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Abstract:
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Sustainable Development Goal(s) (SDG) to which the research work is
directed

7. AFFORDABLE AND CLEAN ENERGY

Description
Ensure access to affordable, reliable, sustainable, and modern energy for all.

Relationship
The study shows that efficient and planned management of energy resources can contribute to ensuring ac-
cess to affordable, reliable, and modern energy, promoting practices that strengthen the sector’s sustainability.

Direct Objective.

8. DECENT WORK AND ECONOMIC GROWTH

Description
Promote sustained, inclusive, and sustainable economic growth, full and productive employment, and decent
work for all.

Relationship

The research demonstrates that institutional strengthening and the implementation of competitive allocation
mechanisms can increase productivity, attract investment, and generate sustained economic benefits, thus
fostering development that promotes overall well-being and national stability.

Direct Objective.
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Introduction

Auction theory has established itself as a key tool in the allocation of resources in competitive
markets. Its application covers various sectors, from the distribution of tangible goods to the
exploitation rights of natural resources. In particular, auctions for oil well exploitation rights have
gained relevance, as they allow for the efficient and transparent management of the allocation
of this vital resource for many countries. This research focuses on analyzing the feasibility of
applying the US auction model to the Venezuelan oil context.

The use of auctions for the allocation of exploitation rights has been a recurring theme
in economic theory since its formalization by Vickrey (1961), who introduced the concept of
second-price auctions. This type of auction has proven to be efficient for situations in which
goods are valuable and scarce, as is the case in the oil sector. Similarly, sealed-bid first-price
auctions, used in several countries, allow for a competitive and transparent process, with the
possibility of maximizing state revenues and ensuring the correct allocation of rights.

In the United States, oil exploitation rights auctions have been successfully implemented
since the mid-20th century. The US model has proven effective in promoting competition among
bidders, generating significant revenue for the government, and ensuring that resources are
exploited efficiently. According to Cramton (2007), the use of this mechanism has allowed for
both transparency and a reduction in corruption, two fundamental aspects in the management
of natural resources in highly competitive contexts (). This experience provides valuable lessons
that could be adapted to Venezuela.

Venezuela, historically dependent on its oil resources, faces a crisis in its industry that
affects both its production capacity and its competitiveness in the global market. The decline
in crude oil production, lack of investment, and inefficient resource management have been
determining factors that have led to the need to seek new approaches to revitalize the sector
(Sanchez & Baena, n.d.). The adoption of an auction system could be an alternative to improve
efficiency and attract foreign investment.

One of the main challenges facing Venezuela is the lack of transparency in the allocation
of oil exploitation rights. In the current system, decisions are made on a discretionary basis,
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which generates mistrust both nationally and internationally. This, in turn, limits investment
opportunities and contributes to the perception that the sector is marked by corruption
(Urdaneta et al., 2020). The auction model, being a public and competitive process, could help
mitigate these problems.

Furthermore, the implementation of an auction system in Venezuela would not only
benefit investors but also contribute to improving the efficiency of the sector. A transparent
mechanism would allow for a more appropriate allocation of exploitation rights, reducing the
risk of inefficient or unfair allocations. According to Wilson (1992), the competition generated in
an auction promotes efficiency by ensuring that rights are allocated to the bidders who value
the resource the most, thus optimizing its exploitation.

However, the adoption of this system is not without challenges. The political and
economic situation in Venezuela presents obstacles that could hinder the implementation of
an auction system similar to that of the United States. Despite these challenges, previous
studies on auctions in developing countries, such as Colombia and Mexico, suggest that the
implementation of such mechanisms can be successful if they are properly adapted to local
conditions (PetroSync, 2024). Therefore, a detailed assessment of the viability of the US model
in the Venezuelan context is essential.

This paper seeks to analyze the feasibility of adopting an auction model for the allocation
of oil well exploitation rights in Venezuela, using the United States as a reference. Through the
application of economic concepts and auction theories, such as Bayesian Nash equilibrium, the
aim is to evaluate the strategies that bidders could adopt in this type of auction. The research
will also propose an appropriate mechanism for the allocation of these rights, considering the
particularities of the Venezuelan oil market.

