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OVERVIEW

China is a major producer and consumer of both oil and  

natural gas. 

In 2016, China produced 6.23 million boe/d of oil and gas.  

China’s total petroleum and other production has risen about 50 

per cent over the last two decades.

In 2018, China is expected to consumer 12 million bbls/d of oil. 

China is the world’s second largest consumer of oil and moved 

from second largest net importer of oil to the largest in 2014.

In 2014, China produced 13.6 bcf/d of natural gas. Over the 

last decade, China managed to triple its natural gas production.

In 2017, China consumed 19 bcf/d of natural gas. In 2012,  

natural gas comprised five per cent of the country’s total  

energy consumption.

According to Global Affairs Canada, China ranks 16th globally  

as a destination for Canadian direct investment abroad. 

China’s national oil companies (NOCs) have significant  

influence on China’s oil and gas sector. The three major NOCs  

include China National Petroleum Corporation (CNPC),  

the China Petroleum and Chemical Corporation (Sinopec)  

and China National Offshore Oil Corporation (CNOOC).
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China ranks as a high-risk/high-return export market 

in our analysis. It has opportunities for heavy oil, coalbed  

methane, enhanced oil recovery and emerging unconventional 

resource development. 

The U.S. ITA estimates China will import around $15.9 

billion annually in oilfield machinery leading up to 2020.

Enhanced oil recovery
China’s largest oil fields are mature and production is  

decreasing. Companies are looking for ways to invest in  

technology to sustain oil flows at mature fields. 

China implemented a policy stating that all oil compa-

nies should make an effort to maximize recovery rates, which  

provides an opportunity for companies with enhanced oil  

recovery (EOR) expertise. The tax rate was lowered for projects  

that use certain EOR techniques.

At Daqing, the country’s largest oil field, widespread EOR  

operations have raised oil recovery to an estimated 47.5 per cent  

and added 4.4 billion barrels of recoverable oil. 

Long-term oil growth at mature crude fields will require  

greater investments and EOR techniques.

Construction is ending on the Yanchang Integrated 

Carbon Capture and Storage Project, Asia’s first commercial  

carbon capture and storage project. Set to begin operations  

in 2018, Yanchang will capture 410,000 tonnes of carbon  

a year from a coal-to-gas plant in Shaanxi province,  

the country’s coal heartland.

Captured carbon would be transported by truck 140km to  

the Qiaojiawa oilfields 20 tonnes at a time.

China has a further seven CCS projects in the pipeline, which 

would store a total of 9m tonnes of CO2 a year. Four of these 

eight projects are for coal-to-gas plants.

Heavy oil
China is the fourth largest heavy oil producer in the world, and 

has around 22 billion barrels of reserves. CNPC uses advanced 

EOR methods such as steam flooding and polymer flooding to 

help sustain the production.

With exploration and development spanning 13 districts and 

35 counties, the largest heavy oil production field in China is the 

onshore Liaohe Field, which covers an area of 292,150 square 

kilometres in the southwest of the Liaoning Province in north-

eastern China.

While overall oil production in China has been on a  

decline, Liaohe Field is using new computing technologies  

that process seismic data faster and from larger areas to  

accelerate the exploration and discovery of new reserves.

Using a combination of steam and the CO2 flue gas, oil  

production increased by 50–60 per cent.

Although heavy oil resources in China are plentiful,  

production has been slow because of the high cost of  

extraction and processing and a lack of sufficient technology. 

 

Unconventional resources
The Energy Information Administration reports that 

China has an estimated amount of 1,115 tcf of technically  

recoverable shale gas reserves. China is one of the four  

countries in the world that is producing commercial volumes of 

natural gas from shale formations.

Due to the decrease in production from aging fields,  

Sinopec is aggressively trying to grow shale gas  

production in China. The state-owned company is aiming  

to grow gas production from two bcf/d to four bcf/d by 2020.  

For now, Sinopec is still trying to learn shale drilling  

techniques and infrastructure needs improvement. 

Overall, China’s shale gas production will likely reach 17  

billion cubic metres (bcm) in 2020, nearly double the 2017 level,  

as local oil companies make big progress with drilling  

technology and cost cutting, consultancy Wood Mackenzie Ltd. said.

Nearly 700 new wells will come on stream between 2018 and 

2020 at three key projects —  Sinopec’s Fuling and PetroChina’s 

Changning-Weiyuan and Zhaotong —  all located in the coun-

try’s southwest, and at a total cost of $5.5 billion.

The forecast 17 bcm of output in 2020 falls short of Beijing’s 

goal of 30 bcm, which was slashed by more than half from the 

government’s initial target set in 2012.

China produced nine bcm of shale gas last year, or six per 

cent of its total gas output.

Coalbed methane
China has the world’s third largest coal reserve and great  

potential for coalbed methane resources. The Chinese  

government is aggressively promoting the production of  

coalbed methane by increasing subsidies for each cubic 

metre of coalbed methane from 0.2 yuan to 0.3 yuan.  

