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asIa & mIddle east 
Base OIls OutlOOk

Base oils markets in Asia and the Middle East are set to 
witness major shifts 2018 onwards. Key supply–driven 
changes in the Middle East are set to have an impact 
on base oils prices in these regions. Major trends in the 
finished lubricants space in a few countries within the 
GCC are also expected to bring about movements in base 
oil trade flows and eventually prices. Separately, trade 
flows in Asia are also poised to see changes, as markets 
move towards engine oils that are perceived to be of 
higher-quality and more environmentally friendly.

asian Group ii Prices Come Off Q2 Peak

Base oil prices in Asia and the Middle East had a mixed 
run in 2017. Group II prices in Asia surged in the first 
quarter of 2017 on the back of snug spot availability 
brought about by scheduled shutdowns and production 
woes at some regional refineries. Demand in the first 
quarter also saw improvement following Lunar New 
Year holidays, as buyers in various parts of Asia sought 
to restock dwindled inventories. Expectations and 
acknowledgement of the existing tight supply conditions in 
the first quarter also led buyers to purchase cargoes more 
actively amid concerns of rising prices.

However, by early Q2, buyers’ inventories became 
increasingly ample. Sellers were mostly of the opinion that 
buyers had grown tired of the relentlessly rising prices, 
and were insisting on softer base oils pricing in order to 
safeguard their margins, especially since downstream 
lubricants demand and prices were mostly unchanged. As 
such, Q2 saw prices peak before softening steadily.

In the third quarter, spot supply and demand conditions 
became more balanced. Demand from key import 
markets such as China was lacklustre, whereas supply 
also remained snug because of persistent production 
issues at some regional units. Furthermore, unexpected 
circumstances in the form of Hurricane Harvey also 

created urgent need for base oils from the US. This led 
some Asia-based producers to ship significant volumes of 
about 60,000 tonnes to the US in September 2017. Some 
refiners said that the netbacks that they could achieve 
from the US were more attractive as compared with selling 
to Asian regions. Hence, the earlier stable supply-demand 
conditions and subsequently stronger demand snapped 
Group II base oils out of its downtrend. Prices were stable-
to-firm towards the end of the third quarter.

Group i Bs trends Below sN500   

In Q1 2017, spot Group I prices registered steady gains 
across all three assessed grades SN150, SN500 and 
brightstock, especially right before Lunar New Year in 
late January when buyers started to stock up inventories 
and after Lunar New Year, when they sought to replenish 
dwindled inventories. Spot supply at that point was also tight 
because of regional turnarounds at some units.

2017 also witnessed uncharacteristic movement in 
brightstock prices. Typically, brightstock prices tend to be 
stable-to-firm in the first half of the year and then weaken 
toward the later part, a seasonally blue period. However, 
in 2017, significant spot imports of European-origin deep-
sea brightstock took place in March, leading to an influx 
of supply into the Asian market. Buyers were receptive 
to purchasing European material because prices were 
competitive, especially since Asian brightstock prices had 
been moving up previously in early Q1.

The arrival of these deep-sea imports weighed heavily 
on spot buying appetite among buyers for Asian-origin 
cargoes, which in turn sparked off significant price drops 
in brightstock prices in Asia. Sellers cut offers to stimulate 
cargo uptake among buyers, but falling prices only served 
to deter buyers, who were constantly holding out for 
further price declines.
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Prices for brightstock fell so much to the extent that it went 
below SN500’s spot prices, something that is almost never 
seen in the Asian market. SN500 prices were supported by 
limited spot availability and the absence of deep-sea origin 
imports, along with stable demand conditions. 

Q2 observed price stability for Group I SN150 and SN500, 
whereas brightstock performed poorly in the same period.

In the third quarter, following the gradual depletion of 
brightstock inventories among Asian buyers who had 
previously imported significant volumes in Q1, prices for 
brightstock bottomed out. Demand for Asian brightstock 
among regional buyers picked up again, leading to 
buoyed prices. Also, SN500 spot prices saw price drops 
in the third quarter, as the Chinese market saw lacklustre 
demand for SN500. Also, SN150 saw limited changes 
in spot prices due to stable market demand and supply 
conditions. 

increased Group iii Competition

For Group III base oils, Northeast Asian cargoes 
registered significant gains in the first quarter on the back 
of healthy demand from regional buyers. However, prices 
peaked towards the end of the first quarter. Buyers were 
largely resistant to further gains in prices, especially since 
competitively-priced Middle East-origin cargoes were 
available at around $50-100/tonne lower. 