Objectives
General Objective:

To analyze the feasibility of adopting the US oil well exploitation rights auction model for
Venezuela.

Specific Objectives:

1. Explore the dynamics of oil well exploitation rights auctions in the United States, with
an emphasis on their effectiveness and structure.
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2. Apply Bayesian Nash equilibrium to evaluate bidder strategies in oil sector auctions.

3. ldentify an appropriate mechanism for the allocation of oil well exploitation rights in
Venezuela, adapted to the country’s political and economic conditions.

4. Propose practical recommendations to improve the efficiency and transparency of the
process for allocating oil exploitation rights in Venezuela.

Theoretical Framework

Auctions, as a mechanism for allocating resources, have been widely studied in economic
theory. An auction system allows multiple participants to compete for a good, which contributes
to its efficient allocation. Wilson (1992) highlighted that auctions are a key tool for understanding
competition and market prices, especially in sectors where goods are scarce or valuable,
such as oil. In addition, they can be applied in markets with asymmetric information, which is
common in the oil industry.

Auction theory was formalized mainly thanks to the contributions of William Vickrey, who
introduced second-price auctions in 1961, demonstrating that this type of auction can lead to
efficient outcomes in the presence of asymmetric information (Vickrey, 1961). In second-price
auctions, the winner pays the second-highest bid, which reduces the incentive to overvalue the
asset. This structure is especially useful in contexts where participants have private information
about their valuation of the asset.

However, the most widely used auction model for the allocation of exploitation rights in
the oil sector, especially in countries such as the United States, is the first-price sealed bid
auction. In this model, bidders submit their bids confidentially, and the highest bidder wins,
paying exactly that amount (Cramton, 2007). This type of auction promotes competition and
transparency, as bidders do not know each other’s bids during the process.

Nash equilibrium, a central concept in game theory, is essential to understanding auction
strategies. According to Jackson (2014), Nash equilibrium is a state in which none of the
participants can improve their situation by changing their strategy, given what others do. This
concept is key to modeling and predicting bidder behavior in an auction, especially when
participants must make strategic decisions based on incomplete information.

In the context of oil auctions, Bayesian Nash equilibrium (BNE) proves to be a powerful tool
for modeling bidder behavior in markets with asymmetric information. In an ENB game, each
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player makes decisions based on their beliefs about the private valuations of other players,
adding an additional layer of complexity to decision-making (Jackson, 2014). This approach
allows us to analyze how bidders adjust their bids based on their expectations of what others
are willing to pay.

Auctions for oil well exploitation rights in the United States have been implemented at
the federal and state levels since the 1950s, with the first auction taking place in Louisiana in
1954. The US model has been considered a successful example of fficient resource allocation,
generating significant revenue for the government and promoting competition among oil
companies (Sunnevag, 2000). This system has been instrumental in financing infrastructure
development and social programs.

In the case of Venezuela, the oil sector has historically been a pillar of its economy. However,
in recent decades, the country has faced serious problems related to the management of its
oil resources. Urdaneta et al. (2020) point out that the decline in production, the deterioration
of infrastructure, and the lack of investment in technology have been factors that have affected
the sector’s competitiveness. These problems underscore the need for a restructuring of the
allocation of exploitation rights.

The lack of transparency in the system for allocating exploitation rights in Venezuela has
been one of the main criticisms of the current model. According to Navarro (2022), discretion
in contract allocation decisions has led to inefficient resource management, generating mistrust
among both investors and the general population. Public auctions, on the other hand, offer a
transparent mechanism that can reduce the risks of corruption and favoritism.

The use of oil exploitation rights auctions has several advantages. First, it increases
competition among bidders, which can generate higher revenues for the state and ensure
that resources are allocated to the most efficient actors (Cramton, 2007). Second, it promotes
transparency, as all participants have access to the same information and are subject to the
same rules. This can attract international investors, who may have doubts about the fairness of
a system without open competition.

