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INTRODUCTION: HISTORY AND CONTEXT

1. Rabasa Estebanell, Emilio. El derecho de propiedad y la Constitución mexicana de 1917. Ed. José Antonio Aguilar Rivera.

During a visit to Mexico City in 2004, economist 
and Nobel laureate Dr. Vernon Smith articulated 
a disruptive idea to support Mexico’s market-ori-
ented structural reform efforts and help the 
nation become a more prosperous and compet-
itive country “to establish individual property 
rights for all Mexicans citizens over the country's 
hydrocarbons.” In brief, Smith’s proposal was 
that Mexican leaders emulate Alaska’s expe-
rience with the Alaska Trust Fund as a way to 
reconcile the capital investment needs of the 
country’s energy sector, with the strong sense 
of nationalism that underlies the politics of oil 
ownership in Mexican modern history.

There is, then, an historical and conceptual basis 
for Smith’s idea. Mexico’s constitution, which 
dates to 1917, embodies a type of “original sin” 
on how property and property rights are inter-
preted; namely, as a “concession” granted via 
a “social contract,” where legitimate holdings 
of property emanate from the over-arching 
concept of “the Nation.” This peculiar concep-
tion of property rights is not uncommon in Latin 
American countries, where subsoil resources 
are deemed to belong to “everyone,” as repre-
sented by “the Nation” or “the State.” The 
framework represents the revolutionary ideal 
to endow the Nation State with broad powers 
as the originator of property, and sole deci-
sion-maker as to who gets what, and in what 
fashion (or “modality”). The (in)famous article 27 
of the Mexican Constitution is a direct result of 
this version of open “original sin,” where property 
of soil, sub-soil and waters is decreed to belong 

to the Nation, which, through its political repre-
sentation, can assign the specific modality for 
uses of said (nationally owned) property to enti-
ties or individuals. Of course, in the real world, 
what the State giveth, the State can also taketh 
away—and with ample constitutional precedent. 

Mexico’s famous early 20th century jurist, Emilio 
Rabasa, detected the contradictions embodied 
in Article 27 and the entire 1917 Constitution as 
regards to property rights. Rabasa states that 
Article 27 “destroys the basis of property,” which 
is “confidence” over its reliability as an individ-
ual right, alongside rights to life and liberty. Not 
even the amparo suit (the equivalent of a citizen 
injunction power), long seen as a shield against 
abuses of expropriation, is able to survive the 
extent of the powers afforded by the law govern-
ing property. The conclusion is unavoidable: as 
a result of Article 27, “it can be said that prop-
erty of lands has ceased to exist in Mexico.”1 This 
analysis foreshadowed what Lázaro Cárdenas 
decreed in 1938: expropriation of all oil inter-
ests from foreign private companies and the 
“nationalization” of the entire energy sector. This 
heralded the birth of a highly ideological version 
of oil nationalism, which has rendered the energy 
sector unproductive and uncompetitive. 

But, against evidence and economic logic, 
Mexico’s politics refrained from transforming 
its energy sector. In 2013, an effort was made 
under the Peña Nieto administration to open the 
energy economy to private investment, consis-
tent with the “national ownership” of subsoil 

1

resources. This reform is currently confronting 
a frontal attack by the AMLO (Andrés Manuel 
López Obrador) Administration, who is seeking 
to re-establish complete government control of 
oil, gas, and electricity sectors, in all segments 
of the productive chain—citing, unsurprisingly, 
nostalgic reasons about sovereignty and national 
ownership, almost as if summoning the spirit of 
Lázaro Cárdenas to “defend what is ours.”

Thus, for instance, despite reaping the bene-
fits of a commodities super-cycle at the outset 
of the 21st century, when crude oil reached 
historical production peaks, Mexico has under-
gone an episode of chronic fiscal waste in 
the management of windfall revenues. Inde-
pendently of the party in power, or the political 
orientation of those in the governing adminis-
tration, the error has been constant: expendi-

2.	 Chávez	Presa,	J.	(2010).	Reflexiones	para	crear	un	fondo	soberano	en	México:	¿Cómo	asegurar	la	participación	de	las	futuras	genera-
ciones	del	patrimonio	petrolero?

3.	 Salinas	León,	Roberto,	“AMLO	and	the	‘Fourth	Transformation’	in	Mexico,”	Cato Policy Report,	November-December	2019,	Vol.	XLI,	No.	6.

4.	 Rogelio	Ramírez	de	la	O.	(2014). Fondo Mexicano del Petróleo para la Estabilización y el Desarrollo.	Fundación	Friedrich	Ebert	México.

ture of one-time inflows from non-renewable 
resources on self-serving items, such as sala-
ries, transfers, subsidies.2 Now, under the AMLO 
Administration, the post-pandemic mini boom in 
commodities has yielded a significant increase 
in oil revenues; which in turn have been assigned 
to pet projects with (very high) negative prof-
itability, such as the Maya Train or the new oil 
refinery in his home state of Tabasco—“white 
elephants” borne out of ideological whim and 
political nostalgia.3 Between 2000 and 2013, 
public spending rose from 19.2% to 25.9% of 
GDP. However, the Mexican economy barely 
grew during this period4, reflecting the lack of 
causal connection between increases in public 
outlays and all relevant economic growth data, 
including income per capita. The opportunity 
cost of such massive fiscal wastefulness has 
been gigantic.
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MEXICO AND THE RESOURCE CURSE

5.	 Ross,	M.L.	(2015).	What	have	we	learned	about	the	resource	curse?	Annual Review of Political Science,	18,	239-259.

6.	 Rodríguez,	P.,	&	Rodríguez,	L.	(2013).	El	petróleo	como	instrumento	de	progreso.	IESA:	Caracas.

7.	 Ibidem.

8.	 Kaufmann,	D.,	Kraay,	A	and	Mastruzzi,	M.	(September	2010).	The	Worldwide	Governance	Indicators:	Methodology	and	Analytical	
Issues,	World	Bank	Policy	Research	Working	Paper	No.	5430.	

