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DEREGULATION, HIGH LIQUIDITY 
MAY BRIGHTEN CHINA BONDED 
BUNKER MARKET
BY LI LI   SEPTEMBER 2018

The deregulation of China’s bonded bunker fuel oil market 
and increasing liquidity of newly-launched bonded 380cst 
fuel oil futures may bring opportunities to the foreign trade 
of China’s bunker fuel oil. 

The Ministry of Commerce (MOFCOM) has approved 
the mixing, blending, processing and trading businesses 
of bonded fuel oil in the Zhejiang Pilot Free Trade Zone, 
making a historic breakthrough in the supply-side reform 
of the bonded bunker fuel oil market in China, according 
to a source from the pilot zone. Meanwhile, the liquidity of 
the newly-launched bonded 380cst fuel oil futures on the 
Shanghai Futures Exchange (SHFE) keeps increasing, with 
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TRACK AND BUILD YOUR KNOWLEDGE OF THE CHINESE 
OIL/REFINERY MARKETS WITH THESE VALUABLE TOOLS

With fuel oil being one of the many distillates of the oil markets, it is critical to have a wholesome understanding of 
the whole oil and refinery value chain and how government policy changes will affect global independent refiners and 
traders who are dealing with the fuel oil markets.

The ICIS Oil & Refinery Solution enables you to closely monitor domestic oil prices and have visibility on changes in 
China’s local policies and regulations as well as provide expert insights on how these changes can create new markets 
for you and shape your investment strategies and confidently operate in the energy sector.
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trading volumes exceeding 800,000 lots on 26 and 27 July 
respectively. 

China’s sales of bonded bunker fuel oil remained at around 
10m tonnes in 2017, but sales in Singapore reached a new 
record high at 50.64m tonnes. The throughput at major 
ports in Singapore was 2.5bn tonnes in 2017 (including 
containers, bulks and oil tankers), only 63% of the number 
in China, while the bunker fuel oil sales were five times the 
size of China’s. 

The core issue lies in the failure to form an effective and 
reasonable bunker fuel oil supply chain in an open trading 
environment. The market has been simply using the business 
mode of “wholesale import + retail re-export”, without the key 
and profitable resource integration and allocation, because of 
a lack of freedom in bonded oil blending. 

China had opened its bonded fuel oil market more than 
a decade ago. However, the priority at that time was the 
diversification of market participants and further opening 
of licence for bonded bunker operation. The market went 
from the 1.0 era which was monopolised by Chimbusco to 
the 2.0 era with five state-owned and private enterprises 
and successful doubling in size. However, even the “catfish” 
Brightoil Petroleum was unable to break through the defect 
in bonded bunker fuel oil supply in China. Although the 
private firm tried to integrate global resources, it failed to gain 
true regional competitiveness at the doorsteps of China. 

The Zhejiang Pilot Free Trade Zone and Zhoushan 
government are making a breakthrough now. The customs 
has approved the mixing of products with the same H.S. 
code, but that of products with different H.S. codes remains 
in controversy, according to a senior source in the bunker 
fuel oil market. 

This means that it is difficult to achieve comprehensive 
mixing of blending components including fuel with various 

viscosities and gasoil like the Singapore market does in 
the short term. Once this is achieved, players in the China 
bonded fuel oil market will truly enter the oil blending 
market and take advantages of global fuel oil resources to 
achieve the highest level of cost efficiency. Fuel oil will also 
become an important product to state-owned enterprises in 
global trade, together with crude and distillates. 

The International Maritime Organisation’s (IMO) decision 
to reduce the maximum sulphur content of bunker fuel oil 
in January 2020 will become another historic opportunity 
for Chinese companies to enter the global bunker fuel oil 
trading chain. The medium distillate market in China has 
been oversupplied. If refiners can opt for processing trade 
of low-sulphur bunker fuel oil in the future and actively 
participate in the supply chain, China will make a big leap in 
its influence and competitiveness in the global bunker fuel 
oil market. 

The newly-designed fuel oil futures contract accompanying 
the spot market inherits the potential of the latter while 
having high correlation with global crude values and 
exchange rates and the feature of flexibility of small 
contracts. It gains popularity from physical trading 
companies and demand for arbitrage and, together with the 
spot market, may become a competitor and threat to the 
Singapore fuel oil market in the future.
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