A key aspect of implementing auctions in Venezuela is adapting the US model to local
conditions. The country’s political and economic context presents significant challenges that
must be considered in the design of the auction system. According to Sanchez and Baena
(n.d.), political instability and lack of confidence in Venezuelan institutions could hinder the
adoption of an oil auction model. However, adaptations in the regulatory framework and in the
supervision of the process could facilitate its implementation.
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In relation to the structure of the Venezuelan market, an important factor is the need to
upgrade the country’s oil infrastructure. PetroSync (2024) points out that onshore projects tend
to be more profitable due to lower exploration and production costs, which may make auctions
of these rights more attractive. In this regard, first-price sealed bids could be an effective way
to allocate rights in areas that require infrastructure investment.

Finally, the implementation of an auction system in Venezuela should be accompanied by a
robust regulatory framework that ensures the transparency and fairness of the process. Wilson
(1992) suggests that regulation should be clear and predictable for participants, ensuring that
all bidders have equal opportunities and access to information. A well-designed auction system
could improve investor confidence and revitalize the country’s oil sector.

Methodology

The research presented below takes an exploratory approach, as it focuses on the feasibility
of adopting the oil well exploitation rights auction model used in the United States and applying
it to the Venezuelan context. This approach is justified by the lack of existing research in
Venezuela on this specific topic, as well as the need to explore the conditions necessary for its
implementation in the country.

The research design is classified as qualitative, as it seeks to understand the strategic,
economic, and social aspects of the auction process within the oil sector. This design allows
for an in-depth analysis of the background, relevant economic theory, and characteristics of
the Venezuelan oil sector. Through a qualitative approach, the challenges and opportunities
associated with the implementation of auctions can be interpreted in greater detail.

In terms of the source of information, a documentary methodology is used. Data will be
collected from secondary sources, such as reports, previous studies, academic literature on ail
auctions, as well as official documents from the United States and Venezuelan governments
that address the issue of auctions and the management of the oil sector. This methodology is
appropriate for this type of research due to the availability of previous case studies, regulatory
reports, and previous analyses of auctions in other countries.

The documentary research will be complemented by a semi-structured interview with
experts in the oil industry, such as economic analysts, specialized journalists, and academics
in the field of economics and oil. The interview seeks to obtain additional information on the
perception of the auction model in Venezuela and how it could be adapted to the country’s
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political, social, and economic conditions. The interview will be recorded, transcribed, and
analyzed to identify patterns and trends in the responses.

The documentary analysis will focus on reviewing and comparing the regulatory
frameworks for oil exploitation rights auctions in the United States with those in Venezuela,
in order to identify similarities, differences, and possible adaptations that could make the US
model effective in the Venezuelan context. Both public policies and practices for allocating
exploitation rights will be analyzed, evaluating their transparency, efficiency, and ability to attract
investment.

Bayesian Nash equilibrium will be used as a theoretical framework to model the behavior
of bidders in an oil exploitation rights auction. This game theory model allows for the prediction
of participants’ strategic decisions in a context of incomplete information, which is very common
in oil markets. Through this approach, it will be possible to simulate how bidders can adjust
their bids based on expectations about the bids of others and the uncertainty inherent in oil
markets.

In terms of sample or population, given that the research is exploratory and theoretical,
no sampling of participants for experiments or surveys will be carried out. However, case
studies of oil auctions in other countries such as the United States and Mexico will be used to
make a comparison between these markets and the Venezuelan market. These cases will serve
as a basis for identifying successful practices and the necessary adaptations for Venezuela.

The analysis of auction results in these countries will be based on available economic
data on the quantities of oil auctioned, the final price achieved, the participating actors, and
the efficiency of the process. This analysis will make it possible to evaluate the feasibility of
implementing a similar system in Venezuela, considering the specificities of its infrastructure
and economy.

Secondary sources such as reports from international organizations, previous research
on oil auctions, and comparative studies between countries that have adopted auctions for the
allocation of exploitation rights will be used for data collection. Likewise, a detailed analysis
will be carried out of the reports and statistics of the Venezuelan oil industry, available from
organizations such as Petréleos de Venezuela S.A. (PDVSA) and the Organization of Petroleum
Exporting Countries (OPEC).

