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North America has the potential 
to become a global energy 
powerhouse. The region is endowed 
with an abundance of diverse 
energy resources and has developed 
increasingly interdependent energy 
markets. In this decade, North 
America could become energy 
self-sufficient, a net exporter of 
crude oil and natural gas, and a 
dynamic producer of renewable 
energy sources and critical minerals 
to support the transition to a 
low-carbon economy. The entering 
into force of the USMCA provides 
a sound institutional framework to 
further support trilateral integration 
from which to build a post-COVID 
recovery process that is fair and 
sustainable. However, the effective 
cooperation between the U.S., 
Mexico, and Canada could be 
strained as partners diverge on 
goals and vision; specifically, the 

proposal to overhaul Mexico’s 
energy policy could derail the effort 
to partner on combating climate 
change and developing clean 
technology solutions. 

On September 30, 2021, President 
Andrés Manuel López Obrador 
submitted to the Mexican Congress 
an Initiative to Reform the Mexican 
Constitution on Energy Matters. 
The initiative aims to nationalize 
the energy and the mining sectors, 
return to a dual monopoly model 
for hydrocarbons and electricity, 
and establish government control 
throughout the supply chain of the 
energy transition process, including 
science, research and development, 
and investment. 

The initiative is most explicit 
regarding the power sector: Existing 
electricity power generation 
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contracts and permits would be 
canceled; the independent system 
operator would become a part of 
national utility company, Comisión 
Federal de Electricidad (CFE); the 
Energy Secretariat would absorb 
the autonomous regulatory bodies; 
and state-owned enterprises would 
become government entities.

The initiative would bestow 
unlimited power to CFE: It would 
run the electricity sector, be its 
arbiter and regulator, establish 
transmission and distribution tariffs 
and electricity rates, and drive 
the pace and shape of the energy 
transition. Furthermore, CFE would 
have the authority to determine 
which previous contracts and 
permits are legal and define the 
terms for buying from “recognized” 
private producers. The initiative 
would take effect retroactively, as it 
would cancel out all contracts and 
permits, and seriously undermine 
the rule of law in Mexico. 

Moreover, the initiative would 
adversely affect Mexico’s renewable 
energy development. It would cancel 
Clean Energy Certificates that 
support the deployment of clean-
energy projects, modify the cost-
based rules of the electricity market 
in favor of inefficient CFE plants, 
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“ In this decade, North America could 
become energy self-sufficient, a net 
exporter of crude oil and natural 
gas, and a dynamic producer of 
renewable energy sources and 
critical minerals to support the 
transition to a low-carbon economy.

“
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and block combined-cycles and 
renewable-based private production, 
which generates at a lower cost than 
CFE. A central aim of the initiative 
is to ensure that CFE burns in its 
plants the fuel-oil PEMEX produces 
in its inefficient refining process for 
which there is no market. Scientists 
in Mexico and the U.S. have warned 
that emissions will increase. A recent 
study by NREL concludes that under 
different implementation scenarios 
CO2 emissions could go up between 
26.1 percent and 65.2 percent, 
whereas total production costs would 
go up between 31.7 percent and 
52.5 percent, seriously undermining 
Mexico´s competitiveness. 

Already, Mexico’s compliance 
with its Paris Climate Agreement 
commitments is deemed “highly 
insufficient,” and it is assumed 
that the country will not reach the 

goal of generating 35 percent of 
its electricity from clean-energy 
sources by 2024. The initiative would 
put Mexico on a new high-carbon 
trajectory, setting it apart from its 
North American partners.

The implications of the energy 
reform are profound. If approved 
in its terms and implemented, 
Mexico’s competitiveness would be 
compromised as electricity rates 
would rise and blackouts increase 
due to supply shortages, putting at 
risk Mexico’s economic recovery. 
Investments would not flow into 
Mexico given the lack of secure 
supply of clean energy. Companies 
with net-zero commitments are 
likely to move operations across the 
border. The loss of revenue from 
existing investments and indirect 
expropriation of plants would have 
a rippling effect beyond the energy 

sector for years to come. Mexico 
would lose a golden opportunity to 
attract investments in the dynamic 
supply chain of clean energies.

