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The brief reprieve in the US-China tariff tit-for-tat seems to be coming to an end following US 
President Donald Trump’s tweet on 1 August, threatening to impose 10 per cent tariffs on $300 billion-
worth of Chinese imports effective 1 September 2019. The announcement led to a steep fall in oil 
prices as markets fear that the escalating trade war will further weaken the global economy and weigh 
on oil demand growth. If the tariffs do go ahead—and there is no reason to believe that they will be 
averted by China making big concessions—all of China’s exports to the US will effectively be taxed. 
And as a result, China’s retaliatory duties will widen to cover most, if not all, of its imports from the US, 
including crude oil. Even though US oil exports to China were under 0.10 mb/d in the first half of 2019, 
less than a third of their 2018 levels, hopes that a deal would be reached led to an uptick in flows in 
May and June this year, when China’s crude imports from the US averaged 0.18 mb/d. And even 
though US exporters will find alternative destinations for these barrels, the prospects of an even 
shakier global economy will weigh on the oil complex. Moreover, the Chinese economy will continue 
slowing as Beijing pursues only targeted support measures. Indeed, this latest turn of events only 
reinforces the sense that the US-China trade war is unlikely to be resolved any time soon,1 making a 
short term economic stimulus even less politically palatable for Beijing. To be sure, Beijing will want to 
put a floor under the country’s slowing economic growth and tackle rising unemployment. Still, ahead 
of the 70th anniversary of the founding of the People’s Republic of China (PRC) in October, China’s 
leadership will continue supporting domestic consumption and the private sector, but will prioritise 
blue skies—which typically means industrial curtailments—over an economic bang. China’s oil and 
gas demand growth is therefore set to halve from 2018 levels.  
 
Figure 1: China’s Crude Imports from US, kb/d Figure 2: China’s Crude Imports by 
Region 
 

                
 

What’s in a tweet 

President Trump’s latest announcement took energy and stock markets by surprise, coming only a 
day after US and Chinese negotiators completed a round of talks in Shanghai where Beijing promised 
to step up purchases of US agricultural goods and both sides agreed to meet in Washington in early 
September. In his tweet, President Trump announced that the 10 per cent tariff will be imposed on 
imports from China not yet subject to any duties, but also suggested that the tariffs were aimed at 
facilitating talks, and the 10 per cent rate could be ratcheted up or down, depending on the outcome 
of negotiations. 
 
China’s official response has so far been muted. China’s Foreign Ministry spokeswoman stated that 
‘…if the US is going to implement the additional tariffs, China will have to take necessary 
countermeasures…’ without elaborating what those measures would be. A better defined response 

 
1 See Michal Meidan, ‘US-China: The great decoupling’, OIES Energy Insight 53, July 2019, 

https://www.oxfordenergy.org/publications/us-china-the-great-decoupling/?v=79cba1185463 
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Figure 4: Chinese crude imports from the US, kb/d   Figure 5: US LPG exports to China, kb/d 

 

 

 
Source: China Customs  Source: EIA 

The lighter end of the shale boom 

In other energy products, the trade war injects uncertainty into the medium-term outlook. Chinese 

purchases of US-origin naphtha and ethylene have been limited to date, but the potential for US 

export growth and Chinese demand growth have informed many investment decisions both in the US 

and globally. Yet until the trade war is resolved, the Chinese market will effectively be shut for US 

exporters. Taking naphtha for example: according to China customs data, the US supplied 7,529 b/d 

of naphtha to China in 2017, accounting for just 4.5 per cent of China’s total naphtha imports. But as 

US refiners reconfigure their plants to be able to process domestic light sweet crudes, their naphtha 

yield is rising, leading to a higher surplus and a rising export potential. According to the EIA, US 

naphtha exports reached 0.2 mb/d in 2017, compared to 0.1 mb/d in 2013.21 Meanwhile, China’s oil 

demand growth is widely expected to be driven by both transport fuels and petrochemical feedstock, 

suggesting a strong increase in naphtha demand. Similarly, US ethylene accounted for roughly 3 per 

cent of China’s 2.1 mt of imports in 2017, but given that China’s ethylene demand is set to double 

through 2030, US suppliers—if and when the trade dispute is resolved—could find a ready home in 

China. 

