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COMMENTARY
JOHN BAKER LONDON
john.baker@icis.com

Base oil markets are at an interesting juncture, giving players plenty of cause for 
thought and reflection. On the one hand, they have been relatively quiet of late, 
in terms of demand growth, capacity expansion and merger and acquisition  

activity. On the other hand, numerous issues are making the landscape more complex 
and challenging.

The expanding demand for electric vehicles – set to increase rapidly as govern-
ments mandate the phase out of internal combustion engines; the impacts of the 
MARPOL 2020 phase out of high sulphur fuels in shipping; and the increasing move  
to digitalisation in the base oil sector will all impact the types of base oil and lubricants 
used and the way they are produced and marketed. Plenty there, then, for industry  
executives to get their minds around for the future.

 In the shorter term, improved global GDP growth – recently revised upwards to 3.9% 
by the IMF after the Trump tax stimulus – and the higher crude  prices seen since mid-
last year are also exercising industry minds. While base oil volumes look as if they might 
show some growth again in 2018, prices will be firmer and margins under pressure. 

Any increase in demand will be warmly welcomed, given that operating rates are  
currently depressed after a spate of new capacity additions up until 2016. Last year 
saw relatively little new capacity added and going forward only a handful of new plants 
are planned with any certainty of realisation. 

Group III material from the Yaroslavl and Luberef start-ups will enter the markets this 
year, but Group I and II may see some cutbacks as producers adjust their production 
slates. Helping matters, in Asia especially, are a string of planned maintenance out- 
ages that will help keep supply snug and support upwards pricing pressures.

So, on the  whole, maybe not a bad year ahead for the industry, but there are plenty 
of issues to grapple with further ahead.

“Any increase in 
demand will be 
warmly welcomed, 
given that operating 
rates are currently 
depressed after a 
spate of new 
capacity additions”

Editor 
John Baker 
+44 20 8652 3153 
john.baker@icis.com

Contributors  
Izham Ahmad
Andy Brice
Jenny Cao
Cynthia Challener
Vicky Ellis
Jane Gibson
Jasmine Khoo
Judith Taylor
Sarah Trinder

Production and design 
Terence Burke

Monica Lugo 
Ethel Ong
 
Sales manager 
Tom Iredale 
+44 20 8652 3812 
tom.iredale@icis.com

Managing director, ICIS 
Rob Kolkman
Printing 
Newman Thomson
Front cover Matthias Kulka, 
Getty Images  
Address 
ICIS, The Quadrant, Sutton, 
Surrey SM2 5AS, UK  
www.icis.com



www.icis.com4 | Base Oils Supplement | February 2018



February 2018 | Base Oils Supplement | 5www.icis.com

BASE OILS 2018 OVERVIEW

CYNTHIA CHALLENER VERMONT, US

The global base oil markets took a pause last year, with little growth, subdued  
M&A and few new capacity start-ups or announcements. But, paradoxically,  
market demands are changing at an unprecedented rate

Market pauses for  
period of reflection

closed), the market was already fairly consoli-
dated, with no major changes taking place in 
the region. In China, some Group I rationalisa-
tion occurred in 2017, with limited invest-
ment in capacity for Groups II and III. 

The biggest event in terms of added capaci-
ty was the beginning of Group III production 
by Motiva Enterprises at its Port Arthur refin-
ery in Texas, US, in late 2017, according to 
Serra-Holm. Motiva, which is wholly owned 
by affiliates of Saudi Aramco, is the largest do-
mestic producer of Group III base oils in the 
US. Bryan Schorzman, general manager of 

some marine and industrial applications. A 
similar performance is expected in 2018. 

At most, the global base oils market grew at 
a rate of 0.5% last year, with the majority  
occurring in Asia, the Middle East and South 
America, while the North American and  
European markets were flat at best, if not 
slightly negative, according to Valentina  
Serra-Holm, marketing and technology direc-
tor for naphthenics at Nynas. 

On the supply side, following the major  
rationalisation of Group I production in  
Europe in 2016 (over 25% of capacity was 

 Demand for base oils in 2017 was flat 
overall. Crude oil prices were fairly 
stable (until mid-year at least – see 
chart over the page), merger and  

acquisition (M&A) activity slowed and few 
major investments were made or announced, 
leading to a fairly quiet year overall. 

The trend of decreasing demand for Group 
I and increasing demand for Groups II and III 
also continued, driven by the ongoing need 
for higher-performing oils in automotive and 
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THERE WERE FEW BASE OIL START-UPS IN 2017, AND FEW PROJECTS ARE PLANNED
Company Location Product Capacity, tonnes/year Onstream date

Calumet Shreveport, Louisiana, US Group III 400 bbl/day Mid-2017

ExxonMobil Rotterdam, Netherlands Group II 900,000 Q4 2018

ExxonMobil Singapore Group II na 2019

Gazpromneft Omsk, Russia Group II/III 225,000 2021

Hainan Handi Sunshine 
Petrochemical

Hainan, China Groups II/III 1.5m na

Hengli Petrochemical Northeast China Group II 540,000 End 2018/
early 2019

HILL/KazMunaiGas Shymkent, Kazakhstan Group I, II, III 250,000 2020

INEOS Chocolate Bayou, Texas, 
US

Polyalphaolefins 120,000 Q3 2019

JSC Slavneft-Yanos Yanos, Yaroslavl, Russia Group III 100,000 2017

Luberef Yanbu, Saudi Arabia Group II 550,000 2018

Motiva Port Arthur, Louisiana, US Group III na End 2017

Qingyuan Petrochemical Shandong, China Groups I/II 800,000 1H 2018

Saudi Aramco/SABIC Saudi Arabia na na 2025

Shanxi Lu'an North China Group III 300,000 End 2017
SOURCE: ICIS 

base oils for Motiva, noted in a company 
press release that base oil customers are in-
creasingly looking for a one-stop supplier for 
all their base oil requirements. 

Calumet Specialty Products also began pro-
ducing Group III base oils in the US earlier in 
2017, making it, at the time, the first US-based 
virgin producer of Group III base oils. Petro-
Canada, the only producer of Group III base oils 
in North America until 2017, was acquired by 
Group I supplier HollyFrontier in early 2017. 

These moves reflect the growing appetite for 
Group III base oils in the US compared to else-
where in the world, according to Serra-Holm.

In Europe, despite all of the consolidation, 
demand for Group I base oils remains strong as 
indicated by the firm pricing observed 
throughout 2017 (see page 19). Naphthenic 
base oils remained stable on a global basis, 
with increased production in China mainly 
directed to the domestic market and primarily 
meeting the country’s demand for process and 
rubber oils.

The Middle East also experienced new  
activity by Saudi Aramco. The company 
launched a base oils marketing business. Rather 
than remain a passive investor, the company is 
selling its own branded Group I, II and III base 
oils as a way to “optimise the value of its petro-
leum molecules and grow its refining and 
chemicals portfolio.” 

It also began seeking synergies among its  
affiliates with respect to its Group II slate of 

products and streamlining the marketing of 
its offerings in order to better serve customers. 

Neste and Bahrain Petroleum Company 
(Bapco), meanwhile, renewed their commer-
cial collaboration on the production of Group 
III base oils in Bahrain under revised terms. 
Neste, which originally marketed all of the 
base oils produced at the 400,000 tonne/year 
facility, will continue to sell a “significant 
share” of base oils output from the plant. 

Bapco gained the right to launch its own 
brand to the global market at the beginning of 
2018. “The result is a more competitive  
scenario that is better for blenders globally,” 
Serra-Holm notes.

Overall, the shift away from Group I to 
Group II/III continued in 2017, with the main 
driver the same – ever higher lubricant speci-
fications for many different applications. 

“Demand for Group I base oils will contin-
ue to shrink globally,” says Serra-Holm. End 
users are looking for higher quality on both 
the automotive and industrial sides, even in 
emerging markets,” she adds. 

GROWTH IN SYNTHETICS
Higher fuel economy standards are leading to 
the need for lower viscosity motor oils, which 
are formulated with Group III and IV base 
oils. For industrial applications, while de-
mand remains fairly stable for Group I oils, 
Group II continues to slowly gain ground. 

It is worth noting that catalytic hydropro-
cessing (the use of hydrocracker bottoms) pro-
vides base oils with higher quality and yields 
combined with a reduced dependence on the 
crude source, and newer projects are based on 
this technology.

The base oils experiencing the greatest 
growth, according to market research firm 
Kline & Company, are synthetic base oils such 
as Group III/III+, Group IV and a few Group V 

base oils. Group III/III+ accounted for about 
10-12% of the global base oil demand in 2015 
while that for Group IV and V (excluding 
naphthenic base oils) accounted for around 
3% to 4% of the global base oil demand. 

Synthetic and semi-synthetic lubricants  
together accounted for around 17% of the 
total lubricants market (excluding process 
oils) in 2015, and around 30% of the consum-
er automotive segment. (The firm bases the 
terms synthetic and semi-synthetic on how 
the products are marketed, positioned, priced 
and accepted by end-users, not the base stock, 
and includes some Group III-based products.) 

The big driver for use of synthetics is once 
again global quality specifications, particularly 
for automotive engine oils. Lighter engines 
with much higher power densities, power 
trains with 10-speeds or more and on the  
industrial side, manufacturing equipment that 
allows greater productivity, are other impor-
tant factors, according to Kline. Growth in the 
supply of Group III/III+ basestocks also plays a 
role in the wider adoption of synthetics.

The base oils market, however, remains 
oversupplied, according to David Wedlock, a 
principal consultant with DW Associates 
Base Oils & Lubes, with potential capacity ex-
ceeding consumption. 

Crude oil prices were fairly stable in 2017, 
but slightly higher prices do not significantly 
impact Group II/III base oils. “One of the ben-
efits of Group II/III oils is their higher crude 
flexibility and the more favourable negotia-
tion position these manufacturers have when 
purchasing crude oil compared to producers 
of Group I base oils,” notes Serra-Holm. 

She adds that larger Group II/IIII refineries 
are even better off because they have addi-
tional buying power. 

Wedlock agrees: “With Group I continuing 
to contract and Group II/III slightly more 
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The new Yaroslavl base oils facility in 
Russia was one of few capacity additions 
in 2017, adding 100,000 tonnes/year of 
Group III production
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crude independent, the entire business  
becomes more flexible.” He expects normal 
market behaviour to continue in 2018, with 
base oil price increases and reductions lag-
ging behind crude price increases and reduc-
tions, respectively.

One significant difference between 2017 
and 2016 was a lack of significant M&A activ-
ity. M&A amongst base oil and lubricant pro-
ducers and distributors occurred at a high 
pace in 2016. Major oil companies exited 
their specialties businesses and larger players 
looked to grow by acquiring them and smaller 
firms that could not compete in an increas-
ingly global market with complex regulatory 
requirements. 

In 2017, activity was much lower, with the 
most visible deal, according to Serra-Holm, 
being Quaker Chemical’s purchase of 
Houghton International from Hinduja Group. 

“This deal brings together two of the 
world’s largest metalworking fluids suppliers, 
creating a large company with an extensive 

product portfolio and concentrated knowhow 
targeting metalworking applications. It will 
clearly change the business landscape and 
may well trigger other acquisitions in this 
space as others look to expand in order to re-
main competitive,” she observes.

Another noteworthy deal took place in Japan. 
JX Nippon Oil & Energy Corporation merged 

Units are $/bbl

Crude WTI FIP Cushing, OK spot month +1 Crude Brent FOB Sullom Voe spot month

CRUDE OIL PRICES DECLINED GOING INTO 2017, BUT ROSE FROM MID-YEAR
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with TonenGeneral Group to form the JXTG 
Group, a company that now supplies nearly 
50% of the lubricants consumed in the country. 
As a result, it is of particular significance in the 
Japanese market, according to Serra-Holm.