Finally, the analysis process will include a comparison of different types of auctions
(first-price sealed-bid, English auctions, among others) and how each would be adapted to
the characteristics of the Venezuelan oil market. This analysis will allow recommendations to
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be made on the type of auction that could be most suitable for the country and its particular
conditions.

Development

Auctions for oil well exploitation rights in the United States have become established as one
of the most efficient practices for allocating natural resources. The system has proven to be
an effective mechanism for generating competition among companies, which contributes
to a more efficient allocation of exploitation rights. According to Sunnevag (2000), this type
of auction facilitates the allocation process by allowing bidders to compete directly, which
improves transparency and reduces the risks of corruption and favoritism. This model has
been adopted in various oil-producing areas of the US, such as in auctions of federal lands for
deepwater and continental shelf oil exploration and exploitation.

In the case of Venezuela, the oil industry has historically been a fundamental pillar of
its economy. However, over the last few decades, the sector has experienced a series of
challenges, including a significant drop in crude oil production and a lack of investment in the
infrastructure necessary to maintain the level of extraction and exploration. Urdaneta et al. (2020)
point out that the country’s economic and political crisis has severely affected the efficiency of
the oil industry. These factors have highlighted the need to implement more transparent and
competitive mechanisms for the allocation of exploitation rights, such as first-price sealed-bid
auctions.

One of the main criticisms of the current rights allocation system in Venezuela is the lack of
transparency in the process. Decisions on the allocation of contracts and licenses are made at
the discretion of the authorities, which has generated mistrust both nationally and internationally.
According to Navarro (2022), this lack of transparency has weakened the credibility of the ail
sector and made it difficult to attract foreign investment. The implementation of an auction
system, such as that used in the United States, could improve this situation by ensuring a clear
and open process in which all bidders have the same opportunities to compete.

The first-price sealed-bid auction model used in oil auctions in the United States could be
adapted to the Venezuelan context. In this type of auction, each bidder submits a secret bid,
and the highest bidder wins the right to exploit the oil, paying the amount they have offered. This
mechanism, as Cramton (2007) points out, encourages direct competition between companies
and helps maximize revenue for the government, ensuring that exploitation rights are allocated
efficiently. The confidentiality of bids also prevents bidders from adjusting their strategies based
on information about other bids, making the process more competitive.
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In addition to transparency and competition, another key benefit of first-price sealed-bid
auctions is efficiency in the allocation of exploitation rights. Sunnevag (2000) argues that this
model reduces the risk of inefficient allocations, as only bidders who truly value the resource
will participate, ensuring that rights are awarded to the most efficient actors. In the case of
Venezuela, a well-implemented auction system could revitalize the oil industry by allowing
companies with the necessary technical and financial capacity to participate in the extraction
and exploitation of resources.

The adoption of a first-price sealed-bid auction model in Venezuela would not only bring
benefits in terms of economic efficiency, but could also be key to increasing investor confidence.
According to Wilson (1992), auctions allow investors to view the process as impartial and fair,
reducing perceptions of corruption and favoritism. In the Venezuelan context, where distrust of
institutions is a persistent problem, a transparent auction system could contribute significantly
to restoring confidence among both local and international investors.

For exploitation rights auctions to be successful in Venezuela, it is essential to have a
solid regulatory framework that guarantees the transparency of the process. Cramton (2007)
highlights the importance of having a clear regulatory system that stipulates the rules of the
game and the conditions under which bidders can compete. In Venezuela, a legal framework
that regulates auctions precisely and establishes clear bidding rules could substantially improve
the efficiency of the system and allow companies to operate with greater legal certainty.

The use of game theory, particularly Bayesian Nash equilibrium, also plays a key role in
the analysis of auctions. This theoretical model allows us to understand how bidders make
strategic decisions in an environment of asymmetric information, which is typical in oil markets.
Jackson (2014) suggests that Bayesian Nash equilibrium is particularly useful for modeling
situations in which participants have private information about their valuations of the good and
must make decisions based on expectations about other bidders’ bids. This approach can help
predict bidders’ bids and determine how they will behave in the context of oil auctions.

