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Is ChIna DrIvIng the global oIl Markets?

China has been the world’s largest oil consumer since 2011 
and became the biggest crude oil net importer in 2015. 
Since then, the Middle Empire has built increasing clout in 
the global oil markets, with domestic demand surging more 
than five-fold since 1990, to 12.4m bbl/day, and crude oil 
imports growing at a double-digit rate in 2017.

While the rest of the world has struggled to run down its 
crude oil inventories, China has continued to build up its 
stocks, somehow mopping up large volumes of crude from 
several big producers which, failing that, might have fallen 
short of their pledged output cuts.

As a result, China has taken the driver’s seat of global 
energy demand growth. Given the glut that has plagued 
the markets since late 2015, Chinese demand has proven 
key to helping restore the world’s oil supply and demand 
balance.

In the meantime, the country has shown a steady concern 
for its growing import dependency and the potential 
vulnerability of its oil supplies. While this is not an entirely 
new fixation for China, lower oil prices have somewhat 
changed the country’s stance on how best to secure this 
supply. 

China’s rising thirst for oil has closely dovetailed the 
structural reforms of its domestic oil industry, in particular 
the emergence of competition in the Chinese downstream 
segment under the guise of independent refiners, known 
as ‘teapots’ because of their size and shape.

Thanks to the development of its own resources from the 
1950s, China remained self-sufficient until the early 1970s 
and became a net exporter of oil in 1993. However, the 
situation changed that year when demand growth shot up 
to a double-digit figure, surging above domestic production. 
In the following years, China’s oil demand growth remained 
strong at an average 6.1% while on the other hand, 
domestic oil production stagnated at an average of 1.4%.

This triggered two fundamental developments. First, a 
drive to secure oil at any price that would prompt the 
foreign asset acquisition binge of the 1990s and end with 
the initial public offerings (IPOs) for all three Chinese 
national oil companies (NOCs) in 2000. Second, a build-

three ChInese oIl Majors aCCount for 92%
of 2016 DoMestIC CruDe oIl proDuCtIon

Source: Company reports, ICIS

ChIna’s CruDe oIl DeManD has InCreaseD faster 
than DoMestIC output

Source: BP Statistical Annual Review

up of domestic refining capacity that would increase the 
Chinese presence on international crude oil markets as a 
big buyer.

the alIgnMent of DownstreaM CapaCIty  
on oIl IMports
At the end of 2016, the country’s refining capacity 
exceeded 730m tonnes/year, or about 15m bbl/day, 
which is already above oil needs of around 12m bbl/day. 
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Nevertherless, additional capacity is under construction, 
and is expected to reach 18m bbl/day in the next few 
years. 

Teapots were initially granted crude import quotas to offset 
the decline of domestic production. By the end of 2016, 19 
independent refineries had been granted quotas totalling 
an estimated 1.5m bbl/day. As a result, they became a 
new engine of Chinese demand growth.

As imports swelled, so did the production of refined 
products. With over 24m new petrol cars on Chinese 
roads in 2016, the demand for gasoline has remained 
robust. However, demand for diesel has weakened 
somewhat, less as a result of a weakening growth than of 
the state’s attempts to curb air pollution. 

As increased volumes were being purchased, domestic oil 
brokers started to take advantage of the two-tier pricing 
system adopted in the 1990s and bought oil at government-
set prices to resell at a higher price to small local refineries. 

With close to 90% of Chinese refining capacity, Sinochem, 
in particular, favoured the purchase of oil from the 
international market when oil prices were lower than 
domestic prices, regardless of the import quotas set up by 
the country’s State Planning Commission.

But the fall in global oil prices following the Asian financial 
crisis in 1997-98 tempered Chinese NOCs’ appetite 
for foreign ventures. In the meantime, it changed the 
government’s stance on how best to shore up a secure oil 
supply. In 1998, the price of Brent collapsed from $16.59/
bbl on 29 January to a low of $9.75/bbl on 21 December.

At $9-10/bbl, the Chinese government realised that 
purchasing oil from the market represented a much better 
option than producing abroad and shipping the crude 
back to mainland China. Not only did this warrant caution 
as to where to direct oil investment, but it increased the 
country’s market focus on secure sourcing and hastened 
the setup of a strategic petroleum reserve (SPR).

