.~·· 

as embodied in petroleum stib!'!idie~, has b~coril¢ overwhelming. The strongest i? 
link in the ~conomicchai.zl that'binds Fidel to Moscow is petroleum. •. ·. : · , 

r Clearly the financial burden that would accrue ifCuba were to replace Soviet ·, 
oil w'ithfree-ma;rket imports· is insupportable. · Using 1980 oil imports as an :{: 

·· example, .. Theriot points.out that "replac~ng .. · .~viet deliveries .with frt:e .. market f 
oil at · the current OPEC price of $3.5, a ' barr¢1 would cost {C_uhal·$2.84 billipn, ; '. 
[which i~).$1.8 .billion more than the cbst fr~m the Soviets and $700 million more - ~ 

than Cub~~s esti.ma:t~d re~ord high" t 980 ·ha~d ~urrericy ex~r.t eamings,"10 . ~ 

' . . - . -

7 P~rez·L6pez, "Sugar a~d Petroleu~· in Cuba~-Sov,iet .Terms.ofTrade," p. Z93 . . ·· 

8 Council of Mutual Economic Assistance <CMEA>. Co~posed of the USSR, its East European 

. satellites, and other nation·, . . 
9 Lawr'ence H. Theriot~ "Cuba Faces the Economic Realities of the 1980'5," U:S. Department of 

Com·rrierce, International Trade Admi~istration, office of East-West Policy aij·d Pl~nning, 
December 1981 •. p. is. . . . . " . :· . · · 

10 Ibid., p. 28.s under Soviet influence, such as c ·uba, 

.;._; ' 
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IV. COOPERATION WlTH MEXICO: OPENING THE DOOR TO ECONOMIC INDEPENDENCE? 
I 

: As early as 197S, press sources began r~porting 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, anc;l Moscow would 
, 'f supply oil to ·Spain - ope of Mexico's crude oil customers. f'his arrangement 
' ),,wbuld serve _to cut transportation costs of the crud,e, thus benefiting aH four 

, . . :~f p~rticipants to the agreement. Similar discussions for -regfonal supplies to Cuba 
.·:~:.·~~re re1>9rte<l,ly undertaken w{th. Venezuela, 11 The level 'ot ~nJere~t in such ~n 

_ · t';f~ra.ngement , has fluctuated over the year~. ·but even if such a "sw_ap deal" were 
. _: }~1?(7rin-anently implemented, it- would; .. nofeffecti~ely reduce-Cuban dependence · on 

., . : ::~jSOviet oil price ·subsidies since Moscow would still~~ "footing.the. bill." - _ . 
. , . )ft( [,Wha~ is of 4onsid,erably mor~ int~test is:the _Pro_spE!~t_ fo~:!.n~l:-ea_$.ed;~-om:estic op 

: :~~P~94Q<;tion. C~ba has long mamtamed the e;ic~~tepc~ ofs1gi:nficant 011 resources 
;:·~!>~shore .. The~ claims have .never beer\.suhst;.l~ti?-tedi 'i,t.ri,J«_u:s. in4ustry sources_ 
::~r~~g~peral,ly desctibe the prospects l;lS 111argi;nal."-l2 .-.Mexico's oil company, 

- :;~i:>.tMEx;1a 'apparently does l'.l9t ·concur in the· U :S. ~ssessm~nt. In 1981 PE MEX 
:;fM,~o';in.c.eq pl~rs · to begir ?~shor_e oil . e~pl~fat:ion ir:i .~u~~n _ water~:-· ln- ~iew of. 
_ ~J:'_,EMEX s offshore exploration and explo1tat~on .su~~sses m the Bay of Campeche, 
. ::i$}L~~ intere~tin Cuban orfshore 'oil potential m~ri~ jiH~ntfon:- - Mexico 'pOssesses the ; 
>;~[te~hnological .expertise 'in petrol'eutn maWfrs ·which· Cubalacks~ It would appear 
• l~~~btful_ that PE MEX would pro:c.eed with exp~1?'si v_e .. arid tim'e-coilsuining - -
_;~~~plorat10n efforts merely on the basis of Cuban-claims. · - .- --· - · - · - .· 

-. -~~t:A.Cuba's geographic proximity to the abundant Mexican offshore· oil reserves . in 
. .-,~1lfl~:.Bay _of C~mpe¢he, _and its -general location •· vis'-'a;-vis ·U.S. and Mexica~ oil -
' ;,:t:$µ¢cesses· in the· Gulf of Mexico and Venezuelan petroleum- dep0sits- in the · 
;~_b&:tibbean area, certainly must be factored into any ·assessment of its overall oil" --