Finally, perhaps the biggest concern in the oil and gas space is LNG, given the strong export potential 

from the US and China’s strong import demand. To be sure, out of the 70 bcm of LNG China imported 

in 2018, only 3 bcm came from the US. But as China’s gas demand continues to rise, the call on LNG 

could as much as double by 2025, reaching 150 bcm,22 just as US export capacity will more than 

triple from 30 bcm at the end of 2018 to 130 bcm by 2025.23 LNG is therefore still widely seen as an 

integral part of any long-term trade deal between the US and China, but concerns about the US’s 

willingness to use energy as a geopolitical tool are also rising in China,24 increasing buyers’ efforts to 

look for hedging mechanisms and leading to a broader rethink of energy security.25  

Conscious decoupling in the technology space 

Indeed, the trade war has also highlighted a paradigm shift in US-China relations. The US 

Department of Defense’s latest Indo-Pacific Strategy paper, for example, highlights the ‘geopolitical 

                                                      
21 https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=M_EPOUN_EEX_NUS-Z00_MBBLD&f=A 
22 According to OIES and Nexant WGM, assuming demand in 2025 reaches close to 500 bcm 
23 According to OIES and Nexant WGM forecasts. 
24 Fu Suixin, ‘Analysis and evaluation of the Trump administration’s energy policy’, China Institute for International Studies, 

January 2018 (Chinese), http://www.ciis.org.cn/chinese/2018-01/19/content_40194364.htm  
25 ‘Fu Chengyu: China must prepare for short term oil supply disruptions, achieve basic energy self-sufficiency in the next 15 

years, ifeng.com. 29 May 2019 (Chinese), https://finance.ifeng.com/c/7n4oeqsSTtw 
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year and designed to process Saudi crude as baseload, China’s dependence on the Middle East, and 

therefore on the strategically vulnerable Straits of Malacca,33 could rise further. Indeed, Chinese naval 

strategists fear that the US could choke off vital oil supplies, leaving the country’s economy extremely 

vulnerable and while China has increased its imports by pipelines, these alone cannot offset 

waterborne supplies.  

Figure 6: China oil production, y/y change, mb/d   Figure 7: Crude imports by region, % 

 

 

 

Source: NBS  Source: China customs 

China has also developed a large Strategic Petroleum Reserve (SPR) programme which is estimated 

to hold slightly over 300 mb of crude. The first phase of the SPR programme contains four sites, 

namely Zhenhai and Zhoushan in Zhejiang province, Dalian in Liaoning province, and Huangdao in 

Shandong province, with a total capacity of 103 mb. Their construction was completed in 2008 and 

likely filled by 2009. Construction of the nine tanks in phase two, comprising of 210 mb of capacity, 

started in 2010 with much of the filling in 2015-2016 when global oil prices plummeted, and continuing 

to this day. According to official government statements, by mid-2017, China had stored 37.32 mt (or 

275 mb) in nine SPR tanks,34 including the four from the first phase and an additional five. Roughly 

100 mb of new SPR caverns (including Jinzhou, Huizhou, and Zhanjiang) have started operations 

since this last announcement, but they have not all reportedly filled, suggesting that the SPR currently 

holds an estimated 320-340 mb. That said, the country also has as much as 500-600 mb35 of crude 

stored in commercial storage tanks (some of which are leased to the government for the SPR) at the 

refinery gate, tank farms and at various ports, but it remains unclear how much of this crude is 

available for an SPR release. Indeed, as refiners are required to hold 15 days of forward cover, as 

much as 240-300 mb is operational stocks, suggesting that calls for an accelerated SPR fill36 are 

likely to grow louder in the coming months. As a result, even as China’s oil product demand growth 

slows, crude buying will remain strong.  

In gas too, domestic production has picked up following Xi’s call for self-reliance: in the year-to-May, 

domestic gas production reached 72 bcm, higher y/y by 7 bcm, compared to a 3 bcm increment over 

the same period in 2018. In addition, the government is increasing its support for domestic production, 

revising its unconventional gas subsidy scheme and making tight gas (in addition to shale gas and 

CBM) eligible for subsidies for the first time. The new scheme creates a subsidy pool to be shared by 

                                                      
33 China has long been concerned about its dependence on waterborne flows of oil and gas through the Straits of Malacca with 

President Hu Jintao in 2003 identifying the need to mitigate what he termed China’s ’Malacca Dilemma.’ See Ian Storey, 

China’s “Malacca Dilemma”, China Brief Volume: 6 Issue: 8, April 2006.   
34 Construction of China’s SPR has achieved significant progress, China National Bureau of Statistics (Chinese), 29 December 

2018, http://www.stats.gov.cn/tjsj/zxfb/201712/t20171229_1568313.html 
35 Author’s estimates based on company reports and Argus. 
36 Lin Boqiang: High energy dependency does not equal energy insecurity, Global Times, 6 June 2019 (Chinese) 

http://opinion.huanqiu.com/hqpl/2019-06/14969090.html?agt=15422 
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will likely take several weeks as the Communist Party’s top leadership is currently at the seaside 
resort of Beidaihe for their annual policy meeting.  
Regardless of the discrete retaliatory measures, since Beijing has been highlighting its desire for 
‘sincerity’ in talks, and is reportedly seeking the removal of all existing tariffs as a precondition for 
pursuing the structural reform commitments the US is seeking, this latest escalation by President 
Trump will only harden China’s position. Not only is this latest threat a loss of face for China’s 
negotiators after the positive soundings from the latest talks, but more importantly, leaders in Beijing 
will struggle to endorse any concession in the negotiations given the growing sense that President 
Trump is unpredictable and cannot be trusted to keep his word.  