Literature on the natural resource curse is exten-
sive and has been widely debated.5  Broadly 
speaking, it explains why countries with vast 
natural resources, such as Mexico, tend to have 
lower economic growth and poor economic and 
human development indicators. However, exam-
ples of countries—very different from each other, 
such as Australia, Chile, Botswana, and Norway—
with vast natural resources and high levels of 
development, have led to establishing a specific 
vision of this theory; one wherein the existing 
institutional framework, at the time income is 
generated, has a superior explanatory power to 
the mere existence of natural resources.6

In this sense, the “resource curse” suggests that 
exploitation of these resources, combined with a 

weak institutional framework, leads to a deterio-
ration in public policies and consequently in poor 
functioning bureaucracies. In turn, this leads to 
a higher incidence of corruption and a weak 
rule of law. All these factors, taken together, 
generate vicious circles of under-development, 
waste, and policy mismanagement.7 According 
to this theory, dependence on oil tax revenue 
and its volatility is associated with lower growth 
rates and, indirectly, with chronic under-perfor-
mance in health and education services for the 
poorest quintiles of the economic population, 
as it happens today in Mexico. Empirically, the 
governance indicators8 of the last twenty years 
confirm decision-makers poor public and fiscal 
management and continued uncertainty in the 
property rights regime.

This helps explain the context of Vernon Smith’s 
suggestions: adopting a market-friendly 
approach that is consistent with the nationalis-
tic idiosyncrasies surrounding the politics of oil 
and investment in the energy sector in Mexico. 
Our case study presents a policy roadmap to 
formalize Smith's idea of granting every Mexi-
can citizen ownership over mineral and hydro-
carbons wealth and accrued rents—literally, 
in old-fashioned Lázaro Cárdenas rhetoric, of 
“giving petrol to the people.” Expanding capi-
tal ownership among all Mexican citizens will 
promote human progress, increase institutional 
quality and, in due course, increase real oppor-
tunities for universal access to financial services 
and credit markets for all citizens; thereby 
enabling the inclusion of least favored groups 
in the capital market universe.

We propose the consolidation of of a citizen 
wealth fund, hereinafter, Sovereign Mexican 
Fund (SMF), that allows individual citizens to 
save and invest (and, if the case may apply, 

even engage in cash withdrawals in economic 
downturns), while simultaneously ending the 
cycle of wasteful discretionary public spending. 
As the study will show, the potential of a Mexi-
can citizen's wealth fund rests on converting 
sub-soil mineral potential wealth into real inter-
generational wealth. This policy offers a brighter 
path forward by empowering individuals with 
well-defined property rights, where these, de 
facto, fail to exist today. Granting property rights 
will end the vicious cycle that allows the nation's 
wealth to be used as the piggyback for the polit-
ical patronage of whichever party is in power. 

In short, modifying the current institutional 
mechanism whereby hydrocarbons and mineral 
revenues enter the national economy guaran-
tees that, as property owners, Mexicans will no 
longer be distant passive spectators, but rather 
become concerned self-interested share-
holders in one of the country’s core economic 
sectors. 

2
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TOWARDS A CREDIBLE CONTRACT FOR 
MEXICO: ELEMENTS FOR A NEW STATE-CITI-
ZEN RELATIONSHIP

The problems surrounding discretionary rent 
management and the consequences of this on 
development are essential to understanding 
how the curse of natural resources is configured. 
On the surface, Mexico has few policy options 
beyond traditional models of fiscal stabilization 
and transparency mechanisms, such as the Oil 
Stabilization Fund or the current Mexican Petro-
leum Fund. 

However, we suggest that a Smith-inspired 
Contract with Mexico is possible, credible, and 
highly desirable. Our proposal is not subject 
to the whims that characterize electoral situ-
ations and partisan interests; on the contrary, it 
places the citizen at the very center of the deci-
sion-making process.

In a seminal work focused on Venezuela, 
Rodríguez Pardo and Rodríguez Sosa (2012) 
suggest concrete public policy mechanisms 
for countries caught in the vicious cycle of the 
natural resource curse to transition into the 
virtuous cycle of the natural resource bless-
ing. The window of opportunity for such a move 
is beginning to shrink due to the inescapable 
reality of a post-oil world derived from policies 
to combat climate change.. In the following 
section, we detail a framework that accommo-
dates the emotions and eccentricities of Mexi-
co’s resource nationalism, while addressing the 
incentives that prevent resource revenues from 
being used in a cost-efficient and socially bene-
ficial manner. 

DISCRETIONARY RENT MANAGEMENT:  
THE BEST FRIEND OF CORRUPTION

9.	 Karl	TL.	1997.	The	Paradox	of	Plenty:	Oil	Booms	and	Petro-States.	Berkeley:	Univ.	Calif.	Press;	Ross	ML.	2001b.	Timber	Booms	and	Insti-
tutional	Breakdown	in	Southeast	Asia.	New	York:	Cambridge	Univ.	Press.