In the second quarter, spot prices were supported by snug 
spot availability among regional refiners, and have largely 
remained that way through into the third quarter. Further 
price gains remained difficult, as buyers put up strong 
resistance amid the presence of lower-priced cargoes 
from the Middle East.

indian Demand Challenged

It was a slow year for the Indian base oils market in 
the financial year 2016-2017, as demand faced key 
challenges. There was some uncertainty late in 2016, 
resulting from the government’s move to demonetize 
high-value currency notes. With over 80% of currency in 

circulation affected, base oils demand was impacted as 
well. Demand made a recovery early in 2017, as the need 
to replenish stocks brought buyers to the fore. Prices 
since the beginning of 2017 have been largely stable. 
Supply from northeast Asian Group II producers were 
tight in the early months, and this capped allocations and 
trade for spot material into the country. Fresh uncertainty 
appeared around mid-year with the implementation of 
the goods and service tax (GST) from 1 July onwards, 
as buyers cut back purchases to better understand 
workflows of the new tax structure. The monsoon season 
also had some impact in Q3 as buyers kept purchases to 
a need-to basis.

Group i Dominates in the Middle east

Spot trade in the Middle East continued to be dominated 
by Iranian product. Export markets for Iranian suppliers 
remain restricted in view of the financial sanctions still 
in place. Prices in the region have firmed up since 
early this year, on domestic commitments that capped 
export allocations of key Iranian producers. The lack of 
availability from Russia following stronger netbacks in 
Europe also upheld prices for Iranian cargoes. 

2017 began with market players expressing optimism over 
the easing of sanctions. However, the US-imposed financial 
sanctions continue to remain, with no clarity on their lifting. 

Group II prices in the Middle East were driven by supply-
demand fundamentals in Asia. With demand for Group II 
in the region continuing to remain small, tight spot supply 
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and stronger netbacks elsewhere largely capped the 
inflow of Asian volumes to UAE.

The Middle East continued to remain a significant 
producer of Group III base oils, but with limited demand 
for the grade in the region, much of the material was 
exported to Europe, US and Asia. 

Future trade flows and implications

Global markets to get more competitive
Global demand for finished lubricants in 2016, estimated 
at around 38.5 million tonnes, remained mostly flat from 
2015. Moreover, based on GDP forecasts and demand 
studies, it is estimated that the compound annual growth 
rate (CAGR) would remain under 1% until 2021. Supply, 
on the other hand, is set to increase following the startup 
of Luberef’s 550,000 tonne/year Group II facility in Q4 

2017. Furthermore, Group II capacities are also set to 
come up in China, either driven by the switch from Group 
I to Group II production or expansions at existing Group II 
facilities. 

One thing is clear from this – Group II and Group III 
markets worldwide are set to become more competitive, 
given that capacity additions are happening at a faster 
pace than demand growth. China and India – the two 
largest markets in Asia are likely targets for emerging 
suppliers in the Middle East, owing to their ability to 
absorb larger volumes. These markets also provide 
geographical or logistic advantages to Middle Eastern 
producers, further reinforcing their presence as attractive 
destinations for their material. 

Analyzing the imports into China for the last year shows 
a decline in the market share for some Asian countries. 
Although the declines are presently marginal with no 
significant presence of supply from the Middle East, share 
of the latter is set to increase from 2018. 

Analysis of Indian imports over the last two fiscal years 
also shows declines in the share for northeast Asian 
material. In contrast to this, the share of base oils from 
UAE and Saudi Arabia have increased in 2016-17 from 
the previous year.