But due to geological and technical challenges, China is  

having difficulties unlocking its potential coalbed methane  

reserves. China is open to foreign investment to help  

introduce new technologies in this industry. 

In 2017, China’s coal-producing hub of Shanxi prov-

ince opened to coalbed gas exploration and development.   

Shanxi province aims to upgrade its energy structure by  

switching from coal to clean energy, in line with Beijing’s  

campaign to clear the nation’s air of pollution and smog. 

Shanxi, China’s second-biggest coal producer after Inner 

Mongolia, plans to prove coalbed gas reserves of 1.1 trillion to 

1.4 trillion cubic metres and reach an annual output of 20 bcm 

by the end of 2020, said the provincial government in a state-

ment.  Shanxi also plans to build more than 10,000 km (6,250 

miles) of gas pipelines to bring coal-bed gas to around 70 per 

cent of the province.

Offshore
CNOOC is responsible for offshore oil and gas develop-

ment in China. International oil companies have been granted 

access to offshore oil prospects and technically challenging 
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fields through the use of joint ventures and production sharing 

contracts with ConocoPhillips, Shell, Chevron, BP and Husky 

active in the country.

Infrastructure
In order to attract more private investment in the energy 

transmission infrastructure sector, China is implementing  

policies to streamline the project approval process.

To promote a free market, Sinopec is planning to sell half of 

its premium natural gas pipeline business to investors.

The government established a strategic petroleum reserve 

program in order to accumulate crude oil storage capacity of 

at least 500 million barrels by 2020. This would reduce China’s 

overall oil demand.

Pipeline infrastructure is marginal, but will be completed 

based upon demand.

Currently under construction is the Xinjiang-Guangdong-

Zhejiang SNG gas pipline, a $30.1 billion trunk line running almost 

9,000 km. 

Shanxi also plans to build more than 10,000 km (6,250 miles) 

of gas pipelines to bring coal-bed gas to around 70 per cent of 

the province.

Service sector
In 2014, China imported $15.3 billion in oil and gas  

equipment, making it the second largest destination of  

imported equipment in the world after the U.S.

Over half of the imports came from four main trading part-

ners: Japan, Germany, South Korea and the U.S., with the United 

States being the source for 12 per cent of Chinese imports. 

China’s largest oil fields are mature and production has 

peaked. Moving forward, China’s NOCs are investing heavily in  

EOR techniques such as water injection, polymer flooding 

and steam flooding. This creates opportunities for Canadian 

service and supply companies with experience in this area.

China is one of the four countries in the world that is producing  

commercial volumes of natural gas from shale formations.  

According to China’s Energy Development Strategy Action 

Plan, China has committed to cleaner energy consumption. 

The government targets 6.5 tcf of natural gas production by 

2020 in order to replace other hydrocarbons, such as coal, in 

the country’s energy portfolio. To meet this goal, China will 

focus on volume rather than economics and rate of return. 

However, there are a number of challenges to market  

entry including: 

• Language barriers and distance to market: To be  

successful, the service and supply company will need to 

have a local presence both physically and linguistically.

• Intellectual and proprietary protection of technology 
and knowledge: The Chinese business model is typically 

to copy and reproduce key technologies at a lower cost, 

often at the expense of quality.

• Cost of services: The Chinese model is to do every-

thing cheaper than North America and for intellectual  

services such as knowledge transfer, it is difficult to charge 

North American consultancy rates and still be competitive.  

Most successful Chinese business ventures are built  

upon a long-term relationship that has often taken a  

number of years to build.

• Intense competition: In the unconventional resource 

service sector, most new market entries into China will 

face competition from both local Chinese companies as 

well as services provided by the Big Four—Halliburton, 

Schlumberger, Baker Hughes and Weatherford. It will be 

difficult for a new company that offers similar services to 

the Big Four to enter into the Chinese market. Canadian 

service and supply companies that are able to develop 

niche products or services will have the greatest chance 

of success in the China market.

DOING BUSINESS IN CHINA

The National Development and Reform Commission 

(NDRC), a department of China’s State Council, is the primary  

policymaking, planning and regulatory authority of the  

energy sector, while other ministries such as the Ministry 

of Commerce, the Ministry of Land and Resources, the 

Ministry of Environmental Protection and the State Oceanic 

Administration oversee various components of the country’s 

oil policy. The National Energy Administration, linked with the 

NDRC, is charged with approving new energy projects in China,  

setting domestic wholesale energy prices and implementing 

the central government’s energy policies, among other duties.

The Fraser Institute’s economic freedom index ranks 

China at 113th, in the fourth quartile. It scores 6.63 out of 10 on  

freedom to trade internationally.

China ranks 61st out of 136 countries on the World 

Economic Forum Enabling Trade Index. China’s transportation  

SOURCE: FRASER INSTITUTE

FRASER INSTITUTE FREEDOM TO TRADE SCORES 
COMPARED TO CANADA AND GROUP AVERAGE 
(SCORE OUT OF 10)
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infrastructure ranks 12th in the world according to the index. 

