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The Future of the Oil and Gas Industry
in Venezuela in the Years to Come amidst
a Challenging Environment of Economic
Sanctions, World Recession, a Pandemic,

and the Energy Transition

Simon Herrera Celis* and Jesús A. García-Arenas**

Abstract:
This essay concisely explains the complex condition of the Venezuelan oil and gas
industry and its legal, political, and financial hurdles, exploring what has been the history
and context in which the COVID-19 pandemic arrived. Building on a complicated global
situation surrounded by the pandemic, it asks and gives answers to: What could be
expected to recover an economy dependent on the energy industry, based on an
evaluation of legislation in force, its impact on private investments and an appraisal of
bills and restructuring projects.

Arguments were divided into the current situation, national and international actions
for restructuring the oil industry, and the future of the national oil company. The analysis
suggests that great changes are necessary for the future of the Venezuelan energy
industry with a new public policy agenda mainly driven by private investments, while
the energy transition has already started. The conclusion indicates that it is mandatory to

Global Energy Law and Sustainability 1.2 (2020): 194–199
DOI: 10.3366/gels.2020.0027
© Edinburgh University Press
www.euppublishing.com/gels

* Simon graduated as a lawyer from Universidad Católica Andres Bello in Caracas. Admitted to
practice law in New York and Venezuela. He holds a master’s in administrative law from the same
university and a Master of Laws (LL.M.) from American University in Washington, D.C. He has
a diploma in Hydrocarbons and Mining Law from Universidad Monteávila in Caracas. He is
currently a consultant in LEGA Abogados.
** Jesús graduated as a lawyer from Universidad Metropolitana in Caracas. He also holds a
bachelor’s degree in liberal studies from the same university. He has a diploma in Hydrocarbons
Law from the same university, and holds a specialization from Universidad Simón Bolívar on
Management of the Business of Natural Gas (ABD). He is currently pursuing an LL.M. at the
CEPMLP, University of Dundee in International Energy Law & Policy.

194



assume the recovery of the traditional hydrocarbons sector in Venezuela to point the
industry in the transition to decarbonized energy sources, in a world that is struggling
with COVID-19.

Keywords:Venezuela; COVID-19; PDVSA; oil; gas; energy transition; legal framework

1. PERSPECTIVES REGARDING THE
VENEZUELAN OIL AND GAS INDUSTRY

The immediate future of the Venezuelan oil and gas industry requires a
necessary restructuring of the state-owned company Petróleos de Venezuela
(PDVSA), and a much-needed large scale legal and tax reform, aimed at
relaunching the industry. Such change will undoubtedly require strong political
support to put Venezuela back on the oil map. PDVSA’s negative financial and
operational performance in the past two decades is linked to the unsuitable
legal and tax framework, poor managerial and technical capacities, loss of
qualified workforce, substantial indebtedness, lack of investments, non-
compliance with best industry practices, development of non-core businesses,
heavy subsidies on domestic fuels, and more recently the impact of U.S.
economic sanctions. Due to these sanctions, PDVSA and other Venezuelan
government agencies are not legally permitted to acquire goods, services,
technology and financial assistance from U.S. citizens and residents.
Relaunching the Venezuelan oil industry must be done in this environment,

along with international low oil prices and a world economic recession on the
horizon. In contrast, oil demand is likely to continue remaining low because of
the COVID-19 crisis and national lockdowns. This situation could accelerate
the energy transition to a lower carbon economy, as some energy companies
are now addressing. However, we do not see that coming in the short term,
though, the oil will continue to be the first energy source for a considerable
time and the driving force for Venezuela.
Once reforms are in place, the Venezuelan government has to execute

a comprehensive upstream, midstream and downstream business plan, where
the country’s offshore upstream potential should be given a priority and
with the private sector playing a central role alongside a lesser involvement
of PDVSA. Any active participation of recognized private parties with
knowledge, expertise, technology, and capital would be encouraging news to
raise production and recover refining capacities.