In Venezuela, the application of Bayesian Nash equilibrium could allow for a better
understanding of the dynamics of oil auctions and the strategies that companies would follow
based on their private information. As Jackson (2014) points out, this type of equilibrium not
only offers a theoretical solution for understanding auction strategies, but also provides a
framework for designing more efficient and fair auction mechanisms. Including this approach
in auction design could improve predictions about how participants will behave and allow for
greater resource optimization.
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The success of ail exploitation rights auctions in countries such as the United States is
also largely due to the quality of information available to bidders. In the most efficient auction
systems, participants have access to detailed data on the characteristics of the resource and
the terms of the auction, enabling them to make informed decisions. According to Sunnevag
(2000), transparency in the provision of information is crucial to the smooth functioning of
auctions, as it ensures that all bidders compete on equal terms. In Venezuela, improving the
availability and quality of information on oil wells could be an important step toward ensuring
the effectiveness of auctions.

In addition, the auction process should be designed in such a way as to encourage the
participation of an adequate number of bidders. The fact that several companies can compete
in the auction ensures that the value of the exploitation rights is accurately reflected in the final
price. As Cramton (2007) points out, a large number of participants in an auction can increase
the revenue generated by the government, as competition drives up bids. In Venezuela,
encouraging the participation of both domestic and international companies could be key to
maximizing auction revenues and revitalizing the oil sector.

To achieve meaningful participation, it is essential that the design of the auctions be
inclusive and not deter potential bidders. According to Wilson (1992), auctions should be
structured so that bidders have sufficient incentive to participate without feeling constrained
by high costs or excessive regulatory barriers. This is particularly relevant in Venezuela, where
economic conditions may be perceived as risky. The Venezuelan government must ensure that
auctions are accessible to companies of varying capacities by establishing a base price system
and requirements that attract a wide range of bidders.

The regulatory framework for auctions should be complemented by a monitoring system
to ensure compliance with the rules. The inclusion of international observers in the auction
process could help strengthen confidence in the transparency and impartiality of the system.
Navarro (2022) emphasizes that the presence of external entities to audit the process can be
a decisive factor in preventing corrupt practices. In this regard, collaboration with international
organizations could be an effective strategy to ensure the integrity of the auction process in
Venezuela.

Another important consideration in the design of auctions is the establishment of
contractual clauses that ensure that bidders fulfill their commitments once they win the
exploitation rights. Cramton (2007) argues that a good auction system not only allocates
rights but also regulates compliance with the terms of the contracts. In Venezuela, where lack
of investment and deterioration of oil infrastructure have been a constant problem, auction
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contracts should include measures to ensure that winning companies invest in improving
infrastructure, technology, and production.

In addition to contractual clauses, setting an appropriate reserve price is crucial for the
proper functioning of auctions. The reserve price is the minimum value that the government is
willing to accept for exploitation rights. According to Wilson (1992), a well-established reserve
price ensures that the government does not accept bids that do not at least cover the costs
associated with exploitation. In the case of Venezuela, this price must be carefully adjusted to
reflect both production costs and the long-term value of the country’s oil resources.

One important aspect to consider is the risk of the “winner’s curse,” a phenomenon that
can occur in auctions when the winner ends up paying more than the item is actually worth
due to intense competition among bidders. The “winner’s curse” is a known risk in first-price
auctions, especially when bidders have incomplete information about the value of the item.
According to Jackson (2014), this phenomenon can be mitigated if bidders adjust their bids
based on a rational strategy that minimizes the risk of overpayment. In the Venezuelan case,
the provision of detailed information on oil wells and the costs associated with their exploitation
could reduce this risk.

In relation to bidders, the analysis of strategic behavior through Bayesian Nash equilibrium
also has important implications. This approach can provide a useful tool for predicting how
bidders will adjust their bids based on their beliefs about what other bidders are willing to pay.
Jackson (2014) explains that this type of equilibrium is fundamental for modeling situations of
uncertainty, such as oil auctions, where participants have private information and must make
strategic decisions based on expectations about the behavior of others.