The bill is currently under 
consideration by the Mexican 
Congress. If approved in its current 
terms, Mexico will de facto forsake 
its trade and climate agreements. 
Mexico would be in violation of its 
free-trade agreements, including 
Chapters 2, 11, 14, 22, and 24 of 
USMCA. A major blow to North 
American integration and recovery. 
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In late 2017, Mexico made 
headlines as Italian company Enel 
bid what was then a world-record 
low price for renewable energy 
in the country’s third such energy 
auction. This development was 
possible due to the historical and 
sweeping energy reforms passed 
with broad support in Mexico in 
2013. Then-President Enrique 
Peña Nieto had succeeded where 
previous Mexican presidents 
had failed, reversing decades 
of resource nationalism and 
overhauling the energy sector 
through constitutional reforms that 
gave the private sector a larger 
role and advantaged renewable 
energy in Mexico’s economy. The 
2017 auction seemed to indicate 
Mexico’s bright future not only as a 

conventional oil producer, but also 
as a clean energy power. 

Just four years later, Mexico and 
its policymakers are contemplating 
energy reforms, which would reverse 
these gains. Mexico’s Congress 
will soon debate a constitutional 
amendment supported by current 
President Andrés Manuel López 
Obrador that was deemed necessary 
after Mexican courts challenged the 
legitimacy of earlier legislation. The 
president is seeking to restore the 
dominance of the state in Mexico’s 
energy sector and, in his view, 
minimize corruption and level the 
playing field between the state and 
private companies.1 The proposed 
constitutional amendment would 
shift control of the power sector 

back to the state-run utility, the 
Federal Electricity Commission 
(CFE), and move now-independent 
energy regulators back under the 
auspices of the state. Under the 
new rules, CFE would have at least 
54 percent of the power market and 
would no longer have to dispatch the 
lowest cost power first, but instead 
would prioritize its own power 
generation. These changes are 
proposed in the context of a broader 
push to favor state-run companies, 
including Mexico’s oil behemoth 
Pemex, in the energy sector. 

The implications of this 
constitutional “counter reform,” if 
successful, are serious and wide-
ranging – and go well beyond 
Mexico’s domestic arena. First, such 
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1 President Obrador stated, “We have to have control of energy prices so 
that people’s finances aren’t affected and this means strengthening public 
companies…The previous policy was to strengthen private companies 
which had the goal of profit, especially foreign companies, which were 
taking possession of the whole market.” https://www.bloomberg.com/
news/articles/2021-10-01/mexico-s-amlo-seeks-constitutional-change-to-
electricity-laws

2 https://iea.blob.core.windows.net/assets/imports/events/13/
GeneralClimateChangeLaw_Englishversion.pdf

3 https://www.nrel.gov/docs/fy22osti/81350.pdf, page 3, table 9. 

4 See https://www.iea.org/countries/mexico. 

5 https://www.nrel.gov/docs/fy22osti/81350.pdf

6 https://www.bloomberg.com/news/articles/2021-11-17/mexico-s-amlo-
puts-22-billion-in-energy-contracts-at-risk?sref=RVYQDGpl 

7 Environmental Chapter, Chapter 24.8 of USMCA, https://ustr.gov/sites/
default/files/IssueAreas/Environment/USMCA_Environment_Chapter_24.pdf

8 https://obamawhitehouse.archives.gov/the-press-office/2014/02/19/joint-
statement-north-american-leaders-21st-century-north-america-buildi

changes would destabilize Mexico’s 
renewable energy sector and the 
ability of Mexico to meet its already 
too-modest climate goals. The 
prioritization of power produced by 
CFE over that of private companies 
is effectively a move to favor fossil 
fuels over renewable energy. CFE 
primarily generates power from 
hydro, nuclear, natural gas, and fuel 
oil. Most of Mexico’s green power is 
produced by the private sector, which 
means that it would be dispatched 

last, despite being cheaper. The 
prospects of Mexico meeting its 
climate targets – which the Obrador 
government declined to revise to 
be more ambitious at Glasgow 
– would move from dim to nil as 
renewable energy suffered this major 
setback. Mexico’s 2012 General 
Law on Climate Change currently 
commits the country to generating 
at least 35 percent of its power with 
clean technologies by 2024 and to 
reduce emissions by 30 percent by 