CruDe IMport DepenDenCy anD the atteMpts 
to MItIgate supply seCurIty ConCerns
Although the idea of a strategic oil reserve had been 
discussed from the mid-1990s, it came back at the 
forefront of the political agenda in 2002, ahead of the 
Iraq war (2003–2011) and compounded China’s concerns 
about the need to ensure a steady supply of oil.

Back in 1959, China had learned the hard way when the 
Sino-Soviet discord prompted Moscow to withdraw its 
assistance from the nascent Chinese petroleum sector 
and left Beijing bereft of the much needed expertise to 
develop its own resources and ramp-up production.

After an initial row between the Chinese government and 
the NOCs on who should assume the financial burden of 
building the SPR, Beijing eventually committed $1.6bn 
to the construction costs. It paid fees to China National 
Petroleum Corporation (CNPC), Sinopec and Sinochem to 
oversee the construction of the four SPR sites, and also 
agreed to pay for the oil that would fill the SPR.

In 2004, the three Chinese NOCs agreed to help fill the 
SPR with equity oil from their overseas assets. The creation 
of a strategic reserve would fit well with the China Bank 
of Development’s energy-backed loans (EBLs) that were 
initiated in the aftermath of the 2008-09 financial crisis.

EBLs helped China secure set volumes of oil from 
countries like Brazil, Ecuador, Venezuela or Turkmenistan.

The SPR stock building subsequently combined with the 
further opening up of the Chinese oil industry, in particular 
the increased presence of teapots on the international oil 
markets. As a result, investors became increasingly wary 
that a slowdown in Chinese crude intake, as a result of full 
storage capacity or reduced quotas for the teapots – or 
both – could be detrimental to global oil demand. 

Earlier in the year, the director of global energy strategy at 
RBC Capital Markets, Michael Tran, said “at a minimum 
this market needs China to keep buying to stop the wheels 
from falling off ”. In June 2016, analysts from JP Morgan 
estimated that stopping shipments for China’s reserve 
would wipe out about 15% of the country’s imports. 

The SPR has been planned to be developed until 2020 
to contain the equivalent of 90 days’ worth of oil net 
imports, or about 720m barrels of crude. Based on implied 
supply calculations, ICIS estimates that about 683m have 
already been stored, the majority in above-ground tanks in 
crowded coastal regions.

ChIna has been fIllIng Its strategIC  
petroleuM reserve

SOuRCE: Chinese Government (ICIS calculations)
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the resIlIent neeD to fInD CruDe supply 
outlets
According to the Energy Information Administration (EIA), 
China – along with India – was expected to be one of the 
largest contributors to non-OECD crude oil consumption 
growth, with Chinese demand forecast to increase by 
400,000 bbl/day annually in 2016 and by 300,000 bbl/day in 
the 2017 year to date. The EIA forecast another 300,000 bbl/
day increase in 2018. A larger use of gasoline, jet fuel, and 
hydrocarbon gas liquids (HGL) has boosted the country’s 
petroleum consumption, overtaking the uS in 2017.

After shooting up to 9.2m bbl/day, imports have come 
down, to about 8.2m bbl/day. A declining production at 
China’s main oilfields such as Daqing and Shengli, along 
with lower oil prices, has provided further incentives to 
buy crude oil from the international market rather than 
producing it domestically at a higher cost per barrel. 

As a result, domestic production covers only a third of 
Chinese oil demand. Although consumption growth has 
slowed, it was still up by 2.9% in the first seven months of 
2017, somewhat decelerating from the 3.25% and 6.4% 
growth posted in 2016 and 2015, respectively, according 
to ICIS calculations. 

Regardless of the SPR filling level, China is set to remain 
the biggest oil user in the next 10 years. Therefore, 
China’s imports will keep growing, no matter the 160,000 
electric vehicles put on the roads in 2016, and no matter 
the government’s efforts to reduce pollution. In a country 
that counts nearly 1.4bn inhabitants, the freight and air 
traffic is bound to grow rapidly to keep pace with the 
current economic expansion.

Russia has been China’s main crude supplier for most 
of 2017 and seems to be stepping up the stakes with 
CEFC repurchasing the Rosneft stake from the Glencore/
Qatar consortium. Here again, the participation of a 

little-known Chinese oil company marks a departure from 
the traditional monopoly of PetroChina, Sinopec and the 
China National Offshore Oil Corporation (CNOOC) in the 
purchase of foreign energy assets. 