The Trump administration in the US and 
Brexit in Europe were other new factors in 
2017 that could also impact 2018 and beyond. 
While deregulation by the Trump administra-
tion may have been beneficial for small and 
medium-sized lubricant blenders, Serra-
Holm observes that the signals being sent re-
garding energy policies have been quite con-
flicting and as a result, she  has not seen any 
measurable impact on the base oils industry. 

Wedlock agrees that it is difficult to tell if 
the administration’s policies have had any 
impact. “US GDP growth is more important. If 
growth exceeds around 3.5%, then it is possi-
ble that some small base oil consumption 
growth may occur,” he notes. 

PROBLEMS WITH BREXIT AND REACH
Brexit could, on the other hand, have an  
impact on the UK because the country is not 
self-sufficient in base oils and relies on  
imports from the continent. “Sourcing may 
become less competitive and thus more chal-
lenging,” comments Serra-Holm. 

In particular, she points to the possibility 
that UK companies will need to resubmit 
REACH registrations for all of their products 
as potentially very costly. 

“The type of trade agreements that are  
established will be crucial, and REACH regis-
trations will be part of those negotiations,” 
she notes. However, she adds that the EU will 
be careful about providing any special  
arrangements for the UK in order to avoid set-
ting any precedents that might encourage 
other countries to leave the EU.

While no major events are expected to 
upset the base oils market from its current 
near-term performance, there are major con-

VALENTINA SERRA-HOLM
Marketing and technology director, 
naphthenics, Nynas

“This [QackerChemicals/
Houghton] deal brings 
together two of the 
world’s largest 
metalworking fluids 
suppliers”

DAVID WEDLOCK
Principal consultant, DW Associates 
Base Oils & Lubes

“With Group I continuing 
to contract and Group II/
III slightly more crude 
independent, the entire 
business becomes more 
flexible”

cerns for the market in the longer term. The 
really big question for Serra-Holm is how fast 
the growth of electric cars will be. 

This question is not only about the future 
decline in demand for lubricants as battery 

electric vehicles replace cars based on inter-
nal combustion engines (see page 12). “Group 
II and III base oil production is coat-tailed on 
diesel refineries. If demand for diesel fuel 
drops, the consequences for the global supply 
of Group II/III base oils could be negatively  
affected,” she explains.

In addition, increasing attention is being 
paid to sustainability in all industries. Anoth-
er important question for Serra-Holm is deter-
mining how the focus on sustainability will 
translate to the oil industry. “We are moving 
to a future where renewable materials will 
play a much greater role. Electric vehicles will 
be much bigger, but are only just one part of 
the equation. 

“It is a very exciting area. The oil industry has 
always been so traditional. Things are now hap-
pening at speeds never seen before, and it will 
be interesting to see what happens going for-
ward. If sustainability really takes off, if will be 
revolutionary for the industry,” she asserts. ■

GLOBAL AUTOMOTIVE lubricant demand is 
forecast to rise by 1.6 %/year through to 2021, 
according to a recent report by The Freedonia 
Group. Strong economic growth in developing 
economies will lead to increased agricultural 
and mining output, as well as rising construc-
tion activity, which in turn will drive strong gains 
in off-highway automotive lubricants.

Growth will be fastest in Asia, where automo-
tive lubricant demand is expected to increase 
by 3.2%/year to 11.0m tonnes by 2021. 

The major factors contributing to this high-
er growth are continued increases in the  
region’s light vehicle and medium and heavy 
truck and bus parks; increase in construc-
tion activity across the region; acceleration 
in the agriculture sector due to a regional 
trend of increasing use of tractors in the 
farming industry; and an increase in the  
regional motorcycle park. ■

AUTO-LUBES GROWTH



By Jonathan Lopez
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BASE OILS 2018 RUSSIA

JANE GIBSON ICIS

More Russian Group III capacity has just come onstream, increasing the scope  
for exports this year to Europe and other global destinations

Russia expands its 
Group III presence

European blenders – especially if there is a 
shortage of exports from the other regions or 
the cost of their export material is going up”. 

Lower logistics costs due to rouble depre-
ciation have also supported the Russian ex-
port market. Russian base oils are already 
heading to the US and will continue to do so. 

“Material is exported from the Baltic in 
flexi-containers and is competitive on price 
and freight rates.” Varaksin also sees West  
Africa, Turkey, the UAE and India as poten-
tial export destinations.

Politically, the next few years should offer 
some stability for the market given that Putin 
is widely expected to win the 2018 election. 
“The next six years won’t be dynamic, but 
they should be stable. This means that refin-
ers and distributors don’t have an excuse for 
not improving sales.” 

STRONGER DOMESTIC SALES
However, he admits that if further US sanc-
tions were to be imposed on Russia, then 
Gazprom’s and Rosneft’s lubricants arms 
could be one of the companies on the list. “It 
is a distraction.”

The economy is also stronger compared 
with the downturn seen in 2015/2016, which 
should support domestic demand. “2017 was 
stable and 2018 is election year – so we are 
expecting increased budget spending and 
therefore increased demand growth of around 
1-2%, which should result in higher base oils 
consumption.”

DYM Resources sees a positive future for 
Group III material as markets start to demand 
higher quality products both domestically 
and abroad. “It’s a higher quality lubricant, 
which means that the finished product might 
command a higher price,” says Varaksin. 

“It also requires less additives – which are 
expensive. These factors make Group III base 
oils competitive products.”

The base oils market is not expected to be as 
tight as last year, in Europe or globally, but  
Varaksin believes that Russian supply will have 
a role to play in 2018 and going forwards. ■

Russian material in Europe. Last year saw a 
mix of planned and unplanned outages sig-
nificantly tightening the global market, which 
allowed Russian material to enter Europe to 
plug the gap. “The new Russian product in 
the European market helped to diversify sup-
ply last year – it’s good for European blenders 
to have a cheaper source of material”. 

The Russian Group III material is non-OEM 
approved. However, Varaksin does not see 
this as a barrier. “The big players will still  
require the more expensive approved materi-
al, but smaller independent blenders have an 
alternative. The additional supply – which 
will be sold on a spot basis – will make the 
European market more competitive this year. 
The spot market is not that big; however, the 
spot price sets the price for the contract mar-
ket – so that could have an impact.”

A decrease in export duties should also 
help to stimulate Russian export demand.  
Duties (originally applied to act as an incen-
tive to sell domestically) have been decreased 
gradually over the last two years, with the 
2017 export duty ratio decreased from 40% to 
30% (from crude oil duty). 

Varaksin sees Russian material being able 
to compete with other traditional European 
importers such as the UAE and South Korea. 
“We are close in terms of both cost and deliv-
ery time to what Korean exporters can offer. 
Korean refiners do not have access to their 
own crude oil – which means Russian mate-
rial can offer a cost advantage. 

“Russian material is a good alternative for 

 Russia is in the process of modernis-
ing its base oils capacity, looking to 
switch production from Group I  
material, which currently makes up 

the bulk of capacity, by investing in higher 
technology Group III material. 

It is estimated that Russia will produce 
around 200,000 tonnes of Group III material 
this year. While a significant proportion of this 
is expected to be consumed domestically, 
Denis Varaksin, director for base oil and slack 
waxes at DYM Resources in Germany, expects 
to see more material heading out of Russia. 

He estimates that over 50% of Group III pro-
duction will be exported. Last year saw around 
80 000 tonnes of exports and 2018 could see 
volumes rising to 120,000-130,000 tonnes, 
with Europe a major destination, he says. 

The Yaroslavl refinery, a 50:50 joint venture 
between Rosneft and Gazpromneft, will reach 
planned capacity of Group III production this 
year. The refinery can produce 100,000 
tonnes/year of material, of which 40,000-
50,000 tonnes/year are earmarked for export. 

Gazpromneft is already looking to increase 
its presence in Europe. Gazpromneft Lubri-
cants recently signed a lubricant toll blending 
agreement with Kuwait Petroleum Internation-
al’s Q8 Oil, which operates a 220,000 tonne/
year blending plant in Antwerp, Belgium.

EXPORTS VIA THE BALTIC
Russia currently exports Group III base oils 
from the Taneco (Nizhnekamsk) refinery  
located in Tatarstan (where 100,000 tonnes/
year of Group III product is manufactured). 
Group III is also produced by Lukoil’s Volgo-
grad refinery and Belorussia’s Naftan refinery. 

DYM Resources names Germany, the Neth-
erlands, the UK and the Baltic states as poten-
tial European destinations, amongst others. 
Most of Taneco’s exports currently head to the 
Baltic for further shipments to Europe by 
trucks and overseas loadings. 

Varaksin certainly sees opportunities for 

DENIS VARAKSIN
Director, base oil and slack waxes, 
DYM Resources

“The new Russian 
product in the European 
market helped to 
diversify supply last  
year – it’s good for 
European blenders”
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BASE OILS 2018 LATIN AMERICA

MARK MCHUGH
Managing partner, Entoro 
International

“Malaysia’s Petronas is 
emerging as a new 
player, which has  
affected the positioning  
of other traditional 
suppliers”

JANE GIBSON ICIS

Brazil’s base oil and lubricant markets are undergoing change and can expect to see 
some growth this year as the economy recovers. But in Venzuela, political difficulties 
have seen base oil production halted

Growth expected 
again for Brazil

have the right partner and the right person 
on your team. If you try to break in by setting 
up as just an importer then it will only be-
come a price game. You need a local pres-
ence. Dealing with economies like Brazil is 
never a straight line process. You have to be 
able to deal with the volatility – but it can be 
a really good place to do business.”

Venezuela’s base oils story has been im-
pacted even more by politics, with the gov-
ernment defaulting on payments and the col-
lapse of the price of oil resulting in a 
worsening of the economic crisis. 

PROBLEMS IN VENEZUELA
“It’s a failed state that is in a rebellion,” says 
McHugh. “Economic output has fallen by 
more than a third since 2014. It was the larg-
est base oil producer in the region, but today 
it is not producing a drop.” 

As a result, even local demand cannot be 
met. McHugh relates that he has a colleague 
who hasn’t changed the oil in his car for a 
year due to shortages. Prices are currently 15 
times the regulated price. 

There is also a general lack of information 
on what is taking place in Venezuela, which 
possesses the world’s largest oil resources, 
but where production is at a 30-year low. 

According to McHugh, the Cardon refin-
ery, which can produce 300,000 tonnes/year 
of base oils, has experienced a number of op-
erational difficulties over the last few years. 
The refinery was previously supplying 8,000 
tonnes/month to meet local demand but is 
not currently producing.

PDVSA is negotiating the continuation of 
its lease of Curacao’s Isla refinery, which will 
be up at the end of 2019. The company, how-
ever, was unable to pay the refinery’s operat-
ing costs and as a result, the Curacao govern-
ment has also been negotiating with others, 
including China’s Guangdong Zhenrong En-
ergy.  

 “It’s a sad story,” says McHugh, “and it’s 
just getting worse. There is no way you’d 
want to do business there at the moment.” ■

ing to around 83%.”
The lubes market has suffered alongside 

GDP, with demand plateauing at 1.1m litres 
in 2016 and 2017. “We expect a return to 
growth in 2018, with an increase of around 
2% in line with GDP,” says McHugh. 

Alongside this, the traditional market 
players are also changing, with Mobil, ac-
quired by local conglomerate Cosan in 2008, 
now second in the market behind Petrobras. 
Malaysia’s Petronas is emerging as a new 
player, which has affected the positioning of 
other traditional suppliers such as Shell, 
Texaco and Castrol. 

Petrobras subsidiary BR Distribuidora was 
IPO-ed at the end of last year and McHugh 
says this should result in the company tak-
ing a more commercial approach, relinquish-
ing its low-price-driven strategy for a more 
price/volume trade off. 