10.	 Aidt,	T.S.	(2016).	Rent	seeking	and	the	economics	of	corruption.	Constitutional Political Economy, 27(2), 142-157.

The discretionary management of oil revenue is 
a critical factor in the vicious circle that prevents 
financial resources generated by the oil indus-
try from being used as a lever for developing 
productive investments in society. The negative 
incentives caused by discretionary manage-
ment of oil income are compelling9 and config-
ure a dynamic where the politicians on duty, 
regardless of their policy inclinations or partisan 
affiliation, abuse oil rents with patronage criteria, 
ignoring productivity measures and economic 
rationality. In other words, cash flows from oil 
rents are used thinking about the next elections 
and not future generations.

A similar situation exists on the demand side, 
with other sets of perverse incentives that the 
literature characterizes as the missile that seeks 
heat hypothesis. This theory explains how the 
presence of a contestable rent induces differ-
ent social actors such as employers and unions 
to participate in an unproductive competi-
tion, where activities aimed at capturing rent 
are financed.10 Such unproductive scenarios 
encourage non-transparent management and 
corrupt practices, and, of course, large oppor-
tunity costs derived from the continued waste 
of real resources.

3 4
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MEXICANS AS TRUE OWNERS OF ENERGY 
INCOME: A PROPERTY RIGHTS APPROACH

Our proposal represents a transformational 
mechanism where citizens without distinctions 
of any kind become real individual owners of the 
hydrocarbons and mining rents. 

To achieve this goal, we envision the devel-
opment of a Sovereign Mexican Fund (SMF) 
that works as an investment income fund and 
receives all the hydrocarbon and mining income 
that previously went straight to state coffers. 

Because the principal and the fund’s returns 
are property of Mexican citizens, the fund will 
not have a savings cap. Mexicans (residents in 
the country) of voting age will be owners of the 
fund's assets through individual trust accounts. 
And when financial conditions allow it, they will 
benefit from annual distributions of dividends, 
starting with members of families living in 
extreme poverty.  

It should be noted that the proposed mecha-
nism to manage the hydrocarbon and mining 
rents changes how citizens perceive them. In this 
sense, rents start to be perceived by everyone 
as a contribution from citizens to the govern-
ment. In other words, as legitimate owners of the 

mining and hydrocarbons (indeed, by constitu-
tional mandate), citizens first receive the totality 
of income, and just as citizens pay taxes on their 
labor and income, they also pay taxes on their oil 
and mineral income. 

This modification and the change in perception 
are significant. Through this mechanism, citizens 
have a window that allows them to appreciate 
that the resources that belong to them first pass 
through their (emphasis on their) trust accounts 
before reaching the state coffers. Later, after 
paying taxes, resources are transferred to the 
State.

The SMF will progressively reduce the depen-
dence of public finances on oil income, grad-
ually advancing towards saving at least 50 
percent of resource income in individual citi-
zens’ accounts. This may seem like an arbitrary 
percentage, and in a sense it is. We chose 50 
percent for the sake of simplicity, aware that 
Mexico’s fiscal realpolitik would never allow less 
than half. On the other hand, this also represents 
a step forward in reducing fiscal dependence on 
oil revenues, as well as opening an opportunity 
for greater economic diversification.

THE MEXICAN OIL FUND: A GOOD IDEA THAT 
COULD HAVE BEEN GREAT

11.	 Monges,	J.	A.	D.	R.,	Reyes,	M.	R.,	&	Benítez,	N.	P.	(2016).	Más	vale	tarde	que	nunca:	¿Qué	es,	¿cómo	funciona	y	cuál	es	el	potencial	del	
Fondo	Mexicano	del	Petróleo	para	la	Estabilización	y	el	Desarrollo?	Pluralidad	y	Consenso,	5(24).

12.	 A	“hand-to-mouth”	policy	is	understood	as	the	use	of	most	oil	revenues	in	current	spending.	See	Campos,	PAS	(2016).	Whatever	Hap-
pened	to	the	Mexican	Oil	Bonanza:	The	Challenges	of	Mexico's	New	Oil	Fund.	Nat.	Resources	J.,	56,	291.	

13.	 Mexico:	Fiscal	Transparency	Evaluation	(2018).	International	Monetary	Fund	p.124.	Why	and	how	4.7%	was	the	exact	figure	calculated	
for	long-term	savings	remains	a	mystery	to	us,	despite	many	conversations	with	government	officials,	energy	experts	and	even	mem-
bers	of	the	board	of	directors	of	the	MPF.

14.	 Tornell,	A.,	&	Lane,	P.R.	(1999).	The	voracity	effect.	American	economic	review,	89(1),	22-46.

15.	 Ramírez	de	la	O,	(2014)

The current Fondo Mexicano del Petróleo (FMP) 
was created in 2014 to receive, manage, invest, 
and distribute income derived from alloca-
tions and contracts of energy liberalization:11 
for instance, shared profits from auctioned 
camps for exploration and extraction. Its perfor-
mance to date has been disappointing, as it has 
failed to save a significant portion of oil reve-
nue. Critically, it has not been able to change 
the prevailing paradigm among decision-mak-
ers in Mexico, where such revenues are treated 
as ordinary fiscal income instead of a long-term 
wealth-generating asset, perpetuating what is 
known as a “hand-to-mouth” policy.12

Specifically, since its creation in 2014, the FMP 
has never reached the goal of 4.7% of GDP, 
meaning it has been forced to transfer virtually 
all its income to the federal treasury coffers.13

This fiscal rapaciousness that characterizes 
Mexico is reflected in the "petrolization" of the 
federal budget, following what the economic 
literature calls "The Voracity Effect."14 Accord-
ing to this effect, an uncertain and ill-defined 

institutional framework gives way to a perverse 
dynamic where interest groups can access 
the federal budget and generate more public 
spending than is appropriate. This dynamic 
reduces the capacity for savings and productive 
investment and robs citizens of the opportuni-
ties and wealth that otherwise belongs to them.