There was also speculation that China might buy into 
Aramco’s IPO next year, or even buy the Aramco 5% 
that’s being put for sale outright in a bid to secure a 
substantial part of its oil needs. Holding shares from a 
company that owns the world’s lowest-cost reserves might 
be a good way to achieve that. And not an extravagant 
one in light of China’s penchant for foreign acquisition.

This would also be consistent with the kingdom’s 
involvement in China’s growing refining sector, building on 
the investment in Fujian and the recently announced $10bn 
joint venture at Panjin in the northern province of Liaoning.

A long-term supply deal with China may simplify the due 
diligence process on Saudi Arabia’s oil reserves. On the 
downside, Beijing may prove a reluctant shareholder if 
any signs of regime instability materialise in Riyadh. China 

ChIna’s oIl proDuCtIon Covers a thIrD of 
DoMestIC DeManD 

SOuRCE: Chinese Government, JODI

ChIna’s CruDe oIl DeManD Is volatIle but has 
DeCreaseD 

SOuRCE: BP Statistical Annual Review

ChIna IMports large voluMes froM bIg proDuCers

SOuRCE: China’s General Administration of Customs
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may also choose to play Russia off against the Saudis 
with the aim of getting the cheapest possible supply. If 
the current glut persists, any such attempt may further 
depress global oil prices.

the role of InDepenDent refInerIes
Higher Chinese oil demand is intricately related to the 
teapot refineries, those independent refiners (many of 
which in the Shandong and Guangdong provinces) that 
were awarded export licences by the Chinese government 
for the first time in July 2015. 

According to ICIS, by the end of 2017, China will have 83 
major refineries (with a total crude distillation capacity at 
11.67m bbl/day), and 133 independent refineries (with a 
total crude distillation capacity at 4.97m bbl/day).

In February 2015, in the government’s bid to stir 
competition and private investment in its domestic oil 
market, those non-state refiners were granted crude 
import quotas, allowing them to import oil directly instead 
of buying it from a licensed importer, namely one of 

the three Chinese state-owned oil companies: CNPC, 
CNOOC and Sinopec.

This was a significant change, not only in terms of market 
structure, where Sinopec had hitherto concentrated the 
bulk of refining capacity, but also in terms of market 
dynamics, with an increased number of participants to the 
crude oil market.

It is therefore no surprise if teapots have become an 
engine of crude oil demand growth in China, attracting 
the interest of big oil producers and in turn winning an 
assiduous courtship from international traders. Those 
teapots have since been scouring the regional markets 
(as far as Angola) to buy crude and expand their business. 

until such import quotas were granted, they used to 
bargain with the country’s NOCs – namely PetroChina, 
Sinopec, CNOOC, and Sinochem – for crude supplies. 
Since July 2015, 12 licences or 17 import quotas have 
been granted and teapots have since launched into a 
somewhat chaotic crude buying spree.

InDepenDent refIners alloweD to refIne IMporteD CruDe by ChIna’s natIonal DevelopMent anD 
reforM CoMMIssIon (nDrC) as of septeMber 2017

refiner                                                                 approval Date by nDrC
Import Crude throughput 

Ceiling set by nDrC  
(m tonnes/year)