“The upcoming players – Mobil and Petro-
nas – will continue to grow and take market 
share, possibly from Petrobras.” The big 
players make up 85% of the market accord-
ing to McHugh, although there are over 100 
brands in total.

Today, 94% of Group I base oil is pro-
duced in Brazil and 6% imported. Mean-
while,  
imports of Group II and III are growing, rep-
resenting 23% of base oils consumed. Petro-
bras’ plans to build new Group II capacity 
have been cancelled. 

GROUP II PROJECT MIGHT RE-EMERGE
However, the government is encouraging 
new investors in refining and so a Group ll 
refining project could possibly re-emerge 
sometime in the future, although there is 
nothing on the horizon today. “The Brazilian 
market is short – it’s a major market poten-
tially, but as the famous saying goes ‘Brazil is 
not for beginners’.”

Cosan has turned around the fortunes of 
the Mobil brand since 2008, partly because it 
understood Brazil and what it took to be suc-
cessful. As McHugh explains: “You need to 

To understand base oil markets in  
Brazil and Venezuela, a clear concept 
of the broader political and economic 
landscape is required, according to 

Mark McHugh, managing partner at financial 
services specialist Entoro International.

“Essentially, Brazil is still a key emerging 
market and the eighth largest economy in the 
world. Although it has been in political and 
economic crisis for the last four years, there 
are signs of recovery for 2018”.

This year is election year, with nobody 
clear on the outcome. “The real issue is 
whether whoever wins is reform-minded or 
not. There are a number of structural econom-
ic reforms needed. Some have been started – 
but will they be continued? 

“If a populist like Lula wins, then the econ-
omy could stagnate. But if a reform candidate 
wins, then economic growth will come back 
and Brazil will fulfil its growth potential”. 

McHugh points out that a PwC report on 
2050 economies places Brazil as the fifth largest.  

Reformists in the energy ministry have  
encouraged offshore oil to be opened up,  

notably in the pre-salt area, and oil majors have 
invested heavily in Brazil, with Petrobras re-
treating from its quasi-monopolistic position, 
particularly in its downstream business. 

The increased competition has resulted in 
refinery operating rates dropping to 73%. 
“Brazilian refineries are working, but not at 
full capacity. The utilisation rate is expected 
to recover in the next couple of years, climb-
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Electric vehicles are now well on their way, presenting 
base oil and lubricant makers with significant challenges 
in terms of market size and technical performance

EVs set to 
accelerate 
market entry

further five and 10 years, respectively. 
For this level of growth to be realised, how-

ever, the cost, size, durability and charging fea-
tures of batteries must be improved, and gov-
ernments must continue to provide subsidies 
until cost parity is achieved between electric 
and conventional vehicles, according to Chris 
Locke, executive vice president of marketing 
and technology for Infineum International. 

The speed at which ICE efficiency can be 
improved (17.7 km/liter is expected to be the 
average fuel economy figure for cars by 2035) 
will also impact the adoption of EVs, as will 
consumer interest. That certainly seems to be 
growing; over 1m EVs were sold in 2017. 

Bedwell predicts penetration of EVs in  
Europe will reach 3% by 2020, 10% by 2025 
and 15% by 2027, driven by government in-
centives, at which point the market can be left 
to grow on its own merits, as battery cost and 
performance issues are overcome and charg-
ing infrastructure is sufficiently established to 
enable reliable, long-distance driving for a 
reasonable number of people at any given 
time. His long-term forecast: by 2040 50% of 
car sales in Europe will be BEVs.

IMPROVEMENTS IN CHARGING
A shift from plug-in chargers to inductive 
(wireless) charging will allow for more con-
venient and easy-to-use charging systems,  
according to Sitanshu Shastri, associate man-
ager, research, for IndustryARC. Furthermore, 
the concept of charging on the move will be 
achieved with the help of dynamic charging, 
which will allow drivers to cover long ranges 
without any stops and reduce vehicle weight 

tional engines cannot realise the fuel efficien-
cy possible with diesel; the only way to 
achieve a big step change in emission reduc-
tions, he says, is through electrification.

Many countries are considering or will 
phase out ICEs in passenger cars. China is 
conducting research in order to establish a 
timeline. The UK, Germany, France, the Neth-
erlands and India aim to halt the production 
of cars with ICEs by 2030-2040. 

Austria, Denmark, Ireland, Japan, Portugal, 
South Korea and Spain also have official tar-
gets for electric car sales. While there is no fed-
eral policy in the US, several states have set 
goals. Some cities around the world – Paris, 
Mexico City, Madrid and Athens, for example 
– are looking to ban diesel cars by 2025.

Car makers are responding too, with most 
leading companies announcing plans to elec-

trify their fleets to some degree. By 2019, Volvo 
will only launch cars that are electrified (most 
will be hybrids). BMW has said that all of its 
brands and models can be electrified – as full 
BEVs or plug-in hybrids (PHEVs). Nissan sold 
its 300,000th Leaf in January 2018, the most 
popular electric car in the world.

The International Energy Association (IEA) 
predicts the electrical vehicle stock will reach 
8-14m BEVs + PHEVs by 2020 and climb even 
more rapidly to 13-20m and 25-46m over the 

 Electric vehicles (EVs) remain a small 
portion of all cars on the road today. 
Just 0.6% of European car sales were 
battery-electrified vehicles (BEVs) in 

2017, for instance. But the movement away 
from conventional internal combustion en-
gines (ICEs) to electric motors is speeding up. 

In just the last 12 to 18 months, there has 
been more emphasis and discussion about 
how the automotive sector will be going elec-
tric in one way or another, according to Al 
Bedwell, director of global powertrain with 
LMC Automotive. 

Governments around the world are propos-
ing and passing legislation requiring reduced 
emissions and a switch to electric vehicles in 
the long term. Auto makers are also making 
significant investments, diverting resources 
away from conventional engine programmes 
toward electrification efforts. What is driving 
the recent rapid change and how will it  
impact the base oils and lubricants markets?

Countries that signed the Paris Agreement on 
climate change in December 2015 have commit-
ted to reducing CO2 emissions (by at least 40% 
by 2030 in the EU, for instance). Reduction of 
emissions from vehicles will be crucial for 
achieving these ambitious goals. By 2021, all 
new cars in the EU must achieve a fleet average 
of 95 grams of CO2 per kilometer (g CO2/km). 
By 2025 and 2030 the values must be 15% and 
30% lower than in 2021, respectively. 

However, the region is facing a diesel 
issue. Diesel car sales are down following the 
recent emissions scandal, which has impact-
ed CO2 emissions, according to Bedwell. 
“For the first time in many years in the UK, 
average CO2 emissions increased in 2017 
year over year,” he notes. 

In real-world driving conditions, conven-

CHRIS LOCKE
Executive vice president, marketing 
and technology, Infineum International

“Base oil and lubricant 
suppliers must respond 
to the emerging needs of 
both more efficient ICEs 
and hybridised EVs”

Electric vehicle performance is just 
one factor helping to boost sales – 
but what is the impact on lubricants?
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by decreasing the necessary battery storage 
space and size, he adds. 

The range of EVs will also eventually be 
boosted through the use of integrated energy 
harvesting technology, which will allow car 
makers to use thermal, solar, radio frequency 
(RF), piezoelectric, kinetic, and electromag-
netic energy as fuel, according to Shastri. 

With respect to lubricant demand, the 
move towards BEVs is very important  
because they use no crankcase lubricant, the 
major volume segment for automotive lubes. 
“The visible decline in the lubricants market 
for the automotive sector will, however, occur 
only in the long term when a majority of 
countries have shifted their base to an electric 
fleet,” Shastri asserts. 

Electrification will initially affect motor- 
cycles (eg, there is already a prevalence of elec-
tric bikes in Asia) and passenger cars since 
they are easier to electrify, according to Locke. 
“PHEVs, however, use relatively conventional 
levels of lubricant, but future oils might need 
to address the specific needs of engines charac-
terised by more transient cycles with different 
capabilities and compositions,” he adds. 

Heavy duty diesel trucks and marine ves-
sels will remain on ICE driven due to the  
required combination of power output and 
weight, according to Locke. “A Li-ion battery 
to deliver the required power density to a 
heavy duty truck would weigh 5-15 tonnes, 
materially reducing the payload capacity as 
well as reducing truck uptime via recharging 
needs,” Locke explains. 

Wheel bearing and chassis grease, HVAC 
coolants, automatic transmission fluid and 

radiator fluid top-ups will continue to experi-
ence steady demand for both BEVs and 
PHEVs, according to Shastri.

Given the long uptake for BEVs, for the fore-
seeable future Infineum sees oil drain intervals 
(ODI) as being the single most important factor 
affecting lubricant demand. “Improving ODI is 
critical because of the carbon footprint associ-
ated with the waste management of spent oil; 
even lube recycling has a significant energy 
cost and thus a carbon footprint. The longer the 
oil can successfully work inside the engine the 
better,” he explains. 

“Higher ODI means higher quality oils and 
this is a proven, achievable solution,” Locke 
adds. Even in the more aggressive scenarios for 
carbon emission reduction, such as IEAs 
“Below 2 Degrees Scenario”, the ICE must  
deliver fuel economy efficiencies in the range 
of 20-30% by mid-century; there is a clear role 
for lubricants for reaching this goal. In addi-
tion, the introduction of more sophisticated 
transmissions for hybrids and potentially for 
BEVs will generate demand for gear and trans-
mission oils with potentially different needs.

What types of base oils and lubricants will 
be needed? Shastri sees the demand for syn-
thetics growing as BEV and PHEV penetration 
increases, as well as for oils that have reduced 
greenhouse gas emissions. 

“Base oil and lubricant suppliers must re-
spond to the emerging needs of both more effi-
cient ICEs and hybridised EVs where lubri-
cants will face intermittent operations, on 
average cooler temperatures, and longer peri-
ods of inactivity whilst still delivering the re-
quired performance when called to action,” 
observes Locke. 

INNOVATION WILL BE CRUCIAL
Doing so will impact basestock and additive 
quality levels. “For this reason, innovation will 
be crucial, and ongoing and sustained invest-
ment in lubricants R&D essential,” he stresses.

Advances in the electric vehicle market are 
occurring in conjunction with an evolution of 
our understanding of mobility. In addition to 
sustainability and conventional selection crite-
ria such as brand, style and interior, consumers 
care about the level of connectivity within ve-
hicles, access to on-demand e-services and  
autonomy, either in entirety or as needed (such 
as in traffic jams), according to Locke. 

There are globally accepted levels of  
autonomy developed by the SAE. Level 4 
cars, which are completely driven by them-
selves but only in low-speed environments in 
certain geographic areas that are well 
mapped, are currently undergoing trials and 
could be introduced by 2020. 

Level 5 cars, which can be operated any-
where in any conditions, will not be introduced 
in the near term. “There are lots of hurdles to 
overcome, particularly with the artificial intelli-

gence aspects of autonomous cars. It is unlikely 
that this technology will be changing the world 
before 2030,” Bedwell comments.

The big question, he says, is whether  
autonomous driving will impact patterns of 
ownership and driving habits. In dense urban 
areas in mature economies, people are antici-
pated to prefer car sharing to ownership. Peo-
ple in emerging markets, on the other hand, 
will need to buy cars for transportation,  
according to Shastri. 

Separately, autonomy brings more free time 

for all of the occupants of a vehicle so may  
increase driving cycles, according to Locke. 
Autonomy may also increase mobility for por-
tions of the population that cannot afford or are 
not capable yet/anymore of driving. 

