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Summary Report: Divergent Effects of Oil Price Volatility on China’s Oil and Gas
Industrial Chain amid Geopolitical Conflict

A sharp rise in global oil prices, driven by escalating geopolitical tensions in Iran and the
broader Middle East, has heightened China’s exposure given its significant reliance on crude
imports sourced from the region. Sustained high oil prices are likely to create a divergent
impact on credit profiles across China’s oil and gas industry. Upstream exploration and
production are benefiting from rising volumes and prices, supporting profitability and
strengthening credit fundamentals. In the midstream refining, petrochemical, and oil
transportation sectors, leading enterprises exhibit relatively strong resilience, while smaller
private companies face heightened pressure. Downstream manufacturing and consumption
segments encounter obstacles in cost pass-through, resulting in widespread profitability
challenges and rising credit risks, particularly among smaller enterprises.

China’s Oil Import Reliance Heightens Supply Risks and Cost Pressures

China faces heightened exposure to global oil price volatility and supply disruptions due to its
structural reliance on imported crude oil and concentrated sourcing from the Middle East.
Domestic crude oil production reached 216 million tonnes in 2025, while apparent
consumption was around 789 million tonnes, leaving a persistent supply gap. As a result,
China’s crude oil import dependence remained high at 73.2% in 2025. In terms of import
structure, China’s crude oil supply is highly concentrated, with about 53.1% sourced from the
Middle East, including Iran as a key supplier. Escalating geopolitical tensions disrupt export
flows and maritime transportation, amplifying both supply risks and import cost pressures.

Upstream: Core Beneficiary of Rising Prices

The upstream oil and gas sector, with crude oil and natural gas as its core revenue products,
is the primary beneficiary, as rising international oil prices are directly transmitted to business
operations. Higher global prices have driven domestic crude sales prices upward, lifting
average product prices and expanding revenues, while policies to increase reserves and
production have sustained steady output growth. Greater earnings will strengthen operating
cash flow, with substantial inflows bolstering cash reserves and enhancing debt-repayment
capacity. Elevated prices may also spur greater capital expenditure in exploration and
development, boosting orders for oilfield services and equipment suppliers and reviving overall
industry sentiment. Supported by high sales prices, low financing costs, and national energy
strategy backing, the sector will maintain stable credit profiles, particularly for large
state-owned enterprises and leading oilfield service providers.

Midstream: Differentiated Resilience to Rising Costs and Supply Disruptions

The midstream oil and gas sector, including refining, oil transportation, and chemicals, is under
significant pressure from higher crude feedstock costs and supply disruptions. Overall,
business performance and credit risk are increasingly differentiated by scale, integration, and
financing access. Large state-owned and integrated enterprises retain stable fundamentals,
supported by quotas, long-term contracts, diversified product portfolios, and stronger
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refinancing capacity, while smaller private companies face heightened vulnerability to cost
shocks, liquidity stress, and refinancing challenges.

Across subsectors, refiners with integrated operations and sufficient import quotas can
manage raw material costs and pass them downstream, while small private refiners reliant on
Iranian crude face margin compression and heightened credit risk. Oil shipping companies
benefit from higher freight rates that offset rising costs, keeping overall industry credit risk
broadly contained, though smaller carriers face greater pressure. In chemicals, integration is
the key differentiator. Large integrated enterprises are better positioned to preserve margins,
mid-sized firms absorb part of the cost burden with modest profit declines, while small
producers reliant on purchased crude are likely to suffer severe margin erosion.

Downstream: Rising Credit Risks due to Weak Cost Pass-Through

The downstream sector, such as transportation, plastics, textiles, autos, and home appliances,
faces mounting pressure as crude oil price increases are transmitted through refined products
and chemical feedstocks. However, with weak demand recovery and competitive markets,
cost pass-through capacity is limited, leaving profitability broadly under strain.

Transportation companies face higher fuel costs but limited room to raise fares, resulting in
modest profit declines. Plastics, textiles, and appliance manufacturers struggle as raw material
costs surge while competitive pressures prevent selling price adjustments, likely compressing
profit margins. In autos, traditional fuel-vehicle costs rise, but growth in new-energy vehicles
offsets part of the pressure, keeping profitability relatively stable. Overall, leading enterprises
remain resilient by leveraging scale, brand strength, integrated supply chains, and financing
access, while smaller companies — often highly leveraged with weak bargaining power and
limited refinancing options — are increasingly exposed to sustained losses, cash flow
deterioration, and elevated credit risk.

Note: This report is an executive summary. For full details, please refer to the original report
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Disclaimer

Ratings (including credit ratings and other rating products) and research reports published by
Lianhe Ratings Global Limited (“Lianhe Global” or “the Company” or “us”) are subject to certain
terms and conditions. Please read these terms and conditions at the Company’s website:
www.lhratingsglobal.com

A rating is an opinion which addresses the creditworthiness of an entity or security or the
assessment of an instrument. Ratings are not a recommendation or suggestion to buy, sell,
or hold any security or instrument. Ratings do not address market price, marketability, and/or
suitability of any security nor its tax implications or consequences. Ratings may be subject to
upgrades or downgrades or withdrawal at any time for any reason at the sole discretion of
Lianhe Global.

All ratings are the products of a collective effort by accredited analysts through rigorous rating
processes. No individual is solely responsible for a rating. All ratings are derived by a rating
committee vesting process. The individuals identified in the reports are solely for contact
purpose only.

Lianhe Global conducts its rating services based on third-party information which we
reasonably believe to be true. Lianhe Global relies on information generally including audited
financial statements, interviews, management discussion and analysis, relevant third-party
reports, and publicly available data sources to conduct our analysis and uses reasonable
measures so that the information it uses in assigning a rating is of sufficient quality to support
a credible rating. However, Lianhe Global has not conducted any audit, investigation,
verification or due diligence. Lianhe Global does not guarantee the accuracy, correctness,
timeliness, and/or completeness of the information. Ratings may contain forward-looking
opinions of Lianhe Global which may include forecasts about future events which by definition
are subject to change and cannot be considered as facts. Please see Lianhe Global’s website
for the last rating action and the rating history. Please see Lianhe Global’s website for the
methodologies used in determining ratings, further information on the meaning of each rating
category, and the definition of default.

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers
and/or representatives or any member of the group of which Lianhe Global forms part be held
liable to any party for any damage, loss, liability, cost, expense or fees in connection with any
use of the information published by the Company.

Lianhe Global receives compensation from issuers, underwriters, obligors, investors or
principals for conducting rating services for solicited ratings. An unsolicited rating is a rating
that is initiated by the Company and not requested by the issuer, underwriters, obligors,
investors or principals.

Ratings included in any rating reports are disclosed to the rated entity (and/or its agents) prior
to publishing. Rating reports and research reports published by Lianhe Global are not intended
for distribution to, or use by, any person in any jurisdiction where such use would infringe local
laws and regulations. Any user relying on information available through rating reports and
research reports is responsible for consulting the relevant agencies or professionals
accordingly to comply with the applicable local laws and regulations.

All published rating reports and research reports are the intellectual property of Lianhe Global.
Any reproduction, redistribution, or modification, in whole or part, in any form by any means is
prohibited unless such user has obtained prior written consent from Lianhe Global.

Lianhe Global is a subsidiary of China Lianhe Credit Rating Co., Ltd. The rating committee of
Lianhe Global has the ultimate power of interpretation of any methodology or process used in
the Company’s independent ratings and research.
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