The structure of auctions in Venezuela must also take into account changing economic
conditions. QOil price volatility and global economic fluctuations can affect bidder behavior.
According to PetroSync (2024), low oil prices can reduce companies’ interest in participating
in auctions for new projects. Therefore, it is important to design a flexible auction system that
allows for adjustments to market conditions while encouraging investment during periods of
low prices.

Finally, to ensure the success of auctions in Venezuela, the adaptation of the US model
to the particularities of the local context must be taken into account. This implies not only
adapting the auction rules, but also a thorough analysis of the country’s political and social
conditions. As Urdaneta et al. (2020) point out, political and economic stability is essential to
attract investment. Therefore, the implementation of auctions must be accompanied by efforts
to improve political stability and confidence in Venezuelan institutions.
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Results

In analyzing the feasibility of adopting the US model of oil well exploitation rights auctions in
Venezuela, initial results show that there are several favorable conditions, but also significant
challenges. A comparison between the two contexts reveals that, while the US model is efficient
in terms of transparency and competition, Venezuela faces obstacles related to its infrastructure
and lack of confidence in its institutions. These results suggest that, although it is possible to
implement a similar model, adaptations will be necessary to ensure its success in the country.

One of the positive aspects highlighted in the research is the opportunity to improve
competition in the Venezuelan oil sector. In recent years, the allocation of rights has been
discretionary and limited to a small number of actors, which has led t , inefficiency, and a lack
of transparency. According to the results obtained, auctions could increase the number of
participants, which, in turn, would promote competitiveness and optimize resource allocation,
reducing the risk of inefficient or corrupt allocations.

An important finding from previous studies of auctions in other countries is that first-price
sealed-bid auctions are more competitive than other formats, such as second-price auctions.
In the U.S. context, these auctions have proven effective in allocating exploitation rights in an
efficient and transparent manner. However, in Venezuela, it was identified that this model could
be challenging if adequate measures are not taken to ensure transparency and prevent bid
manipulation.

Another key aspect observed in the results was the relationship between the information
available to bidders and the efficiency of the auctions. In the United States, oil auctions are
supported by detailed information on wells and production costs, allowing companies to submit
bids based on accurate data. In Venezuela, the lack of clear and reliable data on wells could
hinder the auction process, leading to the need to improve the quality of information available
to bidders, especially in terms of geological and infrastructure data.

In addition to the information available, the results suggested that the adaptability of
the US model to the Venezuelan context will be crucial. The particularities of the oil market
in Venezuela, such as its deteriorated infrastructure and unstable political and economic
conditions, are factors that must be taken into account when designing the auction model.
Foreign companies may be reluctant to participate if clear guarantees are not offered regarding
legal certainty and contract enforcement, highlighting the importance of a robust regulatory
framework.
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One of the main concerns raised in the results is the volatility of oil prices and how this may
affect companies’ participation in auctions. When crude oil prices are low, companies may be
unwilling to bear the costs of exploration and exploitation. However, the results suggest that if
auctions allow for the inclusion of adjustment clauses to adapt to price fluctuations, this could
attract more investors, even in periods of low prices.

In terms of managing exploitation rights, the results indicate that auctions could help
maximize state revenues by ensuring that rights are allocated to bidders who truly value
the resource. Bidders, competing with each other, would be willing to pay a higher price for
exploitation rights, which would directly benefit the Venezuelan government. This increase in
revenue could be reinvested in improving the country’s oil infrastructure.

However, the results also show that the risk of winner’s curse is a valid concern in first-
price auctions, as bidders may overvalue the resource in their effort to win the bid. In this
regard, the findings suggest that adopting models such as Bayesian Nash equilibrium could
be useful in anticipating and mitigating this risk, helping bidders to adjust their bids rationally
and avoiding overpayments.

One of the advantages that the implementation of an auction system in Venezuela could
bring is increased transparency. In the current system, the lack of clarity in contract award
decisions has generated mistrust both nationally and internationally. With auctions, bids are
submitted publicly, which could improve the perception of fairness and attract more investors,
especially those interested in a more transparent business environment.