2. A RESTRUCTURING PLAN WOULD BE UNDERWAY EVEN
THOUGH THERE IS NO OFFICIAL NEWS

In February 2020, the government inaugurated a new initiative for the
recovery of the oil industry with a Presidential Commission. Two months later,
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new appointments were made in key industry positions including Petroleum
Minister and PDVSA’s President. Shortly after that, an aggressive restructuring
plan came to surface. However, we have yet to confirm its authenticity because
we have no evidence an official source prepared this document.
This restructuring proposition would include allowing private companies

to play an active role in operating oil fields and refineries, marketing crude
oil, and reducing fuel subsidies in the domestic market. The proposal would
moreover consider PDVSA ending an extensive list of non-oil business
activities and focusing on the core business. No signs of execution have
been seen so far, but if implemented, it would mean a complete change in
public policy from the government-controlled industry that has acted with a
nationalistic view since 2002.

3. A LEGAL AND TAX REFORM IS A MUST FOR A
RESTRUCTURING PLAN TO BE SUCCESSFUL

A new legal and fiscal framework is fundamental in the oil business to enable
private investors to act as key players, and not as minority shareholders
in state-controlled upstream Joint Ventures (JVs), as the legislation in force
dictates. This would also result in private service companies performing certain
activities that are at present not legally possible.
In a practical sense, Venezuela has become increasingly reliant on its JVs

partners in upstream projects evidencing the need for private participation.
Since 2017 about half of Venezuela’s crude oil production has come from JVs
projects, and the proportion of produced oil from JVs had been rising
since 2010. These figures need to be revised in 2020 because of the recent
U.S. economic sanctions, which have severely impacted the performance
of JVs. Players such as Chevron and Rosneft that are partners have been
affected to the point that the latter sold its assets in April to an unknown
Russian state company.
Several laws enacted between 2001–2015 would have to be repealed

or amended to make possible significant private participation and control in
upstream activities, services agreements, local fuels market, and petrochemical
sector, including:

(i) Hydrocarbons Law1.
(ii) Law for Migration of Operating Agreements2.
(iii) Law for Migration of Strategic Associations and Profit-Sharing

Agreements3.

1. Published on August 4, 2006, in the Official Gazette 38.493.
2. Published on April 18, 2006, in the Official Gazette 38.419.
3. Published on February 26, 2007, in the Official Gazette 38.632.
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(iv) Law that Reserves Goods and Services Related to Hydrocarbons Primary
Activities4.

(v) Law for Reordering the Internal Market of Liquid Fuels5.
(vi) Petrochemicals Law6.

We must headlight that the Gas Law7 in force is very friendly to private actors
and most probably does not need to be amended to attract new investments.
Once reforms are in place, the government would be able to use contractual

and fiscal schemes common to the international oil industry using licenses,
production sharing agreements, as well as risk service agreements for upstream
activities. Fiscal incentives in royalties and taxes would have to be given
to new investors across the industry, reducing the government take which is
now a heavy burden on any investment, particularly when considering current
low oil prices.
The biggest hurdle for the legal and fiscal reform is the existence of two

confronted legislative bodies in Venezuela. The National Assembly controlled
by the opposition, and the National Constituent Assembly (ANC) controlled
by government supporters, the latter highly criticized for reasons related to its
legitimacy and legality. The opposition has its own legislative reform agenda
with the purpose of attracting important new investments, but we have seen
no discussions among opposition and government forces to agree on reform.
The upcoming controversial legislative elections in December could mean
that the new National Assembly as early as January 2021 might be able to
enact a new legal framework to attract private investments. The government
just announced that the ANC would cease its functions this December, and it is
yet to see if a new Constitution will be submitted to popular referendum for
approval and if it will impact the oil and gas industry in any way.
If legal reforms are introduced and result attractive enough for investors,

with a solid legal foundation, some companies will inevitably arrive.
U.S. sanctions have certainly deterred most of the western hemisphere
companies from doing business in Venezuela in the last couple of years,
particularly in the oil and gas industries.