The changing preferences of the millennial 
generation are another factor to consider. “As 
these people fill workforce leadership posi-
tions from 2030 onwards, they will bring  
potentially different sets of values to the cor-
porate world, according to Locke, such as the 
value of personal time/experiences versus the 
value of asset ownership and a lease vs. buy 
mindset,” he notes. 

All together, these considerations lead to 
one conclusion for Shastri: car makers and 
their suppliers will need to diversify their 
portfolios to offer more services and have a 
wider presence across all vehicle segments. 
Collaboration among industry stakeholders, 
including technology companies and tele-
coms, will also be important. “OEMs need to 
work together to draft standards for emerging 
technologies and share platforms with com-
petitors that allow for flexible production in 
order to decrease R&D costs, reduce risk and 
decrease time to market,” Shastri says. 

For Infineum, the most important concept is 
that progression towards lower carbon power-
trains will happen and companies need to  
embrace the idea and plan accordingly. “Lubri-
cants still have a strong and long-term sustaina-
ble role to play in delivering better performance 
and longer oil lifecycles. The future of mobility 
will bring both disruption and opportunities: 
companies that thrive will be those that apply a 
disciplined, coherent and integrated strategy 
aligned towards a steadily ‘carbon de-intensify-
ing’ economy,” Locke concludes. ■

AL BEDWELL
Director, global powertrain, LMC 
Automotive

“There are lots of hurdles 
to overcome... with... 
autonomous cars. It is 
unlikely this technology 
will be changing the 
world before 2030”
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BASE OILS 2018 DIGITALISATION

JANE GIBSON LONDON

The adoption of digitalisation in the base oils sector has 
plenty to offer producers and formulators, in terms of 
manufacturing efficiencies and market knowledge

Crunching 
the numbers

“Smart data could offer the opportunity to 
view all the specifications of different prod-
ucts. We, as a customer, would be able to 
check immediately if the product fits. This 
could also then help to cut down transporta-
tion time depending on where the material is 
sourced from.”

Within a lube production plant itself, sen-
sors and other devices could be used to track 
real-time operating conditions and the data 
can then be analysed digitally. Data could 
also be used to assess product performance 
and enhance the production of lubricants, 
while simulations could be used to also opti-
mise the location of production. Gosalia 
points out that direct and automated usage of 
information generated at a later step of the 
process will then affect all steps before.

In terms of R&D in the lubricants industry, 
according to Gosalia, digitalisation could  

increase efficiency and accuracy by introduc-
ing automation. It could speed up product 
development by monitoring fluids’ life, short-
en the time to market and reduce the number 
of trials needed, while also new testing meth-
ods for screening during the development 
phase, with a high level of predictability, 
could be developed. 

Gosalia has a wealth of other ideas as to 
how digitalisation could benefit the lubri-
cants business. For example, he suggest that a 
lube match application on a smartphone 
could also offer new opportunities. This 
could be, eg, product scanning, enabling the 
closest lube station to be found, etc. 

Digitalisation could also provide an online 
learning platform, whereby training in how to 
use a particular lube is offered. He also sees an-
other benefit in terms of market and competitive 
intelligence. “Digitalisation will help us to use 
data to predict future market developments and 
sales and enable us to undertake better screen-
ing and scanning of the competitive landscape.”

Gosalia believes that lube manufacturers 
need to take a close look at how digitalisation 
could benefit the industry. “We have not yet ex-
ploited and explored the possible advantages 
that digitalisation has to offer and for me being 
in charge of sustainability and intelligence, digi-
talisation will become an integral part and pre-
requisite for the next steps.” ■

However, Gosalia argues that while digitalisa-
tion is indeed a disruptive development, tradi-
tional lubricant suppliers need to learn to deal 
with it. “We mostly talk about the potential 
threats of digitalisation. But the opposite is 
also true – there could be advantages and op-
portunities for the lube industry too. 

“Digitalisation could offer new channels 
that would make it possible for B2B compa-
nies to open opportunities, eg by introducing 
e-commerce tools, and reach new customers. 
Lube businesses can deepen the engagement 
with end-users through increased marketing 
channels in both B2B and B2C.”

Gosalia talks of the potential for traditional 
lube manufacturers to be able to open up an 
online product basket to customers and then 
offer and show the solutions that a lubricant 
can offer. Data collection throughout the value 
chain will be widened compared to today’s 
standards and as a result, an extended  
exchange between the customer and lube sup-
plier will allow for new services, adding extra 
value to the business. 

“This could be done without actually hav-
ing to travel to the customer,” Gosalia points 
out, “so it would also feed into sustainability. 
It would lower the carbon footprint formerly 
created by a trip to the customer. This is a 
clear, measurable advantage.” 

MORE EFFICIENT SUPPLY CHAIN
Gosalia believes that smart data and digitalisa-
tion could also help to optimise the flow of base 
oils between lube manufacturers and suppliers. 
“Digital solutions for online procurement and 
supply chain that help with invoicing, tracking 
and tracing of deliveries and more in one single 
platform will make the value chain less com-
plex and more efficient,” he predicts.

“There are many base oil refiners that sup-
ply raw materials to lubricants producers. At 
present there isn’t always much coherence to 
see what is available and samples are organ-
ised through rudimentary ways and then 
checked by the customer to make sure they 
fit the specification. 

 “The two conceptual terms ’digitisation’ 
and ‘digitalisation’ are closely associ-
ated and often used interchangeably, 
although it is imperative to make a 

clear distinction between them,” says Apu  
Gosalia, vice president sustainability and glob-
al competitive intelligence at Fuchs Petrolub. 

“While digitisation is the automation of  
existing manual or paper-based processes – 
enabled by the conversion of information from 
analogue to digital format – digitalisation 
means the use of digital technologies and digit-
ised data, for generating revenue, to improve, 
replace and/or transform processes or to create 
an environment to make digital business prac-
tices more effective,” Gosalia explains. 

“Within the lubricants industry, many see 
the introduction of digitalisation as a threat or 
disruption, bringing new players and new 
competition into the field,” says Gosalia. 

“Traditionally lube suppliers blend lubes for 
their customers according to their needs and 
accompany the product with technical exper-
tise. However, with digitalisation, some kind of 
‘third-party’ start-up companies are interfering 
with the traditional relationship between the 
lube manufacturer and the customer.”

Gosalia explains that by using smart data, 
many start-ups offer to analyse all sides of a 
customer’s operation – this may mean advising 
not only on the lubricant selection and usage, 
but also on the lubricant characteristics that are 
needed and the best source to deliver this. 

“It means that the customer may come to 
their traditional supplier, saying, ‘We don’t 
want from you what you have provided in the 
past – we want from you the product the 
‘third-party’ recommends’.”

Gosalia points out that this could poten-
tially render the lubricant producer nothing 
more than a toll manufacturer, as it is not the 
customer any more that does the specifica-
tion, but the ‘third-party’. The trend has been 
seen mainly in China, but is a concern for many 
lube manufacturers. 

APU GOSALIA
Vice president sustainability and 
global competitive intelligence, Fuchs 
Petrolub

“We have not yet 
exploited and explored 
the possible advantages 
that digitalisation has  
to offer”



www.icis.com16 | Base Oils Supplement | February 2018

BASE OILS 2018 MARINE LUBRICANTS

IM
O

CYNTHIA CHALLENER VERMONT, US

The 2020 deadline for low sulphur fuels in shipping is close approaching and will 
have big impacts on base oils and additives used in marine engine lubricants

Full steam ahead 
for low sulphur

ed by changes in marine engine designs and an 
expanded slate of alternate marine fuels, such 
as distillate, liquefied natural gas (LNG) and 
low sulphur fuel oils,” he observes. 

The IMO 2020 regulations will lead to a 
change in fuels used in the marine industry 
much greater than the switch to 0.1% sulphur 
fuels in ECAs because a significant portion of 
fuel demand will be impacted in this case. 
Ships can meet the requirement by using low-
sulphur-compliant fuel oil, gas as a fuel (which 
when ignited leads to negligible SOx emissions) 
or other alternative fuels such as methanol. 

Alternatively, ships may comply with the 
SOx emission requirements by using  
“approved equivalent methods”, such as  
exhaust gas cleaning systems or “scrubbers” 
that remove the SOx in the emissions before 
they are released into the atmosphere. 

“We can expect a more fragmented market-
place post-2020 for both fuels and the lubri-
cants needed to lubricate and protect the dif-
ferent engines and their fuel combustion 

tion Committee (MEPC 70) decided to main-
tain the 1 January 2020 implementation date. 

“The move to even lower sulphur content 
is expected to significantly reduce the amount 
of sulphur oxide emanating from ships and 
should have major health and environmental 
benefits for the world, particularly for popula-
tions living close to ports and coasts,” says 
Natasha Brown, a spokesperson from IMO. 

The SOx emission limit in ECAs will  
remain at 0.10% m/m, as established under 
MARPOL Annex VI in 2015.

The new regulations come at a time when 
ship and power generation operators are fac-
ing pressures to economise by seeking options 
to reduce fuel consumption, lower lubricant 
costs and improve engine efficiencies, accord-
ing to Ronald Brand, marine product line spe-
cialist at Chevron Oronite Technology. 

“These current and future trends will com-
bine to create the need to identify, develop and 
commercialise improved lubricants to address 
changing performance requirements demand-

The need to restrict and limit harmful 
emissions and air pollutants from 
ships has been recognised for several 
decades. The International Maritime 

Organization (IMO) first adopted regulations 
to limit air pollutants from ships in 1997. 

These regulations came into force in 2005 
under a new Annex VI to the International 
Convention for the Prevention of Pollution by 
Ships (MARPOL). This regulation initially set 
a global limit for sulphur in fuel oil used on 
board ships of 4.5% m/m (mass by mass), 
with stricter limits in specified sulphur oxide 
(SOx) emission control areas (ECAs). 

In 2008, IMO adopted a revised Annex VI, 
setting progressively tighter limits, including 
a 0.50% m/m global limit on sulphur from 
2020. There was a clause in the regulation 
which provided for a review to confirm suffi-
cient availability of requisite fuel oil. 

In 2016, IMO’s Marine Environment Protec-

IMO’s Sub-Committee on Pollution Prevention and Response (PPR), 4th session, met in mid-January to consider what additional 
measures may be needed to promote consistent implementation of the 0.5% sulphur limit from 1 January 2020
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RONALD BRAND
Marine product line specialist, 
Chevron Oronite Technology

“The industry needs to be 
prepared for all options 
and at the same time 
track key indicators”

MARCO CORRADI
Portfolio manager, marine lubricants, 
Infineum Singapore

“We expect Group II to 
bring performance 
advantages, but also 
specific additive needs”

processes and resulting performance charac-
teristics,” states Stephen Arrowsmith, capa-
bility portfolio manager with Infineum. 

“In addition to a sudden shift in fuel type 
volumes, new ‘0.5% sulphur fuels’ that do 
not yet exist will be introduced to the mar-
ket,” Brand adds. 

Implementation of the 0.5% sulphur limit 
will also introduce a significant change in the 
daily operating costs for ships operating out-
side ECAs, according to Marco Corradi, port-
folio manager for marine lubricants with  
Infineum Singapore. 

Forecasts of the economic impact vary 
because of several factors, such as the as-
sumed price differential between high and 
low sulphur fuels and the percentages of 
shippers using each. The International Bun-
ker Industry estimates an annual increase in 
costs of $24bn. The Organisation for Econom-
ic Co-operation and Development (OECD)  
estimates additional daily operating costs for 
a ship burning 100 tonnes of compliant fuel 
per day could be $15,000 to $30,000 per day 
compared with using non-compliant fuel oil. 

“Based on historical price differentials for 
fuels, we could see rises in annual operating 
costs for the world fleet of $30bn to $60bn per 
year,” Corradi says. 