Import licence holder 
under non-state- 

operated Category
total

Shandong Dongming Petrochemical Group 7 July 2015 7.50 Yes

95.25

Panjin Beifang Asphalt Fuel 3 August 2015 7.00 Yes

Baota Petrochemical Group 6 September 2015 6.16 Yes

Dongying Yatong Petrochemical 6 September 2015 2.76 Yes

Sinochem Hongrun Petrochemical 6 September 2015 5.30 No

Shandong Kenli Petrochemical 6 September 2015 2.52 Yes

Shandong Lijin Petrochemical 6 September 2015 3.50 Yes

Shandong Wonfull Petrochemical 10 December 2015 4.16 Yes

Shandong Tianhong Chemical 10 December 2015 4.40 Yes

Shandong Shouguang Luqing Petrochemical 10 December 2015 2.58 Yes

Shandong Chambroad Petrochemicals 10 December 2015 3.31 Yes

Shandong Qirun Chemical 15 January 2016 2.20 Yes

Shandong Haiyou Petrochemical 21 April 2016 3.20 Yes

Wudi Xinyue Chemical 20 June 2016 2.40 No

Shandong Hengyuan Petrochemical 7 July 2016 3.50 No

Shandong Qingyuan Group 5 August 2016 4.04 Pending final approval

Shandong Shenchi Chemical 30 October 2016 2.52 Pending final approval

Hebei Xinhai Chemical Group 2 December 2016 3.72 Pending final approval

Shandong Jincheng Petrochemical 15 December 2016 3.00 Pending final approval

Haike Ruilin Chemical 08 February 2017 2.10 No

Shandong Zhonghai Fine Chemical 31 March 2017 1.86 No

Henan Fengli Petrochemical 31 March 2017 2.22 No

Shaanxi Yanchang Petroleum (Group) 23 May 2017 3.60 No

Kingao Science & Technology (Hubei) Petrochemical 23 May 2017 2.30 No

Rizhao Landbridge Petrochemical 27 June 2017 1.80 No

Shandong Shengxing Chemical 27 June 2017 2.20 No

Dongfang Hualong Industry & Trading Group 29 June 2017 3.00 No

Shandong Qicheng Petrochemical 10 July 2017 1.60 No

Dalian Jinyuan Petrochemical 10 July 2017 0.80 No

Independent refiners with import crude throughput ceilings passed CPCIF appraisal, pending ndrc approval
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From backward and unsophisticated, some of those 
refiners have gradually upgraded and modernised their 
operations (Dongming Petrochemicals for example), and 
broadened the scope of production. As a result, the bulk 
of incremental Chinese oil demand comes from them.

China has also since 2016 started to re-export from those 
increasingly efficient refineries, which are often supported 
by soft government loans or at least, loose taxation. This 
new competition is putting increasing pressure on overseas 
refineries, in turn reducing the latter’s demand for crude. 

InDepenDent refIners alloweD to refIne IMporteD CruDe by ChIna’s natIonal DevelopMent anD 
reforM CoMMIssIon (nDrC) as of septeMber 2017

refiner
announcement on  

CpCIf website
Import Crude throughput 
Ceiling (m tonnes/year)

Import licence holder 
under non-state- 

operated Category
total

Qingyishan Petrochemical 14 June 2017 3.00 No

6.44Xintai Petrochemical 14 June 2017 2.00 No

Shandong Yuhuang Shengshi Chemical 24 May 2017 1.44 No

Independent refiners SUBMITTED APPLICATIONS

refiner
Import Crude throughput 
Ceiling (m tonnes/year)

Import licence holder 
under non-state- 

operated Category
total

Jiangsu Xinhai Petrochemical N/A No

N/A
Shandong Wantong Petrochemical N/A No

Fuhai Group N/A No

Hi-tech Chemical N/A No

Total 101.69
SOuRCE: ICIS

In the summer of 2016, crude imports temporarily lost 
their momentum when the government threatened to 
enforce tax compliance among independent refiners, 
with fears that import licences granted by the Chinese 
government might have dropped in response.

Nevertheless, teapots are here to stay and will benefit not 
only from local support, but also from the government’s 
continued backing, not least because they are a hassle-
free solution to China’s oil industry corruption problem. 

They have been instrumental to President Xi Jinping’s 
crackdown on graft among the ranks of Chinese NOCs 
leadership. Competition from teapots is a good way 
to keep enforcing discipline on those state-owned 
companies. Besides, local government will also want to 
support and retain them, since many of those refineries 
account for 70-80% of some cities’ tax revenue.

Shandong Dongming Petrochemical Group, the biggest 
among China’s private refineries, recently pointed out that 
heavy crude from Saudi Arabia and Iran was too sour to be 
processed at its plants. Crude with a lot of sulphur requires 
more refining steps, and therefore more infrastructure that 
investment-craving teapots currently have.

With a glut of diesel accumulating on the domestic market, 
highly courted teapots have, instead, increasingly sought 
sweeter cargoes of lower-sulphur crude with higher 
gasoline yields. This type of oil typically comes from Africa 
(Bonny Light, Es Sider, Saharan Blend) or Russia (ESPO 
blend). 