On the other hand, the results indicate that, to ensure the success of auctions in Venezuela,
it will be necessary to establish an independent oversight system to ensure compliance with
the rules and prevent bid rigging. The presence of international observers could be a solution
to increase confidence in the process and reduce the risks of corruption. This is especially
important given the country’s political context, which can generate mistrust among foreign
investors.

The design of auctions in Venezuela must also take into account the country’s economic
conditions, which include high inflation and a lack of financing for large-scale projects.
According to the results, auctions could include clauses that allow companies to adjust to the
country’s economic reality. In addition, a flexible auction system could allow foreign companies
to find favorable conditions to participate without taking on excessive financial risks.

One of the main challenges identified in the results is the low participation of foreign
companies due to political and economic uncertainty in Venezuela. To attract more investors,
the results suggest that the Venezuelan government should offer tax incentives and legal
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guarantees that protect international investors, ensuring that they can obtain an adequate return
on their investment. The inclusion of tax incentives in the auction process could significantly
increase the interest of foreign companies.

Finally, the results show that the regulatory framework and legal certainty are crucial
factors for the successful implementation of an auction system. Creating a stable and
transparent business environment will be essential to ensure that auctions are conducted
effectively. This includes strengthening the institutions responsible for regulating the oil sector
and implementing measures to ensure that auction contracts are properly enforced.

Discussion

The results of this research suggest that the adoption of oil well exploitation rights auctions,
such as the model used in the United States, has great potential to improve the efficiency,
transparency, and competitiveness of the oil sector in Venezuela. However, the findings also
indicate that the successful implementation of this system will depend on several factors,
including the political context, economic conditions, and the government’s ability to create a
clear and effective regulatory framework. Comparing the results obtained with the experiences
of other countries reinforces the idea that, although the US model is effective, it must be carefully
adapted to the specific conditions in Venezuela.

One of the main findings in this research is that first-price sealed-bid auctions could
be the appropriate mechanism for allocating exploitation rights in Venezuela. This model has
proven to be efficient in countries with competitive markets, such as the United States, where
transparency and competition among companies are maximized (Cramton, 2007). However,
the application of this model in Venezuela must overcome mistrust in institutions and the lack
of accurate information on resources. Therefore, an adequate system must include an external
oversight mechanism and legal safeguards to ensure transparency and fairness in auctions.

Compared to the current system of allocating exploitation rights in Venezuela, which has
been marked by discretion and lack of transparency, the implementation of auctions could
substantially improve the efficiency of the process. The competitiveness generated by auctions
would allow resources to be allocated to the bidders who value them most, which could optimize
exploitation and help maximize revenues for the government. According to Sunnevag (2000),
this type of auction fosters a competitive environment that ensures a more efficient allocation of
resources, which is crucial for a country with enormous oil reserves such as Venezuela.
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However, the results also suggest that one of the main challenges of implementing
auctions in Venezuela is the country’s economic condition. Lack of investment, inflation, and
oil price volatility are factors that could discourage companies from participating in auctions.
According to the findings, to counteract these effects, it would be necessary to establish
tax incentives and adjustment clauses that make auctions attractive even in periods of low
oil prices. PetroSync (2024) points out that auctions must be designed flexibly to adapt to
changing market conditions, which could increase investor participation in times of uncertainty.

The information available on oil wells is another critical aspect of auction implementation.
The results show that the lack of accurate data on available resources in Venezuela could hinder
company participation. In the United States, the quality of information provided to bidders
allows companies to make informed decisions, which improves the efficiency of auctions. In
Venezuela, improving the quality of information, especially with regard to geological data and
production costs, would be essential to ensure that auctions are conducted effectively and that
companies submit reasonable bids.