- L~-P</~ntial. · · · -
I t:2 'ilt kcertain that the (>oli.tical gains for Mexico ·"- if arty exist .:.. in assistingjoiilt 
·~~~'j:iiOration efforts-off the Cuban coast could not~ at least in th~ short term~ · offset 
t~We' economic expense of such a venture . Mexico" cufr~htly faces economic .. 
f~p;bblems of crisis prop0i-tions - as witnessed by an" $80~90 billion international 
·:tMl>t'i4-: and it is ·unlikely to be willing - to altoc~te scarce nriartcia.r-and 
/f;rtii4Jh101ogica1 resources in search of i.mpromisin.g ·prospects f6'f C~ban oil. If can 
.~~~Hriferred, then, that PEMEX does not consider the': ptosi)ects' offinding offshore 
~{ii{!;':c;teposits n~a_r Cuba -"unpromising.'; Jn fact, ;the :M~xican newspa~r Excelsior.· · 
~~~~-µ;irted iri May 1981 that PEMEX had"discovered-silbstfotiafdil' reserves off the _ 
.. :-'·.~···~ r . . 
'.:~::f!Qrth coast of Cuba, at a depth of 3,000 meters, · and b~liev~d the deposits to be 

'.'.;~7P,iirt of the same formation responsible for Mexico's offshore oil fields ." -Although 
.·~·~b;· ... I - ., . ~-- . . . . . 

'Jl~:,_; - . . . . . 
. ~,I;;"-i: ... I 11 fllew Yock Times, 26 March 1975, p. 67, col. 2, and. LJjBJ\ngeuii"Times, :28 May 1978, p. l, 

'l~,~i · 5i 2 - . 
~-''"y 1 The not, p . 29. 
·~tf'· I· .13 Petr6leos Mexi~anos.-The Mexican s~te:ownedoil monop0ly. · 

:~~ : l~ Washington Post, 15 May 1983; p. Fl,coL 1. . 
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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 creditable oil-

I . 

producing potential. · 

V. OUTLOOK 

Cuba's potential for achieving energy self-sufficiency through domestic oil 
ptod'uction has, of course, yet to be doeu:mented. Jii vie.~ of current acti~ities and 

,._ the interest exhibited by sli.ch a prestigious oil"-producing· ,nation as Mexico,·· 
'•·" , .. h~-~ever, increased Cuban oil production is not as l.llusory a concept as once was 

: . i .·· thoughC.-Ifsignificant discoveries are made, . ~hat implic~tions wiil they have:-" 
primarily for Cuba's economic ind~pertdence, but also on a strategl.c level - for 
Cuba's re.lations yv.ith the ~viet {Jnion ahd the Western world? 

· r 

. i 

I 

It must first be noted- -that dependence on the Soviet Union for petroleum'., 
supplies is not the only malady afflicting the C:ub.an ec()o"omy . . T1eq.closely to it, . 
as explained earlier, is C~ban dependence on · Moscow as a ma~ket for Cubari 
suga~ e~potts. . R~duc·ti~m: or eliri_iination. oLSov.i~t' oil impods would not 
necessarily carry with · it · a substitute· 111arket for Cuba's r.nain . export. · Today's 
depressed sugar market would no~ make for an ~a:sy solution to this problem: . 
Other import and export rp.arkets affecting the Cuban.economy are more elastic, . . 

; · . and adjustm·ents couid be. made in Western .markets to reintegrate Cuba into the ,~ 

' 
' 1 · . I 

··1 

I 

I 
I 

' . 
· I 

Free-World marketpia:ce. · • . · ·. · . . .: · · · . 
. All of this is speculative, of course, and .deals only with the ·international 

· economic aspects of Cuba's dependence on the Soviet U11ion . . What. would remain· .• · 
to ·be-seen inthe event that Cuba coµld attairi energy self-sufficiency is how much 
of.an impact th~t-wolilci have on politico~milit~rY relations betw~enthe two. But, 
in ter~s of U.S.· strategic poli~y interests, any loosening of the· bonds between 
Havana and Mosco'w can only be viewed as a positi v~ development. · · . . 

Mexico's involvement:.in Cuban ·oil .explot~tio:n, then, need hot .be viewed by ·. 
U,S: policym~kers- as• a _threatto Americaninte~ef;ts. Mexic·o;s "hew, bolder 
foreign policy," ~s theFina~ial Times descdbes it,15 could. ve_ry well work toward 
U.S., national i.nterests. rather thai:i ag~instthem, William r_ Bucl~ley has urgcci 
U.S. government ofµcials to .term~m1te aid to Me~ico ,if that country "continues tO 
drift toward Cuba."16 In my opinion, this ·would b.e .a serio.us i:nistake, which ,, 
would not only perpetu~te Latin. Arnerica'!1 vieY' of t~~ U:n.ited States as "big 
brother''. di'ctating ·policy to its Southern Hemispher¢ neighP0rs, .but might also ' 

1
• obviate the b~st opportunity in recent history to_move Cuba.JUghtly closer to. the 

·~' ·'" West. · · . 
. i 
. j ~ • '.'{ -

15 Financial Times <London), 23 July 1980, p. 4,col. 1. 

16 National Review, 17 September 1982, p. 173, col_]. 
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