Empirically, this dynamic can be seen in annu-
alized increases in public spending—well above 
average growth rates—which indicates that the 
institutional dynamics that preceded the estab-
lishment of the Mexican Petroleum Fund have 
not been significantly altered despite the good 
intentions that led to its approval.

Among the reasons attributed to the current 
Mexican Oil Fund's failure to capture long-term 
savings are its flawed institutional design, and 
the fact that it works like a parallel treasury.15 
This is in contrast to the sovereign wealth funds 
of Norway, Alaska, or Alberta, which give priority 
to medium-long-term savings and investments 
in human capital.

5 6
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PARADIGM SHIFT: MEXICAN SOVEREIGN 
FUND IN PERSPECTIVE 

17.	 Chávez	Presa,	J.	(2010).	Reflexiones	para	crear	un	fondo	soberano	en	México:	¿Cómo	asegurar	la	participación	de	las	futuras	genera-
ciones	del	patrimonio	petrolero?

18.	 Alsweilem,	K.	A.,	Cummine,	A.,	Rietveld,	M.,	&	Tweedie,	K.	(2015).	Sovereign	investor	models:	Institutions	and	policies	for	managing	
sovereign	wealth.	John	F.	Kennedy	School	of	Government.	Center	for	Science	and	International	Affairs	and	Center	for	International	
Development,	Harvard	Kennedy	School.	

Without democratizing the property rights of 
oil revenues, it seems difficult to see a change 
in political actors' incentives when managing oil 
revenues.

Undeniably, Mexico missed a historic opportunity 
to transform hydrocarbon and mineral income 
into financial assets that would allow the coun-
try to sustain a higher growth rate.17 At the same 
time, it is critical to recognize that the depen-
dency of public finances on oil income generates 
an obstacle to establishing a citizen wealth fund 
such as the Mexican Sovereign Fund.

A Harvard University study suggests that it 
is generally better for countries rich in natural 
resources to accumulate a critical level of assets 
to capitalize their Sovereign Wealth Fund (SWF) 
before establishing them, recognizing that gener-
ating these savings is much easier economically 
and politically in periods of high income.18

Objections regarding the infeasibility of long-
term savings under current conditions in Mexico 
ignore that gradual implementation, starting 
with a relatively low savings percentage that 
progressively increases provides a window of 
opportunity for the central government to adapt 
to the new paradigm.

At the same time, to the extent that the opening 
of the energy market materializes increases in 
the production of hydrocarbons, the implica-
tions for public finances of citizen savings in the 
SMF will be of lesser importance. 

The summary below presents the structural 
determinants of the Mexican Sovereign Fund 
and outlines the strengths and challenges of the 
proposal, given Mexico’s current demographic 
and macroeconomic situation. 

SOVEREIGN MEXICAN FUND:  
INSTITUTIONAL MANDATE

16.	 Cummine,	A.	(2016).	Citizens'	Wealth.	In	Citizens'	Wealth.	Yale	University	Press.

As we have outlined, the Sovereign Mexican 
Fund aims to transform part of the resource 
wealth into real financial assets organized in 
a portfolio that offers long-term sustainable 
returns. The main goal is for the Fund to act as a 
vehicle to democratically disseminate the prop-
erty rights of resource revenues and grant the 
possibility that all Mexicans can make invest-
ments in human capital and complement their 
pensions when they reach retirement age with 
the part of the income that corresponds, by 
(property) right, to each citizen.

In this sense, the main functions of the SMF can 
be summarized as follows:

a. Democratize the individual property rights of 
oil and mining revenues and manage a long-
term savings reserve on behalf of Mexicans.

b. Obtain financial returns that complement all 
Mexicans’ savings and pensions.

c. Provide citizens with mechanisms to finance 
human capital investments such as health, 
education, and housing.

d. Design and materialize a dividend scheme, 
like the Alaska Permanent Fund, aimed first 
at Mexicans living in extreme poverty.

With these objectives, the SMF will operate 
following postulates of citizen wealth funds, 
since it will function as a vehicle to expand 
ownership of capital in an era in which private 
property ownership has become one of the main 
drivers of inclusive economic performance.16

At the same time, to simplify its mandate and 
avoid undue interference in its operations, the 
SMF will only deal with managing a long-term 
savings portfolio. It is citizens’ first. Therefore, 
activities such as stabilization policies, count-
er-cyclical initiatives or development promo-
tion will be limited to funds with issue-specific 
mandates and financing, supported by other 
transfers from the federal treasury assigned by 
the Federal Budget and Treasury Responsibil-
ity Law.

The reasoning for separating the stabilization 
and countercyclical response functions from 
the long-term saving functions is pure prop-
erty rights logic: what is mine is mine, not the 
State’s. It also simplifies public understanding of 
a “Chinese Wall” between operator and regula-
tor, and closes the window of opportunities for 
political interference in the fund’s operations.