Some of these costs may be offset by energy 
efficiency measures that reduce fuel use. It is 
likely, according to Corradi, that large ship-
ping companies will be able to absorb some of 
the costs, but smaller companies may be 
squeezed, and eventually the increased costs 
will be passed to consumers.

Ship owners do have options: the regula-
tions refer to SOx emissions and do not  
require the use of low-sulphur fuels. “It is 
possible that implementation of the require-
ment could help stimulate investment in 
cleaner fuels – good for the planet and for 
human health,” Brown says. 

A CE Delft study commissioned as part of 
the mandatory review, however, found that 
heavy fuel oil-based products will likely 
make up approximately 84% of the bunker 
market in 2020, and out of a total of about 
320m tonnes annually, 233m tonnes will be 
0.50% compliant fuel oil.

When it comes to base stock selection, Cor-
radi expects that costs, given appropriate per-
formance levels, will continue to be the most 

defining factor. “While perhaps Group I base 
stocks are likely to remain most preferable for 
now due to their cost and performance benefits 
in facilitating the control of contaminants  
derived from heavy fuel oil being burnt (ash-
phaltenes), as fuel quality improves and the 
lubricant additive systems designed for the  
divergent fuel compositions evolve, we expect 
Group II to bring performance advantages, but 
also specific additive needs,” he comments. 

The key challenge will be finding a balance 
between asphaltene and lacquer handling  
capabilities for fuel oils, distillates and ma-
rine fuel blends, as well as dealing with per-
formance needs from an even broader range of 
alternative fuel options. 

In addition, the impact of the availability 
and cost of base stocks in the market must be 
considered. Decreasing Group I and Group II 
cost differentials and the decrease in availa-
bility of Group I brightstocks may drive the 
earlier adoption of enhanced performance  
lubricants. “Will the market use alternative 
base stock cuts; will Group II derived bright-
stocks find value; or will we see broader  
uptake of additive solutions?” Corradi asks. 

The one certainty is that lubrication will be 
more complex due to the variety of fuels that 
might be employed, according to Brand. 

“The sulphur cap and differing routes to 
compliance mean a new level of complexity 
is coming that the marine industry has likely 
never experienced,” agrees Corradi. 

NEW ADDITIVES REQUIRED
Lubricant suppliers and additive companies 
need to be able to provide a broad portfolio of 
solutions. “New additives and lubricant for-
mulations will be required to be commercial-
ised to meet the operating needs of engines 
consuming the new fuel types,” Brand states. 

In particular, additive manufacturers will 
need to make sure that the additive packages 
they develop are suitable for both Group I and 
Group II base oils to give lubricant manufac-
turers maximum flexibility. Additive packag-
es will be broadly expected to perform the 
same functions as today, but under more  
diverse fuel conditions. 

At the same time, the global base stock mar-
ket is evolving and will in part drive the selec-
tion of additive chemistries. “Additive perfor-
mance cannot be decoupled from basestock 
quality and composition; both will need to be 
developed to enable lubricant suppliers to 
offer their own customers advantaged tech-
nologies,” Corradi states.

There are other concerns. At the moment, 
there is still no clear indication as to how 
compliance will be monitored and enforced, 
according to Arrowsmith. 

Brown, notes, however, that as with other 
IMO regulations, compliance will be monitored 
and enforced by flag states and port states. 

In February 2018 and in an intersessional 
working group later in the year, IMO’s sub-
committee on Pollution Prevention and  
Response (PPR) will be looking at actions 
that may be taken to ensure consistent  
implementation of the 0.50% m/m sulphur 
limit for fuel oil used by ships operating out-
side designated SOx ECAs and/or not mak-
ing use of equivalent means such as exhaust 

gas cleaning systems, as well as actions that 
may facilitate the implementation of effec-
tive policies by IMO member states. 

Specifically, the sub-committee will be 
looking at developing guidance that may be 
needed, improving standardised formats for 
reporting fuel oil non-availability if a ship 
cannot obtain compliant fuel oil, considering 
verification and control issues and so on,  
according to Brown. 

One proposal being put forward by the  
International Association of Independent 
Tanker Owners (INTERTANKO), other lead-
ing environmental organisations and the glob-
al shipping industry is for a potential ban on 
the carriage of fuel oil with sulphur exceeding 
0.50% on ships without scrubbers. Compli-
ance with this requirement could be checked 
when ships are in port. 

Given the uncertainty of the fuel outlook 
and the fact that shipowners have various op-
tions to choose from, it is still very unclear how 
ships will comply in 2020. How best to comply 
with the sulphur cap is the single most impor-
tant element at this time, Corradi asserts. 

IMO recognises that there is a need to work 
with all stakeholders, and the PPR sub-com-
mittee and intersessional working group – 
open to all member states and industry bodies 
in consultative status at IMO – will provide 
avenues for discussing implementation issues. 

“The industry needs to be prepared for all 
options and at the same time track key indica-
tors such as the numbers of installed scrub-
bers, LNG-fuelled vessels (newbuilds and  
retrofits), refinery re-configuration invest-
ments, etc,” adds Brand. 

“There is a high degree of uncertainty in 
product development and determination of a 
competitive product portfolio. Consequently, 
a flexible approach and the ability to react 
rapidly to the industry appetites and drivers 
will be needed to ensure the required prod-
ucts are available,” Arrowsmith concludes. ■
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VICKY ELLIS AND SARAH TRINDER ICIS

Higher crude oil prices and tight supply look set to drive the European base  
oils market higher this year, after a hesistant start in January   

Feedstock costs 
make their mark

quarter by some refiners in Europe, with sugges-
tions one player is already stockpiling volumes, 
meaning there is less product available for the 
export market. Ultimately, this could lend some 
upward pressure to prices, should supply  
become constrained by upcoming maintenance. 

Supply of SN150 was healthy towards the 
end of 2017, with the bulk of downward pres-
sure expected to take place on this grade.  
Despite this, it seems that any excess supply 
had been absorbed by the start of 2018, with a 
number of refiners said to have limited avail-
ability of Group I product in January.

Obviously, any impact from this lack of sup-
ply will depend on levels of demand. Buying 
interest is said to be fairly healthy considering 
the time of year, but whether this level of inter-
est is sustained remains to be seen.

STRONG DEMAND FOR BRIGHTSTOCK
Brightstock is the only grade to have avoided 
decreases, with this product still relatively 
tight in supply following Group I capacity 
closures in recent years. In addition to this, 
demand for brightstock remains strong amid a 
limited amount of product on the market.

Scheduled maintenance is also expected at 
refineries in Russia in the coming months and 
there is a suggestion this may also impact Group 
I prices in the Baltic Sea export market and 
could affect values in parts of northwest Europe, 
the UK in particular. A company source has 
confirmed that scheduled maintenance will be 
carried out at the Yanos refinery in Russia dur-
ing February and March. The refinery is a joint 
venture between Gazprom Neft and Rosneft.

Price direction in the Baltic Sea export mar-
ket is difficult to gauge, however, with wildly 
different ideas about levels in recent weeks. 
Some sources suggest at least two Russian  
refiners had around 30,000 tonnes of base oils 
each to offer in January and that this has exert-
ed significant downward pressure on values.

Others dispute these suggestions and note 
tight supply from Russian refiners, adding 
that recent crude oil price increases are mak-
ing themselves felt on pricing in the region.

Whether the Russian refinery maintenance 
season or robust crude oil prices will impact 

After some steep increases during the first 
half of 2017 as a result of unexpected outages 
and bouts of scheduled maintenance at some 
refineries in Europe, Group I base oil prices, at 
least for lighter grades, ended 2017 on a slight 
downward trend as the traditionally quieter 
year-end period approached. 

However, in 2018, this downside to prices 
has effectively been eradicated, with fairly 
healthy levels of demand noted during Janu-
ary and support from a sustained increase in 
crude oil prices since July 2017.

There tends to be a time lag between crude 
oil and VGO price fluctuations and their im-
pact on base oil prices, but it seems as though 
the recent sustained increases are starting to 
feed into the Group I base oils market.

Some players suggest the base oils market 
is generally ruled by supply and demand fun-
damentals and expect little impact from rising 
VGO costs. Elsewhere, participants say such 
significant crude oil and VGO increases can-
not fail to impact the base oils market.

Prices in the European base oils export mar-
ket firmed during January 2018, in line with 
firmer price ideas in the market. This could 
change though, as there is talk of scheduled 
maintenance being planned  early in the second 

 Perhaps it is the time of year, or the fact 
that the ICIS World Base Oils &  
Lubricants Conference in London is 
such a fixture in the calendar, but as 

one European distribution source said in  
January, “my gut feeling is not too much will 
happen until the ICIS conference”. 

In early January it appeared this wait-and-
see approach was being reinforced by some 
key factors, neutralising any trend up or 
down. Upwards pressure from upstream 
crude oil prices was being stabilised by  
exchange rate factors, as well as an anecdotal 
shift towards contractual business this year.

Panic on the part of consumers in the first 
half of 2017 stemmed from worries over 
shortages of domestic supply of lighter grades 
such as SN150, in particular, and SN500. 
Consumers buying extra supplies, just in case 
the shortage continued, may have compound-
ed the tightness. This calmed down in the lat-
ter part of the year. 

The squeeze meant prices bucked the 
downward pull of vacuum gasoil (VGO). It 
will be fascinating to see if there could be a 
similar, but opposite trend in 2018.

 ❯❯

figures in $/tonne

Group I paraf�nic  SN500 FOB NWE domestic spot 

Group I paraf�nic  SN150 FOB NWE domestic spot 

MOST EUROPEAN BASE OIL PRICES HAVE RISEN SHARPLY IN 2017
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the Black Sea export market remains to 
be seen, with demand from the key Turkish 
market fairly stagnant.

The year began with Turkish importers  
renewing their import licences and therefore 
buying interest was fairly low. However, a 
weaker Turkish lira versus the US dollar has 
further depressed interest in imported mate-
rial, with domestically produced base oils 
being offered at more attractive prices.

It is unclear what the year has in store for 
base oils prices. However, it is clear refinery 
maintenance and firmer upstream costs are at 
the forefront of market players’ minds and 
could therefore influence price discussions.

OIL AND VGO PRICE PUSH
Whether 2018 will see a similar situation to 
2017 in terms of Group I supply in the European 
export market depends on the potential for  
unscheduled outages and any changes in levels 
of buying interest. Just as in the Group I market, 
crude oil prices bubbling up to $70/bbl in 2018 
are eagerly pointed to by sellers in Group II and 
III as adding intolerable pressure to margins.

Average high-sulphur and low-sulphur 
VGO prices hit well above $500/tonne in Jan-
uary 2018, up significantly from last year’s 
lows of $325/tonne and $335/tonne in June 
2017, respectively.

After a strong 2017, with the gap between 
VGO and base oils at an “historically amazing” 
level, as one distribution player described it, 
refineries are facing far less exciting econom-
ics. He added: “I think there was an outstand-
ing year for lube refineries [in 2017]. Now, of 
course, refineries start complaining there’s no 
profits any more. Not true!”

The comment suggests a healthy scepti-
cism for the complaints of sellers. Despite 
this, there is clearly an argument to be made 
about rising crude and VGO. Other factors are 
seen by some participants as potentially hav-
ing a stronger effect in these two grades.

In the Group II market, dominated by  
imports from the US, initially market sources in 

early 2018 thought it would be more likely to be 
led by Group I pricing and the supply-demand 
balance than upstream, for the time being.  
Indeed, while VGO was softer in 2017, what 
consumers and traders admitted was support-
ing European levels was restrictions to flows 
across the Atlantic after hurricane Harvey.