So far, China has registered a 14–16% growth of oil 
imports against a single-digit – if not relatively flat – 
consumption growth. While such a pace was clearly 
unsustainable, the refill of the SPR had hitherto buffered 
this trade/consumption imbalance. 

ChIna CruDe IMports through the port of 
QIngDao

SOuRCE: Bank of America Merrill Lynch, ICIS

refIneD proDuCts re-exports: a new DrIver 
of wealth or a new sourCe of glut?
Beyond consolidating China’s crude demand, the teapots 
helped soak up excess supply from the global oil markets. 
However, they also contributed to a glut of refined 
products, in particular diesel, the less demanded fraction 
of teapots’ refining runs. In turn, this put considerable 
pressure on middle distillate markets across Asia. 
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China’s seemingly insatiable appetite for oil stemmed from 
its economic development, which prompted a rise in energy 
consumption. After the death of Mao Zedong in 1976, 
Deng Xiaoping’s restructuring and opening up have been 
instrumental to the economic reforms that would trigger several 
decades of strong economic growth and changing patterns in 
energy production and consumption.

The first raft of reforms launched by Deng from 1981 to 1983 
focused on the oil sector by adapting the energy bureaucracy 
in place. The government created its first state-owned NOC in 
February 1982, the CNOOC, giving it full powers to market and 
auction licences to the country’s offshore oil resources.

Following on this initial momentum, the next restructuring 
stage essentially dismantled Mao’s former Ministry of 
Petroleum Industry (MPI), which was transformed into two new 
NOCs: China National Petrochemical Corporation (Sinopec) 
was created in 1983, and the CNPC was spun off the remains 
of the MPI in 1988.

While CNOOC remained focused on offshore development, 
CNPC became the workhorse of Chinese onshore petroleum 
exploration and production, receiving the equivalent of ministry 
status and amalgamating the assets from 87 different units, 
including the country’s main oilfields of Daqing, Shengli, 
Liaohe, Xinjiang and Tarim.

Sinopec represented the downstream end of China’s oil 
industry, being responsible for formulating policies for refining 
and petrochemicals manufacturing. until its creation, petroleum 
processing had long been supervised by a slew of different 

ministries depending on the final use of the refined product. 
This became a major impediment to Chinese growth when 

the government decided to boost the competitiveness of its 
petrochemical industry and realign it with the world’s largest 
companies in terms of technology, management and economic 
efficiency.

Crude oil purchases and the shift to market prices

Since its emergence in 1949, the domestic oil has been trying 
to shift away from central planning and government-controlled 
pricing. The first step in that direction came in 1981, with the 
introduction of a contract system where the Chinese government 
set oil production targets allowing any above-quota production to 
be exported or sold on the domestic market for profit. 

The same year, a two-tier pricing system was introduced, setting 
the price for the contracted oil but authorising the sale of all excess 
crude oil at international market prices. This quickly proved a 
significant loophole in the domestic trading of crude oil, especially 
after the oil industry kept going through substantial changes.

The China National Chemical Import and Export Company 
(Sinochem) had monopolised all the international trade in 
crude oil until the 1950s, under the direct control of the Ministry 
of Foreign Economy Relations and Trade (MOFERT). 

But in 1993, its attractive earnings prompted two of the 
Chinese NOCs to seek partnerships with Sinochem, CNPC 
creating the ChinaOil crude import/export joint venture, while 
Sinopec soon followed suit with unipec for the international 
trade of refined products.

As Chinese crude oil imports surged, including a sudden 
spike in 1996, the first cracks appeared into this new corporate 
setup. With the economy expanding and with it, domestic oil 
consumption, the upstream segment rapidly fell short of the 
increased demand volume. 

Teapots continued to mop up excess crude supply and 
more importantly maybe, sent a bullish signal to oil 
markets by giving the impression that they would seriously 
dent the global crude inventories. 

In March 2016, a coalition of independent Chinese refiners 
clustered around Dongming Petrochemical to form the China 
Petroleum Purchase Federation of Independent Refineries.

Its 17 members have a combined import quota of 60 
MMt of crude oil and 70 MMt of refining capacity. As a 
federation, teapots may find themselves in a better position 
to leverage finance from international banks, some of them 
having hitherto struggled to obtain letters of credit. 

