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ChinA’s new privAte-owned refiners to hit 
domestiC mArket And BeYond
The start-up of two private-owned refineries in northeast 
and east China by the end of this year are likely to exert 
significant impact on the domestic and export distillates 
markets from 2019. 

Hengli Petrochemical is due to bring on stream a 20m 
tonne/year integrated refining complex in Dalian, Liaoning 
province in northeast China by October 2018. 

Zhejiang Petrochemical will commission a 20m tonne/
year refining project in Zhoushan, Zhejiang province in 
east China by the end of 2018. The producer will prioritise 
aromatics and other chemical products, with an output ratio 
of around 27% for gasoline and gasoil combined.

The two private-owned refiners in total will produce 8.4m 
tonnes of gasoline and 3.3m tonnes of gasoil, according to 
their environment impact assessment (EIA) reports.

diversified sAles ChAnnels
The two new refiners will supply the bulk of their distillates 
in Zhejiang province and Liaoning province where their 
facilities are located, respectively, sell part of their supplies 
to neighbouring provinces, and export the balance to 
nearby countries.

Hengli Petrochemical has formed a strategic alliance to 
sell distillates through Sinochem Group and China National 
Petroleum Corporation (CNPC), and to buy imported crude 
oil from these two state-owned enterprises (SOEs) to run 
its upcoming refinery in Dalian. 

As part of the strategic alliance, Hengli Petrochemical will 
sell most of its gasoil and gasoline output to petrol stations 
that it leases from the two SOEs, and sell the balance in 
the wholesale market. It also has the option to sell gasoil 
and gasoline to Sinochem, CNPC and Sinopec for export, 
prior to obtaining its own export quotas. 

Zhejiang Petrochemical will sell part of its output in 
the domestic and overseas markets through Zhejiang 
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  Hengli Petchem: 
Dalian, Liaoning
  Zhejiang Petchem: 
Zhoushan, Zhejiang
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Petroleum, a joint venture between Rongsheng 
Petrochemical, which is one of its shareholders, and 
Zhejiang Energy Group.

It will sell most of its distillates to petrol stations in Zhejiang 
province, where the local government plans to build 700 
new petrol stations, and it has the option to sell distillates 
to Sinopec Sales Company in east China, as Rongsheng 
Petrochemical has an ongoing petrochemical offtake 
agreement with Sinopec. 

However, the volumes to be sold to Sinopec are likely to 
be limited because Sinopec has ample gasoil and gasoline 
supplies from its own refineries in east China.

shAndong independent refiners to Be 
worst hit
Shandong independent refiners have so far seen very 
little competition in east China where they offload at least 
2-3m tonnes of gasoil and gasoline in total each year,
but the competitive landscape will change when Zhejiang
Petrochemical’s new refinery comes on stream.

Existing refiners in east China have a combined annual 
output of around 16m tonnes for gasoline and about 22m 
tonnes for gasoil, which are insufficient to cover regional 
annual consumption which is estimated at around 25m 
tonnes and 23m tonnes, respectively. 

Zhejiang Petrochemical may opt for a low-price strategy 
to gain market shares when it starts up its 20m tonne/
year refinery capable of producing 5.5m tonnes of gasoil 
and gasoline, hence Shandong independent refiners may 
have to grapple with very thin margins or in a worst-case 
scenario be squeezed out of the market.

Buyers in east China will typically buy gasoline and gasoil 
from Shandong independent refiners when the delivered 
prices in east China are yuan (CNY) 300-350/tonne below 
the ex-refinery prices in Shandong province. The Shandong 
province to east China shipping freight rates are around 
CNY200-250/tonne.

In northeast China, output from Hengli Petrochemical’s new 

refinery capable of producing about 6.2m tonnes of gasoil 
and gasoline combined per year will replace part of the 
supplies from Shandong independent refiners.

Sinopec and China National Offshore Oil Corporation 
(CNOOC) currently cater to the northeast China market by 
sourcing gasoline and gasoil from Shandong refiners, as 
they do not have refineries in that region.

Sinopec will off-take gasoline and gasoil from Hengli 
Petrochemical when the latter’s new refinery comes on 
stream, and CNOOC is likely to do the same, although it 
currently does not have a formal supply agreement with 
Hengli Petrochemical.

Shandong independent refiners will have to find alternative 
markets for their gasoil and gasoline output, including 
south, central and north China where supplies are short, 
in the face of eroding market shares in east and northeast 
China.

Over 50% of distillates produced by Shandong independent 
refiners are sold outside of Shandong province. 

ripple effeCts on AsiAn distillAtes 
mArkets
China is likely to export more gasoline and gasoil to other 
Asian markets next year as the domestic market is unlikely 
to be able to absorb all the new supplies due to be released 
this year. That in turn is likely to weigh on gasoline and 
gasoil prices in Asia.

China may export more than 60m tonnes of distillates in 
2019, a surge of nearly 50% year on year.  

Distillates export quotas issued so far this year amounted 
to around 39m tonnes, equivalent to the total quotas issued 
for the whole of last year. 

China is likely to allocate more gasoline and gasoil export 
quotas later in the year as around 80m tonnes/year of 
new refining capacities are due to come on stream by 
end December, while the domestic distillates markets are 
already in oversupply.

supplY/demAnd BAlAnCe of gAsoline And gAsoil in northeAst, eAst ChinA in 2017 m tonnes

gasoline gasoil

region output Consumption Balance output Consumption Balance

northeast China 20.57 13.07 7.5 27.59 17.03 10.56

east China 16 24.96 -8.96 22.24 22.93 -0.69

Source: National Bureau of Statistics, ICIS
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Both Hengli Petrochemical and Zhejiang Petrochemical 
are applying for distillates export quotas. None of the 
independent refiners in China had managed to obtain 
export quotas in the past two year.

China exports its refined oil products mainly to Asian 
markets. Of the volumes it exported to Asia last year, 
Singapore and Malaysia accounted for about 59% and 
22%, respectively.

ChinA’s distillAtes exports in 2017-2019e 
m tonnes

2017 2018e 2019e

gasoline 10.53 12 20

gasoil 16.51 19 30

kerosene 9.43 9.5 11

total 36.47 40.5 61

Source: ICIS

first two BAtChes of distillAtes export quotAs in 2018 ‘000 tonnes

first batch second batch

Category gasoline gasoil kerosene gasoline gasoil kerosene

processing trade 80 120 3,560 140 290 3,240

general trade 6,550 6,990 2,700 5,360 9,780 4,190

total 6,630 7,110 6,260 5,500 10,070 7,430

Source: ICIS

iCis ChinA Oil And rEfinEry sOlutiOn 
With new refinery plants and increased production capacities shaping Chinese oil and refining markets, Asian trading 
companies will face potential challenges in their buying and selling decisions. Having access to granular, transparent 
data and analysis is now critical for these companies to make better informed commercial decisions and navigate the 
China oil markets with confidence.

the iCis ChinA oil And refinerY solution is An essentiAl sourCe of 
mArket intelligenCe, giving You ACCess to:
n  Domestic and import prices for fuel oil, gasoil, gasoline, jet fuel and feedstock crude oil 
n  Daily coverage of independent refinery turnaround schedules, feedstock purchases and 

operating rates 
n  Integrated supply and demand data and forecasts 
n  Import and domestic prices and margins from midstream to downstream markets 
n  Independent refineries’ inventory levels 
n  Impact analysis of changes in domestic policies 
n  Refinery profitability analysis and outlook

find out more about the China oil and refinery solution
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