Hard as it is to predict the sort of disruption 
on the US Gulf Coast’s petrochemical sector as 
a result last year, without any major changes to 
supply or demand in 2018, players  
expected this to be a year characterised by a 
wait-and-see mode. Some players have pricing 
based on a premium over Group I, which had 
taken off the upwards pressure in late 2017.

As February beckoned, increases in US 
Gulf Coast prices were not greeted warmly on 
the east side of the Atlantic, and it remained 
to be seen how willingly they were accepted.

Slightly further out, the major potential 
catalyst for change in this sphere is Exxon-
Mobil’s new factory in Rotterdam, where 
building is under way. Production start-up of 
the base oil production unit is on track for late 
2018, the firm’s website declares, which will 
bring the EHC base stocks to a new audience.

It is targeted as a “workhorse base stock”, 
Ted Walko, ExxonMobil’s basestocks and spe-
cialties marketing manager, told ICIS in an in-
terview on the sidelines of the 21st ICIS World 
Base Oils and Lubricants Conference in 2017.

Small volumes of Group II from the oil 
major are making their way into Europe, with 
just truckloads available for some blenders. 

The groundwork is being laid for the new vol-
umes, with market sources saying samples of 
equivalent material have been offered in Europe 
to smooth the integration of their new product 
once the Rotterdam site is up and running.

Mixed views exist on what this material will 
displace. Privately, some in the industry spec-
ulate about the likelihood of more Group I  
capacity closures, after the wave of rationalisa-
tion a few years ago in an echo of Shell’s gas-to-
liquids (GTL) plant edging out its need for the 
Pernis base oils unit in the Netherlands, which 
closed two years ago.

Certainly, one well-placed Group III player 
said it expects – or at least, hopes – that Group 
II will come in and compete with or replace 
Group I, because it is not as suitable a grade 
for the high specifications demanded by new 
passenger vehicles, which demand Group III.

Group II’s adoption will depend on the  
additive companies’ formulations, said one 
UK industry player, who explained the largest 
market for Group II in Europe is motor oils 
with viscosity 10w40 or 15w40.

Among other shifts in the landscape, are 
rumours of Petro-Canada changing focus 
away from the Group II base oil market in  
Europe to concentrate on the finished lubes 
business in Northern America. A Petro- 
Canada Lubricants spokesperson told ICIS it 
has “no intentions of exiting the European 
Group II base oils market at this time.” 

In the Group III arena, alongside hopes for an 
increase in 2018 on crude, what may prove far 
more persuasive an argument is the shorter mar-
ket. One possible change to the market comes 
after Bahrain Petroleum Company (Bapco) was 
cleared to sell its own brand of Group III base 
oils in November 2017 alongside those market-
ed by its Finland-based joint venture partner 
Neste. This deal was widely expected to cut the 
amount of base oils from the Bahrain plant 
which the Finnish company could market 
under its approvals and therefore to squeeze 
supply of OEM-approved base stock. 

A QUESTION OF SUPPLY
Simultaneous turnarounds in South Korea at 
the end of the first quarter may also squeeze 
supply. On the other hand, what is also differ-
ent in 2018 is that Shell’s GTL is running, and 
believed to be doing so at a healthy, level  
unlike last year’s unplanned major outage. 
And a number of Group III suppliers boosted 
their imports into Europe in 2017.

Rising specifications for passenger cars 
should stoke consumption, with oil majors 
believed to be clamouring for higher amounts 
in 2018. A number of producers describe en-
countering rising demand, also linked by 
some to changing specifications.

The higher quality – and higher priced – off-
shoot of this market, Group III+, is a growth 
area, which must be promising as Malaysia’s 
PETRONAS has converted capacity to III+. 
While this saps supply from the Group III mar-
ket, it could be made up for by newer Abu 
Dhabi and Russian volumes.

One thread which may continue in 2018 – 
and which many will be watching closely – is 
the price spread between OEM-approved and 
non-approved materials. Rising to more than 
€100/tonne in late 2017, this appears to be a 
key market indicator signalling the tightness 
– or not – of the different products in what is 
not really a two-tier but, at the moment, a 
multiple-tier marketplace. ■

 ❯❯
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$750-760/tonne CFR UAE, while SN500 was 
transacted at $850-860/tonne CFR UAE. 

Prices for Russian-origin Group I cargoes 
were more competitive but there was limited 
concrete information available for these deals, 
leading some to question their veracity.

STRUCTURAL CHANGES
That aside, what is clear is that 2018 could 
see further changes in the base oils supply 
structure in the Middle East with the Group I 
sector likely to be almost completely domi-
nated by Iranian refiners while refiners in the 
Gulf Cooperation Council (GCC) region focus 
more on Group II and Group III base oils.

Saudi Aramco’s Luberef is one of the main 
Group I producers in the region, apart from 
those in Iran. This is likely to change as  
Luberef is expected to reduce and eventually 
halt its production of Group I base oils and 
focus more on the Group II market. 

Luberef was due to have started Group II 
sales from its 550,000 tonne/year facility in 
Saudi Arabia by January 2018. So far, how-
ever, there has been no update on whether it 
has started up production.

Currently Abu Dhabi National Oil Com-
pany (ADNOC) is the only refiner in the Mid-
dle East region producing Group II base oils.

In January, a key Group I producer in Iran 
also indicated that it would reduce the vol-
ume of cargo it would offer to the export mar-

IZHAM AHMAD ICIS

Supply shortages of Group I and II base oils are expected to persist in the Middle East, 
adding further support to price increases driven by the rise in the crude oil price

Tight Middle East 
supply firms prices 

 Supply shortages in the Middle East 
market for Group I and Group II base 
oils are expected to persist through 
the first quarter of 2018. Producers 

are expected to keep their offer levels firm to 
factor in the impact of higher crude oil prices.

In the Group I sector, prices in the Middle 
East have been on a broad uptrend since early 
2017 (see chart), partly due to the trend  
in crude oil prices and as demand for Iran-
origin material stayed healthy. 

While there were some occasional deep-
sea cargoes available earlier in 2017, the  
impact of Hurricane Harvey in the US led to 
higher prices and stronger demand from the 
US, which dried up some of that supply to 

Middle Eastern markets.
In December 2017, SN500 prices in the 

United Arab Emirates (UAE) hit their highest 
level since 2014, while prices in Iran traded at 
their highest level since ICIS began tracking 
the data. In January 2018, the gains persisted. 

Prices from the key Group I producers in 
Iran have also been increasing relentlessly. 
In the week ended 18 January, SN500 offers 
were at $820/tonne FOB (free on board) Iran.

The availability of deep-sea cargoes of  
Russian-origin Group I material is believed 
to have provided some relief from the up-
ward price pressure, but market participants 
note that prices of such cargoes are also on 
an uptrend, reflecting the moves in Iranian 
base oils. 

The volume of spot availability of these 
cargoes over the next few months is uncer-
tain. In January, volumes of deep-sea SN150 
were believed to have been sold at around 

ket to allocate more to the domestic market. 
In the Group II sector, the supply of 

Asian-origin cargoes is also expected to  
remain relatively tight through the first 
quarter of 2018 and possibly into Q2 as 
well. The main Asian producers of Group II 
are still very much focused on meeting con-
tract obligations in northeast Asia, where 
they can achieve higher netbacks even in 
the spot markets.

In the early weeks of 2018, the UAE mar-
ket started to buy up spot cargoes of Group I 
and II base oils originating from either the 
US or Europe in an attempt to supplement 
the limited volumes available from Asia. 
Middle East sources say these cargoes were 
at roughly the same prices compared to simi-
lar grade material previously being offered 
by northeast Asian producers.

Deals for these deep-sea origin light grade 
Group II base oils were transacted at around 
$800-810/tonne CFR UAE. 

The supply of heavier grade Group II base 
oils in the UAE was heard to be longer and 
buyers were still able to secure some Asian-
origin material, eroding some of the interest 
for similar-grade deep-sea cargoes. 

Heavier grade 500N prices in Asia were  
at $790-820/tonne FOB NE Asia at the end  
of January, while deep-sea cargoes were  
believed to have been sold at $900-910/tonne 
CFR UAE. ■

The Group I sector [is] likely to be 
almost completely dominated by 
Iranian refiners while refiners in the 
GCC region focus more on Group II and 
Group III base oils

$/tonne
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North American base oils markets have started in an 
upwards trend this year, after disruption to production 
last autumn due to flooding and hurricanes

Full speed 
into 2018

INDEPENDENT LUBRICANT 
Manufacturers Association 
(ILMA) CEO Holly Alfano said at 
the recent ICIS Pan American 
Base Oils conference that a 
survey of its 350-plus mem-
bership had found the follow-
ing issues are top concerns for 
ILMA members: tax reform; 
the Affordable Care Act (ACA); 
the Environmental Protection 
Agency (EPA); and trade  
agreements.

On tax reform, Alfano point-
ed out that ILMA members 
include most base oil produc-
ers, many blending and formu-
lating companies, distributors 
and finished lube buyers and 
sellers. A number of these are 

small businesses that see  
tax reform as a necessary  
element in fostering improved 
economics.

Alongside this, the ACA is 
high on the list of concerns, 
especially for the small busi-
ness owners within the ILMA 
membership. “Many of our 
members are very concerned 
about being able to provide 
healthcare benefits to employ-
ees,” Alfano said.

Underpinning this issue is 
the unprecedented rise in the 
cost of healthcare benefits 
which is attacking both the 
employee and the employer.

Alfano also cited the expo-
nential rise in the number of 

new regulatory mandates that 
developed under the previous 
presidential administration. 
She compared this with regula-
tory reductions evolving as the 
current administration in 
Washington DC works to lower 
regulatory stipulations.

Trade agreements gained a 
spot in the concern list be-
cause ILMA members are 
hopeful to see more transpar-
ency within the movement of 
base oils and finished lubri-
cants. Alfano cited one exam-
ple on this, pointing out there is 
no clear delineation between 
finished lubes – for example 
motor oils – and Group III base 
oils in the NAFTA rules. ■

ILMA CEO HOLLY ALFANO REVEALS  
LUBRICANT SECTOR SURVEY RESULTS

 The North American base oils market is 
going full speed into 2018. Posted 
prices moved up across the first 
month of the year and were poised to 

go higher in February.
In January, Group I ExxonMobil, Holly-

Frontier, Paulsboro Refining (PRC) and Calu-
met increased all viscosity grades by 15 cents/
gal, except brightstock. No changes were 
made in brightstock prices which have  
remained stable in the posted tiers since 
about mid-2017. 

January also had increases in Group II, II+ 
and III base stock posted prices in the US. 

Motiva increased its Group II posted prices 
by 10 cents/gal across the viscosities effective 
5 January. Phillips 66 and Flint Hills Resourc-
es (FHR) moved posted prices up 12-16 cents/

gal, depending upon the grade, effective 12 
January. Calumet, ExxonMobil and Petro-
Canada also increased Group II posted prices 
at mid-January. 

Group II+ posted prices went up in January 
as did the Group III pricing. 

While the rash of January posted price  
increases were finishing late in the month, 
Group II producer Chevron came out with a 
31 January increase of 20 cents/gal on light 
and mid-viscosities and 15 cents/gal on its 
600 vis-grade. This move was the second in-
crease for Chevron’s posted prices in January. 

Just after the Chevron move, Phillips 66 
and FHR under the Excel Paralubes umbrella 
raised posted prices by 16-22 cents/gal, de-
pending upon the grade, effective 2 February. 

Strong crude oil prices and vacuum gas oil 
(VGO) costs were drivers for the early out-
break of posted price increases. 

“Base oil margins are thin right now  
because of higher crude oil prices and the gas 
oil costs,” one Group II and Group III market 
participant said. 

The scene is changing in the US as Group 
III becomes a more prevalent base stock.  
Domestic production of these premium base 
stocks is emerging, challenging the tradition-
al US position as a net importer of Group III 
base oils. 