4. FINANCIALWOES PLAY HARD AGAINSTAVENEZUELAN
OIL INDUSTRY RENAISSANCE

PDVSA’s financial numbers have been appalling since 2013. Company’s credit
rating does not stand well in any serious assessment, further restricting access

4. Published on May 7, 2009, in the Official Gazette 39.173.
5. Published on September 18, 2008, in the Official Gazette 39.019.
6. Published on December 30, 2015, in the Official Gazette 6.210.
7. Published on September 23, 1999, in the Official Gazette 36.793.
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to new credit, which in some cases is also blocked through the U.S. sanctions.
In addition to falling production, sanctions and low prices, the refiners still
buying Venezuelan oil sometimes report low-quality crude oil. The pandemic
has merely aggravated the situation in what was to believe beforehand a serious
scenario for the Venezuelan oil industry, now in near-complete paralysis.
Although the oil industry faces a negative outlook in short to middle
term, Venezuela’s economic recovery requires oil revenues, while the energy
transition is haunting most OPEC countries in which Venezuela has always
participated since its inception in 1960.
Relaunching the Venezuelan oil industry calls for the necessary restructuring

of PDVSA’s debt- obligations possibly through negotiations with major
creditors, and the design of a downsizing plan to cut down costs, including
payrolls. PDVSA cannot sell any of its equity in a restructuring program
due to constitutional restrictions. Consequently, PDVSA should renegotiate its
debt with a mechanism allowing it to pay creditors based on actual increased
revenues coming from the new production sharing agreements, risk service
contracts, licenses and selling of assets, along with revenues arising from its
operating activities. The removal of U.S. sanctions is also critical to attract new
capital and investors.

5. PDVSA’S FUTURE ROLE IN THE ENERGY INDUSTRY
WITH THE SUPPORT OF PRIVATE PLAYERS

Right now, Venezuela must make important policy decisions in the legislative
front to retake the path towards economic growth, albeit the pandemic. PDVSA
needs to adapt with flexibility to face the difficult challenges ahead in a new
industrial era in which oil will not be as important. Such adjustments cannot be
accomplished without a new legal and tax regime to attract private investments
in the oil sector.
Along with attracting private oil participation, PDVSA has to transform

itself into a twenty-first-century energy company leaving behind its present.
And with regards to the energy transition en route for decarbonized energy
sources, Venezuela’s huge unexploited natural gas reserves have to make an
important contribution. A fresh energy industry model is being built in front
of our eyes by energy corporations, new and old, in which the development
and efficient use of various energy sources and technologies are more
than essential.

6. CONCLUSION AND REFLECTION ON THE ENERGY
TRANSITION & COVID-19

Deep changes on the public policy agenda must be done to allow broad private
participation in the oil industry, along with transforming PDVSA into a modern
energy company. This must be done amidst a worldwide economic recession,
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U.S. sanctions and the COVID-19 crisis. Therefore, the challenges for
Venezuela are huge.
The energy transition is on its way, but the world will still need hydrocarbons

for a while. Even so, we do not know how each of the big consumers will act
in this energy transition, that is, the United States, China, India, and Europe.
This will also depend on the economic valuation since some countries are not
going to easily switch to cleaner energy sources if oil and gas are cheaper and
better-quality sources. The Venezuelan oil industry must take advantages
of these opportunities putting in place a new legal framework while new
energy sources take their place worldwide. The country’s offshore upstream
potential has to play a key role alongside Venezuela’s huge unexploited natural
gas reserves. We believe that major energy companies are still interested in
pursuing these capital-intensive projects.
Latin America has been severely hit by COVID-19 in the last couple of

months and Venezuela is no exception. Besides, it is difficult to envisage a
world without COVID-19 in the short run. With this uncertainty, distressing
nations have to learn to live with the health crisis until the population is
vaccinated. But the economic recovery plans cannot wait any longer and have
to get underway at all levels.
Since Venezuela has to seriously bet on relaunching its oil and gas industry,

the evidence shows the need for private participation in all the hydrocarbons
value chain to achieve its success. To a great extent private investment needs
the lifting of economic sanctions against the country.
Finally, the country has to reach the recovery of its industry from its current

decadent condition, but not forget the need to leading it into the energy
transition to preserve the environment for future generation.
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