The Mexican Fund will have the sole mandate of 
managing the citizen savings of Mexicans.

7

8
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MERITS OF THE SOVEREIGN MEXICAN FUND

I.  COUNTRY OF OWNERS

21.	 	In	2019,	for	every	100	pesos	generated	from	the	GDP	in	Mexico,	23.0	pesos	came	from	the	informal	economy	(23.0%),	which	was	cre-
ated	by	56.5%	of	the	employed	population,	which	was	found	in	informal	conditions.”	Economic	Gazette	,	Ministry	of	Finance	and	Public	
Credit,	December	2020.

22.  Messina,	J.,	&	Silva,	J.	(2017).	Wage	inequality	in	Latin	America:	Understanding	the	past	to	prepare	for	the	future.	The	World	Bank.	In	
other	more	“classical	liberal”	terms:	from	a	rhetorical	point	of	view,	the	SMF	can	be	“marketed”	as	a	vehicle	that	helps	“reduce	inequali-
ty,”	although	the	core	objective	is	to	increase	competition	and	investment	liberalization	in	the	energy	sector.

Formalizing the property rights of Mexicans 
over energy income establishes a new reality in 
which citizens become the main stakeholders in 
the development of the country’s industry and 
not, as is happening now, passive spectators, 
oblivious to decisions about the industry.

In this context, the national oil company, PEMEX, 
is no longer an abstract entity that only a few 
understand. It also becomes an asset of all 
Mexicans. From now on, its performance is in 
the interest of all Mexicans. At the same time, 
citizens will be able to demand an efficient 

ecosystem with a stable legal environment 
from decision-makers. This ecosystem must 
be competitive and have a sufficiently flexible 
tax framework that reduces operating costs, 
stimulates investment, and develops the coun-
try’s reserves.

In other words, a virtuous circle of incentives 
is created in which the more investments are 
allocated to the sector, the greater the benefits 
citizens obtain—all of this, without offending the 
nationalist sensibilities of Mexico’s politics of oil.

II.  INCENTIVES FOR THE FORMALIZATION OF ALL MEXICANS

The SMF makes all Mexicans into formal taxpay-
ers, regardless of their employment status. This 
condition requires opening bank accounts for 
all citizens or other innovative mechanisms to 
transfer benefits. Therefore, a positive external-
ity of the SMF is that it promotes financial inclu-
sion and the formalization of a sector (informal) 
responsible for more than one-fifth of GDP.21

At the same time, universal banking promotes 
additional positive benefits for the country’s 
development. First, citizens have access to new 
tools such as credit that can help solve liquidity 
problems and investment in small businesses by 
having bank accounts. Second, universal bank-
ing helps to stimulate savings. Finally, the litera-
ture has also identified how formality increases 
wages and contributes to reducing inequality.22

STRUGTURAL DETERMINANTS: MEXICAN SOVEREIGN FUND

Funding sources
Rights derived from the national oil company PEMEX, compensation paid by private 

companies with contracts established to carry out hydrocarbon exploration and production 
activities, and income tax on oil activities. 

Size and funding profile
Significant income in the next three decades, with the potential to increase, contingent on 

new investments, discoveries, and stability in the legal and fiscal framework.

Liabilities and 
demographics

Favorable in the short and medium term. It is estimated that the working-age population will 

reach 80 million in the next two decades, equivalent to 60% of the total population.19 

Economic structure and 
sources of income

Although Mexico’s economy has been progressively diversifying and dependence on oil 
revenues has decreased, these continue to be significant (7% of exports of goods, 8% of GDP, 

and 20% of government revenues).20 

Structural strengths

Mexico remains closely synchronized with the business cycle of the United States, the world’s 
largest economy.

Potential to increase oil revenues if investments in exploration are attracted, and the structure 
of the 2013 energy reform is maintained.

The non-oil economy continues to grow, creating room for growth in non-oil tax revenue.
Favorable demographic trends.

Structural weaknesses

The institutional design of the Mexican Petroleum Fund does not change the spending 
paradigm and perpetuates fiscal greed.

It does not have significant long-term savings.
There is no political commitment to modify the parameters of long-term savings.

19.	 INEGI,	Population	of	Mexico,	2021.

20.	 Atradius,	Mexico	Country	Report,	2019.

Table 1. Structural Determinants: Mexican Sovereign Fund.

9

https://www.gob.mx/shcp/gacetaeconomica/articulos/en-2019-23-del-pib-fue-informal-y-se-genero-por-el-56-5-de-la-poblacion-ocupada
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it is measured, fiscal revenues generated by oil 
in Mexico are inversely related to tax collection.27 
Consequently, the decrease in tax revenue from 
oil in public accounts because of citizen savings 

27.	 Reyes-Loya,	M.L.,	&	Blanco,	L.	(2008).	Measuring	the	importance	of	oil-related	revenues	in	total	fiscal	income	for	Mexico.	Energy	Eco-
nomics,	30(5),	2552-2568.

28.	 Rodríguez	Pardo	and	Rodríguez	Sosa	(2012)	p.134.

29. Rodríguez Pardo P.131, note 5.

in the SMF will necessarily encourage the Mexi-
can government to be more efficient in non-oil 
tax collection and promote greater growth and 
dynamism in the private sector.28

VI.  A NEW STATE-CITIZEN RELATIONSHIP THAT LIMITS 
PATRONAGE AND CORRUPTION

By saving at least half of the financial resources 
from oil and mining revenues, spending oppor-
tunities for patronage become limited because 
the resources that enter the budget must be 
better managed.

