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China is determined to raise the share of gas in its energy mix to 15% by 2030 and 
LNG imports are set to play a key role

 CHINA’S GAS USE TO SPUR LNG GROWTH

CHANGE IS AFOOT
The pace of China’s energy consumption has quickened 
this year, in line with a rebound in economic growth. Full-
year GDP for 2017 is estimated at 6.7%, the International 
Monetary Fund (IMF) said in August. Growth between 2017 
and 2021 for China is expected to average 6.4%, compared 
with 6% last year, IMF added.

Strong industrial and export activity, coupled with a 
population boom, the development of megacities and strict 
controls over carbon emissions, have contributed to the 
increase in gas usage.

Nationwide policies remain key in driving gas consumption. 
China has been taking steps to liberalise its domestic 
market since 2015, when it ended a two-tier gas pricing for 
the non-residential sector.

The goal is to have a fully open market by 2020, NDRC 
said in July. China will introduce more market-oriented 
pricing mechanisms over the next few years to encourage 
higher domestic gas output and LNG imports.

DEMAND DRIVERS IN 2017
The government throughout 2017 has announced plans 
to expand infrastructure, such as the pipeline grid and 
underground storage capacity, to provide financing and to 
remove barriers of entry for newcomers.

The medium-term goal, according to the National 
Development and Reform Commission (NDRC) published 
in May 2017, is to expand its gas share to 10% by 2020. 
Gas comprised 5.9% in the country’s energy mix in 2015.

Conversely, coal use will drop from 64% in 2015 to 58% by 
2020 to meet China’s 13th five-year plan for energy targets 
and to reduce air pollution, NDRC said. Coal emits twice as 
much carbon dioxide than gas when burned.

Others are decidedly more conservative over the long-term 
growth prospects. China was touted to consume more gas 
(including LNG) as early as 2014, but a decline in global 
crude oil prices that year scuppered that potential, as gas 
became costlier than oil products. This year, however, has 
seen a turnaround. 

CHINA'S ENERGY MIX IN 2015
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CHINA'S FORECAST ENERGY MIX BY 2035
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Support has arrived in the form of subsidies or lower tariffs 
for transportation, power generation and central heating. 
There are also plans to weaken the state-owned majors’ 
monopoly on pipelines and import infrastructure.

The biggest demand driver this year, however, is the mass 
coal-to-gas conversion in central heating, particularly in 
northern China, where air pollution is the most severe 
during winter.

Some provincial governments have subsidised the cost 
of gas as well as limit the use of coal to encourage more 
demand from downstream end-users and reduce smog.

Hebei has promised subsidies over three years to offset the 
higher costs of using gas over coal and to encourage the 
switch to install gas-fired heaters.

Taiyuan, the capital of Shanxi province in north China, 
has banned the use of coal this winter. The cut of over 2m 
tonnes in coal use will require an equivalent of 1.3bn cubic 
metres (bcm) of gas to replace the supply shortfall.

STRONG DEMAND SUPPORTS IMPORTS
China’s gas consumption in 2017 will likely post a 
double-digit growth from 2016, thanks to the coal-to-gas 
conversion.

Apparent consumption of natural gas between January and 
August this year reached 150.4bcm, according to NDRC. 
Although China produced 97.8bcm of gas over the same 
period, the country had to increase imports to meet more 
than one third of the demand.  

Preliminary customs data showed that China imported 
around 5.9m tonnes of pipeline gas and LNG in September 
are up by 3.7% from a year ago. Imports in the year to 
date have reached 48.5m tonnes, up by 22.3% from the 
corresponding period last year.

China is forecast to consume up to 240bcm of gas 

KEY GAS REFORMS THIS YEAR

  Value-added tax (VAT) on gas imports lowered to 11% 
from July this year
  Underground storage capacity will expand to 14.8bcm 
by 2020 and 35bcm by 2030
  Pipelines to span 104,000km by 2020 and 163,000km by 
2025. Length of pipelines in 2015 was around 64,000km
  Pipeline transmission tariffs lowered by 15% from 
September
  City-gate gas prices cut by 0.10 yuan/cubic metre 
(equivalent to $0.40/MMBtu) from September

this year, up from nearly 210bcm in 2016, the National 
Energy Administration (NEA) said. That is in line with ICIS 
estimates. China consumed 196.4bcm of gas in 2015.  

SOURCE: China's NDRC
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By 2020, gas consumption could rise to 290bcm, as power 
utilities continue to install new gas-fired power and heating 
capacity to replace coal-fired generation, the NEA said.

