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The Trump Effect on Foreign Direct Investment (FDI):
Alternative Scenarios Involving the Mexican and U.S. Oil
and Gas Industries

By Roy Boyd, Alejandra Elizondo and Maria Eugenia Ibarraran
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Recent political changes in the U.S., however, have cast considerable uncertainty on this whole enter-
prise. In the wake of pressure from the new U.S. administration in the form of punitive threats, Ford,
Carrier, and General Motors have all decided to shift their new investments to the U.S. The automotive
industry would seem to be the initial target of the administration’s new trade policy, but a report from
the Institute of Finance International (2017) indicates that overall U.S. investment in Mexico in 2017
may be trimmed by over 40% to $13 billion this year, the lowest in five years and the highest drop in
percentage terms. While such cutbacks would most certainly affect thousands of manufacturing jobs, its
implications for the fossil fuel industry remain clouded in uncertainty, both in the short and the long run.

At the present time it would seem that the Trump Administration is not inclined to curb foreign
investments by U.S. oil and gas corporations. The public perception of foreign activities by fossil fuel
interests is quite different than those of manufacturing firms, especially when they involve cutbacks in
domestic manufacturing jobs. Indeed the fossil fuel industry has been given virtual “carte blanch” with
respect to its activities, and during the first month in office Trump repealed a Securities and Exchange
(SEC) rule (under the 2010 Dodd-Frank financial reform) that required energy companies to disclose
their payments to foreign governments.

That being said, however, fossil fuels themselves could still be subject to tariffs or quotas as part of an
overarching U.S. protectionist policy directed towards Mexico. If such policies were to be implemented,
there could be a significant downside for Mexican energy production. In exploration and production, for
instance, 39 contracts have been or will soon be signed between the Mexican Government and private
companies, both national and international. Potential investments for the next 10 years are estimated
in more than 41 billion U.S. dollars. A significant fraction of these investments will come from 6 U.S. oil
and gas companies that were awarded contracts in the first round of tendering processes. The results
of a simulation we conducted using a computable general equilibrium (CGE) model of Mexico indicates
that under a U.S. protectionist policy Mexican petroleum production could be seriously curtailed, lead-
ing to lower investment, a decline in economic growth, and a loss in consumer welfare.

Over the longer term, other factors may also conspire to negatively impact FDI in the Mexican pe-
troleum sector. The positive signals that the Trump Administration has given to resume controversial
Canadian pipeline construction and accelerated exploration and drilling on the U.S. public lands may
seriously dampen the interest that American oil and gas companies have in future joint ventures in
Mexico. If this were to happen, then Mexico would be forced to seek FDI from other sources such as
companies in Europe and Asia. While joint ventures with such companies would certainly be viable,
they may not prove to be as efficient as partnering with U.S. firms since (1) they lack the geographical
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proximity of U.S.-based firms, and (2) they may not have ready access to the vast physical and financial
capital reserves that large corporations in the U.S. typically enjoy. Finally, since most of the natural gas
fields in question are located in the north of Mexico, much of the appeal for their development lies in
the possibility of a pipeline linkup with the United States. Thus, uncertainty about the ongoing economic
relationship between the U.S. and Mexico may have a chilling impact on long run FDI in Mexico's fossil
fuel sector, regardless of the source of foreign capital.
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