At the same time, a new citizen-State relation-
ship is fostered because, under this scheme, all 
Mexicans will perceive the portion of the income 
they give to the State as a direct contribution to 
their income. In this sense, citizens will be more 
interested in greater and better accountability in 
managing public resources that, in effect, come 
from their taxes.

VII.  CREDIBILITY AND LONG-TERM STABILITY

The opening of individual savings accounts for 
all Mexicans of legal age generates credibility 
and safeguards against impulses from govern-
ments that, under weak institutions, could alter 
the mechanisms of the savings fund to misuse 

the resources. In this sense, we consider that 
once ownership of the resources has been 
handed over, it will be (very?) unlikely that 
democratic mechanisms can reverse it.

VIII.  MACROECONOMIC STABILIZATION

The SMF contributes to macroeconomic stabi-
lization in four ways: 1. Reduction of the volatility 
of oil income; 2. Reduction of the impact of the 
volatility of oil income by saving abroad at least 
50% of income; 3. Reduction of uncertainty in the 

budget process and allowing for gradual adjust-
ments by providing predictability to oil tax reve-
nue; and 4. Stabilization of PEMEX's expense and 
investment budget by lowering the pressure of 
the tax authorities on the company.29

III.  INCLUSIVE PROSPERITY

23.	 “Financial	inclusion	in	Mexico	stagnates;	Since	2015,	the	level	of	bancarization	is	68%.”	The Economist. November 23, 2018.

24.	 Feyrer,	James,	Erin	T.	Mansur,	and	Bruce	Priest.	"Geographic	dispersion	of	economic	shocks:	Evidence	from	the	fracking	revolution."	
American	Economic	Review	107.4	(2017):	1313-34.

25.	 Grunstein,	M.,	&	Díaz-	Wiencek,	C.	(2017).	Local	Content	in	the	Petroleum	Industry—Mexico.

26. Tax	statistics	in	Latin	America	and	the	Caribbean	2020-Mexico	.	Organization	for	Economic	Cooperation	and	Development.

On average, only 4 out of 10 Mexicans have a 
retirement plan. Women are the least finan-
cially prepared for retirement; only 3 out of 10 
have a retirement account or a Retirement Fund 
Administrator (AFORES) service account. For 
men, the figure is 5 out of 10.23

Creating individual savings accounts is essential 
to building a system that guarantees all citizens 
a minimum pension in the future. Although the 
intention of personal savings in the SMF is to be 

only a complement to pensions, the absence 
of other instruments highlights the importance 
of its role. 

At the same time, the distribution of dividends 
to Mexicans living in extreme poverty at the 
early stages of the program will assist those in 
a vulnerable situation, helping them overcome 
the minimum levels of indispensable well-being 
and have more tools to mitigate poverty.

IV.  STRENGTHENS NATIONAL PRODUCTION CHAINS

A well-understood phenomenon in the liter-
ature is how increases in the exploration and 
production of hydrocarbons generates posi-
tive economic impacts on employment levels, 
related industries, and the local economies that 
host these activities.24

The increased investment in the hydrocar-
bon sector will benefit Mexicans and provide 
national companies and suppliers opportuni-
ties to create jobs and increase productivity. 
Laying the foundations so that these industries 
can extend beyond Mexican borders fulfills the 
purpose of the current local content policy in 
the country.25

V.  INCENTIVES TO INCREASE THE EFFICIENCY OF TAX 
COLLECTION

The effectiveness of Mexico's tax collection as 
a percentage of GDP is a significant problem, 
reinforcing dependence on oil tax revenue. 
Comparatively, Mexico (16.1%) collects below 
the average for Latin America and the Caribbean 
(23.1%) and less than half the average for OECD 
countries (34.3%).26

It is well known that there is an inverse relation-
ship between the tax revenue generated by oil 
and the tax revenue generated by the non-oil 
sector; that is, as oil tax revenue increases, 
non-oil collection decreases. Empirically this 
was demonstrated by a study of the Mexican 
case. The authors conclude that no matter how 

https://www.eleconomista.com.mx/sectorfinanciero/Inclusion-financiera-en-Mexico-se-estanca-desde-2015-el-nivel-de-bancarizacion-es-de-68-20181123-0033.html
https://www.oecd.org/tax/tax-policy/estadisticas-tributarias-america-latina-caribe-mexico.pdf
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Fund is that all citizens assume themselves as 
owners of oil and mining revenue; granting the 
possibility for the State to exclude some Mexi-

30.	 Darko,	E.	(2014).	Short	guide	summarizing	the	oil	and	gas	industry	life	cycle	for	a	non-technical	audience.	London:	Overseas	Develop-
ment	Institute.

31.	 Cameron,	P.D.	(2016).	Investment	Cycles	and	the	Rule	of	Law	in	the	International	Oil	and	Gas	Industry:	Some	Reflections	on	Changing	
Investor-State	Relationships.	Hous	.	J.	Int'l	L.,	38,	755.

32.	 Santiago,	M.	(2015).	Mexico's	Energy	Reform:	National	Coffers,	Local	Consequences.

cans irremediably alters this perception and 
opens the door to actions that can undermine 
the mechanism.