No stimulus in sight 

Given the trade imbalance between the two countries, China cannot match these duties on a dollar 
basis. While Beijing will likely move to tax all remaining US exports to China, including crude oil, it will 
also likely resort to other non-tariff measures, including an accelerated rollout of China’s unreliable 
entities list; licensing delays and increased inspections of US firms in China, among others. And for its 
domestic audience, China will also intensify its nationalistic rhetoric, especially as the 70th anniversary 
of the founding of the PRC approaches on 1 October 2019.  
 
But to what extent will Beijing try to boost the economy? The Chinese leadership places enormous 
emphasis on the anniversaries of important historical events, and last year, Chinese President Xi 
Jinping said that the 70th anniversary of the PRC would be celebrated with outstanding economic 
performance, suggesting that Beijing will seek to support economic growth. But markets should not 
confuse growth support with stimulus. The readout from the latest meeting of China’s politburo—the 
Communist Party’s 25-member top ruling body—showed no signs of a change in the current policy 
direction. And while China’s economy is certainly decelerating, it is by no means crashing, even as 
Beijing has largely held its monetary and fiscal policies steady. China’s GDP growth rate of 6.3 per 
cent in the first half of the year is still within the target range of 6 to 6.5 per cent for the year. Indeed, 
following the politburo meeting in late July, China’s top leaders vowed to maintain their pro-active 
fiscal policy and keep monetary policy prudent, but refrained from committing to major easing plans2 
given the ongoing need to limit debt creation. The emphasis remains on reforming inefficient parts of 
the economy and on supporting consumption. The Beidaihe meeting could result in a change in tone 
and a more pronounced shift to monetary easing but, given the assessment that US-China frictions 
are unlikely to be resolved rapidly, the Chinese government will focus on the structural issues 
plaguing the Chinese economy, as a strong credit stimulus will only exacerbate existing problems. 
And for now, ahead of the 70th anniversary of the founding of the PRC, officials’ marching orders 
include limiting pollution and curbing industrial activity in a bid to prevent large-scale accidents.3 As 
long as the economy does not fall below 6 per cent, and unemployment is kept in check, Beijing will 
stay the current macroeconomic course.  
 
This does not fundamentally alter the oil and gas demand trajectory for this year given that the trade 
war was unlikely to be short-term and Beijing’s reluctance to stimulate growth has been consistently 
stated by the government. Unipec—Sinopec’s trading arm—for example, has been expecting product 
demand growth of just over 0.30 mb/d4 this year, half the growth level seen in 2018. There are some 
downside risks to this view as additional tariffs could further weigh on sentiment and industrial curbs 
tend to weigh on chemical plants while ‘Blue Sky’ policies tend to restrict car use. Similarly, implied 
gas demand in the first half of the year grew by 10 per cent, a softening from the 15 per cent seen last 
year, suggesting a 30 bcm y/y increase in demand in 2019 compared to the 40 bcm increment seen in 
2018.  

 

 
2 For the official readout of the meeting see ‘The CCP politburo held a meeting presided by Xi Jinping, General Secretary of the 

CCP Central Committee’ (Chinese), Xinhua, 30 July 2019, http://www.xinhuanet.com/politics/leaders/2019-

07/30/c_1124817133.htm 
3 Oceana Zhou, Eric Yep, Daisy Xu, ‘Analysis: China's oil refineries to face curbs in Q3 ahead of anniversary celebrations’, 

Platts, 25 July 2019, https://www.spglobal.com/platts/en/market-insights/latest-news/oil/072519-analysis-chinas-oil-refineries-

to-face-curbs-in-q3-ahead-of-anniversary-celebrations 
4 ‘Sinopec to substitute Iran crude with Saudi grades: exec’, Platts, 13 June 2019, https://www.spglobal.com/platts/en/market-

insights/latest-news/oil/061319-sinopec-to-substitute-iran-crude-with-saudi-grades-exec 

http://www.xinhuanet.com/politics/leaders/2019-07/30/c_1124817133.htm
http://www.xinhuanet.com/politics/leaders/2019-07/30/c_1124817133.htm
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/072519-analysis-chinas-oil-refineries-to-face-curbs-in-q3-ahead-of-anniversary-celebrations
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/072519-analysis-chinas-oil-refineries-to-face-curbs-in-q3-ahead-of-anniversary-celebrations
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/061319-sinopec-to-substitute-iran-crude-with-saudi-grades-exec
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/061319-sinopec-to-substitute-iran-crude-with-saudi-grades-exec