In turn, independent oil traders including Vitol, Trafigura, 
and Gunvor, have proved more than supportive of any 
move that may facilitate trading with Chinese refiners in a 
somewhat still profitable market. 

ChIna beCaMe a net exporter of refIneD 
proDuCts In june 2014

SOuRCE: China’s General Administration of Customs

ChIna’s oIl growth In hIstorICal perspeCtIve

Gǎigé kāifàng, literally “reform and opening-up”
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China became a net exporter of refined products such as 
gasoline and diesel in June 2014, following several brief 
brushes as a net exporter in December 2009, January 
2010 and in 2014. The expansion of domestic refining 
capacity reinforced the trend towards less imports and 
more exports of refined products.

In the meantime, the country’s ravenous demand for oil has 
somewhat faded into less energy-intensive manufacturing 
and more stringent pollution control. As China’s industrial 
growth shifts back to consumer-driven demand, the leap 
in refined products demand that characterised the past 
decade may not be seen again. Therefore, refined products 
exports will be a way of adding value to the economy.

However, China has continued to add up additional refining 
capacity. The resulting glut of refined products has hurt 
refineries’ profit margins but also led to a surge of gasoline 
and diesel exports in Asia. In fact, analysts seem to concur 
on the fact that one of the main drivers of the surge in 
crude imports is a re-export trade of refined products.

Markets in Asia are generally not as short in diesel as 
they used to be in the past. Chinese refining capacity 
has therefore reached a point where it exceeds domestic 
demand, even if the global demand for refined products 
continues to grow. For China to be able to export those 
products, the spread between Chinese prices and 
Singapore prices has to be wide enough.

China may nonetheless have a growing role in satisfying 
demand for motor fuels in countries where refinery outages 
or the lack of capacity has been an issue, especially 
in countries where China buys oil including Angola or 
Nigeria. The rapprochement with Russia might also be an 
opportunity to supply the Russian fuel exports which has 
been traditionally an export market towards central Europe.

As they grow in sophistication, Chinese refiners will also 
play in important role in meeting rising Asian demand 
for cleaner fuels, and refined products exports will thus 
continue to grow, even with increased competition from 
large exporters in the Middle East, Europe and India. 

hIgher oIl IMports have been absorbeD by 
More proDuCts re-exports

SOuRCE: China’s General Administration of Customs, ICIS

ChIna’s CruDe refInIng runs have InCreaseD 
steaDIly 

SOuRCE: China’s General Administration of Customs 
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ICIS China Oil & Refinery Solution

The ICIS China Oil & Refinery Solution is an essential source of market information for international players looking 
to enter and participate in the evolving oil and petroleum sector. 

   Domestic and import prices for fuel oil, gasoil, gasoline, jet fuel and feedstock crude oil

   Daily coverage of independent refinery turnaround schedule, feedstock purchases and operating rates

   Integrated supply and demand data and forecasts

   Import and domestic prices and margins from midstream to downstream markets

   Independent refineries’ inventory levels

   Impact analysis of changes in domestic policies

   Refinery profitability analysis and outlookplayers

Propel your business forward with unrivalled oil and refinery market intelligence for China

Find out more

Crude oil prices, markets and analysis

   North Sea Oil Benchmark: Access data from the primary information provider to the ICE Brent Index™.

   Stay ahead: ICIS delivers all the information needed to stay on top of developments across global 
markets, and facilitates more confident trading and forecasting.

   See the complete picture: Our comprehensive coverage of crude oil markets is delivered in 
three daily updates and provides detailed information on China oil and refinery markets.

   Intelligence you can trust: Our global team collates data from a wide range of market 
players and uses a robust methodology to assess it.

One trusted source for independent expert views and data

Find out more at www.icis.com/crude-oil

https://www.icis.com/regions/china/energy/oil-refinery-solutions/%3Fcmpid%3DILC%7CENER%7CCHHNT-2017-0512-GLOBAL-china-crude-oil%26sfid%3D7012X000001mIP9
https://www.icis.com/energy/crude-oil/%3Fcmpid%3DILC%7CENER%7CCHHNT-2017-0512-GLOBAL-china-crude-oil%26sfid%3D7012X000001mIP9