II.  BETRAYS THE LEGACY OF OIL NATIONALIZATION AND 
DAMAGES NATIONAL SOVEREIGNTY. 

The investment cycles in exploration and 
exploitation of hydrocarbons are characteristi-
cally long30. Therefore, the effects of the public 
policies executed in the present are tangible only 
in the medium and long term, for better or worse.

The primitive and highly visceral species of 
energy nationalism that have dominated 
Mexico since the Cárdenas expropriation of 
1938 reneges on its contractual obligations, and 
significantly restricts productive investments in 
the sector. This has a high opportunity cost and 
impoverishes everyone (the State and citizens) 
by limiting future income and raising the rate 
of return demanded by potential investors in 
the country.31

The hydrocarbon sector demands constant and 
high capital investment to increase and maintain 
production. An intelligent nationalism in which 
the citizens and the Nation obtain the benefits of 
oil and mining rents without resorting to indebt-
edness and leaving others to assume the risks 
and finance the high costs of the investment 
can hardly be considered an injury to national 
sovereignty. 

On the contrary, one of the main objectives of 
the reform was to obtain new technologies such 

as “ultra-deep” offshore drilling and hydraulic 
fracturing to make the most of resources that, 
without access to that know-how, would remain 
out of reach for Mexico.32

Therefore, it is possible to aspire to nationalism 
that respects the national ownership of energy 
resources and, at the same time, allows the 
broad participation of private productive invest-
ment in a climate of open market access and 
competition. It is not a secret that, the greater 
the trust, the greater the capital investment; and, 
the more higher the investment, the greater the 
opportunities to increase hydrocarbons and 
mining income. This benefits both the federal 
treasury and the citizens.

In other words, intelligent modern national-
ism creates a virtuous circle of incentives. The 
more investments are directed to the sector, the 
greater the direct benefit that citizens and the 
State obtain. The proposal of the Mexican Sover-
eign Fund does not harm national sovereignty 
because it will be the Mexicans themselves 
who will benefit and who will decide through 
the democratic process the degree of openness 
and investment now that they are the genuine 
owners of energy income.

ANSWERS FOR SKEPTICS

The public policies developed in the previous 
sections of this case study propose substan-
tial changes to the institutional architecture of 
Mexico, which is expected to generate doubts 
regarding the nature and convenience of the 
suggested public policies.

In this section, we anticipate the frequent ques-
tions and objections. We propose to respond in 
detail to each of them to elucidate the reason-
ing behind the most significant prescriptions of 
the model proposed by the Sovereign Mexican 
Fund.

I.  THE PROGRAM SHOULD BE TARGETED TOWARDS THE 
LESS FORTUNATE, NOT UNIVERSAL.

It might seem counterintuitive to propose a 
mechanism that treats all citizens equally in a 
country with Mexico's poverty and inequality 
levels. However, the costs incurred in segment-
ing the population that should belong to the 
Mexican Sovereign Fund, the arbitrariness 
inherent in any exclusion criteria, and the cred-
ibility that the mechanism loses by excluding 
some Mexicans make universality necessary 
and desirable. Or, to use the constitutional argu-
ments, if the resources are the property of “the 
Nation,” then every single citizen belonging to 
“the Nation” has an equal right to such property.

Of course, it is possible to establish voluntary 
mechanisms where Mexicans who consider it 
prudent can return assets to the fund, obtaining 
a tax credit in return, to boost savings for those 
most in need.

It is important to emphasize that the Sover-
eign Mexican Fund, while serving to strengthen 
the country’s social policy framework, has 
the primary function to limit the discretionary 
management of income, put an end to fiscal 
voracity, and promote a healthier relationship 
between citizens-owners and the State. The 
fundamental idea of the Mexican Sovereign 
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VI.  THE SMF COULD HAVE INORDINATE POWER. 

35.	 Das,	U.,	Lu,	Y.,	Mulder,	C.,	&	Sy,	ANR	(2009).	Setting	up	a	sovereign	wealth	fund:	Some	policy	and	operational	considerations	p.8-9.

The fiscal formula and the strict saving/accu-
mulation and spending rules governing the 
mechanism constrain the SMF's discretion and 
operation margin.

At the same time, the possibility of restricting 
investments within the country or in Mexican 
companies operating in international markets, 
such as the Government Pension Fund of Norway, 
protects the SMF from undue political and busi-
ness pressures in its investment decisions.

Eliminating the possibility that the competition 
for rents moves from the national budget to the 
investment decisions of the SMF protects the 
long-term stability and profitability of citizens' 
savings.

Likewise, the evidence suggests that when 
public spending on domestic projects occurs 
outside the budget, transparency and fiscal 
accounting problems are likely to arise, lead-
ing to mismanagement of funds and waste.35 
By excluding Mexico from the scope of the 
SMF, the SMF is prevented from becoming too 
powerful and influential.

Finally, a division within the Central Bank, not 
the SMF administrators, will determine the char-
acteristics of the financial instruments eligible 
for investment. This barrier, together with the 
independent auditing mechanisms, will allow 
for periodic evaluations of the performance of 
the SMF, allowing any anomaly to be corrected 
promptly.

