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MEXICO’S FAST TRANSITION 
TO AN OPEN FUELS MARKET
By Eugenio Lohr, Javier Romero, and Eduardo León

In 2013, Mexico’s government 
launched a sweeping overhaul of the 

country’s energy sector, one that opens the 
oil, gas, and electricity industries to foreign 
direct investment and stands to fundamen-
tally reshape these markets. (See The 
Promise of Mexico’s Energy Reforms, BCG 
Focus, April 2014.) The effort remains in its 
early stages but has already exceeded 
expectations on several fronts—for exam-
ple, in the accelerated timing of the 
deregulation of gasoline prices—reflecting 
strong commitment from the country’s 
regulators. 

The opportunities for energy companies 
and those in related industries, both Mexi-
can and international, in this rapidly evolv-
ing environment are sizable. We see some 
particularly attractive—and immediate—
opportunities in the fuels market, both in 
the provision of infrastructure and in retail 
and wholesale fuel sales and supply. 

Fuel Infrastructure
Mexico’s fuel transportation pipelines and 

fuel storage capacity are in vast need of up-
grade and expansion. About half of the 
country’s pipelines are saturated, creating 
bottlenecks; the situation is particularly 
critical in the central and central-west re-
gions. As a result, fuel transportation is in-
creasingly undertaken via rail and trucks; 
together, they serve about 15% of total de-
mand. But the financial impact of trans-
porting fuel through a means other than 
pipelines is substantial: transportation 
costs for 1,000 tons of fuel are $6 per kilo-
meter for pipelines versus $12, $37, and 
$83 per kilometer for sea, rail, and trucks, 
respectively.

Use of rail and trucks is driven by two ad-
ditional factors. One is the fact that some 
storage facilities are not connected to pipe-
lines or located in ports; the other is theft. 
According to Pemex, the national oil com-
pany, the number of identified illegal taps 
of pipelines has grown strongly in recent 
years, climbing from roughly 710 in 2010 to 
approximately 6,260 in 2016. This theft 
boosts service interruptions and increases 
the appeal of transportation by rail and 
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road—despite the higher cost—because of 
the safety and certainty they provide. 

In the wake of reform, the private sector 
has begun to invest in pipeline infrastruc-
ture. To date, commitments to build four 
pipelines in the central, central-west, and 
northeast regions, representing more than 
$2 billion in investment, have been an-
nounced (the largest being the planned 
$800 million investment by Sierra Oil & 
Gas, TransCanada, and Grupo TMM to 
build infrastructure in Tuxpan, Veracruz); 
all four pipelines are expected to come on-
line in 2018. The addition of these pipe-
lines should mitigate existing capacity con-
straints, particularly in the central and 
central-west regions; in fact, it could create 
excess capacity there. (See Exhibit 1.) 

But most regions will likely continue to 
wrestle with a shortage of pipeline capacity 
for at least the next few years because of 
rising fuel demand: the energy ministry 
has predicted that Mexico’s consumption 
of transport fuel will grow by roughly 3% 
annually to 2029. Given early indications of 
probable tariff rates, this imbalance be-
tween need and supply could create attrac-
tive opportunities for investors, though 

they will need to pay close attention to 
changes in the rates and other critical vari-
ables as deregulation continues. Undoubt-
edly, there will be opportunities in the 
country’s central region, where demand for 
pipeline capacity is greatest. But opportu-
nities will emerge in other regions as well. 

Fuel storage capacity is also inadequate to 
meet Mexico’s needs, and the shortfall sig-
nificantly limits the country’s ability to 
hold inventory: Mexico typically holds 
about six to eight days’ worth of inventory 
versus an average of roughly 25 days for 
OECD countries. This increases the risk of 
stockouts, which could have substantial ef-
fects on the broader economy. It also could 
mean higher-than-normal transportation 
costs for consumers if stockouts do occur 
and fuel must be secured on an emergency 
basis. Fuel inventories are particularly low 
in the central, central-west, and south- 
southeast regions of the country. 

In addition to pipelines, the private sector 
has begun to invest in storage. Plans to in-
vest roughly $250 million to expand capaci-
ty over six sites across the country have al-
ready been announced. The largest 
initiative is Orizaba Energía’s investment 
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Note: Regional designations are per SENER. Puebla is excluded from the central region here because its fuel demand is met by pipelines 
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Exhibit 1 | New Pipeline Projects in the Central and Central-West Regions Could Ease Capacity 
Constraints
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of $115 million to build 2.7 million barrels 
of capacity in Tuxpan. While these invest-
ments will undoubtedly make a difference, 
the shortage of capacity will likely persist 
for at least the next several years, exacer-
bated by Mexico’s projected strong growth 
in fuel demand. As with the shortage in 
pipeline infrastructure, this translates into 
opportunity for investors.

Retail and Wholesale Fuel Sales 
and Supply
Mexico’s retail fuel sales network consists 
of roughly 11,000 service stations. Histori-
cally, Pemex has controlled the branding, 
marketing, and supply of products offered 
by these stations, virtually all of which 
were owned by a fragmented base of pri-
vate investors. Today, ownership of service 
stations remains fragmented, with the top 
20 players in each region representing from 
8% to 26% of station ownership. (See Exhib-
it 2.) But reform promises substantial 
change, and the market is already changing 
rapidly. Alliance activity among station 
owners has emerged and is accelerating—
the two largest alliances to date, Mega 
Alianza and G500, each represent more 
than 1,000 stations—with participants 

seeking to capture scale advantages, both 
for purposes of gaining sourcing strength 
and to improve their leverage in negotia-
tions with potential acquirers. 