2020 and 50 percent by 2050 when 
compared to 2000.2 Yet, a 2021 
study done by the U.S. Department 
of Energy’s National Renewable 
Energy Laboratory (NREL) assessed 
that similar changes to those being 
advocated today would increase 
Mexico’s carbon emissions by 26-65 
percent.3 

The proposed constitutional 
reform would also harm Mexican 
competitiveness and economic 

©
Ph

ot
o 

cr
ed

it:
 F

ili
pe

 P
au

lo
 

“ The proposed energy reforms would 
be a significant setback to the 
aspirations of the agreement and 
entail opportunity costs to all.

“

growth. The surge in wind and solar 
power generation in Mexico since 
former President Nieto’s 2013-
2014 energy reforms has been a 
boon to manufacturing given the 
importance of energy costs to such 
industries.4 CFE’s power, which 
will now be dispatched first, will in 
most cases be more expensive than 
the renewable energy generated 
by the private sector. The same 
study by the NREL expected a 
dominant role for CFE in Mexico’s 
power sector would increase 
electricity generation costs by 32-54 
percent and boost the possibility 
of power outages by 8-35 percent.5 
Moreover, large companies that 
have been securing power directly 
from private power plants—many 
of them relying on renewable 
sources—would no longer be able to 
do so and would be forced to turn 
to the more expensive, less clean 
power provided by CFE. Higher 
cost power would make Mexico far 
less attractive to companies and 
investors looking for a competitive 
alternative to basing operations in 
China amidst increasing tensions 
between Beijing and the West. 
Moreover, international companies 
committed to their own “net-
zero” carbon goals would be less 
interested in establishing operations 
in a place that would worsen or not 
improve their carbon footprints. 

Finally, the proposed constitutional 
reforms are almost certain to 
create greater friction in Mexico’s 
relationship with the U.S. and 
Canada. Most significantly, they 
are viewed by some to be in 
violation of the USMCA, in which 
signatories committed not to 
favor domestic companies at the 
expense of foreign investors. The 
trade pact provides remedies to 
foreign energy investors in Mexico 
when fair market competition is 
undermined; Bloomberg calculates 
that the reforms would jeopardize 
more than $22 billion of foreign-
owned solar, wind, and other 
renewable-energy installations.6 

The trade pact does not mention 
the United Nations Framework 
Convention on Climate Change nor 
the Paris Agreement in the list of 
agreements to which signatories 
committed to maintain laws or 
regulations to fulfill such obligations. 
But the USMCA does affirm each 
country’s “commitment to implement 
the multilateral environmental 
agreements to which it is a party,”7 
and the reforms would clearly 
hamper Mexico’s ability to do this. In 
addition to these potential violations 
of USMCA, the proposed energy 
reforms would be a significant 
setback to the aspirations of the 
agreement and entail opportunity 
costs to all by preventing the three 

countries from deepening their trade 
and other forms of cooperation 
related to climate. The vision of 
the continent being “the most 
competitive and dynamic region 
in the world”8 as articulated by the 
leaders of the U.S., Canada, and 
Mexico in 2014 would be hard to 
realize if Mexico moves determinedly 
away from the private sector and 
renewable energy. 
The American and Canadian 
governments have both the 
grounds and a responsibility to urge 
Mexican policymakers to oppose 
this constitutional amendment and 
the general direction of President 
Obrador’s energy reforms.  
The push to restore the primacy of 
the state and, as a result, the role 
of fossil fuels in Mexico’s economy 
has implications for climate, 
competitiveness, and cooperation 
that are of direct interest and 
importance to Mexico’s northern 
neighbors. Both the Biden and 
Trudeau governments appear to 
have made this clear to the Obrador 
administration. Now that the 
action is shifting to the Mexican 
Congress with an April 2022 debate 
and vote looming, so too should 
the diplomacy of Washington 
and Ottawa. The implications 
for the continent’s prosperity, 
competitiveness, and climate are all 
at stake. 
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