NEW POSTED GROUP III PRICES 
Effective 10 October, Petro-Canada verified it 
would participate in Group II, II+ and III post-
ed prices. Previously, Petro-Canada – located 
at Mississauga, Ontario, Canada – had elected 
to remain aside from posting its base oil pric-
es. But greater requirements for Group III oils 
and more intense competition within the 
North American market encouraged Petro-
Canada to post its prices for the base oils. 

Petro-Canada’s entry in posted prices and 
its broadening footprint in all base oil grades 
marked what appears to be a shift in the base 
oil market to bring Group III production into 
the North American sphere. 

Another shift in the North American base 
oil market came from Phillips 66 and FHR. 

On 1 January 2018, Phillips 66 Lubricants 
made public that FHR would become a non-
operational partner in the joint venture now 
in place. Phillips 66 will market the base oil 
from the Excel Paralubes plant facility located 
at Westlake, Louisiana. 

The Excel Paralubes base oil plant in West-
lake has a production capacity of approxi-
mately 22,200 barrels/day of API Group II 
base stocks. 

The jv was formed in 1997 by Conoco and 
Pennzoil. Conoco later merged with Phillips 
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ished in a winding down manner as 2018 
picked up the pace going into the first quarter. 
It did not. 

It was more akin to 2017 becoming a brisk 
warm-up ahead of a race into 2018 when 
Group III base oils will continue to be a 
growing factor in the motor oil and lubricant 
markets in the US and North America. The 
move into premium oils is here and present, 
driven by the need to meet the requirements 
of the modernisation of the automotive, 
heavy duty and other segments of the lubri-
cant industries. 

With strong crude oil prices and buoyant 
US demand for premium grade lubricants 
pushing the market at the beginning of 2018, 
the year is poised to be a dynamic one for 
North American base oils. 

The need for synthetic base oils such as 
polyalphaolefins (PAOs) and increasing need 
for Group III mean that change is likely to be 
the norm for the 2018 base oil market. ■
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AFTER LOSING economic momentum for sev-
eral years, South American giant Brazil is 
working to move forward again in the auto-
motive sector. After four straight years of  
decline in the vehicle market, 2017 brought 
signs of improvement. 

The year enjoyed an approximately 9.2% 
recovery in automotive sales and exports, with 
production ramping up after the severe decline. 

Brazil continues to be a significant net im-
porter of base oils, mostly of Group II since 
the country’s own production is Group I with 
the exception of a small re-refined Group II 
production unit. 

Along with the North American market, 
Brazil – which is by far the leader in South 
American finished lubricant consumption 
– is expected to growing interest and use 
of the Group III base oils during 2018 and 
forward. ■

BRAZIL AUTOMOTIVE 
MARKET RECOVERS

AS PART of the North American 
base oils market and a key 
NAFTA member, Mexico is an 
increasingly important near 
market for US base oils.

The ongoing need for Group 
I base oils and the growing 
need for Group II base oils has 
made Mexico a growing mar-
ket for US paraffinic base 
stocks. Naphthenic base oils 
are also routinely sold into the 
Mexican market, with Pale 60 

and other light viscosity oils in 
demand. 

Additionally, the Mexican 
lubricant market is for the first 
time in the process of estab-
lishing quality guidelines to 
regulate oils and greases, ac-
cording to Victor Franco 
Paredes, a chairman for the at 
the 13th ICIS Pan American 
base oil conference. 

This is one of the key 
items forthcoming in 2018, 

Paredes said. 
Mexico’s single base oil 

production, with Group I base 
oil the only type made, is 
Pemex’s Salamanca refinery, 
the fourth largest in the coun-
try with 220,000 bbl/day of 
crude refining capacity. 

The head of security at the 
refinery was shot dead re-
cently amid growing interest 
from cartels in the country’s 
refineries. ■

MEXICO  ESTABLISHES QUALITY GUIDELINES  

66. Flint Hills, owned by of Koch Industries, 
bought its share of the jv from Shell in 2003 
after Shell bought Pennzoil.

In a game-changer announcement at the 
13th ICIS Pan American conference in New 
Jersey early in December, Group II base oil 
producer Motiva announced from the speaker 
stage that it is commercially producing Group 
III base oils and would begin to enter posted 
prices on these oils. 

The moves by Petro-Canada and Motiva 
immediately change the net import dynamics 
for Group III base oils in the US market going 
into 2018. These changes are making the first 
quarter of 2018 a race into new base oil buy-
ing and selling options for Group III. 

Additionally, Calumet confirmed it is rais-
ing prices on Group III base oils by 22 cents/
gal effective 1 February 2018, verifying it is 
active in the North American Group III sector. 
However, Calumet is producing only the 4cSt 
product and did not give its price points  
before or after the increase. 

A soggy second half of 2017 set the scene 
for the fast-moving first-quarter 2018. The 
Americas base oils market barely caught a 
break from late August 2017 when a series of 
devastating rain-laden hurricanes smashed on 
to the US Gulf coast. 

While recovery began immediately and  
improvements came during September,  
inventory levels were low at most base oil  
refineries and several remained on allocation 
deep into the fourth quarter. From late Sep-
tember into October and early November 
most base oil producers raised posted prices. 

Flint Hills Resources (FHR) raised its very 
light and light Group II viscosities by 11 
cents/gal and its mid-vis and 600 grades by 14 
cents/gal late September. 

Chevron raised its Group II 100/120, 
200/220 and 600 viscosities by 12 cents/gal 
effective October 4, with other Group II and 
Group I producers also raising posted prices 
during October and into early November.

Group III posted prices lodged steady 
across the rain-soaked fourth-quarter, as the 
net-import position of these base stocks puts 
the inventory side into a different situation. 
However, Group III along with other base oil 
producers and distributors had to deal with 
the logistic snarls that cramped business 
throughout the last quarter of 2017. 

It would not be correct to say that 2017 fin-
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US BASE OIL PRICES ARE ON THE RISE 

SOURCE: ICIS
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Spot markets is Asia have been 
short of material for some time...
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Asian base oil markets 
saw their usual pricing 
patterns disrupted in 
2017 due to tight supply 
of spot material, with 
market players uncertain 
going into 2018 that 
markets will return to 
their usual form

Tight Asian supply 
supports pricing

 The Asian base oil markets defied sea-
sonal trends in 2017 and saw prices 
increase for most of the second half of 
the year, owing to snug availability of 

spot material.
Tight supply plagued the regional markets 

following a spate of production woes, sched-
uled turnarounds and feedstock issues at 
Asian base oils refineries. This led to a short-
age of spot material as most refiners chose to 
focus on fulfilling term contract requirements. 

In addition to limited spot offers to Asian 
buyers, other export markets, such as the Mid-
dle East, also saw thin discussions for spot car-
goes from Asia for the third and fourth quarter.

The supply crunch was especially noticea-
ble for light grade base oils such as Group I 

SN150 and Group II 150N, with most refiners 
maintaining they had limited spot lots for sale 
throughout most of the fourth quarter. 

Market players also regarded heavy grade 
base oils such as Group II 500/600N as short 
in availability, even though these grades were 
comparatively more abundant than their light 
grade counterparts.

Typically, base oils prices would register 
declines in the fourth quarter of the year  
because of sluggish demand ahead of the clos-
ing of accounts. High viscosity base oils, such 
as brightstock, typically observe a demand 
lull in the fourth quarter, as transportation dif-
ficulties in the winter season weigh on trading 
interest among market players. 

Despite this, brightstock prices gained 
ground in the fourth quarter of 2017 amid 
short supply and healthy buying appetite, 
going against a seasonal trend observed in the 
past few years. Prices climbed from an aver-
age of $755/tonne FOB (free on board) Asia to 
$845/tonne FOB Asia from 22 September to 
22 December, according to ICIS data. 

Brightstock also defied seasonal price  
directions in 2017 during the second quarter, 
when prices would usually hold up because 
of active buying among importers following 
the end of the seasonal demand lull. 

However, March 2017 saw large volumes of 
deep-sea imports due to an open arbitrage 
window amid competitive pricing, which led 
to an influx of material into the key China 
market. Significantly increased inventory lev-
els among China-based buyers subsequently 
curtailed buying appetite for Asia-origin car-
goes, and led Asia brightstock prices on a 
steep downward descent.

As such, brightstock prices slipped in the 
earlier half of 2017, before climbing actively 
in the later part of the second half. Further-
more, upstream crude futures moved higher 
in the fourth quarter and closed 2017 at over 
$60/bbl, the highest price since 2015. Strong 

$/tonne
Group I paraf�nic SN500 FOB Asia export spot Group I paraf�nic SN150 FOB Asia export spot

Group II N500 FOB Asia NE spot Group II N150 FOB Asia NE spot 
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The supply crunch was especially 
noticeable for light grade base oils such 
as Group I SN150 and Group II 150N
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performance in upstream crude futures led to 
firmer production costs, which in turn exert-
ed upward pressure on base oils pricing, as 
base oils sellers raised workable selling indi-
cations and offers to safeguard margins.

For the first quarter of 2018, the Asian mar-
ket continues to see product scarcity. Accord-
ing to market participants, upcoming sched-
uled turnarounds in March 2018 at two major 
South Korea-based Group II and III base oils 
unit are expected to weigh further on spot 
availability. For most of January and Febru-
ary, sellers have said that they have limited 
material for the regional spot market.

The Group I base oils market has also been 
in short supply for spot material through Jan-
uary and February, with some key Group I re-
finers in northeast Asia saying that they were 
unable to allocate cargoes to the spot market 
due to hefty term contract commitments. 

The supply crunch in the Group I base oils 
market has been one of the key reasons for the 
narrowing price gap between Group I SN500 
and Group II 500N. Under typical market con-
ditions, Group I SN500 and Group II 500N 
would maintain a spread of $40-50/tonne, with 

the former being priced lower due to softer pro-
duction costs. However, with Group I SN500 
in tight availability in the Asian market since 
the fourth quarter of 2017, spot prices of SN500 
have gained to the extent of almost erasing the 
typical price gap with Group II 500N.

This shrinking price gap has led some Group 
I producers to voice concerns over whether buy-
ers, who have the option of using either grade, 
might be more inclined to seek Group II 500N, 
which has greater nameplate capacity in Asia 
and is typically regarded as higher in quality.

Looking ahead, some market players com-
mented that spot prices for early 2018 could 
potentially be supported by snug spot availa-
bility and healthy buying appetite among some 
regional buyers ahead of the Lunar New Year 
festivities. This is especially so if upstream 
crude futures hold up or continue to register 
further gains, which could potentially exert 
further upwards pressure on base oils prices.

But some market players believe that the 
second quarter of 2018 could observe slower 
cargo uptake from Asia-based buyers as com-
pared with the first. Still, deep-sea cargo 
movements and increased trading activity 
with regions such as the Middle East, the US 
and Europe could potentially lead to signifi-
cant changes in demand and supply condi-
tions in Asia, which could further influence 
base oils price movement in 2018. ■

However, March 2017 saw large 
volumes of deep-sea imports due  
to an open arbitrage window amid 
competitive pricing 

JENNY CAO ICIS

China’s base oils market lacked direction in 2017 but is 
expected to show an upwards trend in the early part of 2018, 
as Asian supply is affected by maintenance shutdowns

China set 
for upward 
movement?

 China’s domestic base oils market 
went through a largely flat year in 
2017, with overall prices stable to 
lower due to lukewarm end-user de-

mand and ample supply from local refiners.
For the Group I market, brightstock (BS150) 

base oil prices trended down from late March 
and hit an eight-year low at the end of May, 
amid an oversupplied domestic market. 