Gas is used mainly in city gas distribution, the commercial 
and industrial sector, upstream production and gas-fired 
power generation. Though ICIS estimates the share that 
each sector takes is largely unchanged for the next five 
years, the overall market size will increase. 

LNG BUYING BEHAVIOUR SHIFTS
Historically, China required high LNG imports during 
winter, when demand would typically peak. This year, that 
seasonality has altered, with imports having increased from 
May onwards.  

If the growth continues, coupled with the seasonal winter 
demand, China’s monthly LNG imports could exceed 4m 
tonnes for the first time. LNG imports in September were 
estimated at around 3.4m tonnes, LNG Edge data showed.

Reduced pipeline gas imports, comparatively lower-priced 
spot LNG as well as strong demand for truck-delivered 
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LNG in provinces in east and south China contributed to 
that growth.

ICIS estimates that China imported 82 cargoes on either a 
spot or short-term basis in the first nine months of this year. 
Though there were five independent Chinese buyers this 
year, they purchased only 13 of that total. 

THE RISE IN COMPETITION
While China will keep accelerating its gas use, the country 
is also increasing its use of other fuels such as nuclear and 
renewables, which can affect gas demand and, in turn, LNG.

However, major LNG importers are still confident in the role 
of gas, because they do not deem nuclear and renewables 
reliable. Gas is also a more versatile complement to the 
energy mix.

CHINA'S DOWNSTREAM GAS CONSUMERS

SOURCE: ICIS
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Given that the mentality is to use LNG to balance supply 
as and when needed, China has continued to buy more 
pipeline gas imports and expand capacity.

The three national oil companies (NOCs) – CNOOC, 
PetroChina and Sinopec – have reiterated in their 
respective financial reports published in August that 
investment in domestic gas production and exploration will 
continue.

PetroChina has concluded a new contract for an additional 
5bcm of gas from Kazakhstan that started since 15 
October. Its new fourth Shaanxi-Beijing gas pipeline will 
start up in October.

Sinopec has spent the bulk of its capital expenditure this year 
on its Tianjin LNG terminal, the Wen 23 gas storage project 
and a pipeline that runs between Sichuan and east China.

THE STATE OF TERMINALS
As the NOCs control most of the pipelines and that 
domestic gas prices are considered high, one feasible way 
for end-users to lower procurement costs is to buy LNG 
imports instead.

As third-party access to state-owned LNG terminals 
remains restrictive, many end-users plan to build new 
terminals to facilitate LNG buying.

CHINA’S PIPELINE GAS IMPORT SOURCES

Central Asia
  Pipeline capacity: 85bcm/year
  Start date: December 2009

Myanmar 
  Pipeline capacity: 12bcm/year
  Start date: Q4 2013

Russia 
  First pipeline capacity: 38bcm/year
  Start date: December 2019
  Second pipeline capacity: 30bcm/year
  Start date: 2025
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There are at least 16 proposed terminals currently 
at the preliminary stage or waiting for environmental 
and regulatory permits. ICIS estimates that China’s 
regasification capacity can exceed 90.0mtpa by 2021.

However, the approval process has slowed down since 
2015, with China wary of overcrowding its limited coastal 
area and the low terminal utilisation rate. ICIS estimates 
average utilisation of the 17 operational terminals in China 
at 44% as of September 2017.

So far this year, only some terminals in east and south 
China had high utilisation rates, because of strong demand 
for truck-delivered LNG in those markets.

Theoretically, ample regasification capacity and high 
utilisation rates would allow China to absorb the global 
LNG oversupply over the next few years.

TERMINALS SCHEDULED TO START UP IN 
2017-2018

  CNOOC’s Shenzhen Diefu - 4.0mtpa
  Shenzhen Gas peak-shaving - 0.6mtpa
  Sinopec’s Tianjin Nangang - 3.0mtpa
  ENN Energy’s Zhoushan - 3.0mtpa

BULLISHNESS PREVAILS
As China grapples with urban growth, it will require more 
energy to power the country and the government has already 
announced its desire to rely on clean fuels such as gas. That 
is where LNG is expected to play an important role.

The list of Chinese companies that have expressed interest 
in using or have already procured LNG will continue 
growing, with several already in talks to buy mid- and long-
term supply.

China’s growing gas appetite could see it overtake Japan 
as the world’s largest LNG importer and help rebalance the 
oversupplied LNG market sooner than expected.
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