The market is changing on other fronts as 
well. Local players—such as Oxxo Gas,  
Petro-7, and Hidrosina—are creating their 
own brands in an effort to differentiate 
themselves. Nonfuel retailers, such as Cost-
co, have announced their intention of add-
ing service stations to existing stores. 

International oil and gas companies—in-
cluding Texaco, Gulf Oil, and BP—and re-
finers, such as Tesoro, have also announced 
plans to enter the market. Tesoro, specifi-
cally, has been decisive in its intentions. 
When Pemex auctioned off its available 
pipeline and fuel storage capacity in north-
west Mexico, Tesoro aggressively participat-
ed in the first phase, winning all of its bids 
and obtaining exclusive access to Pemex 
midstream infrastructure. This positions 
Tesoro as the only player (besides Pemex) 
able to provide fuel supply to that region 
for years to come.1 

In short, increasing numbers of players are 
joining the fray and seeking to capture the 
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Exhibit 2 | Service-Station Ownership Remains Fragmented
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opportunities that the market’s combina-
tion of growing demand, fragmented owner-
ship of stations, and low differentiation 
among stations provides. The biggest win-
ners stand to be those that can best satisfy 
the evolving needs and preferences of Mexi-
co’s consumers, whose experience, until re-
cently, had been limited to Pemex’s offering. 
Today’s consumers have a fairly short list of 
must-haves: a trustworthy source of fuel 
that offers quality products and delivers full 
liters instead of fraudulently reduced 
amounts. The list is sure to expand, howev-
er, as more companies enter the arena and 
the array of choices for consumers grows. 

But amid the opportunities for companies 
are some unknowns. One is how willing 
Mexico’s consumers will be to pay a price 
premium for differentiated services. The 
recent increase in the price of fuel when 
the price ceiling was lifted sparked protests 
and anger among consumers. This raises 
the possibility that consumers might not be 
willing to spend quite as freely as compa-
nies hope they will. 

Challenges also loom for market partici-
pants. Fuel throughput per service station, 
which has fallen by about 4% annually 
since 2004, could fall even further, given 

the potential for accelerated growth in the 
number of stations in the near term. In 
Brazil and Spain, for example, the number 
of stations increased dramatically during 
the first few years following market liberal-
ization. (See Exhibit 3.) 

Pressure on margins could also intensify, 
particularly as hypermarkets and conve-
nience stores capture growing market share 
with expansion into fuel sales to broaden 
their offerings and attract additional traffic 
to their stores. Such expansion has proved 
a winning move for these businesses else-
where. Hypermarkets in France and the 
UK, for example, whose operational strate-
gies are based on low prices, have achieved 
market shares of 59% and 38% in their re-
spective fuels markets. In the US, where 
80% of convenience stores also sell fuel, 
nonfuel sales account for two-thirds of the 
sites’ profits.2 

Capturing Opportunities
Mexico’s evolving fuels market will contin-
ue to offer opportunities as energy reform 
continues. For current and potential mar-
ket participants, capturing those opportuni-
ties will hinge on moving quickly and, criti-
cally, choosing the right strategies. No one 
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Exhibit 3 | Liberalization Could Trigger a Quick Surge in the Number of Service Stations
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strategy will fit all players: each company 
will need to chart its own course on the ba-
sis of its particular strengths, ambitions, 
and understanding of the market. 

In formulating their strategies, Pemex, inte-
grated oil and gas companies, refiners, and 
traders will have to ask themselves ques-
tions such as the following: 

 • Which geographical regions do we 
consider most attractive with regard to 
market fundamentals and ease of 
access?

 • What are the sizes of the potential 
profit pools across the various segments 
of the value chain, and which segments 
should we participate in? 

 • How can we develop a supply chain 
that is both reliable and economical? 

 • Where should we leverage established 
infrastructure, and where should we 
invest, directly or via partnership, to 
develop midstream assets (such as 
storage facilities) unilaterally? 

 • What is our value proposition for 
dealers?

Service station operators will need to an-
swer a different set of questions: 

 • How can we best secure a fuel supply 
that has a competitive edge on pricing 
(for example, through vertical integra-
tion or partnerships)?

 • How can we design and establish a 
nonfuel retail offering that will comple-
ment our fuel sales?

 • How can we ensure that we have a 
differentiated value proposition that 
addresses consumers’ most important 
priorities?

 • What pricing strategy should we use? 
Can we justify charging a premium? 

 • How can we maximize returns through 
active portfolio management (that is, 
decisions about how many stores to 
own, which ones to invest in further, 
and which ones to jettison)?

The answers to these questions are para-
mount for companies wishing to participate 
throughout the fuels value chain in Mexico. 
Given fast-paced liberalization, companies 
that are able to quickly make the right deci-
sions will certainly succeed in what is shap-
ing up to be a large, underserved, and po-
tentially very profitable market.

Future articles will address reform-driven 
opportunities in other parts of the market, 
including the power sector, natural gas, and 
upstream oil.

Notes
1. Tesoro’s entry into Mexico’s fuels market could 
also prove a boon to the company’s trading business. 
The same holds true for other market entrants 
among this group of companies that similarly 
develop advantaged market access through control of 
key midstream assets. (See “A Golden Period for 
Asset-Backed Trading: Time to Reconsider Oil Supply 
and Marketing,” BCG article, July 2015.)
2. Convenience stores, such as 7-Eleven, have 
experienced relatively strong growth in profit driven 
by fuel sales. This has prompted integrated oil 
companies to consider reentering the convenience 
store arena, which they had exited about a decade 
ago. (See “Is North American Refining at a Crossro-
ads?” BCG article, January 2017.)
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