Chinese importers had ordered a large 
number of Group I BS150 cargoes from Euro-
pean countries including Poland, Portugal 
and Spain, as they were bullish about the  
domestic market for the first quarter of 2017. 

Up until April, China had 13,000 tonnes of 
Europe-origin Group I BS150 base oils in 
stock. Another 5,000 tonnes of Group I BS150 
cargoes from Saudi Arabia arrived in China in 

mid-April. Meanwhile, the country had also 
been receiving spot cargoes from Thailand. As 
most lubricant producers in China consume 
only around 100 tonnes of Group I BS150 
base oils each month, this resulted in a pile-
up in inventories. However, prices of Group I 
BS150 base oils gradually rebounded in July 
as the seasonal demand peak arrived.

China’s imports of Group II base oils, by 
contrast, were lower than usual in the first 
quarter of 2017 as traders suffered from nega-
tive margins and sluggish domestic demand.

For Chinese importers, import costs were 
on the rise due to tightened spot availability 
in Asia due to unit turnarounds, while  
domestic product prices lacked upward  
momentum because of tepid demand.

Lubricant producers in China slowed 
down base oils replenishing after March, as 
most of them relied on inventory built from 

ASIAN BASE OIL TURNAROUND SCHEDULE, 2018
Location Refiner Capacity 

(tonnes/year)
Product Turnaround period

South Korea SK 2.2m Group II/III 10 Mar-10 Apr

South Korea S-Oil 880,000 Group III Mar-Apr

Malaysia Petronas 330,000 Group III Late Mar-late Apr

China Sinopec Shanghai Gaoqiao Petrochemical 700,000 Group I/II Mar-May

Taiwan Formosa Petrochemical Corporation (FPCC) 600,000 Group II Early Jul-Late Aug

China PetroChina Karamay Petrochemical 700,000 Group I Early Aug-Mid Sep

China CNOOC Huizhou 400,000 Group II Early Sep-late Oct
SOURCE: ICIS 

 ❯❯

CHINA BASE OILS IMPORTS BY PRODUCT TYPE

Product type 2017 (in tonnes) Proportion Change, % 2016 (in tonnes) Proportion

Group I 602,857.20 21.40% -5.41% 637,315.50 22.40%

Group II 1,576,408.80 56.00% -1.14% 1,594,548.20 56.00%

Group III 624,310.30 22.20% 4.76% 595,920.80 20.90%

Naphthenic oil 13,010.40 0.50% -31.83% 19,086.40 0.70%

Total 2,816,586.60 100.00% -1.06% 2,846,870.90 100.00%
SOURCE: China Customs, ICIS 
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December 2016 to February 2017. Most 
lubricant producers had procured cargoes in 
December 2016, in anticipation of the expira-
tion of the government’s policy to halve the 
purchase tax on cars with small engines. 

Domestic prices of Group II base oils saw 
extended weakness into the second and 
third quarters as the industry entered a tradi-
tional slack season. However, prices of Group 
II N150 went through a short-lived surge in 
November as a result of reduced supply in 
China and from other Asian countries amid 
unit turnarounds, lower availability of feed-
stock and robust demand. 

Prices of Group II base oils have retreated 
since mid-December, when domestic supply 
increased as refiners wrapped up mainte-
nance. Demand, on the other hand, turned 
weak as many downstream users cut opera-
tion in response to the Chinese government’s 

measures to address a typical spike in pollu-
tion during winter.

China’s domestic base oils market is likely 
to gain upward momentum during the first 
quarter of 2018, due to reduced import supply 
amid a slew of unit turnarounds in Asia (see 
table). A concentration of plant maintenance 
in Asian countries is expected during March 
and April, which may result in lower cargo 
availability into China. Imports make up 
around 36% of total base oils supply in China.

The maintenance outage planned at Taiwan’s 
Formosa Petrochemical Corporation (FPCC) 
during the July-August period, which tradition-
ally sees a lull in demand for low-viscosity base 
oils, is likely to exert limited impact on the  
domestic market. FPCC’s base oils supply  
accounts for 14-15% of China’s total imports.

Downstream lubricant producers are  
expected to show more restocking interest in 
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DOMESTIC CHINA BASE OIL PRICE TRENDS 2016-2017
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CHINA’S BASE OILS CAPACITY EXPANSIONS
Location Refiner Capacity 

(tonnes/year)
Product Expected start-up

North China Qingyuan Petrochemical 800,000 Group I/II Q2 2018

Northeast China Hengli Petrochemical 540,000 Group II End-2018/early 
2019

SOURCE: ICIS 

CHINA 2017 BASE OILS IMPORTS BY 
SOURCE, TONNE
Country/region Volume Proportion

South Korea 979,195.10 34.80%

Singapore 739,867.20 26.30%

Taiwan 422,094.30 15.00%

Japan 147,284.90 5.20%

Thailand 99,238.80 3.50%

UAE 76,136.70 2.70%

Qatar 72,352.80 2.60%

US 64,565.30 2.30%

Russia 59,357.40 2.10%

Indonesia 41,861.30 1.50%

Malaysia 30,478.40 1.10%

Others 8.40 3.00%

Total 2,816,586.60 100%
SOURCE: China Customs

early March following a week-long holiday in 
China, further tightening domestic supply 
during the first quarter. 

A new Group II base oils unit in Shandong, 
north China, is scheduled to start trial runs in 
the first quarter next year, but it may take some 
while before the plant reaches stable output.

China will focus on expanding Group II/III 
base oil capacities in the next few years, 
mostly by independent refiners. Meanwhile, 
the proportion of Group I base oils supply 
will gradually decline in China, as more  
refiners opt to produce Group II/III volumes 
of higher performance.

Demand from vehicle lubricant producers, 
however, may remain relatively robust in the 
coming year in response to the country’s steady 
growth, albeit slowing, in passenger cars con-
sumption. Production and sales of automobiles 
were 29,015,000 and 28,879,000 units respec-
tively in 2017, up 3.2% and 3% year-on-year, 
according to the China Association of Automo-
bile Manufacturers.

Industrial lubricants consumption, mean-
while, may continue to be dampened by the 
Chinese government’s move to tackle environ-
mental problems that affect further downstream 
mining and iron and steel production. ■

China will focus on expanding Group 
II/III base oil capacities in the next few 
years, mostly by independent refiners

 ❯❯

CHINA’S BASE OILS SUPPLY BY TYPE
Product 2017 2018 (E)

Group I 22% 21%

Group II 43% 45%

Group III 11% 12%

Naphthenic 12% 12%

Off-spec 11% 11%
SOURCE: ICIS 

CHINA’S BASE oils imports in 
2017 dipped by 1.06% year on 
year to 2.82m tonnes, mainly 
because of lower supplies 
from other Asian countries and 
limited margin space for 
Chinese importers. Base oils 
producers cut supplies to 
China and directed more car-
goes to southeast Asia and 
India to bridge a persistent 
supply gap during 2017.

Spot availability of base 
oils in these regions had been 
tight during the year, driven by 

a slew of unit turnarounds at 
major producers in the region 
such as Thailand-based IRPC, 
South Korea’s SK Global 
Chemical and GS Caltex, as 
well as the Singapore refinery 
of ExxonMobil.

Meanwhile, some down-
stream lubricant producers in 
China turned to domestically 
produced base oils, prices of 
which were lower than over-
seas materials, to save costs.

Chinese importers, on the 
other hand, showed lower buy-

ing interest in view of shrinking 
arbitrage opportunities. Average 
import margins for Group II base 
oils remained in negative terri-
tory for over half of the year. 

Around 76% of the total im-
ports were from South Korea, 
Singapore and Taiwan. Material 
from the UAE gained increasing 
recognition because of stable 
quality and lower costs. Some 
lubricant producers increasingly 
chose UAE-origin Group III base 
oils over those from South 
Korea as feedstock. ■

CHINA BASE OIL IMPORTS DIPPED IN 2017



KOREA PLA-CHEM

Gravure｜Polyurethane｜Adhesive｜Synthetic Resin｜Synthetic Rubber｜Thermal Paper
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"Good to Great to KPC Group of Endearment!"
KPC Group seeks to be admirable enterprise that pursues happiness of KPC members through sharing. KPC group also keeps pursuing positive 
changes for innovation and continues to challenge for the future. Furthermore, KPC group seeks to be a manufacturing-technology-based 
trading enterprise through efforts to continuously develop new businesses and fully utilizing our innovative supporting system. 

SBR is a copolymer made by the low-temperature emulsion polymerization 
of butadiene and styrene. Among synthetic rubber, it is the most popular for
general use and it has superior resistance to abrasion and heat when compared 
with natural rubber. Also, its vulcanization process is relatively easy to carry out. 
This product is used in various fields because of its stable scorching and easy 
processing ability.  

Styerene Butadiene Rubber (SBR)
PEG is the chemical compound of Polyether and produced by polymerization 
of ethylene oxide with water or Ethylene Glycol. In Korea, Lotte adapted the 
technology from Swiss to control temperature during the manufacturing process 
in order to stably provide clear colors and purified PEG. PEG is applied in many 
industries, such as detergents, ointment base, lubricating oil, washing water 
additives, intermediate products for polymerization.

Poly Ethylene Glycol (PEG)

MDI (Diphenylmethanediisocyanate) is one of the isocyanate 
chemical products together with PPG and TDI. 
It is the product mixed with PPG to form polyurethane, widely 
used in our daily life. 

Methylene diphenyldiisocyanate (MDI) 

TDI is an isocyanate used primarily in the manufacture of flexible foams. 
The clear to pale yellow liquid organic compound is toxic, has a sharp  odor, 
and is highly reactive. It is used in the manufacture of polyurethane 
flexible foam (slab/molding) and non-foam urethanes. 
Its primary applications include foam cushions for furniture and automotive 
components.

Toluene diisocyanate  (TDI)

Polyether Polyol, a chemical compound of Hydroxyl Polyol, 
is being produced in order to enhance the physical properties, 
increase the cost effectiveness, and flexibility of the PU materials 
of Diisocyanate and Polyester.

Polyether Polyol

Polyester Polyol is the result of reactions between a diacidic base 
and diol and the first polyol used in PU system in history. 
Polyester Polyol through constant changes and upgrades is still being 
widely used. KPC group provides Polyester Polyols suitable for flexible 
PU foam and rigid PU foam.

Polyester Polyol

Bisphenol-A is a white, solid chemical produced by recombining phenol and acetone catalyzed by hydrochloric acid. BPA also referred to as 2,2-bis
(p-hydroxyphenyl) propane and Diphenyolpropane, has a structure which makes it suitable as a monomer to produce poly carbonate, epoxy, phenolic,
polyester and other resins. Used directly as an additive, it improves the stability of many other resin systems.
The presence of two hydroxyl groups at opposite ends of the BPA molecule permits unhindered reaction
with a variety of other chemicals under reasonably mild process conditions.
In addition to this, BPA is also used as color developer for thermal paper. 
But, since there are needs for the environmentally friendly color developers, 
We also handle Bisphenol-S (BPS), D-8, and D-90.
We try our best to offer the state-of-the-art chemicals.

Bisphenol-A (BPA)
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Now, the strongest base oil
supply chain in North America.

We’ve got it all. The moment HollyFrontier acquired Petro-Canada Lubricants, 

the base oil supply chain became complete. Every base oil, 

Group l, I+, ll, ll+, and lll  is now available from this dynamic partnership. 

Every oil for every formulation for every application, heavy industrial to high

performance automotive. You have the requirements. We have the oil.

 Unequaled quality, now with an unbounded security of supply.  

For complete details contact us at BaseOilTeam@hollyfrontier.com.

HOLLYFRONTIER BASE OILS
Group I+ and Bright Stock

PETRO-CANADA PURITY™ BASE OILS
Group II, II+ and III
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