III.  THE MEXICAN SOVEREIGN FUND IS A POPULIST PROPOSAL.

33.	 Pardo	Rodríguez	Pardo	p.138.

34.	 Campos,	M,	García,	A	y	Ruiz,	L.	(2018).	Léase	si	quiere	blindar	el	gasto	contra	la	discrecionalidad.	México	evalúa.

Perhaps no other term in the social sciences has 
such a loose definition as populism. However, 
Rodríguez Sosa and Rodríguez Pardo expose 
two characteristics that assist towards gaining 
a better understanding of the phenomenon. On 
the one hand, the authors suggest that popu-
lism explains poverty as a problem of redistri-
bution (wealth-sharing) and not of productivity 
(wealth-creating). On the other hand, they indi-
cate that using resources based on political 

criteria and not efficiency or equity is genuinely 
populist.33

In this sense, it is necessary to highlight that by 
limiting discretionary rentism, the SMF also limits 
the opportunities for government leaders to use 
and abuse oil rents for patronage purposes. In 
the face of a significant reduction in state reve-
nues from oil, there will be fewer opportunities 
for wasteful and politically motivated spending. 

IV.  IT IMPOVERISHES THE STATE THAT NEEDS THE RESOURCES. 

Arguing that inequality, poverty, and the defi-
ciency of public goods and services in Mexico 
are a consequence of the insufficiency of fiscal 
resources is, well, specious. The exact opposite 
is true. The low quality of public spending results 
from discretion and how spending is regularly 
used with political criteria and not productivity.34

The characteristics of oil revenue added to the 
low institutional quality of Mexico generate a 

dynamic where the incentives faced by politi-
cians are not aligned with those of citizens.

The SMF does not intend to impoverish the 
government. It aims to increase the incentives 
for sound resource management, eliminating 
the possibility of underestimating public reve-
nue, reducing the volatility of oil tax revenue, 
and creating the conditions for a civil society that 
demands effective accountability.

V.  THE MEXICAN SOVEREIGN FUND IS NOT VIABLE IN MEXICO. 

Current production and investment levels in 
Mexico's energy sector could undermine the 
potential for success of the SMF, with many 
citizens and little income. However, the SMF 
allows Mexico to undertake a different oil policy, 
focused on actions under the control of internal 
actors and having democratic legitimacy to be 
implemented.

In this sense, stimulating production increases 
and minimizing operating costs is a priority. Like-
wise, having an efficient ecosystem that mini-
mizes regulatory risks and reduces the internal 
rate of return that investors demand will boost 
the domestic industry and the potential income 
of citizens in the long term.
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CONCLUSION

38.	 	Acemoglu,	D.,	&	Robinson,	J.	A.	(2020).	The	narrow	corridor:	States,	societies,	and	the	fate	of	liberty.	Penguin.

The main virtue of the Mexican Sovereign Fund 
as a public policy model is that it is inclusive, 
“for real.” All citizens participate, and all, without 
exception, are recipients of their share of energy 
income. In other words, the SMF democratizes 
energy income by spreading ownership of capi-
tal among all Mexicans of the present and future 
generations.

We see the SMF as treading through the 
complex narrow corridor38 between statism 
and liberty, adapting an idea that Alaska imple-
mented and Norway perfected, into the Mexi-
can context. 

At the same time, granting property rights over 
energy income, the SMF also plays a fundamen-
tal role in constructing a new model of account-
ability and social control, aligning the incentives 
of citizens who will be taxpayers regardless of 
their employment status.

Leaders must incorporate long-term analysis 
when making decisions on economic matters 
to change the paradigm of the relationship 
between the State and the citizen. 

This case study presents a roadmap with a 
high degree of feasibility to make the people of 
Mexico the primary beneficiaries of the coun-
try's mineral and hydrocarbon wealth. While 
the short-term challenges are formidable, the 
opportunity to change what isn't working is 
equally formidable.

The success or failure of the Mexican Sover-
eign Fund will be in the hands of all citizens 
who understand that the current diffuse prop-
erty model has not meant progress in social and 
economic matters for most of the country. We 
hope that the ideas outlined in this case study 
will stimulate discussions about the enormous 
advantages of making Mexico a nation of prop-
erty owners, individual property owners of the 
natural resources that belong to the people. 

VII.  THE ENERGY TRANSITION 
IS REAL, AND HYDROCAR-
BONS ARE ON THEIR WAY 
OUT.

There are different estimates in the debate about 
when oil demand will stop growing. The Interna-
tional Energy Agency (IEA) projects that the era of 
oil demand growth will end in the next decade. At 
the same time, S&P Global estimates that demand 
will peak at 115 million barrels daily in 2040.36

There is little reason to believe that oil demand will 
fall sharply once it peaks, and the world will likely 
demand large amounts of oil for decades to come.37

Despite commitments countries made in the 
Paris Agreement to combat climate change and 
reduce greenhouse gas emissions, the reality is 
that, despite ambitious goals, few countries have 
made progress in line with these goals. For exam-
ple, according to United Nations statistics, green-
house gas emissions increased from 50 billion to 
55 billion tons between 2015 and 2020.

The preceding does not suggest that Mexico should 
not prioritize the fight against climate change. 
However, the country's steps to decarbonize its 
economy are independent of the potential and 
hydrocarbon reserves that can still be exploited.

As long as the world demands oil, it would 
be nonsense if Mexico is unwilling to offer its 
resources. If not provided, other producers will 
cover the demand, canceling any contribution to 
the fight against climate change estimated from 
the reserves that remain without being extracted 
from the Mexican subsoil. 

36.	 Global	oil	demand	is	set	to	plateau,	not	decline	by	2040:	IEA.	
S&PGlobal.

37.	 Dale,	S.,	&	Fattouh,	B.	(2018).	Peak	oil	demand	and	long-run	oil	
prices.	EnergyInsight,	25.
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