The wide price spread between Group III Asian and 
Middle Eastern material in Asia is set to come off, 
following increased competition, as Middle East gains 
prominence as a major Group III producer supplying to 
Asia. In addition, arbitrage opportunities for US suppliers 
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CruDe PriCes reMaiN vOlatile

to Asia are likely to shrink following the emergence of 
supply from the Middle East. Furthermore, Asian exports 
to the US are also likely to be impacted, as US suppliers 
would look to increase sales within their regions following 
tighter arbitrage opportunities to Asia.

supply-led substitution in the Middle east, africa
Significant investments have been put into upgrading and 
commissioning better-quality base oil production in the the 
Gulf Cooperation Council (GCC) region, so efforts towards 
consumption of these superior-grade base oils within the 
region are expected. At present, the Middle East remains 
a small market, accounting for less than 5% of global lube 
demand. Its demand for Group I base oils far outstrips 
those for Group II and Group III material. However, the 
region itself is growing, and is slated to see increased 
demand for finished lubricants in the years ahead. 

Dynamics in the region’s major markets are set to change, 
following key developments in Saudi Arabia and UAE. The 
implementation of API CH-4 as the minimum specification 
in Saudi Arabia, GCC’s largest market for finished lubes, 
coupled with the commencement of Group II production 
within the country is likely to prompt the shift to Group II 
base oils at a faster pace. 

In the UAE, increased awareness and quality initiatives are 

slated to drive the shift to superior base oils. Regulations 
governing quality assurance for blenders and a drive 
to build qualitative awareness are expected to do away 
inefficient quality controls and processes among regional 
lube manufacturers. With the UAE positioned as the 
blending hub for finished lubes exported to Africa, quality-
led initiatives are likely to spill over into Africa as well. 

asian Group i demand to shrink further
More and more users in Asia are gradually shifting to 
using Group II and III cargoes because of increasing 
emphasis on environmental friendliness and improved 
technologies. Growing availability of Group II base oils 
is likely to speed up further the pace of the shift. The 
arbitrage for Russian material into Asia would be curbed 
in the future, as demand for Group I material dwindles 
further.

impact of feedstocks – crude and vGO

Crude oil prices have seen significant volatility in the 
last one year, and we are yet to see any semblance of 
stability over a slightly longer-term, even though a lot of 
deliberation on where these prices would stabilize has 
been undertaken. However, prices have been predictable 
in a relatively narrow range, if compared with performance 
over the past few years. Analysing this, it appears that 
crude has shifted to a buyers’ market, driven by oversupply 
versus demand, as opposed to a market where supply is 
tight. According to ICIS Consulting estimates, the current 
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Veena Pathare is a senior editor manager at ICIS, and 
covers the Middle East and south Asian polyolefin and 

base oils markets, providing price reports and news and 
generating price assessments that are considered as 

key benchmarks for trade in the industry. Prior to taking 
on the polyolefins portfolio, Veena covered the polyvinyl 
chloride (PVC) and polystyrene markets and worked on 
increasing visibility and engagement for these products.
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price trend suggests that crude is likely to remain within the 
existing range, assuming market fundamentals remain the 
same. Based on the marginal producer theory, crude prices 
are likely to flatten out at around $50/bbl, according to ICIS 
Consulting estimates.

A scatter plot study of base oil prices with vacuum gas 
oil (VGO) values shows that base oil prices track VGO 
with about 75% correlation (r2 = 0.75), making it fairly 
predictable and influenced by VGO prices. However, 
VGO remains a cost driver and there are other factors 
in the market that drive base oil prices, for e.g. logistics, 
operational costs, margins and other demand and supply 
fundamentals. It is likely that some of these factors would 
influence base oil prices to a greater extent in 2018, as 
the market moves into increased supply amid largely 
stagnant demand.

SOURCE: ICIS
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ICIS products and services can help provide you with the latest prices, insight, trends and analysis. 
Our global team of editors, analysts and consultants can help you 
understand the market and make better business decisions.

PrIces: Get the latest prices with iCis Middle east & asia base 
oils price reports

 Download a free sample price report for base oils in the Middle east 

 Download a free sample price report for base oils in asia

news: For latest market developments and round-the-clock 
base oils news

 request a free trial of iCis news

Better understand the asIa & mIddle east Base 
OIls markets

Izham Ahmad is a Markets Editor at ICIS and is currently 
responsible for the Base Oils market in the Middle East region. 
Izham also covers the Middle East markets for isocyanates and 

polyols, as well as the biodiesel and ethanol markets for the 
Asia Pacific region. Izham has written a wide variety of articles 

on finance, economics and energy, and has analysed the 
impacts of some of the major global events which have taken 
place since the end of the 1997/1998 Asian Financial Crisis. 
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