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Havana Affair - Can Oil Soothe US-Cuba Relations?


In 2009 offshore exploration will begin in Cuba's section of the Gulf
of Mexico (GoM). Should discoveries be made, oil could prove the
catalyst for a thaw in relations between the US and Cuba, long-time
enemies in the Florida Straits. Cuba potentially offers the US a new
source of oil on its doorstep. Accessing this oil, and the potential
revenue US companies could generate from participating in the broader
Cuban oil industry, would require a radical alteration in US policy.
While any reform to the US embargo of Cuba, imposed to topple the
communist government of Fidel Castro, would be controversial in the
US, domestic energy requirements may force the US to reconsider a 40
year-old staple of US foreign policy.
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Drilling was scheduled to begin in 2008 but has been delayed twice, due to the tight supply of rigs globally, the need for more downstream facilities to process oil and the effects of the longstanding US embargo. Cuba's offshore acreage is believed to hold vast hydrocarbon reserves potential, with estimates of potential oil reserves running
as high as 9.3bn barrels (bbl). The US Geological Survey (USGS) estimates that the North Cuba basin contains around 4.6bn bbl of oil, about 257bn cubic metres (bcm) of gas and some 0.9bn bbl of natural gas liquids (NGL), equivalent to around 0.4% of global or 15.7% of US proven reserves. This could leave Cuba with an energy endowment roughly on a par with Ecuador. Within the basin, the principal area is the North Cuba Foreland Basin - located offshore, approximately 70km from Florida - which contains 70-80% of estimated reserves.

Cuba currently produces approximately 75,000 barrels of oil per day (b/d). The remainder of Cuba's oil requirement is met by imports from Venezuela, agreed on preferential terms in exchange for health, education and other services. Cuba is actively searching for international partners to explore in the GoM and, so far, has not found itself short of offers. Spanish-Argentine major RepsolYPF leads a consortium that was expected to begin drilling in the offshore basin in 2008. Six other foreign companies have signed exploration agreements with Cuba's state-owned oil company Compañia Cubana de Petróleo (Cupet). Cuba has divided its 112,000sq km economic exclusion
zone into 59 exploration blocks. So far 28 of these have been auctioned. Other foreign companies active in Cuba include Norway's StatoilHydro, India's state-run Oil & Natural Gas Corporation (ONGC), PetroVietnam, Malaysia's Petronas, Canada's Sherritt International and China's Sinopec.

Latin American state-run oil companies have also taken an interest in Cuba. In January 2008 Brazilian major and deepwater specialist Petrobras said it was considering investing in the country. Brazil offered Cuba up to $1USbn in food and infrastructure credits, in return for Cuba's granting Petrobras rights to explore its deepwater reserves. In May 2008 Petrobras said it was studying a block in deepwater off Cuba for possible exploration. Venezuela's state-owned Petróleos de Venezuela (PdVSA) is a major player in the Cuban oil industry. As well as supplying Cuba with the majority of its oil, PdVSA is helping Cuba start and expand a Soviet-built oil refinery.

Drainage
It is somewhat ironic that a Cuban drilling programme would be less than 70km (50 miles) from the US coast, more than twice as close to the American mainland as US companies are permitted to drill owing to legislation protecting Florida's coastline. In early June 2008 a US House of Representatives panel voted nine to six against lifting the 27-year moratorium on offshore drilling. The amendment proposed by US Representative John Peterson would have allowed drilling off Florida's Gulf Coast and off the Atlantic coasts of North Carolina, Virginia and South Carolina.

US Representative Jeff Flake, a Republican from Arizona, who has introduced bills to lift the drilling embargo, said there were environmental concerns about non-US companies drilling so close to the US coastline. Flake said US companies are interested in exploration offshore Cuba but have not publically opposed the embargo Washington imposed against Havana in 1962. Cuba says it would welcome US companies to its offshore acreage. It displayed its intent in 2006 by sending Cupet officials to a conference in Mexico City attended by US major ExxonMobil and refiner Valero. The conference, however, became a flash-point when the Bush administration told the US hotel company accommodating Cuba's representative in Mexico City that it was violating US policy by hosting paying Cuban guests. The hotel ordered the Cubans to leave. So having been burnt once before it is not surprising that the US oil industry has decided to lie low on Cuban oil.

Havana Au Go-Go?
BMI is optimistic that Cuba has significant offshore hydrocarbon reserves. Relations with the US also look set to change. US President George W. Bush, who has toughened the embargo on Cuba, leaves office in 2009, while Cuba's new president Raúl Castro is not the anti-US firebrand his brother Fidel was when in office. Raul has already taken
small steps to liberalise the Cuban economy. Raúl is focused on the need to boost agricultural production and has made this a focus of his administration. A combination of economic need, energy requirements, environmental concerns, US company expertise and new leadership may push the US and Cuba closer, increasing the potential of an embargo relaxation. Castro's legacy, however, remains suggesting risks to any foreign investment. While oil may force the US to review its policy towards Cuba, a dramatic shift is unlikely in the short term. We believe that potential opportunities exist, particularly for Latin American state-run oil companies, but other international oil companies (IOCs) will have to tread cautiously.
