The Geopolitics of Oil and Gas
After September 11
The Case of Mexico

espite oil prices being under

U.S.$20 per barrel due to the

world economic recession that
has made demand drop, in the United
States people think they are more vul-
nerable than during the Gulf War when
prices soared as high as U.S5.$40 a
barrel. An important factor in this per-
ception is surplus production capaci-
ty hovering at only 2.5 million barrels
a day while in 1991 it was 5 million.!
Analysts also think that both Saudi
Arabia and other Mid-East producers
could deteriorate into processes of des-
tabilization as a result of U.S. military
intervention, given the rise of Islamic
fundamentalism promoting a “Holy
War.” After September 11 it was clear
that the risk of destabilization in the
Middle East is high, at least in the fo-
reseeable future.

While for industrialized nations
hydrocarbons are only one of the stra-
tegic factors in the Middle East, they
are the requisite —although not suf-
ficient— element needed to explain
both the region’s importance and its
conflicts. The United States depends
on the Organization of Oil Producing
Countries (OPEC), which provides 51
percent of all its oil imports. Another
factor making the Middle East pivotal
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is the level of its hydrocarbon reserves
and its current and future supply of
cheap crude oil to the West. The stra-
tegic nature of hydrocarbons has made
it necessary for U.S. foreign policy to
strengthen and prolong its control over
the region’s resources. Until 1989, that
control was exercised in the framework
of the Cold War and the confrontation
with the former Soviet Union. Different
U.S. administrations have considered
the Persian Gulf, and in particular oil,
key considerations to their national se-
curity. This is clear in the Carter Doc-
trine (1980), outlined after the Iranian
revolution, which said that any attempt
by any external force to achieve con-
trol over the Persian Gulf region would
be considered an attack against the
vital interests of the United States and
responded to via any necessary means,
including military force. Former Pres-
idents George Bush and William Clin-
ton based themselves on this doctrine
to, respectively, launch Desert Storm
in 1991 and expand U.S. military pre-
sence in the gulf for eight years.? This
is understandable when we take into
account that 65 percent of the world’s
oil reserves are located in this region.

The Middle East is second only to
the former Soviet Union in its natur-
al gas resources, with a total of 33

percent of the world’s supply. A re-

cent Energy Department report even
says that Afghanistan has important
reserves of natural gas and some oil
and coal.? The bombings in Afghanis-
tan has brought this information to
light, but it is not found in books or
specialized publications.

The region is also crisscrossed by
oil and gas pipelines which supply
Europe to the west and Japan to the
east and they are expected to play an
important role in supplying the great
Chinese market. This same Energy De-
partment report points to the impor-
tance that Afghanistan would acqui-
re both because of the potential of its
own resources and, above all, because
of its geographical location on the
transportation route for oil and natur-
al gas exports from Central Asia to the
Arabian Sea. The country’s very loca-
tion may constitute a threat to the sta-
bility of neighboring countries.

The importance of Central Asia’s gas
resources lies in the fact that Turkme-
nistan is third on the list of the world’s
gas reserves and both Uzbekistan and
Tajikistan have oil fields.*

Not only the solidarity and align-
ment of Russia since the September
11 attacks, but also its willingness to
supply more oil to its former enemy,
the United States, if it needs it have
both been surprising. Given the sig-



nificant increase in its oil production
this year (7 million barrels a day),
Russia considers that it could help
reduce the risk for the United States
and Western Europe if Middle Eastern
shipments were cut off. Russian oil is
considered a standby reserve.’

The current importance of the Mid-
dle East will increase in the future due
to the magnitude of its oil reserves
vis-a-vis those located in other parts
of the world and the fact that the U.S.
economy’s oil supply will come main-
ly from the Persian Gulf. By the mid-
dle of the twenty-first century, there
will not yet be a fuel that can replace
oil, particularly for transportation. The
future scenario will depend on the stra-
tegic moves and alliances that are now
being prepared in the Middle East.
Given the United States’ oil situation,
it cannot allow its control over the re-
gion to be challenged.

Because of this, even before the
September 11 attacks, President Bush
made it clear in his Energy Plan that
he was interested in diversifying fu-
ture sources of supply to include pro-
ducers in the region: Canada, Mexico
and Venezuela.®

Of these three countries, Canada is
the leader in the U.S. market, supply-
ing 15.2 percent of total oil imports and
97 percent of natural gas imports. The
U.S. government considers that these
supplies are safe because Canadian and
U.S. energy sector business interests
converge.

While Venezuela is one of the United
States’ most important oil suppliers
(in third place), the general percep-
tion is that “the future of Venezuela is
a bit uncertain because of the uncer-
tainty regarding President Chévez.””
The specialized press thinks that Ven-
ezuela is purposely allowing its capa-
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Existing and Potential Oil and Gas Export Routes From the Caspian Basin
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city to produce crude to seriously
decline at the same time that it is of-
fending private capital, mainly foreign
companies, because of Venezuela’s
alignment with OPEC, which affects its
national production strategy.®
Mexico, like Canada, is a central part
of U.S. energy security, and it will
seek to develop a policy with both
countries that includes an increase in
oil, gas and electricity production.
While its neighbor to the north per-
ceives Mexico as a secure, trustwor-

thy supplier, and there seem to be signs

of progress regarding the opening of

the energy sector, the U.S. also thinks
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the changes are slow. That is why it
has suggested giving its support to
finance projects that the Fox adminis-
tration has not been able to develop
because of lack of funds.”

What exactly does the United States
want from Mexico for President Bush’s

current strategy?

1) A trade and investment opening,
with Mexico liberalizing the activi-
ties of the energy chains in the
broadest possible way in the short-
est time possible.

2) Guaranteed supply, if possible in
the way Canada has committed its

oil production, granting national treat-
ment in times of energy scarcity.

3) Lining up with U.S. oil diplomacy
vis-a-vis OPEC producers.

Mexico’s official position on U.S.
requirements shows a spirit of ample
collaboration. First, we see energy mat-
ters included on the overall bilateral
agenda in exchange for Mexican de-
mands on migration.

There is also clear evidence of Mex-
ico’s willingness to cooperate in up-
stream activities (exploration and pump-
ing) to overcome U.S. energy difficulties
both in structural and momentary terms;
this situates Mexico with a main role
in the medium term for U.S. energy
security.

In accordance with the demands
of domestic and foreign business sec-
tors, the official strategy is to open up
exploration and exploitation of natur-
al gas not associated with oil produc-
tion in the Burgos and Sabinas basins
(in the states of Tamaulipas and Nue-
vo Ledn) to private investment. At the
same time, policy guidelines point to
a substantial increase in the volume
of oil production to 4 million barrels
a day in the next five years.!” These
objectives will be achieved by using a
new legal category, multiple-service
contracts, in exploration and develop-
ment both for oil and natural gas and
not the risk contracts (in which pay-
ment may be made in kind, in crude
oil) prohibited by the Constitution.
Seemingly, multiple-service contracts
are an alternative to risk contracts.!!
Private companies, then, will carry out
similar activities to those stipulated
in risk contracts without their having
to be approved by Congress.

While U.S. strategy in the Middle
East seeks to guarantee it and its allies
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access to oil resources, in Mexico, it is
creating the basis for opening up areas
previously prohibited by the Constitu-
tion and not negotiated in NAFTA in
order for foreign oil companies to have
access to oil profits and broaden out gas
and oil supply to the United States.
The problem for the future will be the
increasing difficulties in satisfying
the demand of a market like that of the
U.S. which consumes 20 million barrels
a day. Conflicts over natural resources
loom large in the future. KM
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