But in terms of market access, China remains one of the most 

closed markets, with tariffs averaging 11.1 per cent. The cost of 

compliance with trade procedures remains high.  

China ranks 79th on the World Bank Ease of Doing Business 

scale.

WORLD BANK DOING BUSINESS RANKING 
COMPARED TO CANADA

SOURCE: 2018 WORLD BANK DOING BUSINESS REPORT

This distance to frontier score helps assess the absolute level of regulatory 
performance over time. An economy’s distance to frontier is reflected on a scale 
from 0 to 100, where 0 represents the lowest performance and 100 represents the 
best performance across all economies and across time.

% OF RESPONDERS RANKING AS # 1 ISSUE

WEF EXECUTIVES’ RANKING OF THE MOST PROBLEMATIC 
FACTORS FOR IMPORTING TO CHINA

Note: From a list of factors, respondents were asked to select the five most 
problematic factors in their country and rank them. The scores correspond to the 
responses weighted according to their rankings

WORKING IN CHINA

Work visa 
A work visa is required for persons wanting to work in 

China. It is only granted if you and the employer meet  

certain requirements.  First, the organization must be accred-

ited to employ foreigners. You must meet the requirements as a  

“foreign expert” and the employer must obtain a certificate 

stating that you comply. The most common employment is teach-

ing English for which the minimum qualifications are stated as  

having English as a first language and having at least a Bachelors 

degree and two years of teaching experience. The age limit 

for male applicants is 18–60, and 18–55 for female applicants. 

However, there is some flexibility in these requirements so if 

you can find a willing employer they still have a chance of ob-

taining approvals for you.

For more information, please refer to 

https://www.travelchinaguide.com/embassy/visa/work.html.

Taxes 

•   Non-residents are generally subject to the same tax rates 

as residents (liable for tax on China sourced employment 

income only). 

•   A non-domicile of China is deemed to be a resident for 

any year that he/she lives in China for 365 days, without 

a single period of absence of more than 30 days consec-

utively or cumulative periods of absence of more than 

90 days within the same calendar year (liable for tax on 

worldwide income).

•  China and Canada have had a tax agreement to avoid  

    double taxation since 1986.
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RECOMMENDATIONS

• The Chinese government controls the majority of the 

oil and gas industry, making market entry a challenge, 

but it has recently made changes to the Catalogue 

Guiding Foreign Investment in Industry. In the revised 

catalogue, a foreign investor has a choice of creating 

a joint venture or a wholly foreign-owned enterprise. 

This will make it easier to bring expertise into China. 

• China has the world’s third largest coal reserve 

and great  potent ia l  fo r  coa lbed methane 

resources. China is open to foreign investment to 

help introduce new technologies in this industry. 

• Coalbed methane, EOR and shale markets currently  

represent the best opportunity for Canadian supply and 

service companies willing to do business in China oil 

and gas sector. 

INSIGHTS

•   We are seeing interesting activity from China. 

We see engineering firms receiving parts 

from China, putting them together in Canada 

and putting regulations around it. Lots of 

activity to bring something in and certify 

here in Canada

•   China is essentially one national oil 

company with four parts. China is extremely 

competitive. The Chinese market is  

difficult to penetrate

•   Know your competition and limit market 

risks. It is easy to have your IP stolen 

from you

•   Be aggressive quickly, protect your IP 

and make as broad an impact as you 

can (someone will reverse engineer your 

product in China)

Category Analysis

POLITICAL
The Chinese government is becoming more authoritarian, with term limits recently removed for top leadership. 
While recently decreeing an opening up of its upstream industry to foreign investment, it remains to be seen if  
it will put rules in place to make it efficient.

ECONOMIC
China’s economy continues to grow, as does its demand for oil and gas. It is currently focused on increasing 
natural gas supplies as heating and electricity demand climbs with its growing middle class.

SOCIAL
There are increasing public demands to limit pollution from China’s growing middle class, favouring development 
of natural gas and renewables.

TECHNOLOGICAL

China is attracting global oil companies with low-cost oil and gas services and equipment. In fact, China has 
plentiful labour and supplies, which make them highly competitive in the global oil and gas services industry.  
Canadian service and supply companies can enter the China market by building sophisticated equipment,  
an area where Chinese firms still lack expertise.

ENVIRONMENT

According to China’s Energy Development Strategy Action Plan, China has committed to cleaner energy consumption. 
By 2020, China aims to increase natural gas consumption in the country’s primary energy mix from five per cent to 10 
per cent to alleviate high levels of pollution caused by the country’s heavy coal use. This situation is positive, as China 
will need additional support to develop more shale gas resource. 

LEGAL Intellectual property protection is a major issue in China, causing many potential exporters to avoid this market.

PESTEL ANALYSIS

6 4

CHINA


	GG Cover
	Going Global Phase 3.pdf