Another relevant aspect that emerges from the results is the need for a robust regulatory
framework to ensure the success of auctions in Venezuela. The creation of a clear and stable
legal environment is essential to attract foreign investment and ensure that participating
companies feel protected from political and economic risks. According to Wilson (1992), a
well-designed auction system must be accompanied by a legal framework that minimizes
uncertainty and protects the rights of bidders. This is even more important in a context such as
Venezuela, where legal stability has been a concern for investors.

Furthermore, analysis of the results shows that foreign companies could be key to
revitalizing the Venezuelan oil industry. However, in order to attract these companies, the
government will need to offer clear guarantees regarding legal certainty and tax benefits. In this
regard, the results indicate that the inclusion of incentives such as temporary tax reductions or
exemptions from certain taxes could be an effective strategy for attracting international investors.
As Urdaneta et al. (2020) point out, foreign investment has been crucial in the development of
the oil industry in other countries, and the same approach could be beneficial for Venezuela.

In terms of the competition generated by auctions, the results suggest that this model
could be particularly beneficial for the country, as it allows different companies to compete on
equal terms. However, this process will only be effective if the system is managed transparently
and with adequate oversight. According to Cramton (2007), competition in auctions can
generate substantial revenues for the state, but only if bidders have confidence in the fairness
of the process. Therefore, international oversight would be key to ensuring transparency and
reducing the risk of corruption.
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On the other hand, the winner’s curse, a common phenomenon in first-price auctions,
could be mitigated through the use of Bayesian Nash equilibrium models. This approach
allows bidders to strategically adjust their bids based on expectations about the bids of others,
which could reduce the risk of overpayment. Jackson (2014) suggests that this equilibrium
model is useful for analyzing situations of incomplete information and could provide a valuable
tool for optimizing bidder behavior in oil auctions in Venezuela.

Finally, the results also suggest that exploitation rights auctions could contribute
significantly to the revitalization of the oil industry in Venezuela. Adopting this model would
allow for more efficient resource allocation, improving productivity and attracting the investment
needed for the sector’s development. However, as highlighted in the results, the successful
implementation of auctions will depend on a number of factors, such as the appropriate design
of the system, the quality of information, the regulatory framework, and the country’s economic
conditions.

Conclusions

In conclusion, the implementation of oil well exploitation rights auctions in Venezuela, following
the US model of first-price sealed-bid auctions, offers a great opportunity to improve the
efficiency, transparency, and competitiveness of the country’s oil sector. The results of the
research show that, although the current system is discretionary and opaque, auctions could
open the market to greater competition, which would optimize resource allocation and increase
government revenues.

Despite the potential benefits, several challenges have also been identified that could
hinder the successful implementation of auctions in Venezuela. The lack of accurate information
on oil wells, unstable economic conditions, and mistrust of institutions are key obstacles that
must be overcome. To this end, it is essential that the Venezuelan government establish a
robust and transparent regulatory framework that guarantees a level playing field for all bidders
and promotes legal certainty for investors.

The analysis of the results suggests that, while the first-price sealed-bid auction model can
be adapted to Venezuela, it must be accompanied by specific measures to mitigate the risk of
the winner’s curse and other phenomena that could affect the effectiveness of the process.
The application of Bayesian Nash equilibrium can offer a theoretical and practical solution to
optimize bidder strategies and ensure that bids are reasonable and reflect the real value of the
resources.

Cuadernos Unimetanos 2025 -2.pp.71-92 | 89



LESSONS FROM US OIL WELL EXPLOITATION RIGHTS AUCTIONS FOR VENEZUELA:
AN APPROACH

Economically, the revitalization of the Venezuelan oil industry will depend largely on
the successful implementation of an auction system. If the aforementioned challenges can
be overcome, auctions would not only allow for a better allocation of exploitati al rights, but
would also attract foreign investment, boosting the development of oil infrastructure and
strengthening Venezuela’s competitiveness in the global market.

Finally, it is recommended that the Venezuelan authorities move forward with the exploration
and eventual implementation of this model, taking into account the necessary adaptations to
ensure its success in the Venezuelan context. Lessons learned from other countries and the
use of advanced economic theories such as Bayesian Nash equilibrium can be key tools in
designing an auction system that optimizes the exploitation of the country’s natural resources.
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