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Executive Summary 
When the Mexican energy reform was passed in 2013, the government and industry analysts 
came out with impressive estimates of how much the reform was going to change the economic 
growth landscape of the country’s economy. However, a bit over two years since the 
implementation of the reform there is little to show of these potentially far-ranging benefits to 
economic activity. To be fair, energy reform is not something that creates immediate results and 
we were very skeptical then of any important short-term benefits. Furthermore, the energy reform 
process was started when oil prices were close to $100 dollars per barrel, not the $40 dollars per 
barrel they are today, which has reduced the incentives for investors and the amount of money 
available for investment in this industry, not only in Mexico but also worldwide.  

However, Mexico’s problems in attracting foreign direct investment (FDI) seem to be more 
serious than what many estimated and this is probably one of the reasons why the estimates on 
the benefits were greatly overblown. This is clear when looking at the ability of other countries in 
the region, which are much smaller than Mexico, to attract FDI to their shores. This is true even 
as the largest draw of FDI remains the Mexican manufacturing sector and, specifically, its 
automobile manufacturing sector. Therefore, the fact that Mexico is so far behind compared to its 
regional peers in attracting FDI should send policymakers to the drawing board to see why this is 
the case. Mexico is a large economy with a large population of about 120 million and with a highly 
educated labor force in some sectors of the economy, especially in engineering. There are good 
institutions of higher education and others not so good, which is an important advantage 
compared to other large regional countries like Brazil, which has for decades suffered a shortage 
of engineering professionals.  

Energy Reform to the Rescue: Not So Fast 
The Mexican economy needs to grow at about 5 percent per year to absorb the growth in its labor 
force, something that the country has been inconsistent in accomplishing during the past several 
decades. One of those years was in 2000 when it grew 5.3 percent. It grew more than 5 percent in 
1996 and 1997, but those years followed the collapse in economic activity triggered by the Tequila 
crisis in 1994-1995 and the enormous competitive gain caused by the nominal as well as real 
depreciation of the currency. Thus, because these were recoveries from very serious recessions 
reduces the importance of these years’ performance. The economy also grew 5.0 percent in 2006, 
which was a good performance, and then grew 5.1 percent in 2010 but, again, just because the 
economy had plunged 4.7 percent in 2009. That is, 2010 growth was another “cat-bounce” rather 
than an important performance by the Mexican economy. 
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The Mexican government is highly aware of the need to grow the economy at a 5 percent-plus rate 
per year, and, after many decades, it finally implemented the energy reform that was supposed to 
increase the potential economic growth rate. After two years of implementation, however, the 
economy seems to be stuck in a low growth environment of about 2.5 percent. Meanwhile, the 
reform is not a full privatization of the Mexican energy industry, so for many it falls short in an 
industry that needs some certainty as investments are characterized by being very long term. 
However, the energy reform gives investors a bit more certainty than what the country offered 
before with the reform’s predecessor, or what Mexicans called “service contracts.”  

Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities 

Today, it is clear that while the reform has been a historical advance for a country that has used its 
nationalized energy sector for many things other than to make it a productive, efficient and 
profitable sector, in many ways it is still a half measure for those that would have liked the 
country to go further and privatize the industry. Having said this, for those that criticize the 
reform as it is today, even a full privatization of the industry, had it occurred, is no guarantee that 
uncertainty about the future of the industry would be any better, as the Argentine example clearly 
shows.1 

Furthermore, it is clear that the energy reform has not been able to stop or prevent further 
deterioration in oil production as well as oil exports, as is clear from looking at Figure 2 and 
Figure 3. Thus, the energy reform has not yet been the life-line that the Mexican government 
thought it would be when it embarked on this very important process. As the Mexican 
presidential election draw near, the lack of benefits from the reform process could increase the 
risks that a populist leader like Andrés Manuel López Obrador (AMLO) could become an 
alternative for disenfranchised Mexicans. As AMLO is a leftist leader who opposed the energy 
reform process, this could threaten the advances the reform has made over the past several years.  

Foreign Investment Not What Was Expected 
Although FDI seems to have increased in the first quarter of 2016 (Figure 4) the series is so 
volatile and has been so weak lately that it is still not clear if the Q1 number shows a recovery or 
just a seasonal effect. In any case, it is clear that two years into the implementation of the energy 
reform, there is little to show in terms of what the government and analysts expected investment 
in the sector would be after the reform. It is true that the implementation of the energy reform 
coincided with the collapse of world petroleum prices, which has impaired investment in the 
sector across the world; however, the still weak investment environment is concerning.2 And 
Mexico could well be one of the most affected countries for this type of investment. According to 

                                                             
1 In Argentina, the Menem administration privatized the industry in the 1990s and then President 
Kirchner, from the same party of Menem, nationalized it again in the 2000s.  
2 According to Wood MacKenzie and reported by John W. Shoen from CNBC, “The collapse in crude 
prices is turning into a trillion-dollar retrenchment for the global oil industry.” See “Global oil industry’s 
retrenchment tops a staggering $1 trillion,” Wednesday, 15 Jun 2016.  
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the same report, “capital investment (in the U.S.) this year and next in the lower 48 states has 
been cut in half, falling by $125 billion.” Thus, this could explain much, if not all, of the weak 
response from FDI in the sector as shown in Figure 5. 

Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities 

In fact, 50 percent of total FDI into Mexico in 2015 was attracted by the country’s manufacturing 
sector, and our take is that the automobile manufacturing sector is absorbing a large part of the 
investment in the manufacturing sector.3 According to the fDi Magazine, “automotive 
components is the number one sector for inward investment into Mexico when measured by 
number of projects, and automotive OEM dwarfs all others when it comes to capital expenditure, 
with $26.5bn having been invested between 2010 and 2014. And despite a general decline in FDI 
levels across much of Latin America and a commensurate drop in Mexico’s general greenfield FDI 
figures, Mexico has maintained strong appeal as a manufacturing destination and has capitalized 
well on China’s declining competitiveness due to its rising labour costs.”4  

Even if manufacturing FDI is the largest component of FDI coming into Mexico, that investment 
is still very miniscule in terms of GDP. Total FDI as a percentage of GDP in Mexico was  
2.7 percent in 2015 compared to 2.0 percent in 2014, see Figure 6. Out of total FDI coming into 
Mexico, manufacturing FDI was 1.3 percent of GDP. Most disappointing was the amount of FDI 
coming into the country’s mining sector, which was a paltry 0.07 percent of GDP in 2015 after 
being 0.18 percent of GDP in 2014 (Figure 6). The country saw some improvement in mining FDI 
in 2012 and 2013, at 0.25 percent and 0.44 percent of GDP, respectively, perhaps as an early 
response to the prospects of the reform process. However, the number fell off again in 2015 to 
almost historically low levels as a percentage of GDP. Average FDI as a percentage of GDP during 
the period 1999-2015 has only been 0.13 percent.  

Foreign direct investment was, perhaps, what the Mexican government was targeting by 
promoting the energy reform. However, things today are as they were before the reform even 
though we expect this to change in the coming years, especially if we see some recovery in 
petroleum prices. If this does not happen, the benefits of the energy reform will remain elusive.  

                                                             
3 FDI by specific sector within manufacturing is not officially available. However, there are unofficial 
sources that have estimated the importance of investment in the automobile sector in Mexico. See 
Footnote 4.    
4 “Mexico motors on as automotive sector maintains FDI appeal,” fDi Intelligence, Dec. 8, 2015.  
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Figure 5 

 

 

Figure 6 

 

Source: IHS Global Insight and Wells Fargo Securities 

However, Mexico has more issues that are not easily understood and are more damaging for FDI 
and for the ability of the country to grow at a higher, and sustained, rate. As a comparison, Chile, 
which is a very small economy, but one of the best managed in terms of macroeconomic 
fundamentals, recorded FDI as a percentage of GDP of 8.5 percent in 2015 versus Mexico’s  
2.0 percent in the same year. Brazil, which perhaps has very similar problems as Mexico and does 
not have the U.S. close by and NAFTA to guarantee access to its market performed better than 
Mexico in 2015, at 3.3 percent of GDP. These examples are probably an indication that Mexico 
has many more issues that need to be solved before the country can attract more FDI. That is, 
Mexico has a very steep road to climb in terms of how it is viewed by investors across the world. 
The recent energy reform as well as the growth in manufacturing FDI will help in changing the 
view of foreign investors but much more needs to be done for Mexico to become a lightning rod 
for FDI. 

Conclusion 
The Mexican energy reform was publicized as the best decision since, at least, the signing of 
NAFTA trade agreement back in the mid-1990s. However, up until today the reform has little to 
show in terms of its contribution to the country’s economic growth. Today, Mexico is stuck in a 
low 2.5 percent growth spell that will be very difficult to break out of without more reforms that 
will open the economy to more competition.  

The energy reform has been an important step towards this end but it is hardly enough to break 
out from a low-growth economic environment. This may not be a good time to second-guess the 
effects of the energy reform because of what has happened to the price of petroleum over the last 
two years. However, the signs of improvement are so weak that it makes one wonder how 
significant the reform actually was. It is true that, for Mexicans, the reform was a major step 
toward a more open energy sector environment, but it does not seem to have had the same effects 
looking at the reform from outside of the country if we measure its success by FDI. 

Furthermore, the fact that Mexico, even with a very strong automobile manufacturing sector plus 
the recent energy reform, is not able to bring more investment into its shores, should send an 
important signal to policymakers that even though things have moved in the right direction, the 
road ahead is not easy and very steep.  

At the same time, the lack of improvement in terms of economic growth could be a bad omen for 
the future as the presidential elections approach, and there is the potential for a left-wing 
candidate opposed to the energy reform process winning the elections.    
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